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The Global Landscape

The economy seems to be part of most conver-
sations these days. Companies are responding 
to higher inflation and interest rates, employees 
in the tech sector are concerned about layoffs, 
and families are balancing higher daily expens-
es against the higher prices of experiences like 
vacations. The ‘what if’ questions about the 
economy are everywhere. In the meantime, a 
recession might be rolling towards us like a very 
slow-moving boulder. 

Our Third Quarter edition of Risks and Opportu-
nities focused on how many economic indica-
tors were still stuck in the same place as they 

were in Q2. While the fourth quarter has thank-
fully put peak inflation in the rearview mirror, 
inflation simply has settled in and will take some 
time to unwind. This indicates that we will be in 
the current environment for the foreseeable 
future, and we should all make financial deci-
sions accordingly. 

Our theme for this edition of Risks and Opportu-
nities is “The Brave New World.” Today we are 
living in the aftermath of a pandemic that has 
fundamentally and even radically transformed 
the global economic environment, requiring new 
strategies to build and defend wealth.

Risks Opportunities
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• Growth Slowdown. The global economy 
is starting to slow and has yet to feel the 
full impact of tightening monetary policy in 
response to inflation. Many economists 
forecast a sharp growth slowdown in the 
first half of the year followed by a contrac-
tion and possible global recession. 

• Geopolitical Tensions.  Russia’s War 
with Ukraine continues to be the top geo-
political concern as hostilities continue. 
The war continues to wreak havoc with 
energy and food markets as well as global 
supply chains.   

• Trade Wars + Economic Blocs.  The 
continued breakdown in globalization or free 
trade where countries devolve into compet-
ing economic blocs, such as between the 
US and China on semiconductors, may 
contribute to elevated inflation, higher 
interest rates and market volatility.

• Bond Yields are Back. Higher interest 
rates around the world are an opportunity 
to take advantage of higher bond yields. 
Increased diversification, lower risk strate-
gies, and higher income strategies are 
once again viable. 

• Emerging Markets & Europe Pick-up. 
The recent slide of the US Dollar is creat-
ing opportunities for some US exporters 
and certain international countries, espe-
cially emerging markets. 

• Commodities on the Upswing. The 
gradual reopening of China after its zero 
Covid policy reversal is forecast to boost 
commodities markets. 
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We continue to be in a historic period of change. 
The compounding effects of the pandemic, the 
international response to the pandemic, pending 
recessions around the world, the changing 
demands of the labor market, and insatiable 
consumers, are upending long-held economic, 
business and investment assumptions.  

In fact, the resilience of the global markets is 
being tested. The duration of the Russian war in 
Ukraine, China’s zero Covid policy, and the 
lingering effects of the imbalance of consumer 
demand vs the supply chain have all set an 
environment of rising inflation and interest rates. 
This environment would have been challenging 
even if those conditions only lasted for a few 
months, but they lasted for most of 2022. Now 
that we have turned the page on a new year, 
the question is how long higher inflation and 
interest rates will endure, and whether the 
positive or negative economic inputs will win. 

Central bank historians are keenly aware that 
the process of taming inflation may take several 
years and could require several bouts of rate 
hikes, which is what many remember from the 
1970s in the US. On average, it takes countries 
three attempts, as too often they ease too soon 
and need to increase rates again. While there is 
no expectation that rates will go as high as they 
were in the 1970s, if the Fed fails to stamp out 
inflation on the first try, we may see interest 
rates ebb and flow.

Calling the global economy “fragile,” and in 
danger of falling into global recession, World 
Bank economists downgraded their forecast for 
global growth in January to 1.7% in 2023 and 
2.7% in 2024, from previous projections of 3% 

in both years, due to sharp slowdowns in the 
eurozone, US and China. The World Bank also 
revised its forecast for the US to a tepid 0.5% 
growth, down from an earlier 2023 forecast of 
2.4%, though they haven’t called for a downturn

The supply chain continued to improve through-
out 2022 and should stay on a positive path 
with China’s newly relaxed Covid policies. 
During the pandemic, the whole world realized 
how interdependent countries are on each 
other for supplies, and world leaders are now 
assessing how to fortify their own supply 
chains. This is evident here in the US as politi-
cians and business owners discuss sourcing 
everything from semiconductor chips to flooring 
from various locations. There is a great deal of 
discussion right now around reshoring or near-
shoring to more strategically aligned countries, 
but the truth is that globalization cannot be 
unwound quickly or easily. 

