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Market Rundown: That 70’s Show 

2022 has been rough on investors. Globally, stocks entered 
“bear” market territory last quarter, declining by more than -
20% from prior peaks which is bad enough to make it the worst 
start to a calendar year since 1970. Typically, bonds have been 
a hedge during bear markets for stocks. But with interest rates 
rapidly escalating across the first and second quarters of the 
year, bonds provided no haven sinking by -13.91% (bond prices 
move inversely to interest rates). The simultaneous fall in stocks and bonds was driven by fears of a 
stagnant economy and elevated inflation commonly referred to as stagflation. This environment is 
foreign to many investors since the last time it occurred in a major way was during the 1970s.  

This predicament highlights the 
importance of enhancing portfolio 
diversification beyond stocks and bonds. 
At Heirloom, we allocate 20-30% of our 
client’s multi-asset portfolios to 
“alternative” investments, which we 
define as those with return streams that 
are lowly correlated to either stocks or 
bonds. We believe this approach can 
increase long-term returns while reducing 
the risk that deficient performance from 
stocks and bonds causes a large portfolio loss. Alternative allocations have really shined in this 
stagflationary environment, rising by +11.21% from the start of the year through June 30th.  

Robust performance from alternative investments is a big reason why all HWM multi-asset 
strategies have handily outperformed benchmarks YTD and over the long-term, net of all expenses 
and advisory fees. To put this in perspective, 74% of mutual funds have underperformed their 
benchmarks over the long term, after expenses, but before any advisory fees. Exacerbating this 
situation, due to poor behavior, most investors realized long-term performance ends up being 
below that of the investments they own by as much as -3.52% per year. Fortunately, studies by 
firms such as Vanguard have shown that investors who work with a financial advisor can improve 
their realized performance by as much as +3%. At HWM, we think our combination of top-notch 
financial advisors and investment strategies provides our clients with tremendous value. 

 Performance Dashboard as of June 30, 2022 Source: DFA Returns Web 
Index: MSCI 
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Q2 2022 -15.70% -16.10% -17.20% -14.29% -11.34% -8.26% -6.72% 
YTD 2022: -20.23% -19.96% -23.43% -19.25% -17.47% -13.91% -1.20% 

Traditional “balanced” portfolios of 60% stocks and 40% 
have performed well over the last decade. However, this 
investment approach has not worked as well during 
periods of rising inflation. Image Source: AQR 

https://www.ft.com/content/abb8a9f6-e57f-4a54-bb17-14a2c489831f
https://www.morningstar.com/articles/1080782/actively-managed-funds-continue-to-underperform
https://www.morningstar.com/articles/1080782/actively-managed-funds-continue-to-underperform
https://www.ifa.com/articles/dalbar_2016_qaib_investors_still_their_worst_enemy/
https://www.investopedia.com/articles/personal-finance/102616/how-much-can-advisor-help-your-returns-how-about-3-worth.asp
https://www.investopedia.com/articles/personal-finance/102616/how-much-can-advisor-help-your-returns-how-about-3-worth.asp
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Bear markets are difficult to endure. At Heirloom, we care dearly about your success, and your 
peace of mind is important to us. What stands out about this year versus others I can recall is that 
regardless of whether you are a conservative or growth investor, this market has been miserable. 
Investments like stocks and bonds offer attractive long-term return potential. But to harvest those 
returns, one must be willing to endure times like this. It would be wonderful if there was a way 
around this aspect, but unfortunately investing does not work that way. We are confident that your 
portfolio is well-positioned to weather this difficult time and achieve the returns needed to make 
your financial plan successful. The important thing is to stay disciplined and stick with your 
investment plan. Following are reasons for optimism, and actions you can take to come out of this 
downturn better off than before. 

