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ABOUT FREEDOM FOUNDATION 
The investment strategies within Freedom Foundation® are managed through a long-term, strategic asset allocation process. 
These strategies are designed to provide diversified exposure to global capital markets by allocating across asset classes, 
geographies, and investment styles.  

PERFORMANCE 
Financial markets rallied from depressed levels during 4Q22, as both equity and fixed income markets finished the quarter in 
positive territory. Gains in the quarter were not nearly enough to offset the decline in values earlier in the year as both stock 
and bond markets experienced double-digit declines during 2022. A key driver of last year’s financial market turmoil was 
stubbornly high inflation, which drove the Federal Reserve to aggressively raise interest rates in an effort to cool economic 
demand. Market participants have also grown increasingly concerned about the potential for a recession amid the dramatic 
tightening in monetary policy. The following asset classes either contributed to or detracted from performance on a relative 
basis for the quarter: 
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EQUITY ALLOCATION 
• Value stocks resumed leadership in U.S. equity 

markets during 4Q22, which was the case for 
much of 2022. Value stocks were up over 10% 
as a group as Energy stocks posted the 
strongest gains during the quarter and for the 
year by a wide margin. Value stocks were also 
boosted by outperformance from the Materials 
and Industrials sectors in the quarter.  

• Developed international stock markets 
outperformed U.S. equity markets last quarter. 
The Eurozone experienced some relief from its 
energy crisis during 4Q22 as energy prices fell 
amid a build in supply and unusually mild 
weather. Additionally, a declining U.S. dollar 
combined with discounted valuations compared 
to the U.S. may have attracted investors.    

• Emerging market equities also outperformed 
their U.S. peers as the weaker U.S. dollar was a 
tailwind and the Chinese equity market benefited 
from the relaxation of COVID restrictions.  
 

 
• While U.S. growth stocks were up during the 

quarter, the group underperformed the broader 
market.  The sector was dragged down by the 
Consumer Discretionary sector as investors 
questioned the strength of the consumer with rising 
interest rates and slowing economic activity. The 
Technology sector also underperformed the 
broader market, which was a continuing theme 
throughout 2022.     

• U.S. small- and mid-sized companies also rose in 
4Q22 but were relative underperformers as 
investors gravitated towards more stable and 
established U.S. firms amid the challenging macro-
economic environment and more attractive 
valuations in overseas markets. 

FIXED INCOME ALLOCATION FIXED INCOME ALLOCATION 
• Investment grade corporate bonds and 

mortgage-backed securities (MBS) outperformed 
U.S. Treasuries during 4Q22. Both sectors were 
positively impacted by narrowing credit spreads.  

• Emerging market bonds rebounded sharply 
during 4Q22 as the weakening U.S. dollar, 
Chinese economic re-opening, and relatively 
high yields likely attracted investors.  

• U.S. high-yield corporate bonds, often seen as 
one of the riskier segments of fixed income 
markets, outperformed during the quarter. While 
economic growth is slowing, corporate credit 
default rates continue to be low. 
 

• Shorter duration bonds were relative 
underperformers in 4Q22. Yields on the short-end 
of the yield curve increased during the quarter with 
the Federal Reserve continuing to raise interest 
rates, while yields on the longer-end of the curve 
were more stable on the prospect that inflation has 
peaked and will decline in the coming months.  
Bond prices and yields have an inverse 
relationship.   
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POSITIONING 
Below is a breakdown of our positioning as of quarter-end: 

 EQUITY ALLOCATION  RECENT CHANGES 
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FIXED INCOME ALLOCATION RECENT CHANGES 

 

 

 
 

We took numerous actions to opportunistically reposition the strategies during the second half of 2022 amid a historically 
volatile period for financial markets. In August, we reduced equity exposure by ~10% across all strategies and reallocated the 
proceeds to lower risk short-term bonds and cash-like investments. The decision to reduce portfolio risk was based on our 
view that financial markets were likely to remain volatile amid a trilemma of challenging factors: persistently high inflation, 
hawkish central bank policies, and signs of slowing economic growth. Going forward, we will continue to monitor corporate 
profits, inflation, central banks, and the labor market to help us determine how long to maintain our more conservative posture.  

 

EQUITY ALLOCATION 

We increased our exposure to higher quality growth companies with strong balance sheets and resilient earnings prospects as 
we believe these companies are better positioned to navigate the challenging economic backdrop.  

• We added exposure to Jensen Quality Growth, DFA U.S. High Profitability, and Parnassus Core Equity in the Core, 
Core ETF, and Sustainable Investing series, respectively.  
 

• We removed Edgewood Growth from the Core series due to concerns about recent performance and the fund’s 
positioning in the current environment.  

We also added dividend-focused funds that have historically demonstrated more defensive and resilient characteristics. We 
believe companies with a history of increasing dividends are well positioned in an uncertain environment.   

• We added ClearBridge Dividend Strategy and Schwab U.S. Dividend Equity ETF in the Core and Core ETF series, 
respectively.  

• We reduced our overweight exposure to U.S. Value stocks as we are concerned about the more economically 
cyclical sectors within the value segment of the markets as economic growth has been slowing.  

We also modestly reduced our International Equity allocation in December to fund the increased allocations to quality growth 
and dividend-focused companies in the U.S.   
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FIXED INCOME ALLOCATION 

We maintain a lower duration profile than the broader bond market, as measured by the Bloomberg U.S. Aggregate Bond 
Index. We have maintained this positioning for much of 2022 to help reduce our exposure to the risk of rising interest rates 
negatively impacting bond prices.  

During December, we made numerous adjustments to the holdings within the Fixed Income allocation of the Core series.  

• We added Dodge & Cox Income and JP Morgan Core Bond and removed Metropolitan West Total Return Bond and 
DoubleLine Total Return Bond. We believe the Dodge & Cox and JP Morgan bond funds more effectively navigated 
the volatile fixed income market last year and are better positioned to capitalize on opportunities going forward. 
 

• We increased our allocation to two high conviction opportunistic bond funds, namely PIMCO Income and Osterweis 
Strategic Income. We believe these flexible funds overseen by experienced portfolio managers are well positioned to 
capitalize in the wake of last year’s bond market turbulence.          
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