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Agenda
•Setting the stage
•Challenges 
•Opportunities
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Like a good movie here is an intro to set the stage

• COVID-19 hits the world in December 2019 and spreads rapidly thereafter. 
• Governments impose lockdowns and global economic activity plummets. 

The US stock market dives 31% from January to March 2020. 
• Governments implement significant fiscal and monetary stimulus to prop 

up the economy. Vaccines help manage the virus. 
• Consumer demand and economic prospects improve. Real estate and 

stocks appreciate. 
• Inflation accelerates due to an improving economy and COVID lockdown 

related supply chain issues. 
• The Russia/Ukraine War starts in February 2022 and fuels a rise in 

commodity prices. 
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What type of economic landing is in our near-term future?

Soft landing … If so, stocks will likely do 
fine over the near term

Hard Landing…. If so, stocks will likely 
weaken over the near term

5Pictures from flickr.com, https://www.wyff4.com/



Challenges

• Inflation remains elevated and interest rates continue to rise  
• Economic data suggests a slowdown 
• Recessions, rate hikes, and bear markets are often associated with 

one another
• Earnings look vulnerable
• Investors appear to be pricing in a soft landing
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1st Challenge:
Inflation remains elevated and interest rates 
continue to rise
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Global supply chains have been strained since the start of 
COVID-19. Bottlenecks have eased recently.
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Global Supply Chain Pressure Index 

Source: New York Federal Reserve



Housing, transportation (tied to energy prices) and food & beverage are the 
most important inflation components and they have been inflation leaders. 
Inflation may moderate in these areas. 
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The debate continues over how much inflation will decelerate. If inflation 
significantly retreats, investment returns may hold up well. If inflation persists above 
6%, investment returns may continue to take a hit.
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Source: Capital Group
Past performance is not a guarantee or predictor of future performance. Stocks are not guaranteed and have been more volatile than other asset classes. 
Government bonds and Treasury bills are guaranteed by the full faith and credit of the United States government as to the timely payment of principal and interest. 
Diversification does not eliminate the risk of experiencing investment losses.

Memo: 

2021
Inflation 7.1%
US Equity 28.7%
Fixed Income -1.6%

2022
CPI Inflation 6.4%
US Equity -18.1%
Fixed Income -13.0%



2nd Challenge: 
Economic data suggests a slowdown 
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According to NBER, a recession is defined as a significant decline in economic activity lasting more than a few 
months. Economic activity has slowed recently. Whether we are already in a recession is debatable. 
Source: FactSet



The New York 
Federal Reserve’s 
Recession 
Probability Model 
has done a good 
job predicting 
recessions since 
the 1960s 

Today’s reading 
suggests a 47% 
probability of a 
recession 

Source: New York Federal 
Reserve
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3rd Challenge: 
Recessions, rate hikes, and bear markets are often 
associated with one another
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Significant rate hikes and/or a recession are usually bad news 
for stocks. Expect more muted returns in the near term.

• Since 1926 we have had
• 12 Significant Rate Hike Periods

• 3 have occurred in isolation
• 2 occurred during a recession 
• 7 have occurred within 6 months of a 

recession or bear market 
• 15 Recessions 

• 5 have occurred in isolation 
• 5 have occurred during bear markets 
• 5 have occurred within 6 months of rate 

hikes or a bear market 
• 11 Bear Markets 

• 2 have occurred in isolation
• 5 have occurred during a recession 
• 4 have occurred within 6 months of rate 

hikes or recessions
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Source: CFA Institute and Ibbotson
Past performance is not a guarantee or predictor of future performance. Stocks are not guaranteed and have been more volatile than other asset classes. 

Investment returns are more muted during recessions



4th Challenge: 
Earnings look vulnerable
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Past performance is no guarantee of future performance. Stocks are not guaranteed and have been more volatile than other asset classes. 19



Consensus forecasts call for S&P 
earnings growing 16.7%, 4.5% and 
10.3% in 2022, 2023 and 2024. This 
forecast assumes historically strong 
margins despite higher interest costs 
and labor cost pressures. 

If companies have trouble passing on 
cost inflation, margins may be 
vulnerable. If margins contract profits 
will be pressured. This trend would 
likely serve as a stock headwind.  

Source: S&P and FactSet

Margin contraction is an earning risk
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Consensus estimates appear vulnerable if/when a recession occurs
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Source: Candor Asset Advisors and FactSet



5th Challenge: 
Investors appear to be pricing in a soft landing
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The Valuation 
Debate: Is 
The Stock 
Market 
Expensive or 
Near 
Averages? 

