
	

Markets	ended	the	year	on	a	weak	note	in	December	but	were	still	positive	for	the	quarter.	The	S&P	500	has	been	rangebound	since	the
summer	and	has	continued	to	lose	momentum	around	significant	resistance	levels.	Growth	stocks	continue	to	struggle	in	an	environment
where	investors	are	favoring	investments	with	strong	current	cash	flows	rather	than	long	term	growth	potential.	Defensive	sectors	(Healthcare,
Utilities,	and	Consumer	Staples)	and	Energy	led	the	pack	this	year.	Bonds	suffered	their	worst	year	since	the	beginning	of	the	US	Aggregate
Bond	index	began	in	the	1970s	as	the	Fed	aggressively	raised	rates	to	get	inflation	under	control.	A	typical	60/40	portfolio	of	US	equities/fixed
income	had	its	worst	year	since	2008	with	fixed	income	not	providing	the	low	volatility	hedge	that	many	investors	have	come	to	expect	from
the	asset	class.	Commodities	was	the	lone	bright	spot	in	the	year	with	most	of	the	gains	coming	in	the	first	quarter	after	Russia's	invasion	of
Ukraine.	Commodities	sank	in	the	back	half	of	the	year	as	warmer	weather	eased	on	energy	prices,	Russia	and	Ukraine	negotiated	the	allowed
export	of	Ukrainian	grain	out	of	the	country,	and	China's	slowdown	led	to	lower	demand	in	energy	and	industrial	metals.

What	to	Expect	in	2023

-	Investor	and	Consumer	sentiment	surveys	continue	to	show	extreme	levels	of	bearishness.	This	tends	to	happen	closer	to	market	bottoms
than	market	tops	but	doesn't	mean	we	are	ready	to	rally	just	yet.

-	Market	declines,	though	steep,	were	orderly	with	no	signs	of	panic	selling	similar	to	what	we	experienced	in	March	of	2020.	Volatility
historically	increases	prior	to	a	market	bottom	and	I	would	expect	higher	levels	of	volatility	in	the	first	half	of	the	year.

-	Economic	data,	aside	from	employment,	continues	to	weaken.	Housing	and	manufacturing	output	have	been	leading	indicators	to	this
weakness	that	we	have	been	experiencing.

-	The	Fed	remains	in	the	driver's	seat	as	they	continue	to	hike	rates	and	speak	hawkishly	towards	inflation.	Markets	have	come	to	take	the	Fed
seriously	though	there	is	still	a	gap	that	exists.	Markets	expect	fed	rate	cuts	in	the	second	half	of	the	year,	but	the	Fed's	dot	plot	shows	that
they	are	going	to	maintain	their	peak	level	into	2024.

-	A	US	recession	is	more	likely	than	not	but	there	is	still	a	chance	for	a	soft	landing	from	the	Fed	as	we	may	underestimate	the	resilience	of	the
US	economy.	The	Fed	thinks	they	can	cut	into	hiring	without	creating	a	surge	in	layoffs.	They	point	to	a	wide	gap	between	job	openings	and
the	ability	to	fill	those	jobs	as	a	point	in	their	favor	to	ease	the	breaks	without	triggering	a	recession.	Historically	the	Fed	has	not	been	able	to
execute	a	soft	landing.	Will	this	time	be	different?

-	Europe	is	expected	to	enter	a	mild	recession	and	has	been	benefiting	from	a	warmer	winter	that	has	allowed	their	energy	supplies	to
stabilize,	at	least	for	this	winter.	China's	reopening	is	expected	to	be	bumpy	but	growth	should	begin	to	materialize	as	Chinese	tourists	are
able	to	travel	again	outside	of	the	country	and	manufacturing	output	should	bounce	back	from	lockdown-imposed	stoppages.

-	Inflation	seems	to	have	peaked	as	we	have	seen	covid-related	jumps	in	supply	chain	and	used	car	prices	continue	to	come	down.	Shelter	and
wages	continue	to	be	an	issue	and	is	a	critical	focus	for	the	Fed.

-	The	dollar	had	a	strong	first	half	of	2022	but	has	weakened	in	the	latter	part	of	the	year.	The	continuation	of	a	weaker	dollar	will	help	US
exporters	and	improve	the	performance	of	international	equities.

Model	Changes

-	Took	advantage	of	the	ramp	up	in	October	and	November	to	trim	back	positions	in	Technology,	Financials,	and	Canada.

-	We	continue	to	hold	an	overweight	position	in	cash	as	we	believe	markets	have	yet	to	bottom	and	continue	to	wait	for	better	opportunities	to
add	back	to	positions	in	US	Treasuries	and	cyclical	sectors.

-	We	still	maintain	a	tactical	shift	toward	value	over	growth	that	we	began	in	Q4	of	2020	and	an	overweight	to	commodities.

Written	by:	Antonio	Belmonte,	CFA,	Chief	Investment	Officer

These	are	the	opinions	of	Antonio	Belmonte	and	not	necessarily	those	of	Cambridge,	are	for	information	purposes	only,	and	should	not	be	construed	or	acted	upon	as
individualized	investment	advice.	Investing	involves	risk.	Depending	on	the	types	of	investments,	there	may	be	varying	degrees	of	risk.	Investors	should	be	prepared	to	bear
loss,	including	total	loss	of	principal.	The	strategies	discussed	herein	are	not	designed	based	on	the	individual	needs	of	any	one	specific	client	or	investor.	In	other	words,	it	is
not	a	customized	strategy	designed	on	the	specific	financial	circumstances	of	the	client.	However,	prior	to	opening	an	account,	Cambridge	will	consult	with	you	to	determine
if	your	financial	objectives	are	appropriate	for	investing	in	the	model.	You	are	also	provided	the	opportunity	to	place	reasonable	restrictions	on	the	securities	held	in	your
account.
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