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A Random Walk

Fifty years ago, in January 1973, Rebalance Investment Committee member Professor Burton 
Malkiel published A Random Walk Down Wall Street, arguably the most influential book on 
personal investing ever. It has sold more than 2 million copies, extraordinary for even a romance 
novel, let alone an academically-grounded investing guide. 

Since that time, as thousands of investment fads have come and gone, millions of investors have 
found great success heeding the advice offered in A Random Walk. The book’s titular “random 
walk” is a metaphor for the stock market. Future “steps” or events in stocks cannot be predicted, 
Malkiel posited; they are random. If the next “thing” to happen in the short term is as random as 
the spin of a roulette wheel, then why would it make sense for anyone to attempt to predict the 
movement of stock or bond prices?
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Cracks in the Crystal Balls

During difficult times for stock markets, investors crave certainty. Wall Street firms are more than 
happy to promote well-spoken market strategists who make stock market calls. Corporate leaders 
such as Jamie Dimon of JP Morgan or Stanley Druckenmiller of hedge fund fame also make 
major headlines with their economic prognostications. Meanwhile, the financial talking heads on 
CNBC wax eloquent about their “forecasts” of the market’s direction and which stock or sector to 
buy or sell. 

As the financial media spins like a whirling dervish over these matters, many investors wring their 
hands wondering if they should buy or sell, get in or get out. One might easily think that when a 
persuasive strategist or business leader makes a negative market call that the right move is to raise 
cash and sit on the sidelines until the situation improves. 

As seductive as it might be to do so, following such advice unfortunately often leads instead 
to investment mistakes and lower long-term returns. Just in case you are seduced by the well-
marketed brand names of the largest investment firms in the U.S., consider their collective track 
record from a year ago.

The average forecast for the S&P was 4910 - a rise of 5% from 2021. The S&P 500 closed at 3840 
in 2022 - a -17.9% drop. The experts on average were wrong by about 23%! 
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S&P 500 Forecast — Year-end 2022

0 1,000 2,000 3,000 4,000 5,000 6,000

 BANK OF AMERICA      4,600

 BARCLAYS           4,800

 BMO                          5,300

 BNP PARIBAS                     5,100

 CANTOR FITZGERALD            4,800

 CITIGROUP             4,900

 CORNERSTONE MACRO     4,600

 CREDIT SUISSE             5,000

 GOLDMAN SACHS                   5,100

 JEFFERIES            5,000

 JPMORGAN              5,050

 MORGAN STANLEY     4,400

 RBC CAPITAL MARKETS              5,050

 SCOTIABANK          4,800

 UBS            4,850

 WELLS FARGO                       5,200

S&P 500 CLOSING 3,840 AVG. FORECAST 4,910
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Stable in a Random Walk

If any year has demonstrated the “random walk” phenomena, it has been 2022. The unexpected 
resurgence of inflation and rising interest rates set the stage for significant corrections during the 
year. All this and a war in Ukraine, plus a hangover from three years of supply-chain mayhem due 
to the global pandemic.

The Federal Reserve spent the year ratcheting up interest rates to slow economic growth in a 
bid to halt inflation in its tracks and has signaled that it will continue to do so until inflation is 
under control. As we enter 2023, concern has now shifted to how higher interest rates will impact 
company growth and earnings. 

Given short-term randomness, the most conservative and practical approach for investors is to 
invest for the long term, anticipating tough and volatile markets and protecting one’s portfolio 
accordingly. Earthquakes are random and unpredictable, so engineers seismically reinforce 
buildings before they happen. Likewise, portfolios should be built to anticipate random events, 
such as tough markets, in order to survive and prosper through them. The nearly impossible and 
dangerous task of avoiding market declines, or reacting while they occur, is a fool’s errand. 

At Rebalance, we run our firm according to many of the core tenants of A Random Walk, including: 

1. “All Weather” Portfolios.  
The investments in our Rebalance portfolios are a mix based on long-term thinking and 
the lessons of history, guided by our astute and highly experienced Investment Advisory 
Committee, which includes Malkiel himself. We regularly discuss the investment 
environment, looking for infrequent, long-term structural changes that could have 
implications for our portfolios. For example, at close to the start of the COVID-19 
pandemic (in April 2020) Treasury Inflation-Protected Securities (TIPS) and high 
dividend paying stocks were added to the portfolios in anticipation of a long-term 
resurgence of inflation.

2. Planning.  
We understand that weathering tough stock markets is both emotionally difficult 
and a part of being a long-term investor. The bear market of 2022 is an example of 
a market environment that all of us will experience roughly 7 to 10 times in our 
investment lifetimes. It is hard to sit back and watch stock markets decline without 
acting and feeling like you should be “doing something” about it. While “doing 
something” feels good in the near term, it can absolutely be the wrong move over the 
long term.  

http://www.rebalance360.com
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 As advisors, Rebalance helps our clients stay with their investment plans through 
the difficult periods. We communicate to our clients what we think is happening 
and why because it helps create perspective and sets appropriate expectations. We 
encourage staying power rather than engaging in market timing. In our view, being 
focused on the long-term prospects of an investment portfolio is the only correct path 
for financial success. 
 To help with the process, we encourage all Rebalance clients to work with us 
to create a well-considered financial plan. Clients who have a plan and stick with it, 
making changes usually only in response to major life events, tend to have less stress 
and to experience greater investment success. 