Nonetheless, as developed countries create 
redundancies in their supply chain, capital 
expenditures are expected to increase signifi-
cantly, which may be a potential opportunity for 
investors. The recent weakening of the dollar, 
given Fed monetary tightening, may also help 
both US exporters (particularly those in Texas) 
and certain emerging markets countries that 
receive US investment for nearshoring manu-
facturing.  

The state of Texas produces the highest value 
of US exports, with the latest 2021 figures 
shipping around US$375 billion worth of goods 
around the globe. A weakening of the dollar 
should make those exports (and overall US 
exports that are 10% of the economy) more 
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competitive. The US dollar index – a measure 
of the greenback against the weighted basket 
of major currencies - slid to a seven-month low 
after peaking at a 20-year high last September. 
The weaker dollar is also creating opportunities 
in emerging markets not seen in a long time. 

Moreover, China's recent explosive growth over 
the past two to three decades has depended 
substantially on property development, which 
cannot continue. The expectation is that Chi-
na's GDP will fall sharply in the first half of 
2023. Fortunately, China is always prepared to 
provide stimulus to its economy, and we are 
likely to see an economic rebound in the sec-
ond-half of 2023, with China’s real growth rate 
ending the year at 3-5%. There is also an 
expectation that the reopening of China will be 
a positive for commodities, as it is the world’s 
biggest buyer, with investors already making 
big bets on iron ore futures, copper, oil, natural 
gas and soybeans.

In another bright spot, Europe’s economy 
continued to expand in the fourth quarter, 
supporting the view that the economy may 
avoid a recession in 2023. “Economic growth in 
the eurozone will be weak over the winter 
months, but the region isn't expected to fall into 
a recession anymore,” economists at Goldman 
Sachs said in a note. "This reflects more resil-
ient growth momentum at the end of last year, 

sharply lower natural gas prices and earlier 
China reopening," the analysts wrote. The US 
bank sees the eurozone economy expanding by 
0.6% in 2023, up from a 0.1% contraction previ-
ously forecast.

All of this brings us back to the central question 
asked above: will the positive or negative eco-
nomic inputs win, and how long is it likely to 
last? We believe that whether we have near-ze-
ro growth or a mild recession, it will feel about 
the same. Different countries and different 
industries will be more or less affected, provid-
ing both risks and opportunities for investors. If 
we look down the road to 2024, there seems to 
be unanimity that it is going to be a rebound 
year. 

Interesting Note: In a highly unusual turn of 
events, the eurozone grew faster than the 
economies of both the US and China. Euro-
pean Central Bank President Christine 
Lagarde summed it up at the World Econom-
ic Forum: “2022 was just a weird, weird year.”



The US Landscape

Risks Opportunities
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As with the global recession forecast, the US 
recession forecast is unclear. According to Clear-
Bridge Investments, the Philadelphia Fed Survey 
of Professional Forecasters is showing the high-
est probability of a recession over the next 12 
months in the survey’s 55-year history. The good 
news is that the current consensus believes that 
if there is a recession, it will be short and shallow. 
Is this just hopeful thinking - acknowledging a 
possible recession but assuming a shallow one? 
The data can help with that answer. 

JP Morgan wrote a Q4 market update titled 
“There are [at least] three economies,” in which 
they recognized the disparate data in our current 
economy, and outlined the parts of the economy 

that are growing, versus shrinking, versus 
already in recession. There were disparities 
even within sectors, like retail, with Walmart 
posting strong results and Target faltering. 

The reason that so many are forecasting a 
recession is that Fed Chair Jerome Powell has 
been very clear that he is ok with inflicting 
financial pain if it means bringing inflation down. 
While inflation has peaked, it is very unclear 
where the Fed's interest rate policy stands with 
respect to its battle against inflation. Long 
inflation cycles have a history of proving difficult 
for the Fed to control. There are many on both 
sides of the argument about whether the Fed 
has already over-tightened or will need to keep 

• Runaway Rate Hikes. Many market 
observers have voiced their concern that 
rates could increase beyond the Fed’s 5% 
target due to persistent underlying inflation, 
and firms continue to raise prices even as 
consumers cut back spending.   

