
 

 

 

Quarterly Update for the fourth quarter of 2022 (October, November, December) 

 

 

 

 

Annualized Performance 

 

 

 

Performance in the table above is net of investment fees 

 

 

 2022 was a difficult year for investors due to persistent inflation. The simultaneous decline 
in stocks and bonds led to negative return of over 16% for a 60% MSCI ACWI/40% 
Bloomberg Aggregate Portfolio. The reset in markets from central bank tightening has 
increased Mercer’s view on higher future return expectations.  

 

 

 

 

 

 

  



  

Growth Portfolio (Designated) 

 

 

Moderate Allocation (Trustee)  

 

Conservative 

 

 



  

Market Recap 

 

 2022 was a difficult year for both stocks and bonds. The drawdown in stocks and bonds last 
year appears to be a reasonable response to the Federal Reserve’s (‘Fed’) tightening cycle 
and the resulting uncertainty for economic growth. The decline in equities can be explained 
by the rise in interest rates putting downward pressure on valuations. The outlook for 
inflation and its impact on Fed policy likely will remain the key driver of markets’ direction in 
2023.  

 

 Equity valuations worsened during the quarter due to the general increase in equity prices. 
The trailing P/E ratio on the MSCI US Index rose from 18.3 to 19.4. We estimate that the 
equity risk premium over long-term Treasuries fell from 2.1% to 1.9%, mostly due to rising 
valuations. International developed stocks remain more reasonably valued than US stocks. 
Energy prices have moderated in Europe due to a relatively warm winter, which should help 
to mitigate inflation concerns. Emerging market valuations remain more attractive than 
developed markets. The re-opening of China’s economy should drive an increase in 
activity. Chinese officials also announced additional support for the property sector and new 
monetary easing policies during Q4. 

 

 The Bloomberg Aggregate gained 1.9% during the quarter. Treasuries gained 0.7%, 
lagging corporate bonds which gained 3.6%. The yield curve shifted higher at the short end 
of the curve, but otherwise saw modest changes during the quarter. The 3-month yield rose 
109 basis points, while the 30-year yield rose 18 basis points. Credit spreads on 
investment-grade corporate bonds fell 29 basis points during the quarter to 1.3%, which is 
roughly 17 basis points above the long-term median level. 
 

 Consensus growth forecasts continue to move lower, particularly for 2023. Manufacturing 
PMIs barely remain in expansionary territory for the US and Japan, with most other regions 
having fallen to contractionary levels during Q3. The US labor market continues to show 
signs of resiliency.  The US unemployment rate (U-3) is currently 3.5%, matching its lowest 
level of the year. The labor force participation rate remains roughly one percentage point 
below its pre-COVID level. High yield bonds gained 4.2% during the quarter, as credit 
spreads fell 84 basis points to 4.7%. High yield spreads are 7 basis points above the long-
term median level of 4.6%. Local currency emerging market debt gained 8.5% during Q4. 
 

 US inflation moved lower during the quarter, but remains elevated. The recent downtrend is 
encouraging, but more sustained evidence is likely needed for the Federal Reserve to 
consider ending its tightening cycle. The VIX Volatility Index fell from 31 to 22 during the 
quarter. The index initially moved lower at a fairly steady pace before leveling out for most 
of December.  

 

 A mild recession that reduces inflation could prove supportive of both stock and bond 
markets. The prospect of the Fed halting rate increases and a fall in longer-term interest 
rates could more than offset the negative impact of weak earnings for equities in a mild 
recession. The biggest downside risk we see for balanced portfolios is if inflation remains 
sticky even as the economy slows. This could require a more forceful Fed response and a 
deeper recession. This likely would result in continued weakness in stocks and bonds. 
 

  



  

 

 

Outlook 

 

 

 

 

 

 
 

 

 

Public Equities 

 

o The macro outlook remains uncertain as central banks continue to tighten monetary 

policy in an effort to bring down inflation. The equity rebound in Q4 worsened 

valuations, and we have shifted our view to the underweight side of neutral as we 

currently prefer the risk-to-reward of growth fixed income. 

 

Growth Fixed Income 

 

o We believe yields are relatively attractive, particularly for high yield bonds. Emerging 

market currencies may also stand to benefit from a weakening dollar. We maintain a 

modest overweight view toward growth fixed income. 

 

Defensive Fixed Income 

 

o Yields have risen materially since the start of the year and defensive fixed income 

represents a better opportunity than it has in many years. However, there is the 

potential for rates to rise further. 

Cash 

 

o We have maintained our neutral cash position. We recommend maintaining some 

dry powder to capitalize on potential opportunities that may develop.  

Mercer’s current 
position/view 

Underweight Overweight Neutral 

Position/view last 

quarter (if changed) 


