
The S&P 500 staged a solid fourth quarter rally but the index still lost a little 
over 18% for the year.  The value style outpaced growth virtually the entire 
year, leaving the tech heavy Nasdaq down significantly more than the S&P.   
After years of underperformance, developed international equities, as meas-
ured by the MSCI EAFA, delivered strong fourth quarter performance to out-
pace U.S. equities  and emerging markets by a sizable margin. EAFE’s strong 
quarter was attributable to several factors, including the weakening U.S. dol-
lar, the unexpected resilience of European economies and an old school value tilt. 

Although painful, the equity declines felt like a routine bear market to me.  Down markets are not unique and should be 
expected periodically.  Looking back, the S&P 500 has had negative calendar years 26 times out of the past 97.   Some of 
last year’s damage can be attributed to worries about a potential recession but, in my opinion, much of 2022’s decline 
was directly the result of the carnage in the normally staid bond market.  Equity valuations are negatively correlated to 
interest rates.  As rates rise, the present worth of a future stream of earnings declines.  And, in 2022, rates went up a lot!  
Even though the Barclay U.S. Aggregate was positive in the 4th quarter, it wasn’t close to enough to offset earlier losses.  
Inflation fears and a hyperactive Federal Reserve created the worst calendar year ever for bonds (-13%) as well as the 
worst rolling 3 and 5-year periods (-4% and -0.5%).  Mid-first quarter, suddenly realizing that they were seriously mis-
taken about “transitory inflation” the Federal Reserve jacked up the Federal Funds rate (the interest rate for interbank 

borrowings) dramatically, from around 0% in March to 4.25% in 
mid-December.  Rate increases of that magnitude play havoc 
throughout the financial system causing losses in bonds, stocks, 
real estate, etc.  Looking ahead, the good news is that almost eve-
ry financial asset is much cheaper now then at this time last year.  
In particular, it’s now possible to earn 4-5% on high quality fixed 
income and, at that rate, bonds are much more effective as a port-
folio diversifier.  That is very good news for diversified inves-
tors. 

According to Goldman Sachs, the consensus estimate on the 
probability of a recession in the next 12 months is 65%.  I’m not 
sure what that means for us but it bears repeating, markets are 
forward looking.  The bear market we had last year was because 
of the recession we may have this year. And if we get a  bull mar-
ket this year it will be discounting the expansion we’ll have the 
following year. Another thing, every downturn doesn’t have to be 
like 2008. Stocks can go down 20% and stop. It happens all the 
time. The stock market went down 57% in 2008 because we 
thought the entire financial system might collapse. That’s a lot 
worse than rate-hike cycle we’re experiencing right now.  Truly, 
the Howard Marks quote above has profound implications for 
every investor. 
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4th Quarter Summary 

Total Return % 

  3 month  12 month 

S&P 500  +7.7  ‐18.1 

Nasdaq Composite  ‐0.8  ‐32.5 

Russell 2000  +6.2  ‐20.7 

MSCI EAFE  +16.3  ‐13.8 

Barclays High Yield  +4.2  ‐11.2 

Treasury Bond Rates  12/30/22  12/31/21 

2 year  4.41%  0.73% 

10 year  3.88%  1.52% 

Barclays U.S. Aggregate  +1.9  ‐13.0 

MSCI Emerging Markets  +9.7  ‐20.1 

Source: US Treasury, LPL Financial Research)  Indices cannot be invested into directly. 

Past results are no guarantee of future performance 

“Events in the real world fluctuate between 
‘pretty good’ and ‘not so hot’.  Investor 
sentiment often careens from ‘flawless’ to 
‘hopeless’ as events previously viewed as 
benign come to be viewed as catastrophic.” 

Howard Marks 
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The S&P 500’s performance in 2022 was its seventh worst since inception and the third worst since 2000. Episodic vol-
atility, lack of earnings growth, and a high cost of capital may pose headwinds for US equities in 2023, but there is a 
silver lining: since 1928, the index has only delivered consecutive years of negative returns eight times. History may be 
on investors’ side as positive S&P 500 annual returns have followed a down year more than two-thirds of the time.  But 
more important than mindless repetition of historical patterns, the fundamentals of economic growth are still present.  
It’s often difficult to see the big picture after going through a rough period like 2022.  I’m proudly a libertarian which is 
a viewpoint certainly at odds with the current zeitgeist of a regulatory nanny state.  But, being a libertarian means that 
I’m also optimistic about human ingenuity and potential.   

