
That era also brought very high inflation and
interest rates (some of you remember 15%
CDs at the bank), so naturally, people look
back at that time as the most recent period
where this environment presented itself. We
agree that we need to understand why
things happened the way they did and how
investments responded, but we need to be
careful in simply extrapolating one period of
time as a replica of where we’re at today.
Let’s talk about what we’re seeing, thinking,
and doing…
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QUARTERLY INVESTMENT 

NEWSLETTER
Welcome!

Every quarter the Investment Committee for
Diversified puts together our thoughts on
markets, the economy, and how it all pertains
to our clients. We look to give our perspective
on what it all means for investors and to
share where our philosophy and processes
are taking portfolios. Thanks for taking the
time to give it a read…

THE 70S, 80S, OR A WHOLE NEW WORLD?

DIVERSIF IEDLLC.COM

MIKE HORWATH, 
CHIEF INVESTMENT OFFICER

Ray Dalio, the billionaire founder of the world’s
largest hedge fund, always insists that to
understand today, we must understand history.
The hard part is that we, as humans, put much
more emphasis on recent history rather than
looking back a long time. That’s why you’ll see
many pundits and investors point to the 70s and
80s as a time reminiscent of today. The 70s and
80s brought us some of the best films of all time,
with Martin Scorsese and Francis Ford Coppola
putting out some masterpieces (I’m on team
Godfather II over I, but you can’t really go wrong
either way).
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NEWSLETTER
Q2 2022 RECAP AND
PATH FORWARD: 

 JULY 2022

The first half of 2022 was a rather quiet 6 months in markets, where investors were lulled to sleep by a lack
of volatility…now that you’re all royally confused, we can get back to the unfortunate real world. The
combination of changing economic conditions and volatile markets were certainly front and center in the
front half of 2022. Below are returns for global stock and bond markets through the end of June.

inflation hit levels not seen since the 80s, 
Russia invade Ukraine, 
the biggest interest rate increase since 1994, 
and consumer confidence hit its lowest point on
record. 

Over the last six months we’ve seen:

On top of that, media outlets have surely taken
advantage of the situation to induce as much
additional fear as possible. With all of that said, your
team here at Diversified is still standing here
reminding you that these are the times we plan for. I
thought it would be most beneficial to look both
backward and forward through the lens of common
questions we’re receiving:

SOURCE: YCHARTS; DATA AS OF 6/30/2022; PERIODS OVER 1 YEAR ARE ANNUALIZED RETURNS
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QUESTION 1: ARE WE HEADED FOR A RECESSION?
 

3

Ah, the old “R” word. My short answer is…possibly (I really went out on a ledge on that one). But in
all honesty, the longer answer is more nuanced than that. The best way I can sum it up is that the
risk of a recession is higher today than it was just a few months ago, and we’d be naïve to ignore

that. Here’s the truth, I think investors should care less about whether the economy goes through a
recession because, by the time we know whether one has occurred, it will be in our rearview mirror.
Many people think a recession is just two consecutive quarters of negative GDP, but it is more than

that. A group of economists are tasked with determining whether the economy goes through a
technical recession, which will need to include several components other than just GDP. If you’re

interested in learning more, you can go to the source of the decision at
https://www.nber.org/research/business-cycle-dating. 

 
With that said, we care and frequently review many of the underlying components of economic

activity and what they mean to markets and businesses. Those components include unemployment,
manufacturing activity, consumer spending, inflation, and consumer confidence. Our team reviews

these data points as new ones are released and they help influence our opinions and decisions with
regard to outlook and portfolio positioning.

 
I’ll end it like this…markets are always forward-looking and are currently pricing in higher odds of a

recession. Much of the pain has already been felt. We do believe that if we do happen to get one (or
are in one as we write this), it will be shallow and relatively short-lived. Lastly, due to their forward-

looking nature, markets don’t always fall during recessions as you can see below. By the time
economic conditions reflect what the market has priced in, markets have moved on to what’s

happening next.

https://www.nber.org/research/business-cycle-dating
https://www.nber.org/research/business-cycle-dating
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Investors saw a unique scenario this year where both equity and fixed income
markets have pulled back in tandem. The question we get is why didn’t the
diversification benefit of bonds, relative to stocks, help portfolios very much this
year. The answer rests in the underlying risks of bonds, a few of which are interest
rate risk, credit risk, and inflation risk. With the Federal Reserve playing catch up,
they’re forced to raise interest rates into an environment of slowing economic
growth. Normally, interest rates would have already been raised as growth begins to
slow. From there, the Fed then would have the option to reduce interest rates as
growth to stimulate the economy. It’s been a confluence of events this year, but the
Federal Reserve raising rates is the primary culprit. Below is a graphic of the
government bond yield curve at the beginning of the year versus where we stood in
late June. Interest rates have risen across the board in a very quick fashion.