• Recession. As noted above, global and 
US economic growth forecasts in January 
were revised sharply down. A Bankrate 
economist poll found that the US economy 
has a 64% chance of contracting.    

• Debt Ceiling Debate. The national debt 
recently reached its legal ceiling. Until 
Congress raises the ceiling, there is a 
concern that political gridlock or delays 
could cause the US significant economic 
damage if the country ultimately defaults 
on its payments. 

• Corporate Resilience. Despite concerns 
that corporate earnings would falter, many 
S&P 500 companies are reporting positive 
earnings, and some are reporting positive 
revenue surprises.   

• Undervalued Sectors. While equities 
continue to be overvalued on several 
traditional metrics, higher interest rates 
are forcing down valuations quickly, and in 
some cases the overreaction by investors 
are creating undervalued investment 
opportunities. 

• Consumer Resilience. US consumer 
sentiment is on the rise again, reaching its 
highest level since April, as short-term 
inflation expectations continued to ease. 
Sectors such as airlines and luxury hotels 
continue to benefit from post-Covid 
revenge spending. 
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tightening. Stickiness in rising wages, rents and 
other types of inflation may mean the Fed will 
have to keep rates high for a significant period 
before it reaches its desired target, even if 
inflation has come down significantly. This could 
lead to the “hard landing” scenario, or a more 
severe recession. 

Investors are keenly aware that the Fed’s 
aggressive and unexpected rate hike cycles in 
2022 were painful, as both stocks and bonds 
lost considerable value, which hasn’t happened 
in over 40 years. Interestingly, the stock and the 
bond markets are predicting two different future 

The US consumer accounts for 70% of our 
country's GDP and has held up remarkably well 
since the pandemic.The government Covid 
stimulus checks helped buoy the saving and 
spending levels across the country, but these 
funds are now running out. The Commerce 
Department confirmed in January that consum-
er spending in November and December 
declined. The latest data on personal income 
and outlays from the BEA showed that the 
personal savings rate stood at 2.4% (a record 
low) in November, down from a record high of 
33.6% in March 2020. For perspective, the 

outcomes as well, with the 
inverted bond yield curve 
predicting recession, and the 
stock market’s recent enthusi-
astic rebound indicating a soft 
landing or mild recession in the 
latter half of the year. 

The stock market's optimism is 
well-founded, with the recent 
trend of cooling inflation (6.5% inflation in 
December, down from 7.1%) expected to contin-
ue, and better than expected GDP growth (2.9% 
growth versus 2.8% forecast) showing the 
resilience of the US consumer. The current 
decline in inflation has already slowed the Fed’s 
pace of rate hikes, as was evidenced by its 
February 1 rate hike of only 0.25%. A continued 
decline in inflation could ultimately force the Fed 
to reduce its overall target (north of 5%), which 
could lead to a rebound in both stocks and 
bonds later in the year. 

Personal Savings in the United States averaged 
8.92% from 1959 until 2022. 

Still, employment is the paradox of this year’s 
economy. Companies – mainly in the tech, 
banking and retail industries – are starting to lay 
off workers, 10,000+ at a time. The temporary 
worker numbers are dropping, which tends to 
happen prior to recessions. Contrarily, the “quits 
rate” (employees voluntarily leaving jobs) is still 
high, indicating that workers are quite comfort-
able that they can get re-employed, potentially 
at a preferred job. That confidence is under-
standable – the labor market had a banner year, 
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Interesting Note: Harry Truman 
famously called for a one-handed econ-
omist because economists are known 
for saying, “But on the other hand…” 

US Bond Market

Risks Opportunities

• Rate Shock. The Fed will continue 
raising rates in 2023, and may increase 
rates higher than its 5% target if inflation 
(now seemingly on the decline) surges 
to higher levels. Many companies have 
continued to increase prices in anticipa-
tion of continued inflation pressures.  

• Corporate Defaults. Various economic 
and rating agency forecasters are warn-
ing that the expected weakened eco-
nomic environment in 2023 increases 
the possibility of corporate bond defaults 
as rates rise.  

