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2022 4th Quarter in Review & Outlook 

“Abnormally good or abnormally bad conditions do not last forever.” —Benjamin Graham 

Near-term turbulence, but bluer skies ahead 

Multiple economic headwinds triggered large sell offs for both stocks and bonds in 2022. In fact, according to Blackrock, 

2022 was the worst year for U.S. bonds since 1926 and the 7th worst year for U.S. stocks. A strong post-Covid economic 

rebound coupled with global supply chain constraints, extremely accommodative central bank policy stance, and rising 

energy prices due to the war in Ukraine resulted in the highest spike of inflation in 40 years. In response, the Federal 

Reserve embarked on a monetary tightening policy which included the fastest interest-rate-hiking cycle since the early 

1980s and a reduction the size of its balance sheet by nearly $100 billion each month (quantitative tightening), according 

to Morningstar. This reduces liquidity in the financial system. Other central banks around the world followed suit. 

Concerns over the slowing rate of economic growth, persistent inflation, overly strong U.S. dollar, and rising long-term 

interest rates resulted in sell offs in equity and fixed income markets around the globe, below. 94% of global asset 

classes experienced negative total returns in 2022, according to Blackrock. 

 

Markets are now trying to decipher if these headwinds will abate, how quickly each will die down, and when they might 

even turn into tailwinds. After posting a strong economic rebound in 2021 following the pandemic induced decline in 

2020, the U.S. economy contracted in the first half of 2022. The declines in the first half of the year were driven by 

reductions in net exports and inventory levels—two areas that corrected in the third quarter. Inflation peaked at 9.1% in 

June 2022, per Morningstar. Inflation had been mainly concentrated in a few categories, and as oil prices rolled over in 

the second half of the year and supply chains normalized, it has begun to decelerate. Interest rate hikes have begun to 

reduce activity in interest rate sectors such as new home building. 

The good news is, the U.S. Labor Department released the Consumer Price Index (CPI) numbers last week for the month 

of December. This is the most widely used measure of inflation in the U.S. On a year-over-year basis, the headline 
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inflation numbers came in at 6.5% while core inflation, which excludes food and energy, came in at 5.7%. While these 

figures are still high on a historical basis, they are significantly lower than the 9.1% figures we saw last June. When 

comparing December to November, we had a deflationary down tick of 0.1%. This has increased the probability that the 

Federal Reserve will increase interest rates by just 0.25% in February. This marks a significant slowdown in rate hikes 

from last year, where they approved seven rate hikes, including four consecutive 0.75% increases before slowing to a 

0.5% increase in December. 

If the Federal reserve slows to a 0.25% increase in February and one more 0.25% increase in March, this will place the 

Fed Funds rate at 5%. From there, the market consensus is the Federal Reserve will take a wait-and-see approach. This 

will allow the Federal Reserve time to observe the effects of tapping the brakes on the economy. We believe that this 

will be a big focus for the markets during the first half of the year. 

The “R” word 

There is a lot of talk about the potential for recession in 2023 in the main stream media and business cable channels, 

and it is scaring people. Thus, it is extremely important to remember that liquid capital markets are very efficient 

discounting mechanisms. If the Federal Reserve is successful, we will have a “soft landing.” Meaning the U.S. will either 

avoid recession or have a very light recession. According to Schwab, the stock market typically leads the economy by 6 

to 9 months. If March is the last of the rate hikes, the October bottom of 3491 on the S&P 500 (Morningstar) may have 

been a bottom. We will keep a close eye on upcoming inflation and jobs data and corporate earnings season. 

Historically, every market downturn has 

turned out to be an excellent buying 

opportunity for investors with cash and 

an opportunity to maintain holdings of 

high-quality high cash-generating 

companies. Tightening monetary policy, a 

weak economy, high inflation, and rising 

interest rates have taken their toll on 

valuations. While the near-term outlook 

remains challenging, according to 

Morningstar’s long term intrinsic 

valuations (price-to-fair value), the 

market is trading deep into rarely seen 

undervalued territory. Since 2010’s end, 

the market has traded at or below the current discount of 0.84 only 5% of the time (see chart). 

Prior to the emergence of the pandemic in early 2020, there have only been a few other instances in which the market 

has traded at such a discount to Morningstar’s valuations estimates. In December 2018, the Federal Reserve had been 

tightening monetary policy for a year and markets were pricing in a global growth scare. In 2011, markets were under 

pressure based on concerns that contagion from the Greek debt crisis would spread to other European countries and 

prompt systemic defaults among European banks. While near term conditions may pressure earnings in the short term, 

at current valuations we think the market has fallen more than enough to incorporate those headwinds. We think the 

market is overly pessimistic regarding the longer-term outlook. 

http://www.scadvisors.net/
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While it was the worst year for U.S. bonds since 1926 and the 7th worst for U.S. stocks, we think things will be better for 

both broader asset classes in 2023, although we expect some near-term volatility to persist for a while. According to the 

historical chart below, courtesy of Blackrock, worst years for each asset class has typically been followed by good ones, 

although it has been more of a mixed bag for stocks. We think the bulk in the rise of long-term interest rates is behind 

us, and the stock market may have seen its bottom in October of 2022. 