The silver lining to what we’ve seen is that bonds are much more attractive now that
they’ve priced in the expected path of the Fed moving forward. Investors are now
able to get a respectable income yield and we do anticipate their diversification
benefit will return.
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QUESTION 2: WHAT HAS HAPPENED TO THE BOND
MARKET THIS YEAR?

 



Those who know me best will attest that I’m the kind of person who tries to remain as
unemotional as possible in making decisions, especially professionally. It certainly
isn’t easy, and I often catch myself failing to live up to that, which is something I try to
use as a learning experience to grow. But investing should also be an endeavor of
optimism, a belief that you’re investing in businesses that are innovating and
providing goods/services that will continuously evolve to meet what consumers want
and need. Even during volatile times, there are rays of sunlight that can keep us
focused on our long-term path, and below are both concepts and data that I think
are valuable for this perspective:

1.Investing in stocks in a long-term process. Period. We invest into stocks knowing they’re
volatile and will ebb and flow with economic conditions. We do this simultaneously knowing that
historically investors have been compensated for that risk over longer periods of time. This part
of our portfolio is designed to provide growth over the long-term, as many of us have needs
beyond the next year or two. Investing in stocks with a short time horizon (less than 5 years) is
asking for trouble, and not something we would ever advise. This is where diversification
comes into play, where we’ll use less risky investments like bonds and cash to meet short-term
needs. Having this mentality allows you to remove yourself from the noise of day-to-day
markets and focus on what really matters over time.

NEWSLETTER  APRIL 2022

Question 3: What is the source of
your optimism moving forward?

 

5



3. Consumer confidence is the lowest in its recorded history. While it may seem
counterintuitive, investing after confidence troughs has historically been much better than
when it peaks. As Warren Buffet said, “be fearful when others are greedy and greedy when
others are fearful.” Below is a great visual.

NEWSLETTER JULY 2022
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Why Inflation Matters:
I’m going to say something pretty obvious that
financial media has beaten to death…inflation
matters. I won’t get into hysterics about how I

hate filling the gas tank (…I do) or how much I like
going to the grocery store (…I don’t) but I think its
important to keep everything in perspective. So,

what’s causing this bout of inflation and what are
the implications…

2. I think there are several economic data points that are still encouraging. First, economic
growth came into the year very strong and, even if we hit a shallow recession, should
bounce back rather quickly. The labor market remains very tight at a 3.6% unemployment
rate through May. Lastly, according to the Bureau of Economic Analysis there are still $2.5
trillion (yes, trillion) of cumulative excess savings since the pandemic began. Consumers
have cash on the sidelines that will continue to be spent.



·What’s driving higher inflation: 
As much as individuals and media want to blame one person or issue on inflation, the reality
is it’s a result of several factors coming together. On the demand side, we saw
unprecedented stimulus in the wake of the pandemic, which has created a lot of liquidity
and demand for both goods and services. On the supply side, it’s been two primary factors.
First, supply chains are still messed up. With COVID policies inconsistent globally (for
example, China recently shut down Shanghai, a city of more than 28 million people) and a
very tight labor market, some businesses are still struggling to get inputs and inventory in a
timely manner. Second, Russia invading Ukraine has initiated a commodity issue. We’ve
seen everything from energy, to metals, all the way to agriculture all impacted. The Fed is
working on the demand side as we speak.

·Implication #1 – Higher Interest Rates: To get inflation tamed, the Fed is using the primary
tool in their belt, which is to raise interest rates. By raising interest rates, they’re attempting
to make debt more expensive and slow the rate of consumption. Their goal is to slow
demand enough to cool inflation while not being a huge drag on economic growth.

