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Investment Committee Perspective 

Third Quarter 2022 
 
Our Investment Committee meets no less than quarterly to evaluate asset class performance, analyze macroeconomic data 
and trends, and review asset class valuations and risks to refine our market outlook and tactical portfolio positioning. This 
quarterly letter summarizes the topics discussed during those investment committee meetings and provides guidance on our 
outlook and corresponding tactical investment strategy. 
 
 
Reflections on the First Quarter 2022 
 
After a difficult first half of the year, equities staged a rebound in July and August on hopes of inflation easing and a Federal 
Reserve pause on raising interest rates. The market rally was short-lived as stocks tumbled to fresh lows by the end of 
September amid further aggressive central bank rate hikes and reiterations of further tightening to come. The Federal Reserve 
has made it clear, through statements and actions, they intend to continue raising interest rates in a concerted effort to bring 
inflation down. This is accomplished through monetary tightening via increasing interest rates and quantitative tightening 
which reduces the amount of money in circulation and therefore slows economic activity. 
 
It is well understood that financial markets act as a leading indicator of recessions and have historically retreated well in 
advance of recession declarations. Whether we are already in a recession, or whether it is still forthcoming, is under debate. 
Regardless of whether we are presently in a recession or not, it is important to remember that recessions are a normal feature 
of economic cycles and do not permanently derail long-term economic growth. Recessions serve to bring down lofty 
valuations, flush out speculation, and, for the astute market participant, are an opportunity to deploy capital to take 
advantage of more attractive asset class valuations. 
 
When markets retreat as aggressively as they have in such a short time frame, it is understandable to feel overwhelmed with 
angst and worry. We find it is useful to remind clients that we build events such as this into our long-term financial planning 
and that the targeted returns we strive to achieve in client portfolios incorporate recessions and market declines such as the 
one we’re experiencing now. Be wary of falling prey to the oft repeated statement, “but, this time is different!” Every 
economic contraction is brought forth by a different set of circumstances, yet each market drawdown exhibits similar patterns 
that indicate the path forward will be comparable to prior recoveries. It is often said that history doesn’t repeat itself, but it 
often rhymes. The markets will invariably recover, just as they always have, and after the market recovers from this downturn, 
there will be additional market declines and recessions at yet indeterminate points in the future. 
 
We encourage clients to “lean into the uncomfortableness” caused by a downturn. Experience it, give acknowledgement to 
your fears, but don’t let it impact your expectations for meeting your long-term goals. As humans, the pain we feel from 
losses is greater than the joy we feel from gains. It is important to remain focused on the long term as new opportunities 
have emerged in asset classes that are now trading at the most attractive valuations we have seen in many years.  The 
downturn also allows us to take advantage of the temporary market declines to conduct tax loss harvesting and rebalance 
into asset classes that are poised to do well when the market recovery inevitably comes. 
 
Our investment committee focuses on monitoring intermediate- and long-term secular trends that we believe have a 
meaningful impact on our economic and financial market outlook. Specifically, there are a few core secular themes we’ve 
addressed in prior quarterly letters that are as relevant today, if not more so, than when we wrote on them: interest rates 
(First Quarter 2021 letter), U.S. growth stock valuations (Second Quarter 2021 letter), inflation (Third Quarter 2021 letter), 
the U.S. Federal Reserve (Fourth Quarter 2021 letter), and our secular concerns for core Fixed Income and related decision to 
add Private Debt to client portfolios (First Quarter 2022 letter). 
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The economic backdrop for the global economy deteriorated further in the third quarter. Persistently high global inflation 
remains the key economic indicator driving the 2022 market declines and ongoing market volatility. While headline CPI 
inflation may have peaked, core inflation measures have continued to rise and are still far above the Federal Reserve’s 2% 
inflation target. This indicates inflationary pressures have become more widespread throughout the economy rather than 
driven by a few extreme outliers as in 2021. While we are hopeful that inflation peaked in June of 2022 at 9.1%, and 
encouraged by October’s CPI decline to 7.7%, it will likely take an extended time for inflation to come back down meaningfully 
towards the Fed’s 2% target. 
 
Several of the current inflation-drivers are still attributed to the oft-quoted “transitory” COVID-related supply-side disruptions 
creating ongoing production and distribution bottlenecks. Central banks are extremely limited in their ability to improve/fix 
these supply-side inflationary forces. The good news is many of the supply-chain disruptions are dissipating as the pandemic 
recedes globally. China’s ongoing zero-COVID policy lockdowns are a notable exception. Further, the demand-side drivers of 
core inflation have not yet peaked, let alone demonstrated the consistent month-over-month declines that Fed Chair Jerome 
Powell says the Fed is looking for as clear evidence inflation is headed to their 2% target. 
 
The reason inflation is such an important economic factor today, outside of the impact it has on consumers, is that high global 
inflation is driving central banks to tighten monetary policy at the fastest pace in history. Global central banks are raising 
interest rates at a breakneck pace to bring down inflation with the hopes of slowing aggregate demand by curtailing consumer 
and business spending. Here in the United States, the Federal Reserve has embarked on the largest nine-month increase to 
interest rates in over 41 years. The market declines and elevated volatility experienced this year are being driven by fear that 
the Fed’s actions will tip the economy into a recession, which is a high probability. 2022 is likely to be remembered infamously 
as an inflation shock that caused an interest rate shock which, in turn, results in economic recession. 
 
