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2022 and BEYOND: MARKET DYNAMIC & STRATEGY POSITIONING 

Executive Summary 

We believe (y)our strategies negotiated 2022 with restrain, balancing out returns, risk, and taxes in the 
intermediate to longer-term horizon and charting a cautious path between the two investment errors—
the false-positive error of getting spooked unnecessarily by transient noise vs. the false-negative error 
of falling heads-on into a veritable lower-for-longer bear market. In doing so, the strategies assessed 
that during most of 2022, there was a greater chance in the intermediate term for a robust and timely 
recovery and only a lesser risk of a lower-for-longer deterioration. Accordingly, in negotiating the 
market’s technical decline, the strategies spent a good portion of 2022 holding roughly 20% cash 
alongside a mix of select low-volatility and growth positions. 

Still, as 2022 added some valuable fresh inputs to the strategies’ libraries, we will see some evolutionary 
capabilities emerge in their workings during 2023 that we believe will further enhance their adaptability, 
risk control, and tax awareness. 

2022: THE YEAR IN REVIEW 

2022 was one of the noisiest years on record. The sum of the daily returns on the S&P 500 index totaled 300%, 
which means that through all its gyrations, the index traveled in 2022 alone three times the percentage points 
it has managed to advance throughout its entire history! Against that, the index ended the year at -19.4% (SPX), 
which is a mere 1/15th of its 2022 travel. More importantly, the broader market index only stayed in a 
drawdown of more than -20% (traditionally considered bear market territory) only 21% of all the year’s trading 
sessions and has rebounded above that YTD. 

Most importantly, the market’s gyrations have been far from random, let alone emblematic of any ‘bearish 
collapse.’ Last year the market carved a zone of adaptation bound by a ceiling of 4,100 and a floor of 3,600 
points on the S&P 500 index. Within that range, the market has engaged in a counterplay by repeatedly falling 
towards that floor to push back on the Fed’s interest rate crusade and then frequently rising towards that ceiling 
to celebrate its wins in curtailing it. 

Meanwhile, despite the gloomy headlines of the financial press, the economy has remained resilient, with its 
four largest wheels—employment, pay, production, and sales—persistently in healthy territory, coupled with 
robust bank profitability and balance sheets, surprisingly resilient corporate earnings, and the consumer 
remaining in good shape. This is the exact opposite of what we witnessed in 2008, the last time a real bear 
market and recession conspired to threaten the long-term trajectory of investor portfolios. 

In this light, far from being destructive, the market’s dynamic has protected investors’ longer-term capital and 
bodes well for the future, as we explain in detail below. 

Nevertheless, 2022’s real casualties cannot be disguised by Wall Street: First, the bond market registered its 
worst performance in its recorded history last year. Pristine long US treasuries lost nearly -30% or 1.6X the loss 
of the broader US stock index. In most cases, bonds wiped out the cumulative gains produced over the previous 



ten years in just a few months. Similarly, this was the fourth worst year since the Great Depression for Wall 
Street’s ubiquitous 60/40 stock/bond portfolio. The lesson for investors? As we have continuously warned 
investors, our research indicates that “strategic asset allocation,” “risk-graded,” (“conservative,” 
“moderate,”…), and “goal-based” (“income,”…) portfolios are inherently defective investment vehicles with high 
shortfall risk. Simply put, asset classes have unpredictably variable payouts, so we believe no portfolio with a 
fixed asset allocation can secure a sustainable stream of payouts for investors. 

We believe (y)our strategies negotiated 2022 with restrain, balancing out returns, risk, and taxes in the 
intermediate to longer-term horizon and charting a cautious path between the two investment errors—the 
false-positive error of getting spooked unnecessarily by transient noise vs. the false-negative error of falling 
heads-on into a veritable lower-for-longer bear market. In doing so, the strategies assessed that during most of 
2022, there was a greater chance in the intermediate term for a robust and timely recovery and only a lesser 
risk of a lower-for-longer deterioration. Accordingly, in negotiating the market’s technical decline, the strategies 
spent a good portion of 2022 holding roughly 20% cash alongside a mix of select low-volatility and growth 
positions. 

