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Q3 2022 Market Update
THE QUARTER IN BRIEF
Equity markets tried to bottom out in June and bounced higher in July and August as inflationary and economic headwinds appeared
to abate. However, this reprieve was short-lived as higher-than expected inflation and weaker economic metrics in September sent
markets back down to new lows. The third quarter proved difficult to navigate for traditionally allocated portfolios, with both stocks
and bonds showing losses as markets digested a myriad of concerns.
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DOMESTIC MARKETS
Even though the US economy has already recorded two consecutive quarters of negative economic growth this year and the
university of Michigan’s consumer confidence survey has dropped close to its lowest levels in 50 years, most economic data
published in the third quarter continued to highlight the resilience of the US economy.
This resilience is particularly true for the US labor market, with the latest employment and JOLTS (Job Openings and Labor Turnover
Survey) reports showing plenty of momentum in the US jobs market as 315,000 payroll jobs were added across the economy in
August and job openings are hovering around 11 million.
The tight labor market is also generating substantial household income gains, with wage and salary income rising by USD 1.04 trillion
(or 10.0%) in the year ending in July, reflecting a 5.2% increase in average hourly earnings and a 4.1% rise in payroll jobs.
On the inflation front, consumer prices were flat in July and rose just 0.1% in August, with the year- over-year inflation rate falling to
8.2%. Markets nevertheless reacted badly to August’s consumer price index (CPI) print, as the modest 0.1% increase for the month
was almost entirely explained by a 10.5% decline in gasoline prices, while there were plenty of hotspots elsewhere, such as shelter
costs, which rose by 0.7%. Overall, inflation is still expected to moderate in the coming months, but core inflation is expected to
remain above the Fed’s target.
That said, the Fed’s tighter monetary policy is already cooling down some parts of the economy, such as the housing market, as 30year fixed mortgage rates have risen to well above 6%, their highest level since 2007.
Consequently, housing activity data, such as existing home sales or the NAHB (National Association of Home Builders) homebuilder
survey, have remained on a downward trend. This weakness has raised some fears of a repeat of the 2008 housing-led financial
crisis. However, the housing market fundamentals are now much stronger as 95% of mortgages have long-term fixed rates while the
percentage of subprime mortgages has dropped from 14% in 2008 to 2.3% today. Therefore, while we expect a continued slowdown
in housing activity and economic growth, we don’t expect a financial crisis.
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ECONOMY
Central banks backed up their tough talk with policy rate hikes totaling 1.5% from the Fed, 1.25% from the European Central Bank
and +1% from the Bank of England. Markets also moved to price in a much more aggressive path of future rate hikes, with rates now
expected to rise to 4.5%, 3.5% and 5.75% by next year in the US, Europe, and UK respectively.
On the economic growth front, the data published over the third quarter, continued to point to a global growth slowdown. The J.P.
Morgan Global Composite Purchasing Managers’ Index (PMI) business survey entered contractionary territory in August for the first
time since June 2020. Moreover, the local surveys showed that Europe, the UK, and the US are all already teetering on the verge of
recession.
One positive, though, is that against a backdrop characterized by elevated inflation and slowing growth, global equity market
valuations have now generally fallen below their 25-year averages. Even in the US, the market is currently trading on a price-toearnings (P/E) ratio of 15.6 vs. a long- term average of 16.6. However, these valuations are based on current consensus analyst
forecasts for earnings growth, which are gradually being revised down. Therefore, we could still potentially see further declines in
equities.
LOOKING FORWARD
As we enter the fourth quarter, the global economy should continue to slow while some economies could enter recession. The
magnitude of this potential recession will partly depend on the effectiveness of measures deployed by policymakers to reduce the
impact of the energy crisis on households and businesses. Central banks, confronted with the biggest inflation shock since the 1970s,
will most likely continue to prioritize the fight against inflation over supporting growth.
Overall, while the growth outlook remains challenging, many stocks are now already pricing in a relatively high probability of at least
a moderate recession. Government bonds are now also pricing in a significant amount of further tightening. So, after a very difficult
year so far for both stocks and bonds valuations now look more attractive for both.