3. Index Investing.  
Another very powerful way that we help our clients succeed is by investing in indexed 
Exchange Traded Funds (ETFs) instead of individual stocks or actively managed 
mutual funds. ETFs are one of the most tax-efficient fund structures available, cost 
a fraction of actively managed mutual funds, and have been proven to outperform 
about 90% of domestic stock funds over 10 years. ETFs nevertheless can offer diverse 
mixes of investments and execute on sophisticated investment approaches while saving 
fees and taxes.

4. Fees and Conflicts.  
Large brokerage firms earn commissions from their clients and thus have inherent 
conflicts in how they invest. They are mostly owned and operated by large corporations 
under pressure to increase profits. Rebalance is a fee-only firm, meaning we earn 
no commissions, and we are employee-owned, leaving us free to operate in the best 
interests of our clients. Rebalance fees are in the lowest 10% in our peer group, 
according to a 2022 study from Schwab. All of this protects our clients’ savings. 

5. Rebalancing.  
While we can’t control the market, our rebalancing process does effectively manage 
portfolio risk and has shown in many periods to add to returns. It provides an efficient 
way to trim winning positions and add to losing ones, an important discipline but 
otherwise difficult to do in terms of one’s emotions. 

http://www.rebalance360.com
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We’ve Got This

Charley Ellis, a longtime confidante of Malkiel and another key member of the Rebalance Investment 
Committee, long oversaw the $40 billion Yale Endowment. That famed endowment generated the best 
investment returns earned by any endowment or pension fund anywhere in the world over any measured 
length of time. 

We asked Charley:  
“What is the single most important lesson that you learned from your Yale Endowment experience?”  

“…the one thing that is even more important than the rate of return to Yale University… is the 
management, control and reduction of risk. Everything about investing by the Yale Endowment starts 
with, and stays with, the control and minimization of risk. It’s done at the portfolio level with the 
structure of the portfolio, it’s done at the investment committee level in the way the decisions are made, 
and it’s done at the investment vehicle level with exhaustive due diligence… all to minimize the risk of 
something going wrong.” 

We apologize for not offering stock market forecasts, or making quick decisions in the middle of a market 
storm. But rest assured, “we’ve got this”. Hang in there… and feel free to call us anytime. Here is to a great 
2023.

http://www.rebalance360.com
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World Markets Review  
Fourth Quarter 2022 

The Rebalance Investment Committee works with two broad asset classes as the basic building blocks 
of our client portfolios: Growth and Income. During the fourth quarter of 2022 these asset classes 
performed as follows:  

Past performance is not a guarantee of future results. Indices are not available for direct investment. Index performance does not reflect the expenses 
associated with the management of an actual portfolio. Market segment (index representation) as follows: US Stock Market (Russell 3000 Index), International 
Developed Stocks (MSCI World ex USA Index [net dividends]), Emerging Markets (MSCI Emerging Markets Index [net dividends]), Global Real Estate (S&P 
Global REIT Index [net dividends]), US Bond Market (Bloomberg US Aggregate Bond Index), and Global Bond Market ex US (Bloomberg Global Aggregate 
ex-USD Bond Index [hedged to USD]). S&P data © 2023 S&P Dow Jones Indices LLC, a division of S&P Global. All rights reserved. Frank Russell Company is 
the source and owner of the trademarks, service marks, and copyrights related to the Russell Indexes. MSCI data © MSCI 2023, all rights reserved. Bloomberg 
data provided by Bloomberg.

Q4 2022

Since Jan 2001

Stocks Bonds

US Stock 
Market

International 
Developed 

Stocks

Emerging 
Markets 
Stocks

Global 
Real Estate

US Bond 
Market

Global Bond 
Market ex US

7.18% 16.18% 9.70% 6.88% 1.87% 0.18%

2.1% 1.3% 2.4% 2.2% 0.9% 0.9%

-22.8%
Q4 2008

-23.3%
Q1 2020

-27.6%
Q4 2008

-36.1%
Q4 2008

-5.9%
Q1 2022

-4.1%
Q1 2022

22.0%
Q2 2020

25.9%
Q2 2009

34.7%
Q2 2009

32.3%
Q3 2009

4.6%
Q3 2001

4.6%
Q4 2008

Avg. Quarterly 
Return

Best Quarter

Worst Quarter
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Growth Asset Classes

Large U.S. Stocks. Large-cap U.S. stocks rose in the last three months of 2022 as inflation pressures 
moderated and markets held out hope that the Federal Reserve was close to being done raising 
short-term interest rates. Despite this fourth quarter rally, U.S. large-cap stocks finished 2022 down 
19.4% under the weight of rising interest rates, falling valuations, and fears of a 2023 recession. High 
dividend paying and energy stocks had a much better year than the broader market.

