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My father, an Italian-American psychiatrist, would often impart curious
pronouncements to his eight children which ranged from the brilliance of
Enzo Ferrari after WW2 to the health benefits of a pasta-based diet. We
wondered, wide-eyed and skeptical, if these troves of “wisdom” stemmed
from his heritage, or from his profession (or from neither)? For example, he
often warned of feeling too good, or riding too high as these episodes could
portend a crash ahead. Hmmm….was this due to the Italian “evil eye,” or
“malocciho,” which is the belief that if someone stares or glazes inspired by
jealousy or envy your good look or success, bad luck or misfortune will
come your way1. Or was it due to manic type cycles of the human brain
with lows naturally following from highs? Whatever the origin of this belief,
my dad was more often closer to right than wrong.

Indeed, we might see this wisdom as right on target for several cohorts
right now: US investors, as well as residents of many parts of Florida. The
present suffering of each of these groups follows from strings of
exceptional fortune. The biblical devastation descended on Floridians by
hurricane Ian last week occurred in the midst of a booming Florida
economy: Florida has seen a mass migration since Covid with almost 1000
people moving there per day, 7 of the top 10 fastest-growing places in the
U.S. in 2022-2023 are all in Florida, according to U.S. News & World Report,
and Florida’s median home values have grown by 33.1% over the past year
by over 78% over the past 5 years2. The timing of this destruction is indeed
ironic…but was it the result of “malocchio?”

Similarly, stock investors were on a sugar high of cheap money, with low
interest rates pushing up the value of their holdings and enabling borrowing
by corporations via cheap debt, and by individuals with rock bottom
mortgages rates. Since the stock market bottom in 2020 till early January
of this year the S&P 500 Index had gained 114% before the ‘evil-eye’ in the
form of Fed Chairman Powell put an end to the party with a series of rate
increases that brought the Fed funds rate from near zero to nearly 3% in
the span of six months - the fastest, largest increase in decades. As a
result, the S&P 500 saw a year-to-date return of -23.9% through the third
quarter when it was down -4.9%, and bonds, as represented by the Barclays
Aggregate Index, were also down -4.8% for the third quarter, bringing the
bond index YTD return to -14.6%.

Malocchio:  The Italian “Evil Eye”

Believe me, I get it; it’s ugly out there right now and nothing sounds quite so
appealing as the thought of being able to turn a blind eye to it all and pretend that
none of this is happening. But anyone who needs to eat and doesn’t grow their
own food cannot NOT see the horror on every price tag in every grocery store isle.
To battle this manmade scourge, officials in DC have several arrows in their quiver:
monetary policy (via changes in fed funds interest rate), fiscal policy (via tax and
spending), and regulatory (which affects the costs of providing goods and
services). But it appears the Fed (via monetary policy) is left to do all the heavy
lifting which has only become heavier with the student loan forgiveness plan
(which the CBO has estimated to have a price tag of $400 billion), and the
devastation from Hurricane Ian (estimated property damage of $40B and overall
damage over $100B) which is expected to increase the demand for building
materials whose prices had just started to return to pre-covid levels.

Don’t Look Up

In light of these developments and the painfully slow reduction in the overall
level of inflation we’ve seen thus far, the Fed is likely to continue on their path
of interest rate increases despite recent spotty signs of weakening such as a fall
in the number of job openings and a rise in layoffs. So, we definitely do seem to
have more than enough reason to worry right now and – just as was the case in
the movie – not “looking up” isn’t going to make any of it go away. While we do
not believe we are currently in a recession, the future moves by the Fed could
push us into the R word arena. However, given that there is no bubble area that
looks ripe for bursting or industry teetering on edge (like the financial sector
during the GFC and the tech industry in 2001), we also do not believe the
recession will be particularly deep, albeit it could last a while.

Since the Fed has decided that sizable increase in the fed funds rate is the
weapon of choice to slay the dragon, rates on savings accounts and bonds have
increased as well (albeit not necessarily to the same degree). The Schwab
taxable money market rate is presently 2.9% and a 2-year Treasury note yields
4.2%, making income generation possible again from these safer vehicles. In
addition, due to their higher yield, bonds are now less susceptible to the
negative effects of rising rates on their total returns (due to bond math). So,
while the journey was not fun, it has brought the bond holder to a better place
for realizing better returns going forward.

