
A Long Road Since 2020

When we first wrote about Covid in 2020, it was impossible to
know exactly how markets would respond and what long-term
economic impacts would take hold. Three years later, following
more than 6.8 million global deaths attributed to Covid, focus has
shifted from the virus itself toward lasting changes in markets and
the economy. The economic impact from stressed supply chains,
rising inflation, and shifts in global consumption has clearly been
reflected within the market and its volatility. Despite roaring gains
in 2021, and significant losses in 2022, several markets have
generated performance over the last three years in line with
longer-term trends. An investor who only viewed the table below
might not realize the amount of dislocation involved in getting to
where we are today.

Economic Adjustment

In 2020, we highlighted that the predominant economic concerns
surrounding Covid were the impact on global growth, supply
chain disruptions, and the effects of consumers’ decisions to stay
home. Inflation impacts have lasted longer than most originally
anticipated, but inflation has also been elevated by non-Covid
issues such as the war in Ukraine. Some markets have already
completed their inflationary round trip and returned to more
normal levels. An example of this is found in the shipping industry.
The Drewry World Container Index, which tracks freight costs of
containers via eight major routes has now mostly normalized after
seeing prices spike by roughly 600% at their peak.

The Global Supply Chain Pressure Index, which is used by the Fed
to gauge disruptions caused by delay in goods, has also returned
to a level close to its average value after having peaked in
December 2021.

Despite the normalization seen in the Drewry Container Index and
the Global Supply Chain Pressure Index, inflation remains elevated
in other parts of the economy. Additionally, Covid supply chain
disruptions have had a lasting impact on thinking around product
sourcing and inventory, leading to increased efforts at onshoring
of critical manufacturing (i.e. microchips) and increased interest
in carrying larger inventories. Following decades of corporate
interest in containing expenses through inventory reduction, “just-
in-time” inventory management has lost some of its allure.

Fed Dominance

Recent market volatility has centered on inflation and
expectations around Fed policy. Other market risks, such as the
war in Ukraine, US/China relations, and the US debt ceiling, loom
as potential triggers of market stress, but have not captured the
same level of day-to-day investor attention as the Fed. In
addition, the expansion of the Fed balance sheet via quantitative
easing during Covid more than doubled the value of assets held
by the Fed. This extended the Fed’s ownership of Treasury and
MBS assets, making the Fed a dominant owner of these sectors.

Investment Implications

Markets have adapted to significant dislocations over the last
three years and many markets have normalized, but investors
should be prepared for additional challenges. Some new
economic patterns are likely to endure into the future, and
investment risks did not end with the 2022 drawdown. Fed policy

and inflation are driving attention, but a well-diversified,
thoughtfully-planned portfolio can help investors weather
inflation, monetary policy, and any other risks that arise.

Source: Bloomberg

▪ Three years since the inception of the Covid pandemic, market adaptation remains a work in process

▪ Inflation and monetary policy drive daily volatility, but additional risks could arise

▪ Despite volatility, major indices have experienced gains that are consistent with longer-term trends

Viral Adaptation – Three Years of Market Evolution                                                                         March 2023

Feb 28, 2020 Feb 28, 2023 Change

S&P 500 2,954.2 3,970.2 34.4%

Russell 2000 1,476.4 1,897.0 28.5%

MSCI EAFE 1,809.7 2,053.7 13.5%

US Civilian Labor Force (mil) 164,458 165,832 0.8%

US Fed Balance Sheet 
(trillion)

$4.2 $8.3 100.5%

Total US Public Debt (trillion) $23.4 $31.5 34.4%

Source: Drewry World Container Index, Drewry Supply Chain Advisors
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Source: Federal Reserve Bank of New York, 
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The views expressed herein are those of Asset Consulting Group (ACG). They are subject to change at any time. These views do not necessarily reflect the opinions

of any other firm.

This report was prepared by ACG for you at your request. Although the information presented herein has been obtained from and is based upon sources ACG

believes to be reliable, no representation or warranty, express or implied, is made as to the accuracy or completeness of that information. Accordingly, ACG does

not itself endorse or guarantee, and does not itself assume liability whatsoever for, the accuracy or reliability of any third party data or the financial information

contained herein.

Certain information herein constitutes forward-looking statements, which can be identified by the use of terms such as “may”, “will”, “expect”, “anticipate”,

“project”, “estimate”, or any variations thereof. As a result of various uncertainties and actual events, including those discussed herein, actual results or

performance of a particular investment strategy may differ materially from those reflected or contemplated in such forward-looking statements. As a result, you

should not rely on such forward-looking statements in making investment decisions. ACG has no duty to update or amend such forward-looking statements.

The information presented herein is for informational purposes only and is not intended as an offer to sell or the solicitation of an offer to purchase a security.

Please be aware that there are inherent limitations to all financial models, including Monte Carlo Simulations. Monte Carlo Simulations are a tool used to analyze a

range of possible outcomes and assist in making educated asset allocation decisions. Monte Carlo Simulations cannot predict the future or eliminate investment risk.

The output of the Monte Carlo Simulation is based on ACG’s capital market assumptions that are derived from proprietary models based upon well-recognized

financial principles and reasonable estimates about relevant future market conditions. Capital market assumptions based on other models or different estimates

may yield different results. ACG expressly disclaims any responsibility for (i) the accuracy of the simulated probability distributions or the assumptions used in deriving

the probability distributions, (ii) any errors or omissions in computing or disseminating the probability distributions and (iii) and any reliance on or uses to which the

probability distributions are put.

The projections or other information generated by ACG regarding the likelihood of various investment outcomes are hypothetical in nature, do not reflect actual

investment results and are not guarantees of future results. Judgments and approximations are a necessary and integral part of constructing projected returns. Any

estimate of what could have been an investment strategy’s performance is likely to differ from what the strategy would actually have yielded had it been in

existence during the relevant period. The source and use of data and the arithmetic operations used for calculating projected returns may be incorrect,

inappropriate, flawed or otherwise deficient.

Past performance is not indicative of future results. Given the inherent volatility of the securities markets, you should not assume that your investments will experience

returns comparable to those shown in the analysis contained in this report. For example, market and economic conditions may change in the future producing

materially different results than those shown included in the analysis contained in this report. Any comparison to an index is for comparative purposes only. An

investment cannot be made directly into an index. Indices are unmanaged and do not reflect the deduction of advisory fees.

This report is distributed with the understanding that it is not rendering accounting, legal or tax advice. Please consult your legal or tax advisor concerning such

matters. No assurance can be given that the investment objectives described herein will be achieved and investment results may vary substantially on a quarterly,

annual or other periodic basis. There is no representation or warranty as to the current accuracy of, nor liability for, decisions based on such information.

© 2023 Asset Consulting Group. All Rights Reserved. Asset Consulting Group is the sole owner of all rights, title, and interest to the materials, methodologies,

techniques, and processes set forth herein, including any and all intellectual property rights. No part of this document may be reproduced, stored, or transmitted by

any means without the express written consent of Asset Consulting Group.

Disclosures and Legal Notice
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