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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 
The first quarter of 2022 was challenging for global financial markets. Higher interest rates, inflation, concerns about slowing 
economic activity, and the invasion of Ukraine weighed on investors, and traditional asset classes, like stocks and bonds, 
broadly posted losses. The following asset classes either contributed to or detracted from performance on a relative basis for 
the quarter: 
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• U.S. value stocks were down slightly but 
significantly outperformed their growth 
counterparts. Value stocks often perform better 
during periods of rising interest rates and higher 
commodity prices.  

• U.S. equities declined less than most international 
equity markets this past quarter as there is less 
direct economic impact from the invasion of 
Ukraine compared to other areas of the world.   

• Large-cap U.S. equities outperformed small-cap 
stocks as investors seemed to gravitate towards 
more established companies in light of increasing 
volatility and slowing economic growth.     

 
• U.S. growth stocks struggled this past quarter, 

especially with regard to unprofitable companies, as 
rising interest rates were a headwind along with 
slower economic growth. 

• Emerging market equities broadly declined as the 
invasion of Ukraine pressured many markets, as did 
continued challenges in China. Concerns over the 
potential delisting of some Chinese companies from 
the U.S. markets emerged as a risk during 1Q22. 
Also, a resurgence of COVID alongside China’s 
zero-COVID policy also didn’t help investor 
confidence. With Chinese companies comprising 
about 30% of emerging market stock indices, 
developments there have an outsized effect on the 
entire asset class.  

• European equity markets broadly underperformed 
the U.S. markets as the conflict in Ukraine and a 
reliance on Russian energy exports has the potential 
to dampen economic activity in the region.   
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• U.S. high-yield bonds, often seen as one of the 
riskier parts of bond markets, experienced less 
losses compared to investment grade bonds. This 
is one of the few parts of bond markets where 
investors are currently finding attractive yields; 
default rates are also low relative to historical 
levels. 

• Municipal bonds also declined less than the 
broader fixed income market.    

 

 
• Emerging market bonds declined for the third quarter 

in a row and were the worst fixed income sector in 
1Q22, led lower by geopolitical tensions. 

• U.S. Treasury bonds and investment-grade 
corporate bonds fell sharply in the quarter in 
response to the rise in interest rates. 

POSITIONING 
During the quarter, we made several changes to the strategies in response to the current economic environment and our 
future expectations. We believe with economic growth slowing, an increased exposure to higher quality and dividend paying 
equities is warranted. In March, we added Jensen Quality Growth, a large cap manager focused on investing in high quality 
U.S. companies, to the Foundation Core strategies and reduced our allocation to other large cap mangers. In the Foundation 
Core ETF and Foundation Tax-Aware strategies, we added SPDR S&P Dividend ETF, which invests in companies with a long 
history of consistently increasing dividends. These changes should result in exposure to higher quality companies.    
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With the Russian invasion of Ukraine, we reassessed our emerging markets exposure. In response, we removed Invesco EQV 
Emerging Markets All Cap, one of our emerging markets funds in the Foundation Core strategies, and we reallocated the 
proceeds to the DFA Emerging Markets Core Equity Portfolio. 

Within fixed income, inflationary pressures and rising interest rates have led us to further lower duration in the strategies. To 
that end, we increased shorter-term bond exposure and reduced some of our higher-duration core bond holdings across the 
Foundation strategies. Also, within the Foundation Core ETF strategies, we added Fidelity Total Bond ETF, an actively 
managed fund, and reduced exposure to passive fixed income holdings. We believe the current environment warrants a higher 
allocation to active fixed income managers who have flexible investment mandates and can opportunistically invest in shorter 
duration securities to better manage interest rate risk. 

With the declines in both the stock and bond markets in recent months, we took the opportunity to tax-loss harvest in the 
Foundation Tax-Aware strategies through opportunistic changes across our equity and fixed income holdings. We also added 
a dividend-focused U.S. equity fund to tilt the portfolios more towards quality and dividend paying companies, which we think 
could be beneficial during a slowing growth environment.   

We also made two important changes to the Foundation Tax-Aware Defensive strategy.   
• This strategy has a 100% allocation to fixed income and previously invested in municipal bonds exclusively. We 

believe the addition of taxable fixed income holdings will improve the diversification and risk-return profile of this 
strategy over time, especially amid a challenging environment for bond investors. As such, the strategy is now 
allocated 70% to municipal bonds and 30% to taxable bonds. 

• With the decrease in fixed income values due to the recent increase in interest rates, we implemented tax-loss 
harvesting across several holdings within the strategy and used this opportunity to expand our use of ETFs, which 
are generally more tax efficient vehicles. 

 
Below is a breakdown of our positioning as of quarter-end: 
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COMMENTARY 
More broadly, we entered the quarter with an overweight allocation to U.S. large cap value equities and a relative underweight 
to U.S. large cap growth equities. This overweight was a positive contributor to performance in 1Q22, and we expect this will 
continue in 2022 as higher interest rates and commodity prices should be a benefit to value sectors, including energy, and 
may continue to weigh on growth sectors, including technology.  
We have maintained an overweight allocation to emerging market equities within our international equity allocation. Recent 
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performance has been challenging as geopolitical events directly impacted some of the emerging markets during 1Q22. Also, 
the Chinese equity market continues to struggle. Concerns over the potential delisting of some Chinese companies from the 
U.S. markets emerged as a risk this past quarter, coupled with a resurgence of COVID in China. With Chinese companies 
comprising about 30% of emerging market stock indices, developments there have an outsized effect on the entire asset 
class. However, we continue to believe the positive long-term outlook and current valuations warrants an overweight  
Developed International equities have underperformed the U.S. markets for much of the last decade and this trend continued 
into 2022. While valuations of Developed International stocks appear attractive, the conflict in Ukraine and a reliance on 
Russian energy exports in Europe has the potential to dampen economic activity in the region. As a result, we continue to 
underweight the asset class within our international equity allocation. Our overall allocation to non-U.S. equities remains in 
accordance with our benchmark.  
During this quarter, we lowered the duration of the fixed income allocation in alignment with our view that the interest rate 
environment may be more unpredictable moving forward. We continue to favor active bond funds that can flexibly allocate 
across fixed income markets. 
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