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2022 – The Year of Not Quite Yet.

Perhaps the best description of 2022 would be the year of
unanswered speculations. Will inflation cool at some point this
year? Not quite yet. Will the Fed pause rate hikes or at least
consider a dovish pivot? Not quite yet. Will all these rate hikes
cause a recession. Not quite yet. Will we see a significant
change in Congress after mid-terms? Not quite yet. Is
cryptocurrency a dependable uncorrelated asset class? Not quite
yet. Amid all this unanswered speculation, stocks continued to
move in the path of least resistance which was unfortunately
lower. The S&P printed its high for the year on January 3rd and
stocks slid steadily for the remainder of the year. Other asset
classes failed to provide shelter from the market’s carnage. All
flavors of bonds (corporate, treasury, high yield) were down
double digits while real estate funds plummeted over 20% for
the year.

Stocks end the year with a modest bounce amid large losses.

Bad news first: The S&P 500 fell 18% in 2022 snapping a 3-year
streak of double-digit gains. The good news: The S&P ended the
year with a 7% quarterly gain breaking a 3-quarter losing streak.
The other bad news: Strong monthly gains in October (+8%) and
November (+5%) occurred in the absence of strong economic
and corporate data and could be nothing more than a bear
market bounce. The expected Santa Claus rally for December
must have been booked on a Southwest Airlines flight because
the markets failed to take off with declines observed in every
week of the final month in 2022. For the quarter, cyclical sectors
(energy, industrials, materials) continued to perform well while
the tech-heavy Nasdaq index failed to stay positive (-1%). Value
stocks continued their year-long drubbing of growth-oriented
companies outperforming their counterparts by over 10% in Q4.



3

December 31, 2022Quarterly Review & Outlook (cont’d)
Inflation cooled as the Fed tried not to overheat.

After rising stubbornly for the majority of the year, the Consumer
Price Index produced enough lower data points in October and
November to imply that inflation is starting to trend down. While
the market was certainly optimistic about the readings, the Fed
was much less excited about a 7% annual inflation rate (with
double-digit inflation still present in food and energy prices). Fed
Chief Powell did his best to reiterate his “higher for longer”
interest rate intentions and put some bite to his bark with
consecutive 0.75% hikes in October and November. Eventually
though, the combination of resilient retail sales, softening rents
and used car prices, and open-minded commentary from other
Fed governors led the market to expect lower magnitude hikes
going forward – an expectation proven correct by an only 0.50%
rate bump in December.

Headlines created lots of Headaches but little Headwinds.

Red wave. Crypto winter. Chief Twit. There was no supply chain
issue for buzzwords in the headline-heavy fourth quarter. Despite
low presidential approval ratings and historic inflation, the
predicted conquering of Congress by the Republican party failed to
materialize. The collapse of once-purported crypto savior Sam
Bankman-Fried’s FTX empire will likely win an Emmy for whichever
streaming network produces an 8-episode documentary the
fastest. Over half of Tesla stock’s decline came after CEO Elon
Musk spent a lot of effort publicly and awkwardly attempting to
turnaround Twitter. Hurricane Ian brought costly damages to
Florida, there was an almost railroad strike that was almost
resolved, the UK switched prime ministers again, and China finally
pivoted on its Zero COVID policy. These headlines may have been
sensational but they rarely caused aggregate market moves.
Stocks mostly traded on changing conjectures about peak inflation
and peak Fed throughout the quarter.

Outlook: Plenty of opportunity…and volatility.

In 2021 and 2022, the S&P 500 equal-weight index outperformed
the overall market. This is indicative of a “stock-picker’s market”
where investors are rewarded for correctly selecting companies
with good fundamentals. In years prior, fundamental analysis was
superseded by macro-led market momentum. Simply put; if
rates stayed low, stocks stayed high regardless of profit potential.
Rates are currently moving in the opposite direction and the
earliest forecasts for the next rate cuts are in the back half of
2023. With higher debt servicing and more expensive access to
new capital, unprofitable companies will continue to struggle
(especially if that elusive recession ever shows up). This scenario
should be great for ‘stock-pickers’ but caution is needed. Even
the best companies with the most visible future cash flows could
be punished by broad market moves in response to monetary
policy pivots. 2023 should present good individual opportunities
but investors should remember that fundamentals don’t always
prevail over volatility.
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Disclosures

Waycross Partners, LLC (“Waycross”) is an independent, privately-owned investment management firm registered with offices in Louisville,
Kentucky, and Ponte Vedra Beach, Florida. Waycross provides three distinct investment strategies to our clients, which are made up of institutional
and high-net-worth individuals.

This material is for informational purposes only and is neither an offer nor solicitation to invest. Please read all offering memorandum, ADVs, and
other risk disclosures before investing.

Any projections, market outlooks or estimates in this document are forward-looking statements and are based upon certain assumptions. Other
events which were not considered may occur and may significantly affect the returns or performance. Any projections, outlooks, or assumptions
should not be construed to be indicative of the actual events which will occur. The enclosed material is confidential and not to be reproduced or
redistributed in whole or in part without the prior written consent of Waycross Partners. The information in this material is only current as of the
date indicated and may be superseded by subsequent market events or for other reasons. Statements concerning financial market trends are based
on current market conditions, which will fluctuate. Any statements of opinion constitute only Waycross Partners’ current opinions, which are
subject to change and which Waycross Partners does not undertake to update.
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