The Answer 
Depends on
Your Relevant 
Time Frame
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Higher More Volatile Inflation Era <<< >>> Lower Less Volatile 
Inflation Era

>>> Lower Less Volatile 
Inflation EraHigher More Volatile Inflation Era <<<

Source: FactSet
Past performance is not a guarantee or predictor of future performance.
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Stock market valuations are near 25-year 
averages implying a soft landing is factored in 

25Past performance is not a guarantee or predictor of future performance. Stocks are not guaranteed and have been more volatile than other asset classes. 



If we have a hard economic landing, we likely have additional stock 
bear market risk  
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A bear market is defined as a 20%+ drop from the previous market high. Bear market returns cited here are 
price returns. The January 2022 bear market peaked at 25% and has now registered a 16.7% cumulative drop. 
The average returns cited exclude the January 2022 figure as this bear market continues. 
Source: JP Morgan Asset Management 
Past performance is not a guarantee or predictor of future performance. Stocks are not guaranteed and have been more volatile than other asset classes. 

• The average bear market 
decline is 41% since 
1926. The current 
January 2022 bear 
market decline topped 
out at 25% in October 
2022. The cumulative 
drop is now 16.7%. 



A silver lining is the stock market is forward looking. History suggests the 
stock market typically bottoms during a recession as investors 
increasingly focus on the pending recovery.

27Past performance is not a guarantee or predictor of future performance. Stocks are not guaranteed and have been more volatile than other asset classes. 



Opportunities
•Passive indexing 
•Enhanced indexing 
•Sectors & Individual stocks

28



1st Opportunity 
Passive Indexing: Ignore the noise and focus on 
asset allocation and the long term to achieve your 
financial goals
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Key allocation concept: Stocks are the most volatile in the short run 
while volatility across stocks and bonds is similar over the long run

Asset allocation perspective: 

You should possess these traits to 
be invested in common stocks 
• Average to high risk tolerance
• Average to high risk capacity 
• An intermediate to long time 

horizon

If don’t have these traits, please 
re-evaluate your stock allocation.  

If you have these traits, history 
suggests you should enjoy solid 
returns over the long run. 

Source: JP Morgan Asset Management
Past performance is not a guarantee or predictor of future performance. Financial plans are hypothetical in nature and intended to help you in making decisions on 
your financial future based on information that you have provided and reviewed. Assumptions need to be reviewed regularly. Stocks are not guaranteed and have 
been more volatile than other asset classes. Government bonds and Treasury bills are guaranteed by the full faith and credit of the United States government as to 
the timely payment of principal and interest. Diversification does not eliminate the risk of experiencing investment losses. 30



US stock studies since the 1950s have stressed the 
same thing: The Importance of Staying Invested
• 1954-1994 Return Study

• S&P earned a 11.4% annual return
• If you were out of the market during the 

best performing days
• 2% of the time you earned an 8.3% annual 

return
• 4% of the time you earned a 6.1% annual 

return
• 8% of the time you earned a 2.7% return 
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• 1980-2018 Return Study
• S&P earned a 11.65% annual return
• If you were out of the market and you 

missed the 
• 5 best days you earned a 10.38% return
• 10 best days you earned a 9.53% return
• 30 best days you earned a 6.87% return
• 50 best days you earned a 4.71% return

The 1980-2018 study assumes an investment tracks the returns of the S&P index and includes dividend 
reinvestment but does not reflect the impact of taxes, which would lower these figures. “Best days” were 
determined by ranking the one-day returns for the S&P index within this time period and ranking them from 
highest to lowest. 

Source: Peter Lynch One Up On Wall Street, Fidelity
Past performance is not a guarantee or predictor of future performance. Stocks are not guaranteed and have been more volatile than other asset classes. Stocks are 
not guaranteed and have been more volatile than other asset classes. 



Riding out the current 
rough patch is usually 
the best advice for 
most stock investors.

ETF to consider: 
Vanguard Total Stock 
Market <VTI>
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Source: CFA Institute, Ibbotson, Candor Asset Advisors
Past performance is not a guarantee or predictor of future performance. Stocks are not guaranteed and have been more volatile than other asset classes. 



2nd Opportunity 
Enhanced Indexing: Focus on areas of the 
market that outperform over the long run and 
are under valued

33



Past performance is not a guarantee or predictor of future performance. 34
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Value ETF to consider: Vanguard Value <VTV>
Past performance is no guarantee of future results. 
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Small Cap ETF to consider: SPDR S&P 600 Small Cap Value ETF <SLYV>
Past performance is no guarantee of future results. 
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Momentum Cap ETF to consider: iShares MSCI USA Momentum Factor ETF <MTUM>
Past performance is no guarantee of future results. 