Core Allocation

CoreSat Model Update

Adjust equity overweight to focus on quality companies both domestic and foreign as inflation potentially peaks but recession
odds tick higher.
•
•
•

In-light of increased volatility and the potential for recession, we are adjusting our US and foreign equity exposure to
increase our overweight to quality companies with low valuations.
As the US Dollar continues to march higher, we are adding currency hedging to our foreign equity exposure.
Increasing our exposure to adjustable-rate, and actively managed fixed income strategies.

Satellite Allocation - Tactical

With the increase in volatility and equity markets rolling over during the quarter we removed our hedge exposure to increase the
cash allocation. In times of heightened volatility, with no other place to hide, cash is a viable alternative. The satellite allocation is
currently comprised of multi-asset strategies that provide dynamic exposure to global markets using complimentary trend-following
methodologies designed to identify short and long-term momentum shifts. These strategies will invest both long and short in
commodities, currencies, equities, and fixed income. The goal of these adaptive allocation strategies is to provide differentiated
return streams, essentially stacking returns from non-correlated markets and strategies with the goal of reducing risk and providing
better risk adjusted returns. The combination of core and satellite allocations are designed to provide a robust approach that
diversifies across geographic regions, asset classes, and investment styles.

Drew Corradetti, CMT
Chief Investment Officer
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Disclosures