In The Birth of Plenty, William Bernstein wrote that four things are necessary for long-term economic growth: 

�Secure property rights. 

�A scientific view of the world. 

�Widely available and open sources of funding. 

�Rapid communication and cheap transport of goods. 

� 
There is a long global history supporting this thesis.  When just one of those four is missing, progress stops. And as long 
as all four are in place, progress tends to take care of itself because of stress-induced problem-solving and the com-
pounding of knowledge. 

As wild as things are – between Covid and political nonsense and inflation and market crashes – all four points are still 
in place. 

 



 FOUNTAINHEAD(?)  Page 3 

Things	That	Probably	Only	Brad	Cares	About	I	Actually	Read	it	Somewhere	

Bret Stephens on Prince Harry and his revelations 
 “A nauseating character. He seems to think it’s OK to 
denounce invasions of his privacy while he invades the 
privacy of his whole family for the purpose of making a 
buck. Or that it’s fair to whine about the chilly reception 
he got from them at his grandparents’ funerals, after he’d 
spent the better part of a year airing the palace’s dirty 
laundry. Or that he can sell himself as a man hard-done-by 
from his stunning digs in Montecito. He achieves the im-
possible of making me feel sorry for his father. And he 
embodies the worst characteristics of his former and cur-
rent home countries: the unmerited entitlement of a sec-
ondary British royal and the self-pitying exhibitionism of a 
grifting California arriviste.” 
 

Advisor Perspectives-10/11/22 
“As for the presumption that taxes are higher in Western 
European countries than they are in the U.S. and therefore 
they can redistribute more income than we do, there is 
this: The top 10 percent of households in the United States 
earn about 33.5% of all income, but they pay 45.1% of 
income-related taxes, including Social Security and Medi-
care taxes. In other words, their share of all income-related 
taxes is 1.35 times larger than their share of income. That 
is the most progressive income tax share of any OECD 
nation. In Germany, the top 10% earn 29% of the income 
and pay 31% percent of income-related taxes, 1.07 times 
their share of income. The French top 10% earn 25.5% of 
the income and pay 28% of the income taxes, 1.10 times 
their share of income.” 
 

Bari Weiss 
We have to get beyond the tired and rotted out ideas about 
left and right and ask: What are the virtues and values that 
have made America and the West the best, freest, most 
enlightened, most tolerant of minorities, most open to new 
ideas, most innovative places in the history of the world?  
 

Advisor Perspectives-11/23/21 
Thirty-two percent of investors in a new survey from 
MagnifyMoney acknowledged that they have bought or 
sold an investment while intoxicated, including 59% of 
Gen Zers. 

The year end is a busy work time for me and I don’t get  the 
usual  opportunities to goof-off.  But, recently as compen-
sation, I’ve started the new year going to Hawaii for surf 
and golf.  In early January the surf is often scary, but I had 
something else happen this last trip that was very disturb-
ing. I was surfing on a typically beautiful Hawaiian day 
with warm water and no wind.  It was crowded, like always 
in Hawaii, but I was floating patiently and practicing mind-
fulness while waiting for the occasional wave to come my 
way.  Since I’m not an inconsiderate hipster showoff, I al-
ways wear a leash attaching my right ankle to the surf-
board.  Straddling the board, my leg is about 3’ underwater 
with the apex of the leash about 4’ lower than that, or about 
7’ below me and the board.  I was sitting a little outside of 
the surf line hoping to get lucky on an empty set wave 
when I felt a tug on my leash.  Thinking I had snagged a 
coral head, I moved over a few feet and resumed waiting.  
A few minutes later, much to my consternation, I felt a 
much stronger tug and before I could react, I was being 
dragged rapidly out to sea.  My first thought, was “Oh 
(insert expletive) shark!”  My next conscious thought was 
to make sure I stayed on the board and offered as little flesh 
as possible for the putative shark’s consumption. Immedi-
ately following that thought, I was jerked off the board and 
underwater by the most forceful tug yet.  You can imagine 
my consternation. Thinking you’re about to be eaten is 
scary. Taking advantage of momentary slack, I scrambled 
back up on the board and managed to free my ankle from 
the leash.  With the leash off, I made the long paddle back 
to shore with no resistance.  I have to admit to being very 
concerned about my future for a few moments, but I didn’t 
scream, cry or ask for help.  I’m still not sure what it was 
but, I did mention to those around me that a very powerful 
creature had me in its grasp.  They could not have been 
more blasé or disinterested.  I can see why the thought of 
one less ancient haole crowding the surf would be viewed 
as a positive, but how could they not be concerned for their 
own safety?  I guess from their perspective it must have 
looked like just another tourist kook floundering in the surf.  
I can tell you that the next day, my leash was safely coiled 
in my lap!   