Small Cap Stocks. Small company shares rose in concert with their large company counterparts 
during the fourth quarter of 2022 but finished the year down more than 16%. A lower percentage of 
technology shares in small-cap indexes contributed to their better performance vs. large-cap stocks.

International Developed Stocks. Foreign developed markets rose slightly more than U.S. stocks 
during the fourth quarter, driven by a rebound in international currencies vs. the U.S. dollar. For 
the year, international developed markets suffered from the same valuation pressures as their U.S. 
counterparts and were more exposed to higher energy prices due to their dependence on energy imports.

Emerging Market Stocks. Emerging market stocks rose slightly more than U.S. stocks during the 
fourth quarter, driven by strengthening international currencies vs. the dollar. There were multiple 
pressures on emerging market countries in 2022, including the spread of COVID-19 in China and 
surging global inflation.

Real Estate. U.S. real estate investment trusts (REITs) rose slightly during the quarter but sold off 
markedly in 2022 on interest-rate sensitivity and the prospect of an economic slowdown. Certain 
sectors of commercial real estate, such as office properties, struggled with high vacancy rates due to 
many employees continuing to work from home.

Income Asset Classes

U.S. Government Bonds and TIPS. Yields on the benchmark 10-year Treasury fell, and prices rose 
during the fourth quarter as inflation expectations dropped. TIPS prices also rose during the final 
quarter of the year. It was a difficult year for bonds as interest rates rose sharply. Bonds were not the 
safe harbor they usually are during a tough year for stocks.

U.S. Corporate Bonds. U.S. investment-grade (higher-quality) corporate bond prices rose in the 
fourth quarter as interest rates fell slightly. It was a difficult year for corporate bonds, also due to the 
rising rate environment.

High-Yield Corporate Bonds. U.S. high-yield corporate bond prices rose during the quarter but 
finished the year lower based on higher interest rates and increasing economic concerns. The sell-off 
in high-yield corporate bonds is pushing yields up sharply, making these securities an interesting 
competitor for stocks as we enter 2023.

http://www.rebalance360.com
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Emerging Market Bonds. Emerging market (EM) bonds rebounded during the quarter as the dollar 
fell and perceived credit risk improved. Despite fourth-quarter gains, it was a difficult year for EM 
debt, driven by sanctions on Russia and concerns about China’s property sector.

Preferred Stocks. As a hybrid security that is part fixed income and part equity, preferred stocks are 
influenced by forces influencing both stock and bond markets. Preferred stocks finished the year on a 
negative note based on individual company performances within the ETF.

The Rebalance Investment Committee

The Rebalance Investment Committee meets several times a year to review our client portfolio 
options, asset class selections, and overall economic factors. The Committee’s goal is to curate client 
portfolios that generate the most investment return for the least amount of risk. 

The Rebalance Investment Committee members, April 2022. Left to right: Charles Ellis, Burton Malkiel, Jay Vivian, and Kristi Craig. 
Rebalance Managing Partners Mitch Tuchman and Scott Puritz are also members of the Committee but not pictured here.

http://www.rebalance360.com
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Rebalance and its clients are fortunate to have such respected and savvy financial experts guiding key 
investment decisions. 

Professor Malkiel is an emeritus Princeton University economics professor, a former longtime board 
member of The Vanguard Group, and a highly respected voice in the investment industry. Professor 
Malkiel has written hundreds of scholarly articles and opinions, notably the investment classic A 
Random Walk Down Wall Street, now in its 12th edition and mandatory reading in economics and 
finance courses in colleges around the world. 

Dr. Ellis was Chairman of the Investment Committee of the famed Yale Endowment, working closely 
with investment legend David Swensen. He was co-founder and Managing Partner of Greenwich 
Associates, a consultant to institutional investors. In addition, Dr. Ellis served on the governing 
boards of The Vanguard Group, Yale, Harvard, NYU Stern, Exeter, the Whitehead Institute, and the 
Robert Wood Johnson Foundation. 

Jay Vivian is the former Managing Director of the IBM Retirement Funds, responsible for over $100 
billion in IBM investment funds for more than 400,000 employees worldwide. Treasury & Risk named 
him among the “100 Most Influential People in Finance.” In 2010, Plan Sponsor gave him its Lifetime 
Achievement Award. He is on the Board of Directors and Investment Committee of ICMA-RC, 
which manages more than $40 billion in public sector retirement assets. 

Kristi Craig is the Chief Investment Officer at the National Geographic Society, overseeing a $1.4 
billion endowment. Previously, she was Director of Private Investments for the Georgetown University 
endowment, currently valued at $2.6 billion. Ms. Craig also led business development for the Small 
Business Investor Alliance and served as a Senior Investment Officer for the U.S. Small Business 
Administration. 

We thank them for their input and wisdom. 

Very truly yours,

Your Rebalance Team 
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