Oregon Pacific Wealth Management, LLC is a registered investment adviser. Information presented herein is for educational purposes only and
does not intend to make an offer or solicitation for the sale or purchase of any specific securities, investments, or investment strategies.
Investments involve risk and unless otherwise stated, are not guaranteed.
Before you invest in the Oregon Pacific Wealth Management (OPWM) CoreSat Model Portfolios, you are strongly encouraged to consult with your
financial advisor. OPWM has not made any determination as to the suitability of these model portfolios for any specific investors and OPWM
expects that an investor’s financial advisor will perform any and all appropriate suitability analysis and determine whether these model portfolios
are appropriate for his/her clients. This information should not be relied upon as investment advice, research, or a recommendation by OPWM
regarding (i) the funds, (ii) the use or suitability of the CoreSat Model Portfolios or (iii) any security in particular. Only an investor and their financial
professional know enough about their circumstances to make an investment decision.
These model portfolios are one of many approaches in which an investor might consider in seeking to achieve his objectives. OPWM makes no
representation that these model portfolios will perform better than any other approaches that may be available to investors. These model
portfolios set forth an example of how different mutual funds and alike securities might be utilized in combination with each other and with
different weights to seek to achieve a desired objective.
Carefully consider the Funds within the model portfolios’ investment objectives, risk factors, and charges and expenses before investing. This and
other information can be found in the Funds’ prospectuses or, if available, the summary prospectuses which may be obtained by visiting the
applicable Fund provider website. Read the relevant prospectus carefully before investing.
The information in this report is made available on an “as is,” without representation or warranty basis. There can be no assurance that the CoreSat
model portfolios will achieve any level of performance, and investment results may vary substantially from year to year or even from month to
month. An investor could lose all or substantially all of his or her investment. Both the use of a single adviser and the focus on a single investment
strategy could result in the lack of diversification and consequently, higher risk. The information herein is not intended to provide, and should not
be relied upon for, accounting, legal or tax advice or investment recommendations. You should consult your investment adviser, tax, legal,
accounting, or other advisors about the matters discussed herein. These materials represent an assessment of the market environment at specific
points in time and are intended neither to be a guarantee of future events nor as a primary basis for investment decisions. The hypothetical
performance results and model performance results should not be construed as advice meeting the particular needs of any investor. Past
performance (whether actual, hypothetical, or model performance) is not indicative of future performance and investments in equity securities do
present risk of loss. The ability to replicate the hypothetical or model performance results in actual trading could be affected by market or
economic conditions, among other things.
These model portfolios were first created in January of 2016. Neither OPWM nor any other party has invested in these model portfolios prior to
such date. OPWM makes no guarantees, representations, or covenants regarding the ability of these model portfolios to achieve their objectives or
to achieve any particular results.
All investment strategies have the potential for profit or loss. Different types of investments involve varying degrees of risk, and there can be no
assurance that any specific investment strategy will either be suitable or profitable for a client’s investment portfolio. Diversification does not
guarantee a profit or eliminate the risk of loss. Past performance is not a guarantee of future results. Actual results could differ materially from
those anticipated.
Model Performance Disclosure: The performance shown represents only the results of Oregon Pacific Wealth Management’s (OPWM) CoreSat
model portfolios for the relevant time period and do not represent the results of actual trading of investor assets. Model portfolio performance is
the result of the application of the OPWM’s proprietary investment process. Model performance has inherent limitations. The results are
theoretical and do not reflect any investor’s actual experience with owning, trading, or managing an actual investment account. Thus, the
performance shown does not reflect the impact that material economic and market factors had or might have had on decision making if actual
investor money had been managed.
Portfolio performance is shown net of the advisory fees of 1%, the average fee charged by OPWM. Performance does not reflect the deduction of
other fees or expenses, including but not limited to trade commissions, brokerage fees, custodial fees and fees and expenses charged by mutual
funds and other investment companies. Performance results shown include the reinvestment of dividends and interest on cash balances where
applicable. The data used to calculate the model performance was obtained from sources deemed reliable and then organized and presented by
OPWM.
The performance calculations have not been audited by any third party. Actual performance of client portfolios may differ materially due to the
timing related to additional client deposits or withdrawals and the actual deployment and investment of a client portfolio, the length of time
various positions are held, the client’s objectives and restrictions, and fees and expenses incurred by any specific individual portfolio.
The index / indices used by OPWM have been selected to represent an appropriate benchmark to compare an investor’s performance. The indices
allocation will differ from the model allocation from time to time due to the tactical nature of the models. Indices are typically not available for
direct investment, are unmanaged and do not incur fees or expenses.
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The model portfolios are subject to specific risks. OPWM’s CoreSat model portfolios are subject to management risk and an investor’s return and
principal value of investment may fluctuate such that an investment, when liquidated, may be worth more or less than their original investment.
OPWM’s model portfolios invest primarily in mutual funds or exchange traded funds (ETFs), which are subject to investment advisory and other
expenses. There are numerous risks associated with investing in the underlying mutual funds and ETFs which should be considered prior to
investing.
OPWM’s model portfolios invest in equity, fixed income, and liquid alternative investments (as classified by OPWM). The more aggressive the
OPWM’s model portfolios selected, the more likely the strategy will contain larger percentages of riskier asset classes. Equity investments are
subject to overall market risk and volatility. Fixed income investments are subject to issuer credit risks and the effects of interest rate fluctuations.
Alternative investments typically hold more non-traditional investments and may employ more complex trading strategies including leverage
through the use of derivatives. Investors considering alternative investments should carefully consider their unique characteristics and additional
risks. Tactical investment strategies may result in the portfolios being more concentrated in a specific asset class, which could reduce overall return
if these asset classes underperform.
Accounts and funds managed by an advisor using the OPWM CoreSat model portfolios are subject to additions and redemptions of assets under
management, which may positively or negatively affect performance depending generally upon the timing of such events in relation to the
market’s direction. The Hypothetical Information and model performance assume full investment, whereas actual accounts and funds managed by
an adviser would most likely have a positive cash position. Had the Hypothetical Information or model performance included the cash position, the
information would have been different and generally may have been lower. While there have been periodic updates and improvements to the
OPWM CoreSat models, there have not been any material changes in the objectives or strategies of the model that have occurred that may affect
results.
While OPWM believes the outside data sources cited to be credible, it has not independently verified the correctness of any of their inputs or
calculations and, therefore, does not warranty the accuracy of any third-party sources or information.
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