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The Value of Time 
 

 
 
One today is worth two tomorrows. 
 - Benjamin Franklin 
 
As we mark the beginning of a new year and take stock of what 
happened during the last, we are reminded of the considerable 
value of time.  We all feel it when expecting something and 
when, amidst life’s cadence, we wish we had more of it. 
 
Time’s value likewise holds strong sway in the life of finance.  
Its value is central to the “physics” of financial markets, no less 
important than gravity’s role in the physical world.  It also helps 
frame our assessment of the recent state of financial markets 
and future scenarios. 
 
Financial markets in 2022 were among the worst in modern 
financial history.  While the negative return in global equities 
(MSCI All Country World Index) of -18% is not a historical 
outlier, the decline in stocks concurrent with a decline in bonds 
(Bloomberg US Aggregate Index) of -13% is.  More damage 
was felt across a wider range of asset classes than in a typical 
bear market, such that the vaunted 60 / 40 stock / bond asset 
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M A R K E T  S U M M A R Y   

Equities 

MSCI AC World  605 
  Price / Earnings 14.9x 
  Dividend Yield  2.4% 

S&P 500  3840 
  Price / Earnings 17.4x 
  Dividend Yield  1.7% 

US Interest Rates  

2 Year Treasury  4.4% 
10 Year Treasury 3.9% 
30 Year Treasury 4.0% 
Bloomberg US Agg. 4.7% 
 
US Corporate Spreads 

Investment Grade 1.6% 
High Yield  4.6% 

Equity Volatility 

CBOE SPX Volatility 21.7 

US Economic Figures 

GDP Growth 3Q22 3.2% 
Unemployment  3.5% 
Inflation (core)  5.7% 
Fed Funds Rate  (mid) 4.4% 
3 Month SOFR              4.6% 

Commodities 

Oil (Brent)  $86 
Natural Gas  $4.48 
Copper ($/lb.)  $3.81 
Gold ($/oz.)  $1,826 

Foreign Exchange  

Euro   $/€ 1.07 
Japanese Yen  ¥/$ 131 
Chinese Yuan  元/$ 6.92 

Market summary data as of: 
December 31, 2022 
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allocation that had for decades delivered favorable long-term returns with moderate risk had its worst 
annual drawdown in over 90 years. 
 
There are always issues that concern investors, and today has no shortage of bricks to build a wall 
of worry.  It is a stretch, however, to see fundamentals for long-term economic growth and corporate 
earnings as sufficiently wracked to warrant a fall in financial asset prices at the scale and scope last 
seen during the Great Depression.  Rather than a lessening of expected future corporate earnings 
that underpin stock and bond prices, it was the increased value of time, i.e., interest rates, that made 
2022 such a challenging year in financial markets. 
 
We have written in past letters how ultra loose monetary policy had distorted prices across financial 
markets.  With interest rates set too low, the value of time had been suppressed such that future 
earnings become very highly valued, and as rates fell below expected inflation, wild speculation 
became seen as not-so-crazy for many investors.  That party has ended, as the “great inflation” of 
the last 18 months has forced central banks to step back from “great distortion” policies, resulting in 
a “great repricing” in the value of time and financial assets. 
 

Exhibit 1: There and Back Again 
Major Central Banks Short-Term Interest Rates % 

 

 
 
 
Has the reset seen to date been enough?  It is a complex question which no one can answer for sure.  
Yet, we think the market declines of 2022 achieved most of the adjustment to valuations needed to 
position the equity and fixed income asset classes for historically-average long-term upside with a 
welcomed return of negative asset class correlations to help with risk management.  Further repricing 
and an eventual recovery in markets depend on a myriad of factors that feed into the inflation process, 
the path that central banks take to quell high inflation while maintaining full employment, and investor 
psychology.  It is likely, in our view, that the market dynamics since the financial crisis fifteen years 
ago – low economic and inflation volatility, a disinflation benefit from increasingly globalized supply 
chains, central bank policies aimed at creating rather than controlling inflation, and investor 
expectations that a monetary bailout will happen at any fall in asset prices – will be changed in the 
coming years.  In the remaining sections of this letter, we hope to shed light on how we are observing 
and thinking about these issues and how we have positioned client capital accordingly. 
 