So Bad, It’s Good: 

Developments that led to market 
declines paradoxically give us cause for 
optimism. Firstly, consider that today 
people are more pessimistic than ever. 
Consumer sentiment is at an all-time 
low (see chart to right), and investor 
sentiment is at its lowest point in 30 
years. This extreme level of pessimism 
has an excellent history as a contrarian 
indicator for signaling above-average 
future returns. Warren Buffett is 
famous for saying, “Be fearful when 
others are greedy, and greedy when 
others are fearful.” Well, people are 
certainly fearful right now so if you were ever to follow this advice, now is a good time. 

Secondly, the rise in interest rates which has created so much unrest will flush out a great deal of 
the recent excesses in the marketplace. We have long expressed concern that the easy monetary 
policy implemented by global central banks (quantitative easing) to quell market volatility after the 
financial crisis had become unnecessary and harmful. Over-leveraged “Zombie” companies, that 
could not generate self-sustaining profits, survived only because of limitless access to capital 
markets and cheap money. Furthermore, investors took ever-increasing risks through record-high 
margin levels and extreme speculation. Moving forward, we expect capital will be deployed more 
discriminately. Also, higher interest rates portend better returns for conservative investors. 
Research by PIMCO shows that historically, the starting yield on your bond portfolio is 94% 
correlated with your prospective return. With bond yields at ten-year highs, and investment grade 
bonds paying 5% yields, our expected return for bonds is as above any time in the last decade.  

Finally, past equity market declines of this magnitude led to big rebounds. The S&P 500 has been 
down at least -20% over rolling 12-month timeframes in twenty of the last four hundred months. 

Consumer sentiment is at an all-time low. We view this as a 
contrarian indicator, particularly when this datapoint begins 
reversing. Source: JP Morgan. 

https://www.forbes.com/sites/tomaspray/2022/04/17/bullish-sentiment-hit-30-year-lowwhat-should-you-do/?sh=696adcf66b16
https://www.forbes.com/sites/tomaspray/2022/04/17/bullish-sentiment-hit-30-year-lowwhat-should-you-do/?sh=696adcf66b16
https://fred.stlouisfed.org/series/BOGZ1FL663067003Q
https://fred.stlouisfed.org/series/BOGZ1FL663067003Q
https://am.jpmorgan.com/us/en/asset-management/adv/insights/market-insights/guide-to-the-markets/?gclid=CjwKCAjwwo-WBhAMEiwAV4dybe5rXFfRC09mXxlyUzEY1aiTlfYYPOvxIddaqaijjlWf7KSjOOg_TRoCTtYQAvD_BwE&gclsrc=aw.ds
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The average subsequent twelve months’ return is a gain of +17.1%, well above the historical 
+10.55% average (Source: MFS By the Numbers). 

We would not suggest things are “all clear” for the economy, far from it. Things could absolutely get 
worse. But remember, markets are forward-looking, and stocks and bonds will begin rebounding 
before the actual economy does. Market participants are so pessimistic, that there is a healthy 
amount of downside priced into securities today. Trauma in markets creates opportunities. We are 
having no trouble identifying attractive investments right now. 

Things you Should be Doing: 

1. Review your personal Live Well Index score. This score is the result of a daily stress test of 
your investments and financial plan. It provides you with clarity on where you stand, giving 
you peace of mind that you are ok. Have you looked at your score lately? 

2. Avoid watching and reading too much news. Stay informed, but if you immerse yourself in 
the 24/7 news flow your anxiety will rise, which could lead to detrimental behavior. 

3. Bear markets are a friend to long-term dollar cost-averaging investors because lower prices 
enable you to buy more shares of your investments without increasing your savings rate. 
Keep dollar-cost averaging into your retirement and brokerage accounts. 

4. Consider opportunistic portfolio rebalancing in your 401k. Instead of using a specified time 
to trigger rebalancing (such as annually), opportunistic rebalancing uses “tolerance bands.”  
When asset allocations exceed a predetermined tolerance threshold, the rebalance is 
triggered. For example, if you start off with a 50/50 mix of stocks and bonds, you may 
decide to wait on rebalancing until a 60% upper and 40% lower tolerance band is breached. 
All multi-asset portfolios managed by HWM were rebalanced last quarter. 

