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2022 rivaled the financial crisis for many investors because there was nowhere to hide.

Defying expectations, international developed equity led in 4Q.

Asset Class Returns as of December 30, 2022

Source: Morningstar Direct
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Loosening Financial Conditions

Much to the Fed’s chagrin!

Source: Bloomberg
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Year S&P 500 Bloomberg Agg 60/40
2022 -18.11 -13.01 -16.07
2008 -36.55 5.24 -19.83

Source: Morningstar Direct

Comparison of Annual Total Returns

Last year wasn’t as bad as 2008, but there was nowhere to hide.

Circumstances and conditions were very different.



2023 Economic & Financial Market Outlook  | 6

First 4Q 2022 Annualized Real GDP:  2.9%

No recession in the rearview mirror.

Source: U.S. BEA
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December 2022 U-3 Unemployment Rate:  3.5% with a rising participation rate. 

Good news: Wage growth is starting to soften.
Source: U.S. BLS
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Plusses

The economy has been strong

Inflation appears to have peaked

The labor market is hot

Credit spreads are stable

US dollar has softened

US recession has been pushed back  
back

Minuses

Leading economic indicators are lower

Still way above the Fed’s target

Wages are rising too quickly

The yield curve is inverted

Europe likely in recession

Still the most likely scenario

Quick Check Up
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Very Aggressive Rate Hikes

2022 hikes in basis points: 25, 50, 75, 75, 75, 75, 50

Very aggressive by historical standards.
Source: FRED
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Not Just Rising Interest Rates

Modest quantitative tightening.

Source: FRED
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Big Money Supply Reversal

Source: FRED

This meaningful contributor to recent high inflation is coming down quickly.
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UST Yield Curves:  December 31, 2021 and December 30, 2022

Higher across all maturities, but well off their peak.

Inversions among several maturities have persisted.
Source: Bloomberg
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Leading indicators are falling hard.



“I don’t think anyone knows whether we’re going to have a 

recession or not, and if we do, whether it’s going to be a 

deep one or not…it’s not knowable.”

- Fed Chair Jerome Powell

Source: New York Times
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How we see it…

Category Scenario Probability Trajectory
Base Case Hard Landing Moderate Stable
Alternative 1 Fed Pivot Low Stable
Alternative 2 Financial Accident Low Stable
Alternative 3 Soft Landing Low Rising



2023 Secular Outlook

Is Gravity Back?



“Gravity is back. Most of those who were running will 

barely be able to walk.”

- Nassim Taleb

Source: New York Times



“Interest rates are to asset prices what gravity is to the 

apple. When there are low interest rates, there is very low 

gravitational pull on asset prices [and vice versa].”

- Warren Buffet

Source: New York Times
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Artificial Negative Real Interest Rates

Source: FRED
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“Markets in a Post ZIRP, MMT, and Fiscatary World”
WealthManagement – January 2023

Policymakers rather than financial markets have been setting interest rates
• QE as a precedent was set after the 2008 GFC
• Amplified during the COVID pandemic
• Zero interest rate policy (ZIRP) dominated

ZIRP led to considerable distortions in the economy and financial markets
• Led to an enormous increase in public and private debt
• Slow economic growth with above-average financial market returns
• Inflation eventually emerged as a destructive byproduct

Central banks are now catching up to their mistake
• Lessons were learned and ZIRP will likely be retired forever
• Markets reawaken as a pricing mechanism
• Real interest rates go from negative to positive, and that could be a secular game changer

It is difficult to overstate the implications of a likely return to positive real interest rates

Source: Wealth Management Magazine
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Economy:

• A bigger resource allocation role is played by fiscal and monetary policymakers 

• Low productivity and sustained zombie companies

• Above-average (too easy?) corporate profitability

• Destabilizing wealth inequality and emergence of an “investor class”

Financial Markets:

• Above long-term trend returns

• High stock sector and issuer correlations

• Scarcity of persistent alpha among active asset managers and preeminence of indexing

• Growth stocks outperform their value counterparts

• Bond markets produce outsized returns

Distortions Created by ZIRP
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Value stocks outperformed their growth counterparts by a wide margin. This is a huge reversal.

After a 40-year bull run, bond markets got clobbered!

Asset Class Returns as of December 30, 2022

Source: Morningstar Direct
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• Current state of the economy: Pretty good
• Recession is still the most likely scenario, but the start of one has been moved back

• Inflation remains the elephant in the room
• Headline inflation is still way too high
• Pipeline inflation is coming down quickly

• Despite persistent headline inflation, the 4Q market rally was driven by easing financial conditions
• The Fed is doing all it can to jawbone markets to a more restrictive stance
• It has become a war of wills. Who will win?

• The labor market is in the driver’s seat. As it goes, so goes inflation and the market’s response to it.
• Wage inflation pressures have shown modest signs of easing

• Is gravity (positive real interest rates) back?
• It’s difficult to overstate the importance of this question
• If so, it’s a game changer for the economy and financial markets

• The benefits of diversification have returned. Patient investors are being rewarded.

Final Thoughts
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