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Casual Friday: Volatility... Unpacked? + Income Alignment – October 14th, 2022 

 

#TGICF! 

 

Good morning, feeling whipsawed? 

What a day Thursday… CPI hot, equities swing wildly. 

Rates, gilts and major currencies made violent moves. 

Crazy day, week, month and year for markets 

 

Let's think big picture and try to unpack what’s relevant, actionable vs. noise: 

Berkshire/Market Vitals and Performance YTD as of 10.13.2022 

• S&P 500 Index – 22.06% 
• Russell 1000 Value Index – 14.87% 
• Russell 1000 Growth Index –29.79% 
• Barclays Intermediate Govt. Bond Index – 10.16% 
• Barclays Aggregate Bond Index - 15.49% 

  

• Berkshire Dividend Strategy: 
o Performance: -11.75% Net of fees (Composite Estimate) 
o # of dividend increases: 28 out of 36   
o Average dividend increase: approx.7% 
o Dividend yield: 3.05%   
o 2023 P/E: 12x   

Source: Bloomberg  
 
Macro 

• Tough policy decisions: raise rates and kill the economy, or print and create 
inflation? Hawks rule the nest…for now 

• Inflation is still hot but deflationary forces building 
o Mortgage rates: 6.50% - 15-year high 
o Key indicators: Oil, steel, lumber, shipping -- all declining – fast 

• Inverted yield curve – rarely good for the economy 
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• Earnings, growth and valuations are likely to “recede off their current highs” and maybe 
that means stock prices do the same. Unlike 2008’s near-apocalyptic collapse, so far 
this looks like a normal ebb and flow where yes, stocks might experience a prolonged 
correction. It just comes with the territory of owning equities.  

 
Is the market still expensive? Have we seen the bottom? 

• S&P 500 $3,610 / $235 F12 EPS estimates = 15 P/E 
• EPS outlook too optimistic? Maybe… but if EPS comes in at $220 you are still buying 

stocks around 16 – 17 times EPS (reasonable we think)   
• At these P/E levels, forward returns average* 

o 5.2% S&P 500 
o 6.3% Value 

  
“Recession?” 

• Is the economy destined for a recession? Nothing is certain yet 
• How severe will it be? Fed could engineer a soft landing, where EPS declines and 

multiples recede which are normal ebbs and flows of a business cycle 
• Will it create contagion? Probably not. Bank underwriting appears adequate and there 

is way less leverage in the system than 08’. 
• Are recessionary forces already priced in? Markets are already down sharply YTD, 

S&P 500 typical drawdown in a recession = -30% -35% 
• Berkshire P/E = 12x EPS. 

 
Growth vs. Value? 

• Growth appears expensive relative to value, based on P/E and P/B  
• Why is growth down so much? A growth stock's cash flows tend to be more distant, so 

they are more sensitive to interest rates and act almost like long bonds.   
• Growth seems to be faring worse on “risk off days” unlike the pandemic 
• Undergoing structural valuation reset/value rotation: like tech stocks in 2000-2005, 

people might not want to pay high valuations… regardless of how good the 
fundamentals might look   

• Playing out like 2000? It took years to recover – i.e., When did MSFT reclaim 99’ 
highs? 2016 

  
Bonds: “You cannot be serious!” 

• One of the worst bond markets ever 
• US: 10yr hit 32 bps in March 2020 (lowest EVER)   
• 100-year Swiss bonds? (now down 60%) 
• Negative yields? 
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• It’s a head-scratcher... So many investors stretched for yield (duration, low quality or 
funky leveraged structures) at such epically low rates and now they wonder “what 
happened?” Current feedback reveals a very high aversion to bonds/bond funds in 
favor of fixed products like CD’s or annuities. Reminder while it's tempting to switch to 
something that doesn't seem to fluctuate in value, the reality is if rates go up from here 
the value of those fixed products still go down... you just can't see it because it doesn't 
trade every day. Extreme example to make a point. If you buy a 4% fixed annuity and 
interest rates go to 20% does anyone want to own that 4% annuity? Is the value of that 
annuity really unchanged?   

• Not a bond market call, but combine the worst bond market ever, deflationary forces 
lurking beneath the surface and such high aversion to an asset class, the contrarian in 
me thinks rates could be topping out. 

 
Conclusion? 
Is this the bottom for equities? No one knows the near term, but declines are painful 
already.  We don’t see another 2008-style collapse in the tea leaves. Statistically, stocks look 
reasonable and bonds have endured such a correction they may look decent again.  But there 
is no true formula…no “all clear signal” Investing is probabilistic, not mechanistic…you can’t 
use absolutes or definitive. So, to us, it appears the decline has set investors up for a better 
risk-return profile going forward… So, for accounts that need/want the growth associated with 
longer-term equity investing, we believe it looks like this is a better time to buy than it was 6 
months ago. *Based on Berkshire internal regression analysis where y=P/E and X = %return 
10 year forward 
 
Income and Other Alignment for Practice Efficiencies? 
 
Berkshire's - Virtual Branch Lunch  
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Berkshire - Advisor Welcome Video 

 
 
 
If you're having issues accessing our video, visit directly @ 
https://berkshireasset.com/strategy-info/ 
 
 
Dimorphos Thrown Off Course? 
 
Analysis of data obtained over the past two weeks 
 by NASA’s Double Asteroid Redirection Test (DART) investigation team shows the 
spacecraft's kinetic impact with its target asteroid, Dimorphos, successfully altered the 
asteroid’s orbit. 
 
