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Quarterly Insights — October 2022

Global markets declined again in the third quarter as inflation remained near multi-decade highs,
geopolitical tensions escalated further, and the Federal Reserve continued to aggressively hike
interest rates signaling future rate increases will be larger than previously expected.

The third quarter started with a solid rebound in stocks and bonds that was driven by resilient
corporate earnings, signs of a possible peak in inflation, and hints from the Federal Reserve that the
end of the rate hiking cycle may come sooner than markets initially expected. Starting with earnings,
corporate results for the second quarter were much better than feared. Despite high inflation and
lingering supply chain issues, the majority of Q2 earnings reports beat estimates, and that solid
performance by corporate America showed investors that, despite numerous macroeconomic
challenges, U.S. earnings were holding up much better than expected. On inflation, several survey-
based economic reports showed price declines in June and offered hope that inflation pressures were
peaking. Finally, in late July the Federal Reserve raised interest rates by another 75 basis points, but at
the press conference Fed Chair Powell stated that, at some point in the future, it'd be necessary for
the Fed to slow the pace of interest rate increases. Investors interpreted that comment as a signal
that the end of the rate hike cycle may be closer than previously thought. Hope for a less-aggressive
Fed paired with resilient earnings and a possible peak in inflation fueled a 9.2% gain in the S&P 500 in
July, its best monthly return since November 2020.

Stocks continued higher through the first half of August, driven by more proof of a peak in inflation
and the growing hope that the Federal Reserve would soon “pivot” to a less-aggressive policy stance.
Specifically, the July CPI report (released in August) showed clear moderation in price pressures,
further entrenching the idea that inflation had peaked. Investors welcomed this news and
confirmation of a peak in inflation, combined with the aforementioned hope of a “Fed pivot,” pushed
the S&P 500 to nearly four-month highs by mid-August. But ultimately, the move higher in July and
early August was nothing more than a “Bear Market Rally” as in late August, while making remarks at
the Jackson Hole Economic Symposium, Fed Chair Powell dismissed the idea of a looming Fed pivot to
less-aggressive policy, dashing hopes that the end of the rate hike cycle was in sight. Additionally,
Powell warned that the U.S. economy will likely feel some “pain” from the Fed’s actions. The
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reiteration of aggressive policy and historically large rate hikes combined with the warning of looming
economic pain hit stocks late in the month, and the S&P 500 gave back all the early August gains to
end the month solidly lower, down 4%.

The selling continued in September, as the August CPI report (released in September) showed a slight
increase in prices, implying that while inflation pressures had potentially peaked, inflation was not
rapidly declining towards the Fed’s target (meaning rates would likely stay high for the foreseeable
future). Then, at the September FOMC meeting, the Federal Reserve again hiked interest rates by 75
basis points and signaled rates will continue to rise to levels higher than previously expected.
Geopolitical concerns also pressured stocks in September as Russia escalated the war in Ukraine by
holding referendums in occupied Ukrainian territory, and by announcing a 300,000-person
“mobilization” from the general Russian population. Finally, during the last few days of the month,
global currency and bond markets saw a dramatic increase in volatility, as the government of the
United Kingdom announced a spending package designed to stimulate the economy. But that would
also likely add to inflation pressures and the announcement resulted in a spike in global bond yields
while the pound collapsed to an all-time low vs. the dollar, adding to general macroeconomic
volatility. The combination of sticky inflation, expectations of numerous future Fed rate hikes, rising
geopolitical tensions, and currency and bond market volatility weighed heavily on stocks and bonds
into the end of September, as both markets finished the quarter near the lows for the year.

In sum, the third quarter started with optimism surrounding a resilient corporate earnings outlook, a
potential peak in inflation, and a closer-than-expected end to the current Fed rate hiking cycle. But
throughout August and September that optimism was eroded by sticky inflation data and a more
hawkish-than-expected Federal Reserve. As we start the fourth quarter markets remain in search of
concrete positive catalysts that signal declining inflation pressures and a less-aggressive Federal
Reserve.

