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TANGLED UP IN BLUE

After seeing the worst combined performance of stocks and bonds through the first 3

quarters of 2022 since the 1920s, stocks have soared since October (exhibit 1). As we

consider what has caused such a change in investor attitude, we believe it’s important to

understand what the narrative was in early October and how it has changed (exhibit 2).
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At the end of September 2022, investors were fixated on the narrative of a global recession, driven by continued

U.S. dollar strength and tightening financial conditions. During this time, we were also worried about these trends

playing out and had many conversations about lowering our equity risk in investment portfolios. Ultimately with

valuations cheaper and sentiment extremely negative, we decided to instead rebalance portfolios towards our

neutral target weightings and increase cash in favor of fixed income. 

While global growth has not been stellar, it has been better than expected. With investors pricing in worst-case

scenarios late last year – and these scenarios not coming to fruition – we have seen a shift in investor sentiment

towards a more favorable view of equities. Furthermore, inflows into bonds have been strong, as pensions have

looked to increase their allocations to higher yielding bonds now that yields are attractive. According to pension

consulting firm Milliman, the surplus at the largest 100 U.S. corporate pension funds is the highest in two decades.

This should be a tailwind for bonds as investors look to lock in the higher rates.

Better than projected growth driving a more positive shift in investor sentiment can explain the narrative on why

equities and bonds have been rallying the last few months, but none of that lends an answer to the bigger question

around what happens next. We continue to have a data-driven approach to help inform our investment decisions.

We are constantly challenging our preconceived notions and how they can influence our views of the market. With

that in mind we have developed a new FSA Market Tracker that you will hear more about over time. The goal of

the new Market Tracker is to develop a tool to help inform our decisions that incorporates more quick moving timely

data to help us identify new trends faster.  

While we are seeing softness in economic indicators, they are still holding up better than expected. This is more

apparent in Europe where the Citi Eurozone Economic Surprise Index, which measures whether economic

indicators are beating or missing consensus estimates, are back to 2021 levels. Additionally, the Citi U.S.

Economic Surprise Index has begun trending higher on the back of the strong January jobs report, retail spending

and the ISM services which showed a large jump in new orders. While inflation appears to have peaked and the

Fed is certainly closer to the end of its tightening campaign, it’s important to remember there are lags between the

implementation of monetary policy and when it ultimately impacts the economy. Furthermore, earnings are being

revised lower and the yield curve continues to be inverted (when short-term rates are higher than long-term rates). 
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Narratives can come and go, but our view is that we are close to an inflection point. We believe the risk of higher

rates pushing the US into a recession, thereby denting corporate profits, is just as likely as the U.S. economy

weathering this bout and continuing to see further growth, even if the rate of growth is slower.  Taking all of this

into consideration leads us to a more neutral view of the overall economic landscape. Within equities, we removed

our overweight to U.S. equities which has been a good position the last 3 years and allocated those proceeds to

global equities. In fixed income, we have maintained bond duration that is shorter than our neutral benchmark.  In

addition, we have added some diversified alternative strategies which are expected to have a low correlation to

both equities and fixed income. We believe these strategies have our client portfolios well positioned in these

uncertain times.

As we consider the landscape going forward, we will maintain our data driven approach. Today our interpretation

of the data is that the best path forward for long-term investors is to maintain a position that reflects their long-term

goals.  As Bob Dylan wrote famously about different narratives, “We always did feel the same, We just saw it from

a different point of view, Tangled up in blue.”

Disclosure: 

The information contained herein is provided as of the date first set forth and are the views and opinions of FSA

Investment Group, LLC. While FSAIG has tried to provide accurate and timely information, there may be inadvertent

technical or factual inaccuracies or typographical errors. FSA-IG assumes no duty to update any such information

for subsequent changes of any kind. This information is confidential and may not be disseminated without prior

written consent from FSA Investment Group, LLC. Returns are based upon information received from third parties,

which is believed to be accurate, but no representation is made that the information provided is accurate and

complete. The performance information shown represents total returns that include income, realized gains and

losses. The U.S. Dollar is the currency used to express performance. Performance data has not been prepared to

meet any specific requirements applicable to the presentation thereof and should in no event be viewed as

predictions or representations as to actual future performance. Portfolio performance may be volatile and there can

be no assurance that an investor’s investment objectives will be achieved. References to indices or benchmarks are

not meant to imply that the portfolio will achieve returns, volatility, or other results similar to an index. They are

provided exclusively for comparison purposes only. The composition of the index may not reflect the manner in

which a portfolio is constructed in relation to expected or achieved returns, portfolio guidelines, restrictions, sectors,

correlations, concentrations, volatility or tracking error targets, all of which are subject to change over time.

Investing involves a high degree of risk, and all investors should carefully consider their investment objective and

the suitability of any investment program. Forward looking statements are based upon assumptions which may

differ materially from actual events. This information should not be relied upon in making an investment decision.

Past performance is not indicative of future results.

ASSET ALLOCATION NOTE - MARCH 2023

Page 3March 2023

850.696.1550 www.fsa-ig.com Alabama | Florida | Washington | California