Still, as 2022 added some valuable fresh inputs to their libraries, we will see some evolutionary capabilities 
emerge in the workings of the strategies during 2023 that we believe will further enhance their adaptability, risk 
control, and tax awareness. 

2023: OPTIMISM vs. PESSIMISM vs. REALISM 

A picture is worth a few million dollars… 

 



The attached graph from our research can help better calibrate our current sentiment and 2023 expectations—
optimism or pessimism, and when? 

• By early Jan. 2022, the S&P 500 (#1 blue line) had more than doubled (+120%!) from its CoViD lows. 
Throughout 2021 the market rose vigorously despite the dramatic increase in inflation (#2 orange line) 
and the rise of market-controlled yields like the US 10-Yr. Treasury (#3 purple line). As you can clearly 
see, on their own, our supply-based inflation and market-based yields were not a problem for the stock 
market. 
 

• The market did not peak and start falling until the Fed began its crusade (#4 green line). Previously, the 
market had not considered our supply-driven inflation or the natural rise of market-controlled rates to 
be a problem. Still, it staged a fall to condemn the Fed’s rate increases as capital destructive. After all, 
the market knows that while it is impossible to treat supply-flation with monetary measures (as if it were 
a garden variety demand-flation like that of the 70s/80s), tightening is likely to hurt the consumer and 
the bank-borrowing small- and mid-size businesses that had already borne the brunt of the CoViD 
burden. Consequently, the market mounted a ferocious counter-campaign to push back on the Fed. 

Push back—how? 

By engineering a protective decline designed to scare corporations into contemplating or enacting hiring 
freezes and preemptive layoffs. Such actions undermine the Fed’s first mandate of securing full 
employment and serve as a counterweight to its restrictive policy. The market correctly assessed that, 
as long as the Fed considers employment robust, it is emboldened to up its medicine. 

Is the market right to condemn the Fed and antagonize it? 

The Fed’s denial for more than a year that there was any inflation problem (whether supply- or demand-
driven) is a fresh reminder of the central banks’ notorious myopia. The record is clear—historically, 
central bank policy has systematically been a chief cause for ushering in or exacerbating global economic 
crises. Their policies are infamously behind the curve and pro-cyclical. 

But we digress… 
 

• Cognizant of the Fed’s inflation obsession, the market made a goodwill offer to stop falling in June (#6) 
as inflation peaked (#5). This timeline helps us clearly understand the market dynamic. The market 
expected the Fed to get the message and stop the hikes. The market hoped that the Fed would know 
that it was coming from behind with measures that have a huge implementation lag and would perhaps 
attempt not to overrun its coverage by pausing or ending its campaign. 
 

• But the Fed did not get the message and has continued to raise rates (#4) despite the falling inflation 
(#7). 
 

• So, the stock market proceeded to make a lower low in Oct. (#8), exerting even higher pressure on the 
Fed by rattling the C-suite corporate cages incentivizing them to start contemplating or enacting layoffs, 
thereby undermining the Fed’s full-employment mandate. 
 

• But while marking its Oct. low (#8), the market found another ally—the open market of interest rates 
beyond the Fed’s reach. Having suffered the most significant decline in its recorded history, the bond 
market, proxied by the 10-Yr US Treasury, stopped rising (#9) a few days after the S&P 500 made its Oct. 
low (#8) and has since reversed course going lower (#10). Why did it stop? Because the bond market has 



looked at the horizon clearly and saw that with falling inflation (#7), the Fed has no further justification 
for its crusade. 
 

• As a result of that, despite the further rate-hike we saw in Dec. and the widespread confidence that the 
Fed will hike again some more on Feb. 1, the S&P 500 has not made a fresh low after Oct. and is sitting 
nicely (#11) above the 3,600 floor of this adaptation zone (3,600 – 4,100) that our research has 
spotlighted throughout 2022. 

 

So, here is the critical confluence of the key factors at work that is poised to shape the market in 2023: 

• Inflation is falling 
 

• The market-based interest rates are falling 
 

• The Fed is already behind the next curve 
 

• The market is sitting above its correction lows, waiting for the Fed to comprehend reality, get out of the 
way, and allow the market to resume its rise. 
 

• But how about our “bear market”?! 

