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PRELUDE
January’s market performance was a great way to start the new 
year. Unfortunately, the fundamental drivers of the global economy 
do not appear to support the markets’ soaring entrance to the 
new year’s stage. Most of the Purchasing Managers Indices across 
the globe indicate economic contraction, and the latest U.S. real 
GDP growth number for Q4 2022 left us wanting1. In addition, 
large global banks are reporting a sharp downturn in mergers and 
acquisition activity and an increase in their loan loss reserves. 
Both observations indicate that large institutions are cautious 
on the economic outlook. Amidst these conditions, risk assets 
rose, and with them headlines emerged about soft landing of the 
economy in the case of a recession, if we even have one. No one 
can know future events, but history can guide us here — over the 
long run, sentiment alone cannot drive the markets. We need to 
have substance and real growth to sustain a market rise, and at this 
time, questions remain about those very real things.

GLOBAL EQUITY

Waves of positive sentiment pervaded the equity markets, 
resulting in gains for major equity indices. In the U.S., the market’s 
disbelief about the Fed’s hawkish plans as well as better-than-

expected economic data drove the indices higher. The S&P 
500 Index returned 6.3%, driven by growth-oriented stocks. 
Consumer Discretionary, Communication Services, and Information 
Technology sectors advanced while defensive sectors such as 
Consumer Staples, Health Care, and Utilities took a back seat.  
The risk-on attitude also supported small cap stocks, with the 
Russell 2000 Index returning 9.8% and outperforming large cap 
stocks. It is important to remember that while the markets have 
ascended, the fundamentals do not necessarily support it.  
Earnings growth for Q4 2022 is -5% on a blended, year-over-year 
basis,2 and there are still reasons to believe that weakness persists 
in the American economy.

International equities continued to advance ahead of U.S. equities 
for January with the weakening value of the U.S. dollar boosted 
overseas. Driving the returns for developed markets were European 
stocks, with better-than-expected economic data streaming in. 
Headlines about the possibility of avoiding a European recession 
became popular during the month. Despite the unseasonably warm 
winter that allowed Europe to preserve its energy supplies, the 
structural issues with energy shortage remain, and the excitement 
over European equities may be a one-time event. Same may go for 
China’s reopening play, which has driven the MSCI EM Index upward 
during the month. While certain sectors such as leisure and travel 
may truly benefit from reopening, structural issues surrounding the 

TABLE 1: Global Equity JAN QTD YTD 1 YR

Dow Jones Industrial Average 2.93 2.93 2.93 -0.92

S&P 500 Index 6.28 6.28 6.28 -8.22

Russell 2000 9.75 9.75 9.75 -3.41

Russell 1000 Growth 8.33 8.33 8.33 -16.02

Russell 1000 Value 5.18 5.18 5.18 -0.43

MSCI ACWI USD 7.17 7.17 7.17 -7.99

MSCI EAFE USD 8.10 8.10 8.10 -2.83

MSCI EM USD 7.90 7.90 7.90 -12.12

MSCI ACWI ex US USD 8.11 8.11 8.11 -5.72

Source: Bloomberg, as of 1/31/2023. Past performance does not guarantee future returns.

1  Bureau of Economic Analysis, 2.9% growth on an annualized basis.
2  FactSet Earnings Insight 1/27/2023
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International investing poses additional risks, including those related to currency fluctuations and foreign political and economic events.
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real estate debt problems and its export-driven growth model in 
the context of a slowing global economy remain as headwinds for 
the foreseeable future. In all, there is some skepticism around the 
recent enthusiasm around international equity.

FIXED INCOME

Expectations of a lower inflation profile and a potential recession 
meant a downward shift of the U.S. Treasury yield curve, especially 
on the longer end. The curve inverted even further for the first 
month of 2023. Mr. Powell’s favorite portion of the yield curve, the 
3 month and 10 year, began to invert in earnest last November 
and widened the spread further throughout January to a full 113 
basis points. Falling yields mean a general boost to fixed income 
returns, and tightening credit spreads provided further support 
for corporate credit. Although the positive performance in fixed 
income is welcome after the challenging 2022, the steep inversion 
in the Treasury yield curve is at a level not seen in many decades, 
and it takes away from the confidence that is currently present in 
the risk assets.

TABLE 2: Fixed Income JAN QTD YTD 1 YR

Bloomberg US Aggregate 3.08 3.08 3.08 -8.36

Bloomberg 1-3 Yr Gov/Credit 0.80 0.80 0.80 -2.21

Bloomberg Treasury 5-7 Yr 2.41 2.41 2.41 -7.43

Bloomberg Investment  
Grade Corp 4.01 4.01 4.01 -9.33

Bloomberg High Yield Corp 3.81 3.81 3.81 -5.22

JPMorgan EMBI Global 
Diversified 3.26 3.26 3.26 -12.62

Source: Bloomberg, as of 1/31/2023. Past performance does not guarantee future returns. 

The markets have been driven by macro factors and Fed policy 
guesses, but there is nothing clear about those two things. As 
mentioned in the introduction, the questions of how deep or 
shallow the recession will be and of whether the market or the 
Fed is right about the future trajectory of interest rates cannot be 
answered with reasonable clarity at this time. So January’s run-up 
in risk assets based on a rates view seems highly speculative. We 
will find out during February what the next policy will be and what 
the meeting minutes say. We are expecting a 25 basis-point rate 
hike on February 1st, and potentially another hike in March. After 
that, the lens becomes blurry, but rate cuts may not be in our 
future despite market expectations.

POSTLUDE
In investing and in life, there are things knowable and unknowable. 
The knowable factors are our own risk profiles, our investing 
goals, and all the items in an investment policy statement. The 
unknowable factors include what the members of the Federal 
Reserve are thinking and how stiff their collective resolve is to fight 
inflation. The timing of the market bottom and peak, as well as the 
nature of future recessions are also in the unknowable category. 
I know that I have been preaching diversified portfolios for many 
months now, and that is precisely because an all-weather portfolio 
should help withstand the types of gyrations we saw in the markets 
for the last year and may see ahead in 2023. The future is always 
uncertain, but we can face those market unknowns with the 
steadiness of a diversified portfolio.