While the chances of an economic recession are high, we don’t believe it will be a severe or deep one as there are still many 
positive fundamentals supporting the economy that should mitigate the severity of a recession: (1) a strong and resilient 
labor market that supports consumer income and spending as evidenced by monthly job growth that has remained robust, 
(2) new unemployment claims remain very low (though they are ticking higher), (3) no apparent systemic financial imbalances 
or credit bubbles (like in 2007-08), and (4) generally robust household savings and business balance sheets that can continue 
to support spending and borrowing. 
 
 
 
As we have communicated in prior letters and in-person meetings, we have been anticipating a market correction for some 
time given elevated valuations in both stock and fixed income markets. Below are some of the risk-mitigating changes we’ve 
made in client portfolios leading up to this downturn: 
 

• Maximum underweight to core Fixed Income based on our outlook and concern for rising interest rates. We also 
added Floating Rate bonds to reduce the impact of rising interest rates. 

• Maximum underweight to U.S. Growth stocks due to their very high valuations. 
o U.S. Growth stocks are down -31% year-to-date. 

• Maximum overweight to Natural Resources, as inflation-hedge.  
o Natural Resources are up +14% year-to-date. 

• Maximum Overweight to Low Correlation strategies to offset underweight in Fixed Income. 
o Low Correlation investments are down -5% relative to -20% for Fixed Income. 

 
While these tactical changes that we made leading up to 2022 have helped lessen the full impact of these market declines, 
below are additional tactical and strategic portfolio changes we’ve made this year to further combat risk/downside. Our 
objectives this year have been to reduce short-term risks where we see them while maintaining a medium-term focus to 
allow portfolios to fully recover while also positioning portfolios to achieve long-term growth. 
 
 
 
 

Economic Outlook 

Tactical & Strategic Outlook 
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During the September meeting of our Investment Committee, we decided to further reduce interest rate and credit risk in 
portfolios by adding meaningfully to safe, short-term bond investments while pursuing an equal reduction in High Yield 
bonds.  Short term bond investments are now yielding 4.25 – 4.75% (relative to 0.0% a year ago) while high yield bonds, the 
most risk-heavy Fixed Income sector, can decline as much as Equities during recessions. We feel these short-term bond 
investments can adequately provide a safe and reliable stream of income sufficient to meet client liquidity needs. We also 
believe these meaningful increases to safer short-term bond investments allow us to maintain portfolio allocations to 
Equities, positioning client portfolios well for their ultimate recovery and higher future returns. Equities are on sale - the 
cheapest they’ve been in a decade – and, though they may stay cheap for longer, they still provide the greatest opportunity 
for a full portfolio recovery and even higher portfolio gains over the long term. 
 
In addition to the increase in short-term bond allocations and High Yield bond reductions, the most recent Investment 
Committee meeting recommendations include: 
 

• Fully implement Private Debt: The continued use of private debt helps defend against further portfolio declines 
resulting from rising interest rates. 

• Implement maximum underweight to Low Correlation strategies: With short-term bond investments now yielding 
above 4%, low correlation strategies become less attractive as principal protection and income generation can now 
be accomplished by holding safe, short-term bonds to maturity. 

• Maintain maximum underweight to U.S. Growth stocks: Valuations remain elevated and growth stocks will likely 
continue to struggle as interest rates continue to rise. 

• Tax Loss Harvesting: While we would much prefer not to experience portfolio drawdowns, we have routinely been 
taking advantage of tax swapping opportunities throughout the year (in February, June, and October). As a refresher 
on tax loss harvesting, we do not sell investments at permanent losses but rather swap (sell investments with losses 
and instantaneously buy like-equivalent investments) so that the assets remain invested to ensure they participate 
in the eventual market recovery. 

 
 
 
In addition to the above tactical changes, we are also implementing some longer-term strategic changes in client portfolios. 
We believe there are certain secular, structural impediments to the ability of publicly traded financial securities to generate 
the returns we desire for client portfolios relative to what they have been able to achieve historically over the prior decades. 
Namely, the expected path and eventual level of interest rates will serve as a headwind for public fixed income returns and 
the valuation and concentration risks in stocks will serve as a headwind for public equity returns. These secular market 
dislocations require new thinking regarding portfolio construction. Ultimately, the outcome of our concerns regarding 
publicly traded securities is an update to our strategic asset allocation models (and investment policies) to incorporate two 
new asset classes: Private Debt and Private Equity. Generally, depending on each clients’ investment model, these strategic 
changes are as follows: 
 

• Increasing Alternatives to 20-40% where we will be adding 10% to Private Debt, 0-20% to Private Equity, and 
retaining 5-10% to Real Assets (i.e., Real Estate, Infrastructure, and Natural Resources) 

• Reducing publicly traded Equites to 30-50% 
• Reducing publicly traded Fixed Income to 10-50% 

 
Tactically, adding Private Debt now will mitigate additional Fixed Income declines from further rising interest rates. 
 