US Equity Indexes Q3 Return YTD
S&P 500 -4.88% -23.87%
DJ Industrial Average -6.17% -19.72%
NASDAQ 100 -4.42% -32.35%
S&P MidCap 400 -2.46% -21.52%
Russell 2000 -2.19% -25.10%

Source: YCharts

Internationally, foreign markets badly underperformed U.S. markets during the third quarter, as
surging electricity prices in Europe and the U.K., interest rate hikes by the European Central Bank and
Bank of England, and lasting geopolitical risks weighed heavily on foreign developed markets.
Emerging markets, meanwhile, underperformed both foreign developed markets and U.S. markets as
a surging U.S. dollar offset hopes for a continued economic reopening in China.
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International Equity Indexes Q3 Return YTD
MSCI EAFE TR USD (Foreign Developed) -9.29% -26.76%
MSCI EM TR USD (Emerging Markets) -11.42% -26.89%
MSCI ACWI Ex USA TR USD (Foreign Dev & EM) -9.80% -26.18%

Source: YCharts

Looking deeper into the bond markets, shorter-term Treasury Bills outperformed longer-duration
Treasury Notes and Bonds as the threat of greater than previously expected Fed rate hikes and still-
high inflation weighed on fixed income products with longer durations. For the second straight

quarter, short-term Treasury Bills finished the quarter with a slightly positive return.

US Bond Indexes Q3 Return YTD

BBgBarc US Agg Bond -4.75% -14.61%
BBgBarc US T-Bill 1-3 Mon 0.47% 0.63%

ICE US T-Bond 7-10 Year -5.80% -15.72%
BBgBarc US MBS (Mortgage-backed) -5.35% -13.66%
BBgBarc Municipal -3.46% -12.13%
BBgBarc US Corporate Invest Grade -5.06% -18.72%
BBgBarc US Corporate High Yield -0.65% -14.74%

Source: YCharts

Fourth Quarter Market Outlook

As we start the final quarter of 2022, the stock markets and the economy are still facing numerous
challenges from still-high inflation, ongoing Fed rate hikes, and geopolitical instability. But while the
outlook for risk assets remains challenged, that reality must be considered in the context of a market
that has declined substantially and, presumably, already priced in a lot of “bad news.” Valuations on
many quality companies are quickly approaching pre-pandemic levels, while the S&P 500 more
broadly is trading at a valuation that has, historically speaking, been attractive over the longer term.
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Additionally, multiple sentiment indicators have hit or are approaching levels that historically have
represented extreme pessimism and bearishness, and they are largely ignoring the reality that there
has been some improvement in the macroeconomic outlook over the past several months.

First, inflation has likely peaked. Multiple inflation indicators are showing a peak and decline in price
pressures, and while the Consumer Price Index remains far above the Fed’s target of 2%, any swift
deceleration in inflation would likely be a material positive catalyst for both stocks and bonds.

Second, the less-aggressive Fed pivot will still occur, perhaps as early as the fourth quarter. According
to the Fed’s estimates, interest rate increases will begin to slow in the coming months, and the last
rate hike for this cycle could occur in March 2023 or sooner. If that turns out to be the case, and the
Fed signals to markets that this rate hike cycle is approaching its end, that will likely be a materially
positive catalyst for both stocks and bonds, and that’s evidenced by the July and August rallies that
were driven by hopes of a less-aggressive Fed.

Third, geopolitical tensions remain very elevated as Russia has recently escalated the war in Ukraine
and the risk of a broader conflict simply can’t be ruled out. But most Western countries remain united
in their opposition to the Russian invasion of Ukraine and that will continue to be a powerful
deterrent to Russian President Putin. Additionally, even some of Russia’s most important allies,
including China and India, have voiced concerns about the escalation of the war over the past month
which has further isolated Russia from the global community. Any reduction in geopolitical tensions
would provide a surprise boost for global risk assets, including U.S. stocks and bonds.

Finally, amidst a difficult macroeconomic backdrop, the U.S. economy and corporate America have
proven impressively resilient. Most measures of U.S. economic growth remain in solid shape, while
U.S. corporate earnings estimates have stayed largely elevated, and the widespread earnings declines
that were feared back in early 2022 simply have not materialized.

Bottom line, the outlook for markets and the economy remains challenged, but investors have again
priced in a lot of “bad” news already, with valuations now at levels that are historically attractive.
Additionally, according to some indicators, sentiment is as pessimistic as it was during the depths of
the financial crisis, and if inflation suddenly decelerates quickly, the Fed signals a clear end to rate
hikes, or there’s positive geopolitical news, the potential is there for a powerful rally in both stocks
and bonds.

This is a difficult market and a complicated moment for the world, but history is clear: Positive
surprises can and have occurred even in difficult times such as this, and through periods of similar
macroeconomic turmoil, markets eventually recouped the losses and moved to meaningful new highs.
There is no reason to think this time will be any different.
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At Zick Whitted Taub Investment Strategies, we understand the risks facing both the markets and the
economy, and we are committed to helping you effectively navigate this challenging investment
environment. Successful investing is a marathon, not a sprint, and even extended bouts of volatility
like we’ve experienced so far this year are unlikely to alter a diversified approach set up to meet your
long-term investment goals.