 

Bonds also lost money in 2021. So, we have had back-to-back calendar years in which bonds have lost money, which has 

only happened three times in history, according to Blackrock. Bonds have never had negative total returns three 

calendar years in a row. Interestingly, the worst year for bonds in 2022 is reflecting negatively in the longer-term 

numbers as the 3-, 4-, 5-, and 10-year periods ending October 31, 2023, are now the worst in history for bonds. 

However, the performance following similar periods in history has been positive. Since currently higher bond yields will 

be a bigger factor in total return, we think the total return outlook for bonds has to be much better as well. 
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For stocks, 2022 was the 26th year out of 97 years that stocks experienced a negative calendar year return since 1926, 

below. 73% of calendar years have been positive. Rarely do stocks lose money in back-to-back calendar years, but it has 

happened. Certainly, during the Great Depression, there were four consecutive years of stock declines. In modern times, 

the tech bust of 2000 and 9/11 terrorist attacks of 2001 delivered three calendar years of negative U.S. stock returns. 

However, the average and median returns for U.S. stocks after a losing calendar year have been very robust. We are off 

to a positive start in 2023 with the S&P 500 up 4.2% through January 13th (Morningstar). International asset class returns 

have been even more robust to start 2023 as fears of a European energy shortage have subsided. 

 

Looking ahead 

In summary, while the Federal Reserve is talking tough, we think inflation is decelerating and on its way to 

normalization. If we have a recession in 2023, we believe it will be mild, and capital markets have largely priced in the 

possibility, although we expected some continued volatility in the first half of the year as the economy slows. We expect 

the economy will return to growth in the latter half of the year after the Central Bank realizes its tightening policy is no 

longer needed. 

Please let us know if you have any questions. We look forward to talking with you soon. 

—Dana L. Crosby, CFA, CFP® 
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IMPORTANT DISCLOSURES: 
 
Educational use Only. The market update published by SC Capital Advisors (“SC Capital”) is intended to be educational 
in nature and is not intended to be a recommendation for any specific investment product, strategy, plan feature or other 
purposes. Accordingly, it should not be construed by any consumer and/or prospective client as solicitation to effect, or 
attempt to effect transactions in securities, or the rendering of personalized investment advice for compensation. 
 
Advertising and Marketing. Communications such as this are not impartial and are provided in connection with 
advertising and marketing. This material is not suggesting a specific course of action or any action at all. Prior to making 
any investment or financial decisions, an investor should seek individualized advice from a personal financial, insurance, 
legal or tax professional that takes into account all of the particular facts and circumstances of an investor's own situation. 
No person associated with SC Capital is a licensed attorney or tax professional and the information contained herein 
should not be considered tax or legal advice. 
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Links to Third Party Content. This Market Update contains links to articles or other information maintained by unrelated 
third parties. You acknowledge and agree to the following: All such information is provided solely for convenience 
purposes only because we believe that it may provide useful content and all users thereof should be guided accordingly. 
We disclaim any responsibility for the link’s performance or interaction with your computer, its security and privacy policies 
and practices, and any consequences that may result from visiting it. We do not control the content published by the third-
party; we do not guarantee any claims made on it, nor do we endorse its sponsor or any of the content, policies, activities, 
products or services offered by any advertiser on the site. SC Capital assumes no liability for any inaccuracies, errors or 
omissions in or from any data or other information provided by the third party and inclusion or reference by SC Capital to 
any third-party link should not be construed by any consumer and/or prospective client as a solicitation to effect, or 
attempt to effect transactions in securities, or the rendering of personalized investment advice for compensation, over the 
Internet. 
 
Important Information regarding Registration. SC Capital Advisors offers Investment advisory and financial planning 
services through Belpointe Asset Management, LLC, 500 Damonte Ranch Parkway, Building 700, Unit 700, Reno, NV 
89521 (“Belpointe), an investment adviser registered with the Securities and Exchange Commission (“SEC”). Registration 
with the SEC should not be construed to imply that the SEC has approved or endorsed qualifications or the services 
Belpointe Asset Management offers, or that or its personnel possess a particular level of skill, expertise or training. SC 
Capital Advisors is not affiliated with Belpointe Asset Management, LLC. Additional information about Belpointe Asset 
Management is available on the SEC’s website at www.adviserinfo.sec.gov. 
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