
Applying Lessons of a Volatile 2022 
for 2023 

A close review of important topics from 2022 helps to 
inform our views on key themes investors should be 
focused on in equity portfolios in 2023. 

Across global markets, 2022 acutely challenged investors across asset classes. In looking 
back at 2022, inflation, monetary policy, and geopolitics topped the list of key topics and risks. 
For active quantitative equity investing, the topics that captured the Active Quantitative Equity 
(AQE) team’s attention most in 2022 were the following:

•  Macroeconomic conditions and credit risk

•  Drawdowns, volatility, and equity risk

•  The many dimensions of investor sentiment

Let’s examine each of these topics in greater detail. 

At the start of 2022, we started observing inflation and interest rates, and assessing the impact 
that both have on growth stocks. During our analysis we were reminded of the importance of 
examining fundamentals and expected earnings. In the growth stock universe there were still 
strong performers despite the challenging discount rate headwinds.

Over the course of last year we also commented on the inflation sensitivity of different parts 
of the market, and the relationship between our signals and investment grade corporate bond 
spreads. Additional analysis on the relative valuation of stocks with resilient credit risk sensitivity 
reassured our team and underscored the primary goal of our investment process, namely to find 
attractive high quality companies at reasonable prices.

Over the course of 2022, the AQE team had plenty of opportunity to analyze sharp drops in 
the equity market, and shape different views of volatility and equity risk. Broadly, the team was 
reminded that traditional high risk segments do not always underperform in market drawdowns. 
This concept was notably demonstrated when Energy stocks outperformed the rest of the 
market even when the market was down sharply. 
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Looking Forward

Multiple Ways to View 
Investor Sentiment

Furthermore, we sought to highlight nuances associated with our preference for “low risk” stocks 
during the year. In 2022 our cornerstone thematic signals — Value, Quality, and Sentiment — 
pointed toward lower risk names more than was typical in other years. Yet throughout the prior 
year, we also had a strong preference for Energy stocks (high risk), and generally a negative view 
on the Real Estate sector. 

Our team also reflected on the lack of cushion that traditionally lower risk segments like Real 
Estate, Utilities, and Telecommunications had during last September’s sell-off. The events of 
September stood out as an unusual drawdown because the relative pay-off to low-volatility 
stocks was notably lower than is usually the case. Our explanation of why these events played 
out the way they did is because of the importance of the dimensions that we specified above in 
predicting stock returns — Value, Quality, and Sentiment measures. 

Investor sentiment was an important topic that our team focused on during the course of 2022. 
Measures of investor sentiment experienced not only the widest variability in returns during 
2022, but also a significant number of leadership changes during the year.

Our analysis of supply chain linkages pointed to a divergence between a measure of customer 
sentiment versus a direct measure of investor sentiment mid-way through the year. Semi-
conductors were a prime example of this disconnect, particularly through supply bottlenecks. 

Additionally, our analysis of language used in earnings calls carried important insights about 
relative attractiveness of defensive versus cyclical industries, and the confidence in the outlook 
by company management in those segments. 

Experiencing a dramatic market pivot in November, price momentum declined sharply, as can 
happen periodically for this fat-tailed, negatively-skewed signal. (Refer to December 2022’s 
commentary, “Price Momentum Crashes — Should We Worry?”) The market conditions 
reminded us of the importance of combining price momentum and other signals with 
complementary payoff profiles in order to produce a more resilient predictor of stock returns 
through different market twists and turns.

As we look out to 2023, fundamentals, diversification of factor exposures, and retaining 
high quality or defensive exposures are the themes investors should be focused on in 
equity portfolios. 

The equity market drawdown in 2022 creates a valuation cushion as compared to the end of 
2021; however, other risks, and the macroeconomic and market conditions that were prevalent 
last year still abound. Although we may have passed peak inflation, the outcomes of the fine 
balancing act for central banks globally between inflation, interest rates, and growth risks still 
need to play out. 

With that uncertainty we expect elevated levels of market volatility to persist and Sentiment 
reversals to be common. We therefore believe it is important to balance exposures within 
a portfolio — for example marrying Sentiment exposure with Quality and Value factors. 
Similarly, we favor balancing investments in traditionally low risk sectors with more cyclical 
exposures rather than betting on one very specific path for the economy. Importantly, this 
balanced approach enables fundamentals and diversification to guide our stock selection.

https://www.ssga.com/us/en/institutional/ic/insights/price-momentum-crashes-should-we-worry
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Figure 1 
Developed Markets: 
Most- and Least- 
Preferred Segments 
Overall, with Average 
Valuation and 
Sentiment Measures 
per Segment

 � Most Preferred

 � Least Preferred

Figure 2 
Emerging Markets: 
Most- and Least- 
Preferred Segments 
Overall, with Average 
Valuation and 
Sentiment Measures 
per Segment

 � Most Preferred

 � Least Preferred

Source: State Street Global Advisors, as of 31 December 2022.