Have you seen a bear market that goes…down when the economic news comes unexpectedly…strong?! 
Nope. Neither has anyone else—which tells you a lot… 
 

• And what about the impending “recession”? 

Are we talking about the most well-telegraphed “recession” of all times that the market has no problem 
rising against on…bad economic news?! That “recession”? Then, yes, if that recession were ever to 
register, the Fed would be forced to reverse course radically, and you know what happens when this 
takes place… (the market rallies ahead of the visible end of the recession). 

Plus, what “recession” is Wall Street talking about? —like the 2020 official NBER-sanctioned “recession” 
that lasted a few…weeks?! We cannot lose track of the most critical lesson: The market is not the 
economy—since 1980, there have been several GDP recessions when the market has gone… higher 
(2020, 2009, 1991, 1992, 1980)! 
 

• Not to mention… Has Wall Street taken notice of the bank earnings and balance sheets that remain 
robust?! History teaches us that recessions without damage in the economy’s financial hub have no viral 
power to spread across the economy and the markets. 

 

Again, our research and strategies remain always completely forecast-free. They do not advocate for or assume 
any specific future but provide a clear assessment of the current state of the market and the economy and the 
dynamic range of up-to-date trends. By navigating the market based on an up-to-date adaptation to the existing 
trends (and not forecasts) and continuously running a vigilant risk and tax calculus, we have achieved higher 
success than any prognostication could have given us. 

This is not a good time for pessimism (or blind optimism, for that matter), and realism dictates that the odds are 
still better than 2:1 for a fruitful mid-term resolution of the current correction stalemate and further progress 
in this market. Of course, proper navigation along the way is always a must. 



Last Word 

We invite you to spread the word about your GNH Capital Group experience within your circles of influence. 
The last five years have been challenging for most investors. They have been battered by the historic bond 
market fall and whipsawed in the steep downdraft of 2018, the crash of 2020, and the turmoil of 2022. And 
throughout the last fourteen years, they have been torn between the Scylla of speculation and greed and the 
Charybdis of worry and indecision. As our veteran clients have discovered, our strategies’ adaptability and risk 
controls have been an excellent antidote to haphazard performance and a booster of investor confidence. 
Please assist us in spreading the word. 

We remain grateful for your trust, loyalty, support, and friendship! 

On behalf of GNH Capital Group’s entire team with Henrik, Richard, Chad, and Isabel, 

Kostas 

Kostas Grigorakis, Managing Director – Investments, Senior PIM Portfolio Manager 
Henrik Nielsen, First Vice President – Investments, PIM Portfolio Manager 
Richard Harding, First Vice President – Investments 
Chad Pate, Senior Registered Client Associate 
Isabel Bassi, Registered Client Associate 
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Fees for the PIM program include Advisory services, performance measurement, transaction costs, custody 
services and trading. Fees are based on the assets in the account and are assessed quarterly. There is a minimum 
fee of $250 per calendar quarter to maintain this type of account. The fees do not cover the fees and expenses 
of any underlying packaged product used in your portfolio. Advisory accounts are not appropriate for all 
investors. During periods of lower trading activity, your costs might be lower if our compensation was based on 
commissions. Please carefully review the Wells Fargo Advisors advisory disclosure document for a full 
description of our services, including fees and expenses. The minimum account size for this program is $50,000. 
Since no one investment program is appropriate for all types of investors, this information is provided for 
informational purposes only. You should review your investment objectives, risk tolerance and liquidity needs 
before selecting an appropriate investment program.  

All investing involves risk, including the possible loss of principal. Past performance is no guarantee of future 
results.  

The report herein is not a complete analysis of every material fact in respect to any company, industry or 
security. The opinions expressed here reflect the judgment of the author as of the date of the report and are 
subject to change without notice. Any market prices are only indications of market values and are subject to 
change. The information contained herein is based on technical and/or fundamental market analysis and may 
be based on data obtained from recognizable statistical services, issuer reports or communications or other 
sources believed to be reliable. However, such information has not been verified by us, and we do not make any 
representations as to its accuracy or completeness. The material has been prepared or is distributed solely for 
information purposes and is not a solicitation or an offer to buy any security or instrument or to participate in 
any trading strategy. Additional information is available upon request. 


