
 

  

 

 
 

 

Figure 1:  12/31/2022 Returns (source:  Bloomberg) 
Conditional formatting:  green (high) to red (low) for each time period  

 

Stocks gave back a portion of their October-November gains in 

December as pessimism returned regarding the impact that infla-

tion and interest rates will have on the economy and market val-

uations. Market highlights for December and the fourth quarter 

(Q4) are summarized below. A review of 2022 is on page two. 

• Bonds: US bonds lost value in December as interest rates rose 

but had positive returns in Q4 as credit spreads narrowed. The 

US Aggregate index (AGG) fell 0.9% for the month (+1.6% 

Q4); long-term Treasuries (TLT) lost 1.6% (-1.9% in Q4). Cor-

porate (LQD) and high yield bonds were down for the month, 

but each gained 4-5% in Q4. Non-US bonds (IBND and 

EMLC) were up 8-11% in Q4 as the dollar weakened. 

• Global equity (ACWI): -4.6% in December (+9.9% in Q4). 

• US Equity: The broad market (VTI) fell 5.8% this month 

(+7.1% Q4). The S&P 500 ETF (IVV) lost 5.7% (+7.6% Q4), 

while small stocks (VTWO) lost 6.4% (+6.2% Q4).  Growth 

stocks (IWF, QQQ) have under-performed in 2022, as rising 

interest rates reduce the present value of future earnings. All 

sectors fell in December, but most logged solid Q4 gains.   

• Non-U.S. Equity: Developed markets (EFA) fell 1.8% this 

month but were up 17.7% in Q4, led higher by European stocks 

(IEUR +17.7% Q4) as energy prices fell, economic fears eased, 

and currencies strengthened. Emerging markets (EEM) lost 

2.6% in December but were up 10.3% in Q4, largely due to a 

rebound in China (MCHI +2.5% in December, +13.3% Q4) as 

their economy began to reopen amid easing Covid restrictions. 

Interest Rates and the Economy  

The yield curve (Figure 2) plots the yields (Y-axis) for various 

maturities (X-axis) of US Treasuries.  As expected, the Federal 

Reserve raised the Fed Funds target rate by 0.50% this month 

(now 4.25-4.50%), indicating that they are nearing the end of this 

tightening cycle as rates approach 5%.  The inverted curve (short-

term yields higher than long-term yields) signals that investors 

believe the economy will weaken and force the Fed to start cut-

ting rates by mid-2023.  The 10-year Treasury now yields 3.88%. 

Figure 2:  US Treasury Yield Curve 

 

For bonds other than US Treasuries, we track the option-adjusted 

spread (OAS) between yields and Treasuries of comparable ma-

turities (Figure 3).  Low or narrowing spreads signal optimism, 

while high or rising spreads signal fear.  Spreads widened in the 

December selloff but narrowed notably over the course of Q4.  

• Investment grade corporate bond spreads were stable at +1.4%, 

down from +1.7% during the quarter.   

• High yield (non-investment grade) spreads widened to +4.8%, 

down from +5.4% last quarter but well above year-ago spreads 

of +3.1%.  The riskiest bonds (rated CCC & below) now yield 

+11.7% over Treasuries, much wider than +6.8% a year ago. 

• Emerging market bond spreads have been much more stable, 

ending 2022 at +2.0%, unchanged versus a year ago but down 

over the last month and quarter.  Returns on non-US bonds 

have been strong recently as the US dollar weakened. 

Figure 3:  Credit Spreads vs. US Treasury Yields 

 