 
Have a great weekend, 
Gerry 

Gerard Mihalick, CFA 
Dividend Strategy Portfolio Manager/Partner 
Berkshire Asset Management, LLC 
 
Office (570) 825 – 2600 

 

Berkshire Dividend Growth SMA is available through various custodians, broker-dealers and UMA providers. This commentary is Intended for 

Institutional and advisor use only. This commentary may make information of third parties available via website links. The Third-Party Content is 

not created or endorsed by Berkshire nor any business offering products or services through it. The delivery of Third-Party Content is for 

general informational purposes only and does not constitute a recommendation or solicitation to purchase or sell any security or make any 

other type of investment or investment decision. In addition, the Third-Party Content is not intended to provide tax, legal or investment advice. 

the Third-Party Content provided to is obtained from sources believed to be reliable and that no guarantees are made by Berkshire or the 

providers of the Third-Party Content as to its accuracy, completeness, timeliness. 
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Berkshire Asset Management, LLC claims compliance with the Global Investment Performance Standards (GIPS®). Berkshire Asset 

Management is a fee-based, SEC registered advisory firm serving the portfolio management needs of institutional and high-net worth clients. The 

Dividend Growth Composite contains portfolios invested in Berkshire’s Dividend Growth Strategy with an equity allocation target of 90% - 100%. 

The Dividend Growth Strategy’s primary objective is to generate a growing stream of equity income by investing in a diversified portfolio of equities 

with stable, high, and growing dividends. The benchmark is the S&P 500 Index. The index returns are provided to represent the investment 

environment existing during the time periods shown. For comparison purposes, the index is fully invested, does not include any trading costs, 

management fees, or other costs, and the reinvestment of dividends and other distributions is assumed. An investor cannot invest directly in an 

index. Gross returns are presented before management and other fees but after all trading expenses. Net returns are calculated by deducting 

actual management fees from gross returns. Returns reflect the reinvestment of dividends and other earnings. Valuations are computed and 

performance is reported in U.S. dollars. To receive a complete list of composite descriptions and/or a compliant presentation, contact Jason 

Reilly, CFP® Tel: 570-825-2600 or info@berkshiream.com. Past performance does not guarantee future results. 

  

Definitions: The S & P 500 Index is a market capitalization weighted index of the largest 500 U.S. stocks. It is a market-value weighted index 

(stock price times # of shares outstanding), with each stock’s weight in the index proportionate to its market va lue. The index is designed to 

measure changes in the economy and is representative of most major industries. Russell 1000 Growth Index measures the performance of those 

Russell 1000 companies with higher price-to-book ratios and higher forecasted growth values. The index was developed with a base value of 

200 as of August 31, 1992. Russell 1000 Value Index measures the performance of those Russell 1000 companies with lower price-to-book ratios 

and lower forecasted growth values. The index was developed with a base value of 200 as of August 31, 1992. You cannot invest directly in an 

index. BEst (Bloomberg Estimates) Earnings Per Share (EPS Adjusted) estimate returns Earnings Per Share from Continuing Operations, which 

may exclude the effects of one-time and extraordinary gains/losses. Beta is a measure of volatility vs. an index. Upside/Downside capture ratios 

refer to a portfolios performance as a percentage of either positive returns (upside) or negative returns (downside) vs. an index. Standard Deviation 

is a measure of total risk.  Alpha, Beta and capture ratios are represented as calculated by Morningstar. 

 

Risks: Past performance does not guarantee future results. Different types of investments involve varying degrees of risk, and there can be no 

assurance that any specific investment will either be suitable or profitable for an individual’s investment portfolio. Dividends are subject to change, 

are not guaranteed, and may be cut. Investing based on dividends alone may not be favorable as it does not include all material risks. There is 

no guarantee any stated (or implied) portfolio or performance objective mentioned by Berkshire can be met. Berkshire’s equity style may focus 

its investments in certain sectors or industries, thereby increasing potential volatility relative to other strategies or indices. The dividend strategy 

may include bundled services also known as a “wrap fee program”. Because there is typically a low turnover in the strategy, this may be more 

costly for some investors. No one should assume that any information presented serves as the receipt of, or a substitute for, personalized 

individual advice from a qualified advisor or any other investment professional. 

 

Market Commentary, Aggregate Holdings, Securities, Sectors, Portfolio Characteristics Mentioned: No statement made in this presentation shall 

construe investment advice. This presentation is for informational purposes only. Views, comments or research mentioned is not intended to be 

a forecast of future events. The mention of any security or sector is not deemed as a recommendation to buy or sell. Any reference to any security 

or sector is used to explain the portfolio manager’s rationale for portfolio decisions or philosophy. Research or financial s tatistics cited regarding 

securities or sectors do not contain all material information about them. Any securities mentioned represent a partial list of holdings whereas 

Berkshire portfolios typically contain approximately 30-40 securities in percentage weightings ranging from 1-5%. A complete list of holdings from 

a representative account is available upon request. Overall portfolio characteristics mentioned are from a representative account deemed 

representative of the strategy; data may be compiled from Bloomberg, Baseline or Berkshire estimates. Individual holdings, performance and 

aggregate characteristics of actual portfolios may vary based on a variety of factors including market conditions, timing of client cash flows and 

manager discretion. This presentation contains Berkshire opinions and use of Berkshire estimates which are subject to change at any time. 

Berkshire employees may have personal positions in any securities or sectors mentioned. Charts, presentations or articles may be obtained from 

third parties and Berkshire does not guarantee their accuracy. *Platform restrictions may apply.  Preliminary returns are based on composite 

estimates only.  Individual accounts will vary. Copyright © 2021 Berkshire Asset Management, LLC, All rights reserved. 