Source: State Street Global Advisors, as of 31 December 2022.
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At the start of 2023, our equity industry preferences are summarized below — with most 
preferred in dark green, and least preferred in light green. See Figure 1 and Figure 2.
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clients (this includes eligible counterparties as 
defined by the appropriate EU regulator) who 
are deemed both knowledgeable and 
experienced in matters relating to investments. 
The products and services to which this 
communication relates are only available to 
such persons, and persons of any other 
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rely on this communication.

Important Risk Information 

Investing involves risk including the risk of loss 
of principal.

The information provided does not constitute 
investment advice and it should not be relied on 
as such. It should not be considered solicitation 
to buy or an offer to sell a security. It does not 
take into account any investor’s particular 
investment objectives, strategies, tax status or 
investment horizon. You should consult your tax 
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believed to be reliable, but its accuracy is not 
guaranteed. There is no representation or 
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based on such information and it should not be 
relied on as such. 

The whole or any part of this work may not be 
reproduced, copied or transmitted or any of its 
contents disclosed to third parties without 
SSGA’s express written consent.

A “quality” style of investing emphasizes 
companies with high returns, stable earnings, 
and low financial leverage. This style of 
investing is subject to the risk that the past 
performance of these companies does not 
continue or that the returns on “quality” equity 
securities are less than returns on other styles 
of investing or the overall stock market. 

The value style of investing that emphasizes 
undervalued companies with characteristics for 
improved valuations, which may never improve 
and may actually have lower returns than other 
styles of investing or the overall stock market.

The views expressed in this material are 
the views of Olivia Engel through the period 
ended 1 January 2023 and are subject to 
change based on market and other conditions. 
This document contains certain statements 
that may be deemed forward-looking 
statements. Please note that any such 
statements are not guarantees of any 
future performance and actual results or 
developments may differ materially from 
those projected. 

SSGA uses quantitative models in an effort to 
enhance returns and manage risk. While SSGA 
expects these models to perform as expected, 
deviation between the forecasts and the actual 
events can result in either no advantage or in 
results opposite to those desired by SSGA. In 
particular, these models may draw from unique 
historical data that may not predict future 
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There can be no assurance that the models will 
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related to such errors. Availability of third-party 
models could be reduced or eliminated in 
the future. 

Equity securities may fluctuate in value and can 
decline significantly in response to the activities 
of individual companies and general market and 
economic conditions. 

Actively managed funds do not seek to replicate 
the performance of a specified index. An 
actively managed strategy may underperform 
its benchmarks. An investment in the strategy 
is not appropriate for all investors and is not 
intended to be a complete investment program. 
Investing in the strategy involves risks, including 
the risk that investors may receive little or no 
return on the investment or that investors may 
lose part or even all of the investment.

Investing in foreign domiciled securities may 
involve risk of capital loss from unfavorable 
fluctuation in currency values, withholding 
taxes, from differences in generally accepted 
accounting principles or from economic or 
political instability in other nations. Investments 
in emerging or developing markets may be more 
volatile and less liquid than investing in 
developed markets and may involve exposure 
to economic structures that are generally less 
diverse and mature and to political systems 
which have less stability than those of more 
developed countries.
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About State Street 
Global Advisors

For four decades, State Street Global Advisors has served the world’s governments, institutions 
and financial advisors. With a rigorous, risk-aware approach built on research, analysis and 
market-tested experience, we build from a breadth of index and active strategies to create  
cost-effective solutions. And, as pioneers in index, ETF, and ESG investing, we are always 
inventing new ways to invest. As a result, we have become the world’s fourth-largest asset 
manager* with US $3.48 trillion† under our care. 

* Pensions & Investments Research Center, as of December 31, 2021. 
† �This figure is presented as of December 31, 2022 and includes approximately $58.60 billion USD of assets with respect 

to SPDR products for which State Street Global Advisors Funds Distributors, LLC (SSGA FD) acts solely as the marketing 
agent. SSGA FD and State Street Global Advisors are affiliated. Please note all AUM is unaudited.
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