
 

      
    
            
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
             

   
    
 
 
             

 
(Total 
Return)   

Benchmark Indx & 
Category Average* 

3rd Q 
2022 

12 
Mos. 

S&P MC 400 Growth -0.74 -19.52 
Mid Cap Gr Avg -1.26 -30.28 

S&P MC 400 Value -4.01 -10.88 
Mid Cap Val Avg -5.46 -11.10 

S & P 400 Index -2.46 -15.25 
Mid Cap Blnd Avg -4.54 -16.81 
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Investment Market Commentary 
 

After a brutal 2022 first half, at the 
top of the third quarter investors 
went on offense. The S&P 500 
rallied nearly 14% off its June low 
on hopes that the Fed would pivot 
toward a less aggressive rate hike 
pace.  
 
Those prospects faded as inflation 
dug its cleats in. August’s Core CPI 
jumped to 0.6% from 0.3%, despite 
softened gas prices. The offensive 
line got sacked and defense took the 
field.  Stocks gave back all the 
yardage advanced at the start of the 
quarter and then some.   
 
The Fed persisted in its attempts to 
tackle inflation with a .75% hike 
propelling its benchmark rate to 

Armchair Quarterbacks Hike – Investors Punt! 

Selected Benchmark and Category Average Returns 

~3.25%.  Perceived as having 
fumbled an opportunity to get ahead 
of rising prices late last year, the Fed 
is throwing Hail Mary’s by pursuing 
the swiftest tightening tempo since 
the early 1980s. Results thus far are 
nowhere near the endzone. The 
score - Fed 0 – Inflation 8. 
 
The central bank’s 4.5% target and 
audible concession that it probably 
can’t tame inflation without 
throwing the economy into recession 
whipsawed markets. The S&P 500 
finished down -4.9% for the quarter 
breaking through the June low. Now 
unquestionably playing with the 
Bears, the Index was down –23.9% 
for the year through quarter-end 

 
(Total 
Return)   

Benchmark Indx & 
Category Average* 

3rd Q 
2022 

12 
Mos. 

S&P 500 Growth  -3.86 -21.11 

Large Cap Gr Avg -4.23 -28.45 

S&P 500 Value -5.82 -9.63 

Large Cap Val Avg -5.62 -9.32 

S&P 500 Index -4.88 -15.47 

Large Cap Blnd Avg -5.03 -16.01 

 

marking the start of the worst 
season since 2002.  
 
The S&P Mid Caps and Russell 
2000 Small Caps huddled together 
losing -2.5% and -2.2%, 
respectively. They are in the red by 
–21.5% and -25.1% through 
September 30th.   
 
The Energy sector gained +6.9% 
and Utilities climbed +4.3% 
making the quarter’s highlights. 
Consumer Discretionary stocks did 
well on the surface at +9.3% but on 
the backs of the two top players, 
Amazon and Tesla (43% of the 
index), who snapped back after a 
dreadful Q2. Barely 20% of the 
others beat the broad index. 

Large Cap Equity 

 
(Total 
Return)   

Benchmark Indx & 
Category Average* 

3rd Q 
2022 

12 
Mos. 

Russell 2000 Growth  0.24 -29.27 
Small Cap Gr Avg -1.05 -31.77 

Russell 2000 Value -4.61 -17.69 
Small Cap Val Avg -5.11 -14.91 

Russell 2000 -2.19 -23.50 

Small Cap Blnd Avg -3.70 -19.60 

 

Mid Cap Equity Small Cap Equity 

International Equity  

 
(Total 
Return)   

Benchmark Indx & 
Category Average* 

3rd Q 
2022 

12 
Mos. 

MSCI EAFE -10.01 -27.17 

Intl Equity Avg -10.23 -27.52 

 

* Category average calculated using 
Morningstar Direct. Fund universe screened 
to include funds that meet the following 
criteria: 
 

A. M-Star Category consistent with 
designated asset class and 
management style. 

B. M-Star Style Box consistent with 
designated management style. 

C. Fund’s Objective consistent with 
asset class. 

D. Excludes Index Funds.  
 

We have not independently verified 
Morningstar data. 

 

3rd Quarter 
Equity Market Results 

 3rd Qtr. 
% Chg. 

12-mo.  
% Chg. 

