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The chart below shows last quarter’s performance for five products. The first four, VEA, SPY, BND and 
VWO, represent four major asset categories and AOR represents a moderate-risk diversified portfolio. This 
chart provides a visual aid to help identify how major markets and a diversified portfolio performed last 
quarter.  
 

 
 

• VEA, FTSE Developed Markets Vanguard: This product represents the developed international 
equity/stock market. 

• SPY, S&P 500 SPDR: This product represents the US equity/stock market. 
• BND, Total Bond Market ETF Vanguard: This product represents the US bond market. 
• VWO, Emerging Markets ETF MCSI Vanguard: This product represents the emerging 

equity/stock market. 
• AOR, Growth Allocation Ishares Core ETF: This product represents a moderate-risk diversified 

portfolio. This product does not necessarily match how your diversified portfolio is allocated. You 
can find your allocation within this report.     

 
The third quarter selloff left most investors feeling downright gloomy.  Overly pessimistic sentiment can 
often lead to market strength under the guise “it’s so bad, it’s good.”  That is exactly what we saw in the 
fourth quarter.  Developed international markets (VEA) experienced the strongest performance up 15.43%.  
Bonds (BND) were up 0.71%.  US stocks (SPY), emerging market stocks (VWO) and a moderate-risk 
diversified portfolio all finished the quarter up between 5.31% to 7.07%.  All around, decent quarter.   
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New Record for Stocks & Bonds  
2022 was the first year that we saw both stocks and bonds lose over 10% (orange dot on the chart below).  
US large cap stocks (S&P 500 index) lost 18.11% while US bonds (Barclays US bond index) lost 13.01%.  
While not impossible, it would be highly unlikely to see both stocks and bonds lose another 10%+ in 2023.1 
 

 
 
Valuations 
P/E ratios give us a sense of how expensive the stock market is.  When P/E ratios are high, it usually means 
that stocks are overvalued, and this tends to result in below average performance for stocks over the next 
five-10 years.  The opposite is true when P/E ratios are low.  Last year, US corporate P/E ratios started the 
year at 22.89 and finished the year at 19.18 (trailing operating earnings).  There are two reasons why P/E 
ratios are lower.  Prices fell last year, as did earnings.  FYI:  The average P/E ratio over the last 38 years is 
18.80.  Valuations have improved as we enter 2023.2 
 
Outlook For 2023 
Inflation is coming down slowly but surely.  This should allow the Federal Reserve to raise interest rates at a 
more modest pace.  The last increase was 0.50% (down from 0.75%).  Corporate earnings continue to 

 
1 Clissold, B. E. (2023, January 3). Benchmark Review: A year to forget. NDR. Retrieved January 9, 2023, from 

https://www.ndr.com/web/ndr/publications/-/c/BF23_01*PDF/benchmark-review-a-year-to-forget  
2 Clissold, B. E. (2022, December 28). Valuations compressed again in 2022. what does it mean for 2023? NDR. 

Retrieved January 9, 2023, from https://www.ndr.com/web/ndr/publications/-
/c/HOT202212281*PDF/valuations-compressed-again-in-2022-what-does-it-mean-for-2023  
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weaken, which increases the odds we are in a recession.  Our research group’s global recession probability 
model (chart IE90) shows a “high recession risk” as seen below.   
 

 
 
Employment data remains strong.  I’m not sure how much longer this will last if corporate earnings continue 
to weaken.  I think companies worked overtime to find and attract employees over the last couple of years 
and are likely hesitant to reduce headcount until they feel it is absolutely necessary.  Ultimately, if their 
finances cannot support current staffing levels, then layoffs will commence.  We have already seen some of 
the larger technology companies like Amazon, Meta & Salesforce announce large scale layoffs.  Rising 
unemployment data will encourage the Federal Reserve to lower interest rates in hopes of stimulating 
economic growth.  Stocks usually perform better when interest rates fall.   
 
I think it is important to remember that at times there can be a disconnect between the stock market and the 
economy.  The stock market tries to predict where the economy will be in six to nine months.  Jobs are 
usually a lagging indicator.  This means we could see stock prices and unemployment levels rise at the same 
time.  So even though the economic data does look like it will continue to weaken in 2023, that doesn’t mean 
that the stock market will follow suit.  If/when the stock market thinks that the Federal Reserve is done 
raising rates, then I suspect the beginning of the next bull market will resume.  Jobs data is only one data 
point, but I think it is going to have an oversized impact on the Federal Reserve’s actions.  We will just need 
to watch the data to see how things unfold.     
 
Hedging Protocol (Risk Management Tool) 
Our hedging protocol looks at 49 different indicators that have been selected based on their historical track 
record at identifying market risk (past performance is not indicative of future results).  34 of these indicators 
come from Ned Davis Research (NDR), an independent research group, and the remaining 15 were chosen 
by Stonehearth’s Investment Committee to complement NDR’s indicators.  Together they provide us the 
ability to observe risk as it unfolds to help us determine if trades are needed to manage risk within your 
diversified portfolio. 
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Below is our stock/equity exposure for each risk profile for the beginning and the end of the quarter: 
 

• Conservative:  Began the quarter at 22.0% and ended the quarter at 22% (benchmark = 30%) 
• Moderate:  Began the quarter at 53.5% and ended the quarter at 53.5% (benchmark = 60%) 
• Aggressive:  Began the quarter at 80.5% and ended the quarter at 80.5% (benchmark = 85%)  

 
We continue to monitor each of the indicators for guidance on how much risk we should be taking within 
your portfolio. We will be sure to let you know if/when we make changes to our hedged exposure, but for the 
time being, we are happy with how we have your portfolio positioned.       

Upcoming Events 
 
CIO’s Corner: Quarterly Update Webinar with  
Chief Investment Officer, Chris Gauthier, CFA 

 
Tuesday, January 31st at 12:00 PM EST 

 
Register Now! 