-1

0

1

2

3

4

5

6

7

8

9

1992 1997 2002 2007 2012 2017 2022

USA Euro UK Japan



Page 3 of 7 
 

Economic & Policy Outlook 
 
Inflation remains the key issue that will shape policy decisions and economic growth in 2023 and 
beyond.  Having stoked higher prices by keeping rates too low for too long and by serving as the de 
facto financiers of a fiscal spending blowout, central banks rediscovered their price stability mandate 
and tightened aggressively in 2022.  Inflation has cooled in recent months to 6.5% in the US and 
9.1% globally from recent highs of 9.1% and 10.4%, respectively.  While initial progress has been 
made, US inflation remains well above the Fed’s 2% objective, leaving more work to be done, as 
indicated by Fed Chairman Powell’s recent comments that further tightening will be required and 
sustained in 2023. 
 

Exhibit 2: From White Hot to Red Hot 
US Inflation Rates % 

 
 

Exhibit 3: Wage Inflation Moderating But Still High 
US Dept. of Labor Hourly Earnings & Atlanta Fed Wage Tracker % 

 
 
How quickly inflation falls from here depends on the handoff from lower goods prices to lower services 
prices.  Supply chains that were disrupted during the COVID pandemic have recovered, and lower 
commodity prices have contributed to milder inflation through lower goods prices.  Services inflation, 
however, remains high due to strong wage growth.  Further progress toward the Fed’s 2% inflation 
target will require moderation in the pace of wage hikes.  A very tight labor market, with the 
unemployment rate of 3.5% at a 50-year low, may keep wage inflation high and extend the magnitude 
and/or duration of central bank tightening. 
 
Time will tell whether the Fed follows its outlook to raise and hold rates through the end of this year.  
There are upside and downside drivers to the path of policy, depending on what labor markets and 
inflation do in the coming months.  Wage growth at levels incompatible with 2% inflation and strong 
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demand from a reopened China could mean higher rates for longer than policy makers are projecting.  
The market consensus has taken “the under”, expecting that the Fed will soon abandon its plans and 
pivot to a loosening stance based on domestic economic weakness or a willingness at the Fed to 
move the goal posts and declare inflation higher than 2% as a new target that is “good enough”.  It is 
a game of chicken, with the market calling the Fed’s bluff that it would be willing to induce a recession 
and create higher unemployment if such is needed to cure excessive inflation. 
 

Exhibit 4: Playing Chicken with The Fed 
Fed Guidance & Market-Based Short-Term Rate Forecast % 

 
 
Longer term, we think the dynamics around inflation may be changing and with it the shape of 
monetary policy and interest rates beyond this year.  A rise in protectionism and nationalist 
competitive industrial policy may reverse some of the decades-long disinflationary effects of sourcing 
products from China, whose theft of intellectual property and projection of military power are forcing 
its trade partners to consider alternative sources of production.  The $278 billion CHIPS and Science 
Act enacted last August to boost domestic research and manufacturing of semiconductors is an 
example of inflationary industrial policy.  Aimed at supporting US competition with China for advanced 
technologies and reducing reliance on semiconductors produced within China’s military reach, the 
act will subsidize semiconductor fabrication facilities to be built in the US – a good geopolitical move 
that will come at a cost.  Taiwan Semiconductor Manufacturing, the world’s largest and most 
advanced chipmaker will invest $40 billion to make semiconductors in Arizona at a cost it estimates 
will be 50% higher than in Taiwan.  The transition to “green” energy may also contribute to higher 
inflation as governments apply disincentives on the use of lower-cost carbon-based sources of energy 
and incentives on the use of alternatives that have higher cost, will require massive spending on 
generation and distribution capacity, and will strain supplies of industrial metals and minerals. 
 
The potential for structurally higher inflation could make the very easy monetary policies of the last 
fifteen years unavailable if central banks hold true to their mandates for price stability.  As such, we 
expect investors will need to be more discerning in a market that has higher interest rates, less ample 
liquidity, and less of a backstop from central banks restrained from managing volatility and pumping 
up asset prices.  A less speculative market would require investors to have a higher focus on reliability 
of earnings and cash flow, quality of balance sheet, and valuation of investment securities. 
 