Therefore, it’s critical for you to stay invested, remain patient, and stick to the plan, as we’ve worked
with you to establish a unique, personal allocation target based on your financial position, risk

tolerance, and investment timeline.

Rest assured that our entire team will remain dedicated to helping you successfully navigate this
market environment.

Please do not hesitate to contact us with any questions, or comments, or to schedule a portfolio
review.

Sincerely,

Zick Whitted Taub Group, Inc.

Brad Whitted CFIA Allen Zick, CFP® Alex Taub, crec®

Financial Advisor, RJFS Financial Advisor, RJFS Financial Advisor, RJFS
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Disclosures: The information contained in this report does not purport to be a complete description of the
securities, markets, or developments referred to in this material. The information has been obtained from
sources considered to be reliable, but we do not guarantee that the foregoing material is accurate or complete.
This material was prepared by Sevens Report, an independent third party, for use by the financial advisors of
Zick Whitted Taub Investment Strategies. Any opinions are those of the authors and not necessarily those of
Raymond James. Expressions of opinion are as of this date and are subject to change without notice. There is
no guarantee that these statements, opinions or forecasts provided herein will prove to be correct. Investing
involves risk and you may incur a profit or loss regardless of strategy selected. Keep in mind that individuals
cannot invest directly in any index, and index performance does not include transaction costs or other fees,
which will affect actual investment performance. Individual investor's results will vary. Past performance does
not guarantee future results. Future investment performance cannot be guaranteed, investment yields will
fluctuate with market conditions. Every investor's situation is unique and you should consider your investment
goals, risk tolerance and time horizon before making any investment. Prior to making an investment decision,
please consult with your financial advisor about your individual situation. The S&P 500 is an unmanaged index
of 500 widely held stocks that is generally considered representative of the U.S. stock market. The Dow Jones
Industrial Average (DJIA), commonly known as “The Dow” is an index representing 30 stock of companies
maintained and reviewed by the editors of the Wall Street Journal. The NASDAQ-100 (ANDX) is a stock market
index made up of 103 equity securities issued by 100 of the largest non-financial companies listed on the
NASDAQ. It is a modified capitalization-weighted index. ... It is based on exchange, and it is not an index of U.S.-
based companies. The S&P MidCap 400° provides investors with a benchmark for mid-sized companies. The
index, which is distinct from the large-cap S&P 500®, measures the performance of mid-sized companies,
reflecting the distinctive risk and return characteristics of this market segment. The Russell 2000 Index
measures the performance of the 2,000 smallest companies in the Russell 3000 Index, which represent
approximately 8% of the total market capitalization of the Russell 3000 Index. The Bloomberg Barclays US
Aggregate Bond Index is a broad-based flagship benchmark that measures the investment grade, US dollar-
denominated, fixed-rate taxable bond market. The MSCI EAFE (Europe, Australasia, and Far East) is a free float-
adjusted market capitalization index that is designed to measure developed market equity performance,
excluding the United States & Canada. The EAFE consists of the country indices of 22 developed nations. The
MSCI Emerging Markets is designed to measure equity market performance in 25 emerging market indices. The
index's three largest industries are materials, energy, and banks. The MSCI ACWI (All Country World Index) is a
free float-adjusted market capitalization weighted index that is designed to measure the equity market
performance of developed and emerging markets. As of June 2007 the MSCI ACWI consisted of 48 country
indices comprising 23 developed and 25 emerging market country indices. The developed market country
indices included are: Australia, Austria, Belgium, Canada, Denmark, Finland, France, Germany, Greece, Hong
Kong, Ireland, Italy, Japan, Netherlands, New Zealand, Norway, Portugal, Singapore, Spain, Sweden,
Switzerland, the United Kingdom and the United States. The emerging market country indices included are:
Argentina, Brazil, Chile, China, Colombia, Czech Republic, Egypt, Hungary, India, Indonesia, Israel, Jordan, Korea,
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Malaysia, Mexico, Morocco, Pakistan, Peru, Philippines, Poland, Russia, South Africa, Taiwan, Thailand, and
Turkey. S&P GSCI Gold is an index tracking changes in the spot price for gold bullion. S&P GSCI Crude Qil is an
index tracking changes in the spot price for crude oil.
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