3rd Opportunity 
Sectors & Stocks: Focus on areas of the 
market that look the most compelling 
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Overall Perspective
Leaders: Communication Services, Financials, Consumer Discretionary 
Laggards: Real Estate, Utilities, Consumer Staples

Rank Scale: 1 Best, 11 Worst; Momentum calculated using FactSet 2023 relative earnings growth and Value 
Line timeliness rankings; Near Term Valuation and 3-5 year potential from Candor Asset Advisors Research;
ETFs to consider: Communication Services <XLC>, Financials Sector SPDR Fund <XLF>, Consumer 
Discretionary Fund <XLY>
Past performance is no guarantee of future results. 40



Compelling stock ideas 
• Comcast <CMSCA> 

• Comcast possesses an entrenched cable communication business that represents about 70% of total annual cash flow. In most markets 
Comcast is one of 2 or 3 providers for fixed-line internet access. Broadband usage continues to grow as consumers use it for entertainment, 
shopping and education. The costs to enter and compete in this area are substantial while regulatory barriers are noteworthy. Comcast has 
been able to scale incremental investments and strengthen their competitive offering.

• Cross selling wireless to existing broadband customers has worked successfully to date and we expect this to continue. 
• The Peacock direct to consumer media business should see improved profitability over time. Comcast has been making significant investments 

and we expect either the unit will scale as management anticipates or they will cut expenses as needed to improve the bottom line.
• The stock is compelling at 11x earnings and offers a 2.8% dividend yield. 

• US Bancorp <USB>
• US Bancorp is a premier regional bank that enjoys a strong moat centered around cost advantages (low-cost deposit base, excellent operating 

expense base relative to sales and a strong underwriting culture) and high switching costs. These benefits enable USB to consistently enjoy a 
superior return on asset and return on equity than peers. US Bank uses this superior profit generation to extend the competitive advantage, 
pursue attractive growth opportunities and return remaining cash flow to shareholders. 

• The Union Bank acquisition strengthens US Bank’s position in California with consumers and small businesses. US Bank’s integration expertise 
and scalable operating model should enable US Bank to achieve an attractive acquisition investment return.

• US Bancorp is well positioned for the growth in digital banking given their existing operating scale and strong payments position. Payments 
represents 26% of sales and should be a relative growth driver.

• The valuation is attractive at a 11x earnings and a offers a 4.1% dividend yield. 

• Polaris <PII> 
• Polaris is the market share leader in the attractive off-road vehicle segment with 33% share.  They are also the #2 player in snowmobiles, boats 

and motorcycles. Polaris’ advantages stem from a strong brand name, distribution network, production scale and product innovation expertise. 
A strong ROIC underscores the strength of the franchise.  

• We see the company making significant improvements in supply chain in the coming quarters. The gains should occur as COVID-19 related 
bottlenecks are resolved. These actions should help deliver sales and margin improvement. 

• Aftermarket should serve as a partial sales and profit cushion if/when a recession occurs. 
• The stock is compelling at 10x earnings and offers a 2.4% dividend yield. 
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Source: Candor Asset Advisors Research
Past performance is no guarantee of future results. Stocks are not guaranteed and have been more volatile than other asset classes. 



Appendix

• COVID-19 
• Economic backdrop
• Fiscal and monetary policy
• Recessions, corrections, bear markets and rallies
• Stock studies
• Opportunities expanded 

• To view the appendix please email Bill Hawes to request it @: 
bhawes@candorassetadvisors.com
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For more information
• Check out our website at:
www.candorassetadvisors.com • We discuss where we see 

opportunities in stocks, fixed 
income and other asset classes in 
our investment strategy 
commentaries 

• Sign up to receive our insights by 
emailing us @:

• info@candorassetadvisors.com

• To schedule a conversation, use the 
following link:

• https://calendly.com/bhawes-
1/brief_conversation
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William E. Hawes, CFA, CFP®
512 522-8501

bhawes@candorassetadvisors.com

1250 Capital of Texas Highway South
Building 3, Suite 400
Austin, Texas 78746

www.candorassetadvisors.com
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Disclosures

• Investment advisory and financial planning services offered through Candor Asset 
Advisors, LLC, a registered investment advisor.

• Past performance is not a guarantee or predictor of future performance.
• Financial plans are hypothetical in nature and intended to help you in making decisions 

on your financial future based on information that you have provided and reviewed. 
Assumptions need to be reviewed regularly.

• Stocks are not guaranteed and have been more volatile than other asset classes. 
Government bonds and Treasury bills are guaranteed by the full faith and credit of the 
United States government as to the timely payment of principal and interest.

• Diversification does not eliminate the risk of experiencing investment losses.
• Candor Asset Advisors does not endorse or support the contents or opinions of third-

party providers. 
• Candor Asset Advisors is not responsible for the content, privacy and security of a third-

party website.
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