S&P 500 -4.88 -15.47 
S&P 400 -2.46 -15.25 

Nasdaq -3.91 -26.25 

Russ 2000 -2.19 -23.50 
MSCI EAFE -10.01 -27.17 

MSCI Emg 
MMkt 

-11.57 -28.11 
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The ECB can’t directly budge energy prices with 
interest rates but higher euro yields might keep the 
currency from devaluing further against the dollar. 
Most energy markets are priced in dollars so a more 
stable euro could mitigate some related inflationary 
pressure.  Despite their efforts the score remains 
ECB 0 - Inflation 10. 
 
New UK PM Liz Truss proclaimed “Extraordinary 
challenges call for extraordinary measures…” as 
she kicked off plans to cap energy costs for 
households and lower taxes.  Investors cringed 
sidelining the pound to a record low against the 
dollar. The ensuing UK government debt selloff 
seriously threatened pension funds and insurers 
holding derivatives tied to Gilts. The Bank of 
England abruptly deviated from its tightening 
playbook and started buying UK debt to intercept 
losses. Warning whistles sent the FTSE 100 Index to 
a new low. 
 
While the rest of the world gradually sheds face 
masks, China’s lock downs continue to stifle factory 
output and consumer demand. Repressed 
technology companies are laying off employees 
leading to rampant unemployment. The country’s 
woes have taken a toll on the Yuan – both on and 
offshore. China may be less eager to inject stimulus 
to cure economic malaise because it will further 
depress the more freely traded offshore currency.  
We are all watching because China’s false starts can 
easily block global forward progress.  
 
The MSCI EM Index sank -11.6% in Q3, victimized 
by a -22% drop in the value of Chinese companies 
that make up over 30% of its constituents. India, 
Indonesia and Brazil lifted spirits by posting strong 
positive results and are primed to offer attractive 
alternatives to China. India is an oil importer but a 
larger share of its needs are being fueled by Russia 
at a 20% discount.  Indonesia stands to profit from 
demand for alternatives to Russian commodities 
like nickel and oil.  At 10.5x 2023 earnings, the EM 
index might prove to be a bargain - especially when 
one considers the potential for dramatic recovery.  
 
Experience over the last year drives home the 
reality that there is nothing “fixed” about Fixed 
Income. Just 12 months ago the yield on a 2-year 
Treasury was just under .3% and barely over 1.5% 
on the 10-year. During Q3 the 2-year Treasury 
spiked to 4.2%, a high since 2007.  As of this 
writing, the curve has morphed into a barbell 
peaking at 4.47% on the 2-year before flattening out 

Growth stocks were victorious (lost less!) over rival 
Value last quarter, chipping away at the latter’s 
impressive year-to-date dominance.  The spread 
between Large and Small Cap Value vs Growth is 
11%+ over the past 12 months.  
 
If the investment playing field feels more violent 
these days, you are right. Looking back at 85 calendar 
years starting in 1937 only 9 of them posted higher 
volatility stats than so far in 2022.  They include years 
marked by the Recession of 1937, the Cuban Missile 
Crisis in 1962, the Covid Pandemic of 2020 and Black 
Monday in 1987, to name a few.  
 
Tanking equity prices have moderated valuations. 
The forward 12-month P/E ratio for the S&P 500 is 
currently 15.4x according to Factset. That is below 
both the 5-year average (18.6x) and the 10-year 
average (17.1x). Over the past decade, forward P/E 
multiples have found a trough at ~ 13x so it won’t be 
surprising if there is more trouncing to come. While 
P/E ratios contracted this year, earnings overall have 
yet to take a knee. Analysts recently revised projected 
earnings growth down to 7% for CY 2023. Still seems 
like a tall order in view of higher costs and halting 
economic growth.  If profitability wanes stock prices 
are sure to follow suit. 
 
In addition to obvious threats, the beefed-up dollar is 
talking trash to corporate profits. S&P 500 companies 
generate 40% of their revenue outside the U.S. The 
dollar is up over 16% this year against a basket of 
foreign currencies interfering with the translation of 
overseas income back into dollars.  Sporting higher 
than average foreign revenue streams, Technology 
(58%), Materials (55%) and Consumer Staples (44%) 
sectors will bear the brunt of the currency blow. 
Developed International stocks were down a 
relatively modest -4.3% last quarter in local currency 
terms, but the MSCI EAFE Index sloughed off -10% 
under the weight of a brawny green back.   
 