Past performance does not guarantee future performance and your actual 
results will vary. These opinions are for general information only and are 
not intended to provide specific advice or recommendations for any indi-
vidual. Consult your attorney, accountant, or tax advisor with regard to 
your individual situation. The S&P 500 is an unmanaged indexes reflect-
ing the overall returns attained by leading US stocks. The MSCI EAFE 
is comprised of large company stocks in established foreign markets.  
The MSCI EM (Emerging Markets) Index is a free float-adjusted market 
capitalization weighted index that is designed to measure the equity mar-
ket performance of the emerging market countries of the Americas, Eu-
rope, the Middle East, Africa and Asia. Govt bonds and T-Bills are guar-
anteed by the US government as to the timely payment of principal & 
interest and, if held to maturity, offer a fixed rate of return a& principal 
value. The Barclay’s  bond indexes are representative of total returns 
earned by various segments of the bond market.  Indexes cannot be in-
vested into directly & are unmanaged.  International and emerging mar-
ket investing carries special risks such as currency fluctuation and politi-
cal instability.  The Russell 2000 Index is an unmanaged index generally 
representative of the 2000 smallest companies in the Russell 3000 index, 
which represents approximately 10% of the total capitalization of the 
Russell3000 Index. The Barclays  High-Yield Market Index captures the 
performance of below-investment-grade debt issued by corporations 
domiciled in the United States or Canada. Stock investing involves risk 
including loss of principal. Bonds are subject to market and  Interest rate 
risk if sold prior to maturity. Bond values and yields will decline as in-
terest rates rise and bonds are subject to  availability and change in price.  
Economic forecasts set forth may not develop as predicted and there can 
be no guarantee that strategies promoted will be successful. No strategy 
assures success or protection against loss. The NASDAQ Composite 
Index measures all NASDAQ domestic and non-U.S. based common 
stocks listed on the NASDAQ Stock Market. The market value, the last 
sale price multiplied by total shares outstanding, is calculated throughout 
the trading day, and is related to the total value of the Index.  The prices 
of small cap stocks are generally more volatile than large cap stocks. 
International investing involves special risks such as currency fluctuation 
and political instability and may not be suitable for all investors. These 
risks are often heightened for investments in emerging markets. 

 

Business Philosophy 

Our objective is to make working with us a pleasant as well 
as rewarding experience   

�� We take our responsibilities seriously 

�� We return calls promptly 

�� We’re nice when someone does call 

�� We don’t lie or mislead 

�� We do what we say we’re going to do. 

�� We’re knowledgeable and  current in our discipline 

�� We admit (infrequent) mistakes and do our best to right 
the wrong 

�� We listen to suggestions and take them seriously 

�� We work in your best interest in the most straightfor-
ward and transparent way possible 

Brad Lancaster is a Registered Principal with and securities of-
fered through LPL Financial, Member FINRA/SIPC Investment 
advice offered through Goldman Lancaster, Inc., a registered in-
vestment advisor and separate entity from LPL Financial.  

Please notify me in writing if you would like a hard copy of our full ADV 
part 2A brochure or if there are any changes to your financial situation or 
investment objectives  

Leading the Descent 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Intrepid Traveler 

The Little Princess and I live on a steep hill with an 
even steeper driveway.  So, I was quite surprised a 
few months ago to hear a rustling on the lower level 
of our back yard.  Looking out, I observed the tortoise 
pictured above inching his/her/their way across the 
cement.  After a few calls, Maureen determined it 
belonged to the family a few doors down.  It’s only 
about 150 yards, but what an incredible journey for a 
tortoise.  Because of fences and vertical slopes be-
tween yards, it must have made the journey by actual-
ly creeping up the street.  I imagine it was on a great 
adventure, but was unfortunately stymied by the stone 
terracing in our back yard.  When I noticed it, the tor-
tise appeared to be reversing course and looking for 
an easier route up the hill.  I really wanted to keep it, 
but not at the cost of depriving 2 little girls of a favor-
ite pet.  And, given the way we met, I didn’t want to 
constantly be worried about another breakout.  So, 
after it had consumed a bag of lettuce, I carefully car-
ried it back home to a joyful reunion. 