Behind Every Gray Cloud…

1https://theprouditalian.com/malocchio-the-evil-eye/
2https://learn.roofstock.com/blog/florida-real-estate-market
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Bond Returns vs Fed Funds Rate
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Admittedly, we currently face highly uncertain and often unnerving conditions, in
spite of which investors must remember that the actions they take – and, quite
critically, those they consciously choose NOT TO TAKE – could end up having very
material effects on the potential success of their long-term financial and investment
plans. As a result, you should expect us to continue trumpeting the merits of long-
term strategic tools like discipline and diversification, employed in concert with
managed tactical tilts intended either to take advantage of a nascent opportunity or
sidestep an emerging risk. In response to some changes we see in economic and
financial market conditions as well as in the prospective risk/reward propositions
offered by various asset classes and market segments, we recently have made
several such tactical moves: reducing foreign stock and foreign bond exposure in
light of continued and forecasted slowing growth particularly in Europe, China and
Japan, the continuing strength of the dollar, and growing geopolitical risks, and
increasing alternatives to provide additional diversification away from traditional
strategies which we believe could be in the crosshairs of current economic risks.
Consistent with our core philosophy, however, such moves are designed to remain
consistent with the core risk characteristics that define each of our client’s
strategies. We continue to believe these strategies encapsulate the key qualities
necessary to promote a high likelihood of reaching your goals and objectives over
the long-run, despite the potentially hairy conditions we may encounter in the
short-run.

Likewise, given the decline in stock prices, the opportunity going forward for
new money invested is significant. The chart below shows the total return
(in orange) that would be realized over each time period in order for the
market to rebound to its January high. This is not to say that volatility won’t
persist and that there won’t be more pain in the interim, but if investors can
stay the course and the market recovers (which history shows it does after
EVERY bear market), your return going forward could be attractive.
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Going forward…

It’s good to recall that these sorts of challenging conditions in which we find
ourselves – and much worse, in fact – are all explicitly considered within the
framework of our long- term asset class assumptions, asset allocation and
client financial planning processes. We stand by our most basic rule for times
like these, which is that investors should avoid making hasty decisions that
materially alter their risk positioning in the absence of any change in their
actual circumstances. And to remind you that while your spouse, your
neighbor, and your dog may all be your friend, your emotions are not.

Historically a higher fed funds rate corresponded with positive returns for bond 
investors even in a rising rate environment,  Due to the low interest rate at which the 
Fed has  started to raise rates in this cycle, bond investors have suffered more than in 
the past. As rates rise, further increases will be less painful.
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Rolling Returns

		

		Yr End		Bloomberg Agg.		Fed Funds Rate

		1980		2.71%		22.00%

		1981		6.25%		13.13%

		1982		32.62%		11.20%

		1983		8.35%		9.92%

		1984		15.15%		8.74%

		1985		22.10%		13.46%

		1986		15.26%		14.35%

		1987		2.76%		6.89%

		1988		7.89%		9.04%

		1989		14.53%		7.97%

		1990		8.96%		5.53%

		1991		16.00%		4.09%

		1992		7.40%		2.66%

		1993		9.75%		2.85%

		1994		-2.92%		4.94%

		1995		18.46%		4.73%

		1996		3.64%		6.26%

		1997		9.64%		5.84%

		1998		8.70%		4.07%

		1999		-0.82%		3.99%

		2000		11.63%		5.41%

		2001		8.43%		1.52%

		2002		10.23%		1.16%

		2003		3.63%		0.94%

		2004		4.10%		1.97%

		2005		2.06%		4.09%

		2006		4.12%		5.17%

		2007		6.97%		3.06%

		2008		5.24%		0.14%

		2009		5.93%		0.05%

		2010		6.54%		0.13%

		2011		7.84%		0.04%

		2012		4.21%		0.09%

		2013		-2.02%		0.07%

		2014		5.97%		0.06%

		2015		1.14%		0.20%

		2016		3.25%		0.55%

		2017		3.54%		1.33%

		2018		0.01%		2.04%

		2019		8.72%		1.55%

		2020		3.76%		0.09%

		2021		-1.50%		0.07%

		9/30/22		-14.35%		3.08%
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Market Performance thru 9/30/2022

The Better Performing Areas in Q3

• Alternatives – the funds we use in the alternatives allocation which utilize a non-traditional style of investing were down only modestly over the third quarter,
beating stocks and bonds overall;

• Short term bonds – while down, shorter maturities and treasuries held up better than their longer-term and lower credit counterparts as shorter maturities react
less to rising interest rates and higher quality issues are more attractive as recession risks increase;

• Growth stocks – stocks of companies whose earnings are far in the future held fast in Q3 as investors took advantage of their 20%-40% decline to buy in at
dramatically reduced prices