Prospects for Eurozone teams are bleak.  Inflation is 
soaring - driven primarily by skyrocketing energy 
prices and choked up supply chains. Recession 
appears inevitable. Investors are not only worried 
about their stakes in EU companies but also the 
impact on U.S. multinationals that earn 25% of their 
sales in the region.  The ECB hiked rates by 75bps in 
September following a 50bps increase in July. They 
are talking about another 75bps hike as Q4 gets 
underway. Officials are double-teaming inflation and 
the euro which has fallen to a 20-year low against the 
dollar. 
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Every cycle has its quirks.  Despite signs the economy 
should be slowing, employers are still adding jobs and 
many continue to struggle with labor shortages. At 
263,000 new jobs in September, the pattern is cooling 
but the unemployment rate fell again to 3.5%.  Layoffs 
remain historically low even after a slight uptick 
concentrated in technology and real estate industries. 
Wages rose 5% a mere .2% below August‘s annualized 
rate. 
 
Fed Chair Powell admits “no pain no gain,” but how 
much sacrifice should be inflicted in the quest for 
price stability? Modernizing the traditional Phillips 
Curve1 to reflect supply side data, RSM economist Joe 
Brusuelas estimates that it will cost 5.3 million jobs 
and an unemployment rate of 6.7% for the Fed to 
achieve its 2% PCE target. Some economists argue that 
the high number of job vacancies offers a cushion 
because employers will stop hiring instead of firing.  
Others find this view unreasonably optimistic citing a 
possible structural shortage of candidates qualified for 
certain jobs and a labor force unwilling to relocate.  If 
they are right, in spite of anything the Fed does labor 
will remain tight, demanding higher wages and 
fueling inflation.  
 
The upshot?  Perhaps the Fed will have to 
compromise on its inflation goal to preserve some 
semblance of prosperity.  We probably need to brace 
for recession – but we have survived them before.  
Companies and investors will have to deal with the 
fact that the era of “free money” is over and some 
level of inflation is normal. This isn’t a bad thing, 
although getting there after decades of artificial easing 
is painful.  Once policy makers stop throwing 
“extraordinary measures” into the mix, markets will 
have time to adjust.  With luck, life as we know it goes 
on. 
 
1. Developed by A.W. Phillips the curve depicts an inverse 

relationship between inflation and unemployment. Its slope 
theoretically predicts the “sacrifice ratio” or the tradeoff between 
price stability and growth. Stagflation experienced from 1973 – 
1975 and pre-pandemic era of low unemployment and absent 
inflation challenged the hypothesis.  Mr. Brusuelas thinks the 
curve should be resurrected – with a face lift. 

to just under 4% on the 10-year.  You get 25 bps for 
extending another 10 years but investors don’t make 
anything by going out 30 years.  
 
As you know, when yields go up bond (and other debt 
securities) prices go down. We noted last quarter the 
extreme speed and altitude of rate adjustments is giving 
bond fund managers concussions.  Total returns on US 
Treasuries range from -5% (2- year) to -16% (10-year) 
over the last 12 months. The Bloomberg US Agg Bond 
Index gave back -4.8% in Q3 and is down -14.6% YTD.  
The best thing we can do now is to reap higher yields and 
reinvest in shorter-term quality credit until prices settle 
down. 
 
Municipal debt issuers are taking time outs. September 
sales were down -40% from the previous month and are 
down -15% from last year.  Not only is refinancing less 
appealing from a cost perspective, but a 2017 tax code 
provision won’t let municipalities issue tax free debt 
when it is escrowed to retire existing bonds. Existing 
inventory is now priced well below par, a phenomenon 
that converts some of the yield into taxable ordinary 
income at redemption.  Municipal revenues remain solid 
and reserves at the highest levels in 40 years.  Yet during 
the first eight months investors have yanked more money 
out of municipal bond funds and ETFs than in any full 
year since 1992. 
  
Fallout from the Fed’s war on inflation jacked up 
mortgage rates to 6.7% from 2.9% a year ago. Housing 
sales slowed for the seventh consecutive month in 
August. Existing homes sales are down -25% year to date 
while new home sales, 10% of the market, are off -40%.  
Historically low inventories have supported prices – still 
15% higher year-over-year, although the pace has 
steadily decelerated and took a nosedive in August 
according to the Case Shiller 20-City Composite.  
Mortgage brokers, agents and settlement companies take 
direct hits when homeowners hold possession but slower 
motion has had a domino effect on furniture, home 
appliance and electronics retailers and their employees.  
Sales are down for these items but with the exception of 
appliances, prices still rose in August.  
 