Bonds ETF Month QTR 1YR

Current 

vs. 52-wk 

High

Current 

vs. 52-wk 

Low

US Aggregate Fixed Income AGG -0.9% 1.6% -13.0% -15.2% 4.1%

Investment Grade Corp Bonds LQD -1.6% 4.2% -17.9% -20.7% 7.1%

U.S. Treasury Bonds GOVT -0.7% 0.6% -13.4% -14.8% 2.7%

U.S. 20+ YR Treasuries TLT -2.6% -1.9% -31.2% -33.2% 8.4%

Muni Bonds MUB -0.3% 3.7% -7.3% -9.3% 4.1%

High Yield HYG -1.8% 5.0% -11.0% -15.5% 4.6%

Non-US Corp Bonds IBND 0.2% 10.8% -19.4% -20.0% 14.6%

Emerging Markets Bond LC EMLC 0.9% 8.4% -10.5% -17.0% 8.3%

Global Equity

ACWI Global Equity ACWI -4.6% 9.9% -18.4% -20.5% 12.1%

United States VTI -5.8% 7.1% -19.5% -21.7% 9.4%

International Developed EFA -1.8% 17.7% -14.4% -18.0% 20.2%

Emerging Markets EEM -2.6% 10.3% -20.6% -25.5% 13.2%

Global Equity by Region

United States VTI -5.8% 7.1% -19.5% -21.7% 9.4%

Europe IEUR -1.5% 21.0% -15.9% -19.7% 23.2%

Asia ex-Japan AAXJ -1.7% 12.0% -20.4% -24.3% 19.1%

China MCHI 2.5% 13.3% -22.8% -27.9% 35.6%

Japan BBJP -2.2% 11.6% -17.3% -20.2% 12.6%

Latin America ILF -5.4% 4.3% 10.0% -26.7% 10.3%

US Equity

US S&P 500 IVV -5.7% 7.6% -18.2% -20.3% 9.9%

NASDAQ 100 QQQ QQQ -9.0% -0.1% -32.6% -34.0% 4.7%

US Large Growth IWF -7.7% 2.1% -29.3% -30.8% 6.0%

US Large Value IWD -4.0% 12.2% -7.7% -11.5% 13.1%

US Eqwt S&P 500 RSP -4.7% 11.4% -11.6% -14.3% 13.1%

US Mid Cap IJH -5.5% 10.8% -13.1% -15.6% 11.3%

US Small Cap VTWO -6.4% 6.2% -20.5% -23.2% 7.2%

Term Yield
3MO 4.42%
1YR 4.73%
2YR 4.41%
5YR 3.99%
10YR 3.88%
30YR 3.97%

Source:  Board of Governers of the Federal Reserve System via St. Louis Fed (FRED)
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2022 Market Review  

The global market recovery from the pandemic era recession was 

sharp but short-lived.  Stocks and bonds posted significantly neg-

ative returns in 2022 amid a concerted effort by global central 

banks to tighten financial conditions by raising interest rates in 

order to tame decades-high inflation.  The next three figures sum-

marize 2022 and “pandemic era” returns across various stock and 

bond markets and segments, proxied by liquid ETFs.  Each figure 

graphs 2022 total returns (sorted from best to worst); the cumu-

lative return for the past three years is included in a panel inset.   

Figure 4 plots the returns of various broad bond market ETFs, 

illustrating the historically negative fixed income returns as in-

terest rates rose across the board in 2022.  Most fixed income in-

struments lost value, more than offsetting solid 2020-21 returns. 

Figure 4:  2022 Bond ETF Returns 

 

Long duration bonds are highly sensitive to interest rate changes, 

so it is not surprising that long-term Treasuries were hit hardest 

in 2022 (TLT -31%).  By contrast, Treasuries of the shortest ma-

turities (SHV) are minimally impacted by interest rate changes 

and were up slightly for the year.  The strength of the US dollar 

added insult to injury for global investors as non-US bonds under-

performed over the past three years, but emerging market debt 

actually out-performed in 2022 (EMLC -10% vs. AGG -13%) as 

their currencies were more stable than in developed markets. 

Stock market returns were terrible in 2022 (Figure 5).  US equity 

under-performed (VTI -20% vs. ACWI -18%) but was the strong-

est region over the past three years (VTI +22% vs. ACWI +13%).  

Latin American stocks (ILF) were up 10% but are still down 16% 

since 12/31/2019.  Asian equities were led lower this year by 

weakness in China amid draconian Covid economic lockdowns.    