Fixed Income Outlook & Strategy 
 
The “great repricing” of 2022 was most felt in the bond market.  Yields rose dramatically, causing the 
Bloomberg US Aggregate Index to have its worst annual return since its inception in 1976.  The price 
adjustment brought yields to levels not seen in fifteen years and marked a sharp reversal from yields 
being below the rate of expected inflation to having a historically more normal premium. 
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It is possible that yields may rise further if inflation remains high and if the economy avoids a sharp 
recession.  We are optimistic, however, that most of the adjustment needed to reflect an end to ultra 
loose monetary policy has occurred.  Investors now have a better chance of earning a return above 
the rate of inflation, and bonds have regained the ability to serve as an inversely-correlated asset 
versus stocks during times of economic weakness and financial market stress.  It is a far better return 
versus risk proposition compared with the last several years of policy-repressed yields when positive 
real (net of inflation) interest rates were rarely on offer. 

 
Exhibit 5: Yields are Back to Normal 

US Bond Market Yield & Inflation Expectations % 

 
 
Augustine’s fixed income strategies avoided the full extent of the bond market drawdown by having 
a low duration (lower interest rate sensitivity) stance.  We instead favored corporate credit, which, 
despite rising credit spreads, proved to be a better allocation.  Recognizing the possibility of 
recession, we recently trimmed high-yield exposure in favor of investment grade.  While all corporate 
bonds have some sensitivity to cyclical sentiment, we think a potential recession in late 2023 may be 
milder than recent ones based on strong labor markets, consumer balance sheets that have been 
strengthened by pandemic government transfers, and improving trends in Europe and in Asia.  Our 
strategy for 2023 remains tilted toward selective credit rather than interest rate risk, and we see credit 
spreads that are currently near long-term average as offering fair compensation versus the risk of a 
milder-than-average recession. 
 

Exhibit 6: Credit Spreads are Back to Normal 
ICE US Corporate Yield Premium Over Treasuries %
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Equity Outlook & Strategy 
 
Starting-point valuations make all the difference for future returns.  Following a difficult year for equity 
investors, this time-tested fact provides perspective if not optimism that stocks are now better 
positioned to deliver historically-average returns over the next several years.  Versus aggregate 
earnings and cash flow, the global stock market ended 2022 close to its long-term average valuation.  
It is an adjustment that presents a better reward versus risk proposition than that offered during recent 
year of elevated valuations. 
 

Exhibit 7: Equity Valuations are Back to Normal 
MSCI All Country World Valuation History

 
 
Augustine equity strategies avoided the full extent of the equity market drawdown by favoring 
companies that trade at reasonable valuations based on growing cash flow and by avoiding the 
speculatively valued areas of the market.  We believe this preference could provide relative 
outperformance in 2023.  In contrast to many areas of the financial markets that now appear “back to 
normal”, the relative value of “growth” stocks (those with high valuations on uncertain earnings in the 
distant future) and “value” stocks (those with lower valuations on more predictable near-term 
earnings) appears still extended and vulnerable to a further reset. 
 

Exhibit 8: “Growth” Still Extended Versus “Value” 
MSCI All Country World Growth & Value Indices 

Composite Relative Valuation Based On Earnings, EBITDA, & Book 
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This process may take some time, given the higher effect of investor psychology on stocks compared 
with other parts of the capital markets and the lag with which group thinking can change.  The lessons 
learned from the recent years’ speculative behavior – unprofitable tech-enabled companies, special 
purpose acquisition companies, non-fungible tokens, crypto currencies, meme stocks, and the like – 
may just need more time to sink in. 
 
An Invitation 
 
We hope this review of the economy, capital markets, and investment strategy helps to inform about 
our investment outlook and how we have positioned client assets to achieve attractive risk-adjusted 
returns.  We look forward to discussing these topics further at our upcoming Investment Perspectives 
reception.  We will be gathering at The River Club (1 Independent Drive, Jacksonville) on Wednesday 
January 25 at 6:00 pm for cocktails, hors d’oeuvres, and conversation.  Please join us for a lively 
discussion on the economy, capital markets, and investment strategy. 

 
 

 
 

 
With best regards and appreciation for the opportunity to work on your behalf, 

 

                                                  
     Jeffrey E. Bernardo CFA          Gregory M. Estes CFA     Milena D. Spasova CFA CIPM 
    

                                                   
 Frederick M. Blum  Neil J. Sullivan CFA Franco Cirelli CPA CFP® Kimberly A. Lewis 