I-Bonds:  A Rare Opportunity:  By: HWM Advisor Associate Ellen Gross 

In a time of unprecedented market performance, investors are looking to a dark horse investment 
vehicle: I series savings bonds, aka “I-bonds.” These are a type of U.S. savings bond designed to 
shield the value of cash from inflation. With inflation hitting record highs, I-bonds provide a unique 
opportunity for high-interest returns with minimal risk. How is this possible? Well, I-bonds are 
issued by the United States Treasury, so they have almost zero risk of default. The interest rate 
attached to them is indexed for inflation every six months and as of May 2022, these bonds pay out 
a 9.62% interest rate. On top of this, I-bonds are also exempt from state and local income taxes. 
Federal taxes can be avoided as well if they are used to pay for college tuition. 

Does this seem too good to be true? There are a few stipulations to I-bonds that you should be 
aware of before investing. They must be held for a minimum of one year. After one year you may 
cash them out, however, you will forfeit three months of interest. After five years, you will receive 
the full interest due. I-bonds can be held for 30 years, maturing upon that anniversary date. Also, 
there is a maximum of $10,000 worth of I bonds that can be purchased annually per person, 
although you may purchase an additional $5,000 per year with your tax refund. I-bonds are a terrific 
way to protect the purchasing power of your cash in a high inflationary environment, without the 
volatility of the stock market. If you have liquid assets, beyond six months’ worth of living expenses, 



 

4 
By:  M. Euston MS, CFP© 

HWM Q3 2022 NEWSLETTER 

you are far better off looking into I bonds than letting inflation erode them in a CD. Although we 
cannot add these directly to our client’s portfolios, here is some information on purchasing your 
own I-bonds via the U.S. Treasury Direct website. 

Looking at the Bright Side: 

Today, the news cycle is 24/7. Media outlets look to sensationalize every aspect of what is going on, 
and as they say, “If it bleeds, it leads.” If you take in too much news, you will think things have 
never been worse. Sadly, the substantial long-term progress in many areas goes unreported. Here 
are examples you might find surprising: 

  

The charts above show US households by total income, adjusting for inflation, from 1967-2020 both 
in absolute terms (left image) and as a percent of the total (right image). The number of rich 
households (> $150K) has exploded from 1.8 to 23.8 million. Very poor households (< $25K) shrunk 
from 24.7% to 18.1%. 

  

Above is the same data for black families in the US. In 1967, there were only about 40,000 very rich 
(> $150K) black families, but in 2020 there were 1.26 million. Very poor (< $25K) Black families fell 
from 38.5% (!) to 21.2%. 

Note: These charts were created by Jeremy Horpedahl, professor of economics at the University of 
Central Arkansas which he sourced from U.S. census data. 

https://www.treasurydirect.gov/indiv/research/indepth/ibonds/res_ibonds.htm
https://uca.edu/acre/jeremy-horpedahl/
https://t.co/8jX0S4Tzpw
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The information published herein is provided for informational purposes only, and does not constitute an offer, 
solicitation or recommendation to sell or an offer to buy securities, investment products or investment advisory 
services. All information, views, opinions and estimates are subject to change or correction without notice. Nothing 
contained herein constitutes financial, legal, tax, or other advice. The appropriateness of an investment or strategy 
will depend on an investor’s circumstances and objectives. These opinions may not fit to your financial status, risk 
and return preferences. Investment recommendations may change, and readers are urged to check with their 
investment advisors before making any investment decisions. Information provided is based on public information, 
by sources believed to be reliable but we cannot attest to its accuracy. Estimates of future performance are based on 
assumptions that may not be realized. Past performance is not necessarily indicative of future returns. 

Investment Advisory Services offered through Heirloom Wealth Management LLC, a Registered Investment Adviser. 

 

 


