Happy New Year! We hope you are doing well as 2023 kicks off. Major U.S. equity indexes closed out the final month of 2022 in the red, marking the first down year for the S&P 500 in the last four years. In addition, capital loss harvesting won out over Santa Claus and his rally in the final trading week of the year. 
Overall for the month of December, the S&P 500 declined by 5.90%, the Nasdaq 100 decreased by 9.06%, and the Dow Jones Industrial Average fell by 4.17%.
 
Goodbye, 2022 
 
A challenging year for investors is now in the books. Higher interest rates, war, recession fears, and inflation quickly changed the market landscape for short-term investors, with long-term investors simply riding out the cycle. Investing with emotion tends to result in poorer long-term performance historically, and the folks that hold diversified portfolios simply stick to the plan while making adjustments.
 
The Federal Reserve raised interest rates seven times in 2022, with the major hikes being four 75-basis-point hikes in a row. Since the rate hikes have not really cooled the economy (yet), concerns over recession have weighed on sentiment.
Overall in 2022, the large-cap S&P 500 notched a 19.44% decline, the Nasdaq 100 declined by 32.97%, and the Dow Jones Industrial Average fell by 8.78%.
 
Value, Dividends, Defensiveness
 
High dividend-paying in defensive names and industrial sectors have been the themes of recent capital infusions. The Dow’s smaller decline than the Nasdaq and even the S&P 500 is an excellent illustration of this trend. 
 
In fact, companies paid record dividends in 2022, increasing 10% year-over-year to $564.6 billion versus $511.2 billion in 2021, according to data from S&P Global Indices. 
 
Rising interest rates could continue to play a role in corporate dividend payouts in 2023. With the 10-year note yield near 3.88% at the time of writing, higher corporate dividends are essential in order to compete.
 
Defensive sectors with high relative dividend yields, like utilities and consumer staples, have done well avoiding the bear market pinch of 2022.
 
Big Year for Energy
 
The lone S&P 500 sector with positive returns for 2022 was the S&P 500 Energy Index. Tacking on gains of 59.04% in 2022, the S&P 500 Energy Index became the market’s darling for ROI-hungry investors looking for a place to park capital in 2022.
 
The popular exchange-traded fund (ETF) SPDR Energy Select Sector fund ended the year with a 57.60% gain, its best year on record.
 
December: Bullish Manufacturing Surprise
 
The last trading week of 2022 was quiet for economic data releases, but the Chicago Purchasing Managers’ Index provided an upside surprise: 44.9 versus a 41.0 consensus and a nice rise from the November reading of 37.2.
 
While the metric still remains in contraction territory (under 50.0), upward movement is welcome, and the data comes just days after the Richmond Fed’s manufacturing survey showed modest improvement.
 
A potential shift to “Made in the USA” could be underway, courtesy of supply chain issues.
 
The Takeaway
 
December's market performance was a fitting end to a dismal year and was a microcosm of 2022. 
 
In the short term, the prevailing market themes remain centered around interest rates and inflation. Uncertainty over the global recession is still a factor in broad sentiment as we put 2022 to rest. Higher interest rates are likely to persist early in 2023, and once the effects have sufficiently cooled the economy, the Fed could strike a different tone later in the year.
 
With that overview completed, For more information or to ask questions about this topic, please contact us at 513.232.6500 or Info@PlanWithRFG.com.
 
Take care, 