• Small cap stocks - after the extreme repricing of smaller company names investors saw opportunity in the new lower entry point in this segment of the market

• Cash – held their value in nominal terms and provided greater return due to higher rates

The Weaker Performing Areas in Q3

• Foreign stocks – the slowing economy in Europe, Ukraine war and corresponding energy crisis, weaking Euro, as well as covid lockdown-induced economic
slowdown in China were all drags on foreign stock returns to US investors

• Bonds – rising interest rates across maturities translated into negative returns for bondholders

• Real Estate (REITs) - rising rates depresses the value of income producing real estate as the higher yield on bonds compete with the income provided from REITs

Index (as of 9/30/2022) 3rd Qtr
% Ret

Year to Date
% Ret

1 Year 
% Ret

3 Years Avg
Annl % Ret

5 Years Avg
Annl % Ret

10 Years Avg
Annl % Ret

20 Years Avg
Annl % Ret

Bloomberg Commodity (Commodity Futures) -4.11 13.57 11.80 13.45 6.96 -2.14 1.46
Bloomberg Multiverse (Global/High Yield Bonds) -6.76 -19.79 -20.35 -5.63 -2.26 -0.76 2.88
Bloomberg US Agg Bond (US High Quality Bonds) -4.75 -14.61 -14.60 -3.26 -0.27 0.89 3.08

IQ Hedge Multi-Strategy Tracker ETF (Alternatives) -3.03 -12.23 -12.25 -1.63 -0.25 0.89
FTSE EPRA Nareit Developed (Real Estate) -11.58 -29.89 -22.77 -6.47 -0.85 2.87
MSCI ACWI Ex USA (Foreign Stocks) -9.91 -26.50 -25.17 -1.52 -0.81 3.01 6.37
MSCI EAFE (Europe Asia Far East Stocks) -9.36 -27.09 -25.13 -1.83 -0.84 3.67 5.91
MSCI EAFE Small Cap (Small EAFE) -9.83 -32.11 -32.06 -2.16 -1.79 5.28 8.22
MSCI EM (Emerging Markets) -11.57 -27.16 -28.11 -2.07 -1.81 1.05 8.73
Russell 1000 Growth (Large US Growth Stocks) -3.60 -30.66 -22.59 10.67 12.17 13.70 11.02
Russell 1000 Value (Large US Value Stocks) -5.62 -17.75 -11.36 4.36 5.29 9.17 8.67
Russell 2000 Growth (Small US Growth Stocks) 0.24 -29.28 -29.27 2.94 3.60 8.81 9.67
Russell 2000 (Small US Stocks) -2.19 -25.10 -23.50 4.29 3.55 8.55 9.36
Russell 2000 Value (Small US Value Stocks) -4.61 -21.12 -17.69 4.72 2.87 7.94 8.81
DJ US TSM Mid Cap (Mid Cap US Stocks) -3.15 -23.97 -19.86 3.85 5.41 10.08 10.64
S&P 500 (Large Cap US Stocks) -4.88 -23.87 -15.47 8.16 9.24 11.70 9.84
USEAS Stat US T-Bill 90 Day (Cash) 0.27 0.34 0.37 0.55 1.06 0.62 1.16



Investment advisory services offered through DWD Portfolio Solutions Inc. an SEC Registered Investment Adviser. The information contained is derived from sources believed to be accurate. However, we do not guarantee its 
accuracy. The information contained is for educational purposes only and it is not intended to cover all aspects of a particular matter. Neither the information presented, nor any opinion expressed constitutes a representation 
by us or a solicitation of the purchase or sale of any securities. The information provided is not written or intended as tax or legal advice. Investments are not FDIC-insured, nor are they deposits of or guaranteed by a bank or 
any other entity, so they may lose value.

The Bloomberg US Agg and Multiverse indices are registered service marks of Bloomberg Finance LP; the S&P 500 Index is a registered trademark of the McGraw-Hill Companies, Inc.; the
Russell 1000, Russell 1000 Value, Russell 1000 Growth, Russell 2000, Russell 2000 Value, and Russell 2000 Growth indices are registered trademarks of the Frank Russell Company; the MSCI
EAFE) and MSCI Emerging Markets indices are registered trademarks of Morgan Stanley Capital International Inc.; the Bloomberg Commodity Index is a service mark of Bloomberg Finance
L.P. and its affiliates; the Credit Suisse Liquid Alternative index is a trademark of Credit Suisse Group AG. The DJ US TSM Mid Cap Index is a service mark of Dow Jones & Company, Inc.; the
S&P 500 TR Index is a trademark of Standard and Poor's Inc.
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