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Source: Bespoke- https://twitter.com/bespokeinvest/status/1609272062459142146

Returns/Performance:

Risk assets notched a positive fourth quarter, largely on optimism that infla-
tion has peaked, the Federal Reserve would reduce the pace of interest rate 
hikes, and a weakening US Dollar. Bespoke highlights performance for several 
key Exchange Traded Funds (ETFs) which proxy equity indexes, currencies, 
commodities, and fixed income in the following chart.  

Speaking to equities, Q4 returns played out similar to 2022 returns in general 
as Value led Growth and Defensives led Cyclicals. . The Dow Jones Industrial 
Average led domestic equity indexes for the quarter (+16.01%). The S&P 500 
advanced by +7.56% over the same period. Fixed Income categories were 
generally higher on optimism of peak inflation, although 2022 returns were 
challenged. The Bloomberg US Aggregate Bond Index advanced by +1.9% for 
the quarter but declined by -13% for 2022. Commodities (and energy in par-
ticular) set the pace of 2022 returns.

https://www.tpfg.com/
 https://www.spglobal.com/spdji/en/documents/performance-reports/dashboard-us.pdf
https://twitter.com/bespokeinvest/status/1609272062459142146
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60/40 Portfolio:

As JPMorgan notes in the following chart, a traditional 60/40 portfolio (i.e., 60% in the S&P 500 and 40% in the Bloomberg U.S. Aggregate Bond 
Total Return Index) declined by -16% for 2022 in what was one of the more challenging environments in recent years. For context, many of the 
same factors (i.e., rising interest rates, elevated inflation, strong US Dollar, and rich valuations) posed headwinds to both equities and fixed income 
throughout 2022 with some relief in Q4 as several of these factors moderated.

Source: JPMorgan Q1 2023 Guide to the Markets (Page 64) 
https://am.jpmorgan.com/content/dam/jpm-am-aem/global/en/insights/market-insights/guide-to-the-markets/mi-guide-to-the-markets-us.pdf

Fixed Income:

As covered earlier, fixed income returns broadly rebounded in the 4th quarter as inflation pressures eased. The Bloomberg US Aggregate 
Bond Index advanced by +1.9% for the quarter but declined by -13% for 2022. Speaking more to 2022 returns, lower-duration categories 
outperformed on a relative basis while higher duration and equity proxies (such as High Yield and Emerging Market Debt) led declines. 

https://am.jpmorgan.com/content/dam/jpm-am-aem/global/en/insights/market-insights/guide-to-the-markets/mi-guide-to-the-markets-us.pdf
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Inflation:

Inflation remains elevated but the rate of increase has been decelerating in recent months. The most recent Consumer Price Index (CPI) reading for 
December 2022 rose by +6.5% Y/Y (in-line) and slightly declined by -0.1% M/M. 1

Source: Charlie Bilello  https://twitter.com/charliebilello/status/1609267141064155136

Growth/GDP:

Q3 GDP advanced by +3.2%. 2  Increases in exports, consumer spending, nonresidential fixed investment, and Government spending were offset by 
declines in residential fixed investment and private inventory investment.

Federal Reserve & Interest Rates:

The Federal Reserve continues to tighten monetary policy as it raised the benchmark Fed Funds Rate by +75 bps at the November meeting3  

followed by a +50 bps increase at the December meeting.4 Presently, the target range for the Fed Funds Rate is 4.25%-4.5%. 
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Jobs:

The labor market remains on sound footing. Per the most recent Nonfarm Payroll Report from December, the US economy added +223k jobs. Further, 
the headline unemployment rate (U-3) declined to 3.5% and wage growth was moderate at +4.6% Y/Y. 5

Source: JPMorgan Q1 2023 Guide to the Markets (Page 25) - https://am.jpmorgan.com/content/dam/jpm-am-aem/global/en/insights/
market-insights/guide-to-the-markets/mi-guide-to-the-markets-us.pdf

Earning/Profits:

For Q3, aggregate earnings growth for the S&P 500 was +2.5% with revenue growth of 11%.  Further, 70% of S&P 500 components topped earnings 
estimates during the quarter and 72% exceeded revenue expectations. 6

Consumer Confidence:

Consumer Confidence has remained challenged in lieu of elevated inflation and volatile financial markets. While still at historically low levels, the 
University of Michigan Consumer Sentiment Index rebounded to 59.7 in December from a trough of 50 earlier in the year.  

 https://am.jpmorgan.com/content/dam/jpm-am-aem/global/en/insights/market-insights/guide-to-the-mark
 https://am.jpmorgan.com/content/dam/jpm-am-aem/global/en/insights/market-insights/guide-to-the-mark
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Q1 Preview/Conclusion:

Looking ahead, we will be monitoring several items in the upcoming quarter including monetary policy decisions and commentary from the Federal 
Reserve, Q4 earnings results, and economic data. Potential catalysts include a continued deceleration in inflation, easing tensions between Russia 
and Ukraine, relief in supply chain disruptions, upside surprise in Q4 earnings, and a pivot in central bank policy away from restrictive measures. 
Thank you for taking the time to read our newsletter and entrusting The Pacific Financial Group with your financial needs. We look forward to 
updating you again next quarter.

Sources:

1 – Consumer prices fell 0.1% in December, in line with expectations from economists (CNBC) - https://www.cnbc.com/2023/01/12/consumer-prices-fell-
0point1percent-in-december-in-line-with-economists-expectations.html

2 – Gross Domestic Product (Third Estimate), GDP by Industry, and Corporate Profits (Revised), Third Quarter 2022. (Bureau of Economic Analysis) - https://www.
bea.gov/news/2022/gross-domestic-product-third-estimate-gdp-industry-and-corporate-profits-revised-third

3 – Federal Reserve Statement (November Meeting) - https://www.federalreserve.gov/monetarypolicy/files/monetary20221102a1.pdf

4 – Federal Reserve Statement (December Meeting) - https://www.federalreserve.gov/monetarypolicy/files/monetary20221214a1.pdf

5 – Nonfarm payrolls rose 223,000 in December, as strong jobs market tops expectations (CNBC) - https://www.cnbc.com/2023/01/06/jobs-report-december-
2022-nonfarm-payrolls-rose-223000-in-december-as-strong-jobs-market-tops-expectations.html

6 –FactSet Earnings Insight (December 15th, 2022) - https://advantage.factset.com/hubfs/Website/Resources%20Section/Research%20Desk/Earnings%20Insight/
EarningsInsight_121522C.pdf

CID 778

The information provided herein is the opinion of The Pacific Financial Group (“TPFG”), a registered investment advisor. All Commentary reflects TPFG’s opinion of the general markets which may include one or more specific 
segments of national or global markets. All information is believed to be accurate but has not been independently verified and TPFG makes no warranties as to the accuracy of the information or any representations made or 
implied. The information should not be construed or interpreted as an offer or solicitation to purchase or sell a financial instrument or service. The information is for informational purposes only and should not be relied on or deemed 
the provision of tax, legal, accounting or investment advice. Past performance is not a guarantee future results. All investments contain risks to include the total loss of invested principal. Diversification does not protect against the 
risk of loss. Investors should review all offering documents and disclosures and should consult their tax, legal or financial professional before investing.
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