·Implication #2 – Asset Prices Must Change: Here is what investors should remember, most
of the repricing in stock and bond markets this year has been completely rational. Higher
interest rates and inflation absolutely require asset prices to fall. Without getting into too
much detail interest rates are used to help value both stocks and bonds, and higher rates
(keeping everything else equal) means that assets are worth less today.
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A final thought on
inflation:

Inflation will come back down.
The question that markets are
fighting over right now is what
will need to happen to get us
there. How much do interest

rates need to increase? What
happens to consumer spending

and earnings along the way?
These are the conversations

we’re having internally to form
our outlook into 2023.

 



Let me just start off by saying that I’m just as bad with this as others. Innovation in technology has made it so we
can log into websites to see our investment portfolios at any moment. Unfortunately, I believe this convenience
makes controlling our behavior during volatile times in markets even that much more difficult. For a firm like
Diversified, which stresses that we want to educate, communicate, and be transparent, it feels a bit
counterintuitive to make this request. Here is my logic:

This really hit home not too long ago when I was listening to a podcast where the host was interviewing a large
institutional asset manager. Given the circumstances of inflation, volatility, and geopolitical chaos, the host asked
the guest what conversations have been like with his investors. He said the most common request that he’s
received is for a switch from monthly to quarterly statements. At first, I candidly thought this guy was just making
things up. But as I thought about it more, it does make a ton of sense.

MIKE'S QUARTERLY TANGENT - STOP LOOKING AT
YOUR ACCOUNTS EVERY DAY!
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When we say “risk” in stocks, we tend to refer to the volatility of stocks. While stock returns may average 8-12%
annually depending on the time period you look at, they rarely ever actually return that amount in a given year
(more likely to be positive or negative double digits). The reason investing in stocks has worked for investors is that
they’ve been compensated for the risk they’re taking. Stocks are risky, period. But with the right temperament, time
horizon, perspective, and education, they can help investors achieve their long-term financial goals.

When is the last time you’ve looked at your home value daily? I’m going to go ahead and assume not often, if ever.
While I’ll concede that it is partially because many don’t view it as an investment, to me the reality is that it’s
because they don’t get a daily valuation put in front of them. Instead, we think about our real estate assets as
longer-term assets and expect that they’ll grow over time above what we paid for them. Psychologically, the
biggest difference is that the frequency of seeing that valuation doesn’t allow us to stress about it.

The moral of the story is to not drive yourself crazy. We all know the stock portion of our portfolio is designed for
long-term growth, but in the short-term it’s easy to forget that. We also know that investors get disproportionately
upset when they lose money versus happy when their accounts rise. Controlling your emotions is hard enough in
today’s world and I recommend that we think hard about this topic and put ourselves in a better position to not
add unnecessary stress. 

Alright, I’m going to go look at my account values quickly and then take my own advice.
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“This time is different” is one of those sayings that gets thrown around in markets whenever
major events occur. Whether it relates to a global pandemic, inflation, war, or collapses of
financial systems, major events rattle markets as they hate surprises. As investors, we know
what our playbook needs to be…remain calm, rational, and keep perspective by
remembering our financial and investment plans and keeping a long-term view.
Just remember that your team here at Diversified is always working on your behalf to adjust
portfolios in a quickly changing landscape. We promise to always remain unemotional,
proactive, and transparent as to what we’re seeing, thinking, and ultimately doing. We
sincerely appreciate our partnership and just know that we’re always here if you have any
questions on your financial plan, portfolios, or just would like to talk. Thank you for the trust
you put in the Diversified team.
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Keep Perspective

Mike Horwath, CFA®
 Mike is the chief investment officer at Diversified LLC, where he heads the Investment Committee

and is responsible for the investment direction of he firm. He works closely with financial planners to
support the investment side of the financial planning process. Mike oversees the ever-changing
global investment landscape and evaluates the impact on each of our client's strategies. He's a
proud father and husband and loves spending time with his dog. 

Connect With Us 

diversifiedllc.com
302-765-3500
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https://diversifiedllc.com/team/mike-horwath/
https://www.facebook.com/DiversifiedLLCDE
https://www.instagram.com/DiversifiedLLC
https://twitter.com/DiversifiedLLC_
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