Private Equity, for now, is a placeholder that we do not intend to add to client portfolios until 2023-2024. Ultimately, Private 
Equity will mitigate the valuation concerns and concentration risk in publicly traded Equities and improve overall portfolio 
diversification. We will be communicating more on Private Equity in subsequent Perspective letters. 
 
We are confident these strategic changes will greatly help to reduce risks and enhance returns over the coming years. 
 
 

Tactical Positioning 

Strategic Positioning 
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While we think a global economic recession is likely, there are still strong underlying economic fundamentals that give us 
confidence it will not be severe or prolonged. However, to the extent the labor markets remain resilient and inflationary 
pressures remain elevated, the Federal Reserve (and other central banks) will have to tighten financial conditions more than 
markets expect which will place additional pressure on markets and therefore extend the length of an economic downturn. 
The recent increases we’ve made to short-term bonds will buffer this potential outcome by providing a runway for clients’ 
liquidity needs while allowing portfolios to remain invested to fully recover and achieve even higher gains over the long term. 
 
An additional critical component to managing portfolios invested for the long-term is to assess to what extent the financial 
markets are already pricing in (i.e., discounting) a recession. The average historical U.S. stock market decline during economic 
recessions is -31%. Year-to-date, the U.S. stock market is down -25%; reflecting 81% of the average decline typically 
experienced during recessions. The year-to-date stock market decline has already largely priced in the likelihood of a 
recession. While this does not imply markets have fully bottomed or that market volatility won’t persist for longer, it does 
mean that negative economic outcomes are largely discounted into current prices. 
 
Looking forward, the silver lining is expected future returns are now the highest they’ve been in a decade. While we face 
many uncertainties and risks in the world today, the financial markets will stabilize, and ultimately recover, as will client 
portfolios. We need to see consistent disinflation so global central banks can pause the current interest rate hiking cycle, 
which will likely occur sometime in 2023. 
 
During these times, it is critically important to remain focused on the long-term and try, as much as one can, to look beyond 
these temporary market/portfolio downturns. While we recognize that goes against human nature and is increasingly difficult 
to accomplish with sensationalized infotainment stoking our fears and anxieties, we are certain that staying invested and 
ignoring the noise is the right approach to achieving our client’s long-term financial goals. 
 
Investing in the face of uncertainty requires discipline, patience, and a willingness to stand away from the herd at times. It 
can feel uncomfortable to stay the course, but successful investing is a marathon, not a sprint.  
 
We feel confident that the tactical and strategic changes we are making to client portfolios this year will help alleviate 
portfolio volatility and enhance income and returns over the coming years. 
 
As always, we appreciate the trust you place in us and welcome any questions you may have. We believe it is important to 
meet with our clients regularly to address any questions about portfolio performance and longer-term investment and 
financial planning objectives. Please contact us with any questions, comments, or to schedule a review meeting. 
 
Cordially, 
 
Causey Demgen & Moore Investment Committee 
Robb Stone, Nathanael Koch, Stephen Warren, Paul Demgen, John Connell 
 
 
 
 
 
 
  

Conclusion 



 
 
Causey Demgen Moore P.C. 2022         Page 5 of 5 

EXHIBIT 1: Third Quarter Asset Class Performance – Total Returns 
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EXHIBIT 2: Causey Tactical Asset Allocation Outlook 
 
  

▉ Global Equities -6.8% 
▉ U.S. Value  -5.6% 
▉ U.S. Growth -3.6% 
▉ U.S. Small  -2.2% 
▉ Developed Int'l -9.2% 
▉ Emerging Markets -11.6% 

 

  
    
   
    
   
   

 

 
    
    
   
   

 

▉ Alternative Blend -6.5% 
▉ Real Estate -11.1% 
▉ Nat Resources -4.1% 
▉ Infrastructure -11.1% 
▉ Low Correlation 0.5% 

 

  
   
   
   

 

▉ Global Bonds -6.9% 
▉ Short Term  -1.5% 
▉ Intermediate Term -4.8% 
▉ High Yield  -0.7% 
▉ Foreign  -8.9% 
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- - - - - - - - - - Strategic + + + + + + + + + +
OVERALL POSITION
     Cash 🔴🔴

     Fixed Income 🔶🔶 🔴🔴

     Equities 🔴🔴

     Alternatives 🔴🔴 🔶🔶

FIXED INCOME
     Short Bond 🔶🔶 🔴🔴

     Intermediate Bond 🔴🔴

     High Yield Bond 🔴🔴 🔶🔶

     Foreign Bond 🔴🔴

EQUITIES
     US Value 🔴🔴

     US Growth 🔴🔴

     US Small Cap 🔴🔴

     Developed Int'l 🔴🔴

     Emerging Markets 🔴🔴

ALTERNATIVES
     Real Estate 🔴🔴

     Natural Resources 🔴🔴

     Infrastructure 🔴🔴

     Low Correlation 🔴🔴 🔶🔶

Current Outlook 🔴🔴
Prior Outlook 🔶🔶

Underweight Overweight


