
January MTD

Equities

US Large Cap 6.28%

US Mid Cap 9.23%

US Small Cap 9.49%

International Developed 8.10%

International Emerging 7.90%

Bonds

US Aggregate 3.08%

Short Term Bond 1.23%

Treasuries 2.51%

High Yield 3.81%

Specialty

Real Estate (REITs) 10.06%

Gold 6.07%

Bitcoin 39.91%
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We kicked off the New Year with a nice rally in the financial markets across most asset categories, 
including stocks, bonds, gold and precious metals, and international stocks (both developed and 
emerging markets).  Let’s review the performance of our key market barometers for the month of 
January.  

January 2023 Market Recap

While we saw solid broad-based stock performance in January, the strongest performance 
was witnessed among those subsets or groups that were hit the hardest in 2022.  For instance, 
compared to the S&P 500 return of 6.3% in January:
▶ “Profitless technology companies” were up 21%
▶ High beta stocks outperformed low beta stocks, up 15.2% vs 0.2%
▶ High Short Interest stocks outperformed low short interest, up 12.4% vs 3.7% 
▶ Low dividend stocks outperformed high dividend stocks, up 12.2% vs 6.0%
▶                Small Caps outperformed large caps, up 9.5% vs 6.3%
▶                Bitcoin was up 39%, after being down 64% in 2022
By all accounts, January was a “risk-on” type of market, which leads to the logical question as 
to whether this rebound in “risk-on” assets is sustainable and represents the start of a new bull 
market, a rally within the same 2022 bear market similar to what we witnessed last June thru 
mid-August, or just part of an ongoing bottoming process for US stocks.  Here is a summary of our 
thoughts on the economy and financial markets:



              
▶            Most economic data continues to indicate weakness and increasing potential for recession 
▶            Consumer spending has been strong but continues to moderate 
▶            Inflation continues to come down slowly, but the labor market is demonstrating surprising
              strength, adding fuel to the argument that the FED will maintain its hawkish posture for
              longer
▶            Debate over raising the debt ceiling is likely to dominate market headlines over the next
               several months, as the Treasury funds current spending from the Treasury General
               Account, since they are unable to issue new debt until the debt ceiling is raised
▶            The earnings reporting season kicked off in January, and it appears that the much
               anticipated corporate profits recession is upon us

The cumulative impact of rate hikes by the FED is continuing to have the desired effect of slowing 
the economy. The Institute for Supply Management (ISM) surveys, often seen as key leading 
indicators of economic activity, weakened further in December, while the non-manufacturing 
(services) segment sent a mixed signal with a positive reversal and uptick in January. Meanwhile, 
the ISM Manufacturing and New Orders surveys demonstrated continued deterioration falling 
further below the 50 level, indicating future economic contraction. GDP for the fourth quarter of 
2022 came in at 2.9%, a modest slowdown from the 3.2% rate in the third quarter, driven by an 
increase in inventories.

Economy Continues to Weaken, Along with the US Consumer

The consumer had been a bright spot helping to sustain economic growth in the fourth quarter.  
There are indications that the consumer may be under a bit of duress, given the rapid growth in 
consumer credit and the steep decline in the personal savings rate over the last several months.  
Further, while consumer credit delinquencies are still low, we are seeing the delinquency rates 
increase (a sign of stress to watch). Lastly, Amazon, an important barometer for retail consumer 
spending, guided down their consensus revenue forecast for the first quarter of 2023.



Inflation Moderates

The rate of inflation continued to decelerate coming in at 6.50% for December, a welcome sign 
for longer-term interest rates and the bond markets. With the supply chain issues subsiding and 
inventory levels increasing, we are seeing less pressure on prices, though we are carefully monitoring 
the labor market and wage pressures for a check on how hawkish the FED will remain through the 
year. On February 1st, the FED did reduce its most recent increase in the fed funds rate to 25 basis 
points (from 50), but it did not change its target rate of 5% nor its tone of hawkishness to bring the 
inflation rate down further.



The growth outlook for the US economy is tepid at best, but in contrast with 2022, we expect the 
FED and global monetary policymakers to acknowledge the economic slowdown as the year 
progresses, resulting in a more stable monetary policy. This should reduce interest-rate volatility 
and asset price volatility as we head toward the 2nd half of 2023. While it is likely that the ride will 
remain bumpy at least for the first few months of the year, the overall outlook for both the stock and 
bond markets has improved in the last few months.
Stocks and bonds both had a great start to the year.  Given the fact that the economic slowdown 
is in progress and the rate of inflation is indeed moderating, we are more constructive on the 
fixed-income market, favoring higher quality bonds.  The S&P 500 has now rallied approximately 
17% off its October lows, very similar to the rally witnessed into mid-August of 2022.  We reiterate 
that the bottoming process for a bear market can take time.  As such, we continue to maintain a 
conservative posture towards equities in our portfolios following this recent rally that was fueled by 
lower quality and higher beta companies.  Nevertheless, we will continue to monitor and evaluate 
the relevant datapoints as it relates inflation, the economy, the FED, and corporate earnings as the 
year progresses to determine when to become more constructive on equities.

The Bottom-Line

The Debt-Ceiling Debate

Taking center stage in the news is the negotiations between the House of Representatives and the 
Executive Branch with respect to increasing the debt ceiling to be able to continue to fund the current 
government spending budget. Putting it simply, the Treasury needs to fund the government, but 
they cannot issue new debt for those expenses until the debt ceiling has been raised. The Treasury 
must drain its general checking account at the FED to fund day-to-day obligations. In effect, this is 
a direct liquidity injection of approximately $110B per month into the economy, essentially a form 
of quantitative easing from the Treasury that will continue to support financial system liquidity 
until the debt ceiling issue is resolved. Once the debt ceiling is raised, the Treasury will begin bond 
issuance again to fund the government operations and to repay the Treasury’s General Account.  
Opinions vary with respect to how this may impact the financial markets, but the last time this 
occurred was in the middle of 2011, which did lead to a significant correction in the stock market.

The Early Read on Corporate Earnings

To this point in time, almost half of S&P 500 companies have reported fourth quarter earnings.  
The average sales growth has been roughly 5% and earnings growth has come in at -3%. So, we 
are beginning to see the broad decline in corporate profits and reductions in earnings estimates 
for 2023. Based upon previous bear markets and recessions in the past, there may be further risk 
to profits, the potential for a profits recession, and a reduction in estimated corporate earnings 
for 2023. Will the markets look past negative earnings growth rates and the downward estimate 
revision cycle for corporate earnings? It remains to be seen as to whether the stock market has 
discounted trough earnings and is more focused on the potential easing of FED policy later in the 
year or early 2024.
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