Figure 5:  2022 Equity ETF Returns 

 

US equities were led lower in 2022 by large growth stocks (QQQ 

and IWF), the very same group that powered US markets higher 

in 2020-21.  Much of the value of growth stocks is driven by fu-

ture earnings growth, but the present value of those future earn-

ings is diminished as interest rates rise.  The NASDAQ 100 (QQQ 

-33% in 2022), the large growth index (IWF -29%) and the S&P 

500 (IVV -20%) are dominated by these stocks, but all three are 

still up more than 25% since pre-Covid.  By contrast, value stocks 

(more energy and financials, less tech, higher dividends, etc.) 

fared less badly in 2022 (IWD -8%).  Small cap stocks (VTWO) 

are typically less global, so their 2022 under-performance is a re-

flection on the weakening domestic economy (VTWO -20%).  

Figure 6 plots the performance of US stocks across the eleven 

economic sectors.  Energy stocks (XLE) rose 64% in 2022 as oil 

and natural gas prices spiked in the wake of Russia’s invasion of 

Ukraine, threatening global energy supply.  Defensive sectors 

(Utilities, Staples and Health Care) held their value in 2022 as 

investors sought relative safety and stability.  The worst perform-

ing sectors in 2022 were those that are dominated by the formerly 

high-flying growth stocks discussed above:  Communications 

(XLC includes Meta/Facebook, Google and Netflix); Consumer 

Discretionary (XLY is dominated by Amazon and Tesla); and 

Technology (42% of XLK is in Apple and Microsoft). 

Figure 6:  2022 US Equity Sector ETF Returns 

 

Bottom Line  

Investors were spoiled with extraordinary returns in 2020 and 

2021, fueled by near-zero interest rates and unprecedented money 

supply growth as global central banks sought to avoid an eco-

nomic meltdown in the wake of the pandemic.  Markets emphat-

ically reversed course in 2022 as those tailwinds became head-

winds.  The Fed and its global counterparts aggressively tight-

ened financial conditions in 2022 (raising interest rates, with-

drawing liquidity) to combat elevated inflation, wreaking havoc 

on stocks and bonds alike.  Though the Fed appears to be nearing 

the end of this tightening cycle, inflation and tight monetary pol-

icy in the US and abroad has taken a toll on economic growth.  

Key economic and investment themes for 2023 include: 

• Recession:  Lower production and employment 

• Monetary Policy Reversal:  The Fed will likely be forced to cut 

rates as the economy weakens and/or enters recession. 

• China Re-opening:  Covid lockdowns appear to be easing; pent 

up demand could strengthen consumption and output, but ex-

port growth may be limited by weakness in western economies.  

A diversified, lower risk portfolio (global stocks and bonds, cash 

and alternatives) remains appropriate for the near future, but 2023 

may offer opportunities to increase exposures to riskier assets 

(credit, equity, emerging markets) if and when the Fed pivots.  
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Disclaimer: 

ACIMA Private Wealth LLC (“ACIMA” or the “Firm”) is a federally registered investment adviser based in Richmond, Virginia since January 2016.  The Firm is a fee-

only investment advisory firm with the intent to provide exceptional service to high-net-worth individuals, families, trusts, charitable foundations and institutions. 
ACIMA’s purpose is to implement integrated wealth management solutions that meet the financial needs and reflect the personal values of our clients.  For additional 

important information regarding ACIMA, its investment management services, compensation, conflicts of interest, and other matters, is contained in its disclosure docu-

ment, Form ADV Part 2A and Wrap Fee Brochure.  A copy of which is available on through the Firm’s website or upon request to the Chief Compliance Officer at (804) 

422-8450. 

The information and views contained in this document were prepared and compiled by ACIMA.  The statements provided herein are based solely on the opinions of 

ACIMA and are solely for informational purposes only.  It is not a research report, as such term is defined by applicable law and regulations, and is not a solicitation or 
an offer to buy or sell any security or other financial instrument or to participate in any trading strategy.  Any opinions provided herein should not be relied upon for 

investment decisions. The information contained herein was obtained from sources believed are reliable but has not been independently verified by ACIMA and for which 

no guarantee of accuracy is proffered. 
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