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Third Quarter 2022 Review and Outlook 

 

Past performance is not indicative of future results.  For anyone who has read any marketing from the 

investment industry in the last 30 years, that phrase sounds very familiar.  It is a reminder to investors 

not to extrapolate past returns to the future.  In many instances, it is most relevant when past 

performance is fantastic and serves as a warning that the future is not guaranteed to be the same.  

However, the same holds true after periods of poor market results.  The bear market of 2022 is one of 

those periods and has been extremely frustrating for many investors.  Fortunately, past performance is 

not indicative of future results. 

 

In the following pages, we intend to dissect what has happened in 2022 that has led to recent results, 

and the actions we are taking in response.  But we also want to describe why we remain optimistic 

regarding our managers and strategies.  We want you to know exactly how we’re responding to this 

year’s bear market results. 

What Happened 

At the end of 2021, the 5-year annualized return for the MSCI All Country World Index was 14.4%.  

The bull market of 2020 – 2021 carried the global stock market to returns substantially above the 

long-term average.  As of the end of Q3, that same index is down -25.6% year-to-date and its 5-

year annualized return is now only 4.4%.  This year’s bear market has had a material effect on 

long-term performance figures. 

 

The persistent inflation unleashed by ultra-easy monetary policy and expansive fiscal policy has 

required the Federal Reserve to raise interest rates at the fastest pace in several decades.  Other 

central banks have joined the Fed (see left chart below).  Higher interest rates caused investors to 

lower the valuation of all stocks, but especially those companies with high future expected growth 

like those found in the Russell 1000 Growth Index (right chart below).  While those stocks drove 

the strong investment results of the last decade, they are the primary source of pain in 2022. 

           
Source: Bloomberg and Monticello Associates 
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Like the broader market, Piedmont’s strategies benefited from an overweight to these growth-

focused companies over the last six years but suffered as these securities have been re-valued. 

 

In the international space, higher U.S. interest rates drove the dollar higher (see below).  A 

stronger dollar reduces the returns from foreign stocks and international managers, both developed 

and emerging markets, suffered accordingly.  Concern about China’s economic growth and 

communist party-led policy specifically hurt China-heavy managers.  We have believed that 

emerging markets would see the strongest economic growth going forward as the middle class 

expands rapidly, but the dollar and concerns about China have foiled that expectation.  This growth 

should still happen but may be delayed until the world is in a more stable situation economically 

and politically. 

 

Source: Bloomberg and Monticello Associates 

 

What We’re Doing About It 

 

We have asked ourselves repeatedly how much of the changed economic environment should have 

been foreseen.  The heightened volatility of the past three quarters has been extraordinary, and 

that volatility can obscure dangers that appear obvious in hindsight.  That doesn’t mean we 

shouldn’t have done better.  We could have been more aggressive in rebalancing away from higher 

valuation sections of the portfolio for example, so there are certainly lessons to be learned.  But, 

our focus must be forward looking.  How do we position portfolios to produce the results we all 

expect going forward? 

 

As we’ve stated in past letters, when investors encounter bear markets, the initial reaction is to sell 

first and ask questions later.   As an example, a number of our domestic equity managers have 

been punished much more in 2022 than in past periods of declining stock prices.  The quality 

stocks they own, seem to have been caught in the short-term trading dynamic of bear markets.   
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For these managers, we remain patient.  Through deep, fundamental analysis, these managers 

understand what higher interest rates and changing conditions mean for each of their portfolio 

companies’ businesses.  They are making changes as necessary, but are not overreacting to what 

they view as panic selling disconnected from business fundamentals. 

 

We are, however, reducing our allocation to emerging markets stocks in favor of more domestic 

stocks.  We’re doing this even though international stocks appear cheap versus U.S. stocks.  

Currently, we believe there is more certainty at home, and the political risks brought on by an 

increasingly restrictive Chinese government changes our perception of the long-term opportunities 

for private enterprises.  We will also reduce somewhat the allocations to the managers who have 

turned out to be more volatile than expected and raise the allocation to our index-like U.S. equity 

positions, gaining more core equity exposure. 

 

In the diversifier portion of the portfolio, that part of portfolios designed to offer protection against 

market volatility, we are exiting those managers who underperformed our expectations.  Similar to 

our move from international to domestic equity, we are rotating into our best ideas.  In addition, 

we are evaluating potential new investment managers that will more likely provide greater 

diversification with returns less correlated to equity markets. 

 

Manager Visits 

 

We had conversations with two of our international managers at our recent Investment Committee 

meeting.  Both these managers have global perspectives, making their comments particularly 

instructive considering the events of 2022.  Both firms went through their global outlook, their 

portfolio companies, and their perspective of the investing environment.  One manager described  

the environment as an extraordinary period in market history, while the other stated that 

everyone’s opinion of the market future has been turned on its head in a very short period of time.  

Each described an environment where the re-valuation of stocks has expanded potential 

opportunities.  Each firm’s depth of knowledge about the intricacies of the businesses they invest in 

reconfirmed our team’s impressions from when we hired them in October 2020.  These are smart, 

thoughtful investors who, in our opinion, understand the issues facing the markets and are taking 

this opportunity to position their portfolios for long-term success. 

 

The Outlook 

 

The future is clouded by continued uncertainty about the policy changes required to defeat 

inflation.  Inflation is likely to be more persistent than many currently expect because services 

inflation continues to accelerate (see below).  Also uncertain are the changes to fiscal policy that 

may, or may not, come from last week’s election results.  We do expect high volatility to continue 

as there are many unknowns: the war in Ukraine, the politics around global energy supply, the 

course of policy in China, etc.  We agree with those analysts who predict the Fed will have to raise 

rates higher than currently expected. 
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Source: Bloomberg and Monticello Associates 

 

Earnings will be a key factor in how equities perform going forward.  Valuations have clearly 

corrected, but so far, analysts have not reduced their forecasts for 2023 earnings growth by much 

(see chart below).  Watching and responding to revisions in the earnings outlook will be key for 

investors as we head into 2023.  Higher interest rates and slower economic growth, not to mention 

recession, could have a major impact.  We’re wary and watching closely. 

 

 
Source: Bloomberg, Strategas, Factset and Monticello Associates.  Estimates as of 10/14/2022 

 

 

At bear market bottoms, Treasury yields are usually above the rate of inflation and P/E ratios are 

typically in low double digits (see chart below).  We’re far from those points today.  This bear 

market may have more “work” to do.  This uncertainty calls for vigilance and a willingness to be 

flexible as we determine the appropriate allocation to each manager and the overall mix of 

managers in the Fund. 
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Source: Bloomberg, Strategas, and Monticello Associates 

 

 

Conclusion 

 

There have been very few places to hide during the last 12 months as the re-rating of stock 

valuations impacted just about every sector and industry.  While we do not have a crystal ball 

telling us where the bottom is, equities are cheaper today than a year ago.  The optimism we have 

heard from managers describing the long-term opportunities is something we have not heard in 

some time.  Are there risks?  Absolutely.  Considering all the factors influencing market action, will 

it take time for the market to recover?  Probably.  But for those with a long-term mindset, we 

believe Piedmont’s strategies are well positioned for the future.  We’re addressing some of the 

issues that have challenged recent results, but we truly believe recent past performance is not 

indicative of future results and are focused entirely on achieving the results our investors expect. 

 

 

  
 Michael K. Shields      Daniel F. Smith    John M. Simms, Jr.      
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