
 
 

3rd Quarter 2022     

2022 3rd Quarter in Review & Outlook 

“Bull markets are born on pessimism, they grow on skepticism, they mature on optimism and they die on euphoria.” —Sir 

John Templeton 

Stocks cheap, bonds attractive 

If bull markets are born on 

pessimism, one would expect the 

next one to be right around the 

corner. Capital markets returns 

through September 30 reflect the 

extreme pessimism regarding the 

state of the global economy. Stocks 

and bonds both had negative 

returns for three quarters in a row, the first time in modern history and the only other time since 1931, according to 

Blackrock.  

Capital markets have been dealing with four major headwinds during 2022: 1) Slowing rate of economic growth, 2) 

Federal Reserve tightening monetary policy, 3) Inflation running hot, and 4) Rising long term interest rates. Over the first 

half of the year, equities fell and bottomed out in June as these headwinds converged. Then, in July and August, U.S. 

equity markets rebounded as it appeared that these headwinds were beginning to abate with attractive valuations. 

However, this was a head fake as September showed weaker-than-expected economic growth, a more hawkish central 

bank, still hot inflation, and a resumption in rising long term interest rates. Further compounding these headwinds, 

additional pressures emerged including: 1) A strong U.S. dollar, which will lower earnings for U.S. companies with 

significant overseas exposure, 2) Europe apparently heading into a recession, 3) a murky economic outlook for China 

which continues zero tolerance lock down Covid policies that do not work. 

Yet, with U.S. equities selling off nearly 25% year to date, the market has potentially over-corrected to the downside, 

according to Morningstar. Morningstar calculates intrinsic values on its equity coverage universe and compares them to 

current stock prices, i.e. price-to-fair value. Fair values are longer term business valuation estimates based on 

normalized interest rates and growth rates of company free cash flows. The current level of undervaluation is the 

greatest discount to Morningstar’s long-term, intrinsic valuations since the start of the pandemic. Intra-month March 

2020, the price/fair value bottomed out at 0.77 on March 23, 2020. On a longer historical time frame, there have only 

been a few other instances when Morningstar’s price/fair value metric had dropped to similar levels. This would indicate 

that at current valuations the market is overly pessimistic regarding the long-term prospects for equity valuations. 
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Based on a composite of the intrinsic 

valuation of the approximately 700 stocks 

covered by Morningstar that trade on U.S. 

exchanges, the broad U.S. stock market is 

trading at a price to fair value of 0.79, right 

(per Morningstar Equity Research, data as 

of September 26, 2022). Growth stocks are 

the most undervalued, trading at a price to 

fair value of 0.75, followed by the value 

category trading at 0.77. Across 

capitalization levels, large- and mid-cap 

stocks are trading near the broad market 

valuation, whereas small-cap stocks are 

trading at the greatest discount to fair 

value at 0.62. The average price-to-fair 

value of our Core Equity holdings is a mere 0.68. 

We expect that the markets will remain volatile over the near term. In order to establish a bottom, the markets will need 

clarity as to when economic activity will make a meaningful and sustained rebound, and evidence that inflation will 

begin to trend downward and return to the Fed’s 2% target. It is important to remember that the stocks are a 

discounting mechanism, and the current bear market will soon be a year old. Many equity asset classes peaked in 

November of last year. According to First Trust, the average Bear market since 1942 lasted 11.1 months with an average 

cumulative loss of -31.7%. If history is a guide, the worst of the Bear market could be behind us. 

 

http://www.scadvisors.net/
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Reason for optimism 

According to Blackrock, there are other reasons to be more optimistic for a recovery in both stocks and bonds next year. 

This year through September has been the worst nine-month start to a year for U.S. bonds (-14.6%) ever since 1926 and 

the 4th worst start for stocks (-24.6%). The average of worst nine-month starts for bonds has been -3.4% with the 

average for stocks being -22.2%.  Historically, the average return in the following 12 months after similar 9-month starts 

in history for bonds has been 9.3% and for stocks 9.9%. Also, the Bloomberg U.S. Aggregate Bond index has a negative 

annualized 5-year total return (-0.3%) for the first time in history. With current yields significantly more attractive, we 

think this also points to a better outlook for bonds in 2023. 

 

The performance of stocks leading up to a mid-term election has almost always been very poor. However, returns one 

year later after the market bottoms out in a mid-term election year has a strong history of being positive. The average 

return for U.S. stocks, per the Carson Group, following mid-term election bottoms has been 32.3%. 

We recently reported on market bottoms following inflation peaks. We now have data from Blackrock showing historical 

returns of both stocks and bonds following inflation peaks. Data suggests that inflation peaked in June. The table below 

shows the 12-month returns of stocks and bonds following similar periods where inflation peaked with the average 

return for stocks being 21.3% and for bonds of 7%.  

http://www.scadvisors.net/
https://www.marketwatch.com/story/inflation-is-going-to-fall-just-as-fast-as-it-rose-and-thats-investors-cue-to-enter-the-stock-market-11665072070?siteid=yhoof2
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September was a bad month for stocks. The market often started the morning in the green only to fade out by the end 

of the day. However, we are now starting to see some signs that long term investors are beginning to find valuations 

attractive as we are getting some days with sustained rallies that follow through into the market close. The first two 

trading days of Q4 were such an example as our Core equities were up 6% in those two days alone and our equity ETFs 

were up collectively about 5.7%. Although we expect above average volatility to persist near term, these strong rallies 

give us confidence that we own quality companies that the market will demand once this interest rate and inflation cycle 

subsides. 

Looking ahead, we will have an active tax-loss harvesting season during the 4th quarter for our non-qualified accounts, 

which we will begin in earnest in November this year. We will start earlier this year as there will be certain positions that 

we will likely want to buy back prior to the end of the year after the 30-day wash sale period. We should be able to 

offset most if not all gains realized earlier in the year with losses unless the market rallies significantly prior to the end of 

the year.  

Otherwise, we have mid-term elections to look forward to, Required Minimum Distribution to complete, and cash flow 

planning for 2023. 

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. 
 
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, 

http://www.scadvisors.net/
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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. 
 

http://www.scadvisors.net/
https://adviserinfo.sec.gov/firm/summary/143440