• Declining Credit Quality. With earnings 
pressures as a result of higher interest 
rates, fewer investment-grade quality 
investments will be available, as many 
firms may face downgrades. 

• Income Investments. Higher rates for 
lower risk investments, such as US trea-
suries and investment-grade corporate 
bonds, mean investors can pursue 
income at significantly lower risk. 

• Diversification. Higher rates mean 
investors can consider a much larger 
universe of potential investments that
are now competitive with equity market 
returns.

• Municipals. Last year’s drubbing of the 
municipal bond market, coupled with the 
urgent needs for upgraded infrastructure 
across the country, provides a favorable 
entry point for investors.

with all 50 states adding jobs in 2022. This is 
not a consistent path to recession. 

While the significant sentiment is towards a 
major economic slowdown (even if it is not a 
recession) in 2023, there are now even some 
wishful whispers that the Fed may reverse 
course and lower rates by the end of the year. 
With the Fed’s inflation target of 2%, and infla-
tion now currently over 6%, we would need the 
drop in inflation from 2022 to 2023 to be one of 
the sharpest in US history for the Fed to relax 
its interest rate policy in 2023.
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2022 will go down as one of the worst years in 
history for bonds – their performance was well 
outside of the norm, and they offered no buoy 
against the volatility of the stock market. The 
Bloomberg US Aggregate Bond Index closed 
December with a historic loss of 13%. As we 
have noted before, this caused the classic 
moderate portfolio – with its evergreen mix of 
60% stocks and 40% bonds – to also have a 
historically bad year, falling 16%. 

The surprise transition from a 0% interest rate 
economy to a 5% interest rate economy in less 
than a year was undoubtedly painful. However, 
the key benefit for investors is that higher inter-
est rates mean higher income, and that will 
come from many sources, including US and 
global government bonds, corporate bonds, and 
dividend-producing stocks. Savers can make 
money on their cash reserves again, and very 
conservative investors can lock in higher rates 
on fixed annuities.

If interest rates peak at 5%, as Fed Chair 
Jerome Powell has indicated they may, we are 
in the final stages of the tightening cycle. This 
could be very good news for US bond investors, 
as they will not only capture the higher interest 
rates but also have the near-term potential for 
outsized positive returns as the bond market 
rebounds. That also means that a shift in tactics 
is more desirable. Many analysts expect real 
yields to fall by the end of 2023. Falling yields 
normally result in higher prices for bonds, which 
could be good for investors. The 2022 environ-

Interesting Note: Short-term CD rates 
have topped 4% over the past few months, 
giving savers the return they haven’t seen 
since before the financial crisis.

ment demanded a decrease in exposure to 
interest rates, but bond investors may very well 
benefit from more exposure to interest rates in 
2023. 

Even though last year was particularly painful 
for municipal bond investors, the opportunities 
going forward are generous. The American 
Society of Civil Engineers estimates a $2 trillion 
investment in infrastructure spending will be 
necessary by 2025 for new and upgraded 
infrastructure across the country. With local 
governments and counties at the heart of this 
investment, there are new municipal opportuni-
ties to diversify bond portfolios that are tax 
friendly and at higher rates.
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We indicated in our last edition that the fourth 
quarter may prove to be a respite for stock 
investors. That was correct, with the quarter 
posting a 7.6% return on the S&P 500. Q3 
earnings (which are reported during the fourth 
quarter) were still strong due to US companies 
being nimble enough to manage expenses, and 
US consumers’ willingness to pay higher prices. 

“Earnings season” happens at the top of every 
quarter as companies report their earnings to 
the public. Wall Street had fairly grim expecta-
tions of Q4 earnings coming into the new year, 
with some pundits predicting a drop in earnings 
of 15-20%. With only 29% of S&P 500 compa-
nies reporting as of this writing, this is still a 
possibility, but there have been plenty of posi-
tive surprises, according to FactSet. 

As we noted in our last few editions of Risk and 
Opportunities, higher interest rate environments 
are better for value-oriented companies versus 
growth-oriented companies. This is partly due to 
the funds that growth companies usually need 
to borrow to achieve their growth goals. But an 
equally important part of the issue is the cash 
flow projections of growth companies. Growth 
companies simply don't plan to reward their 
investors with dividends in the near-term. 
Instead, they reinvest most of their profit to 
continue achieving their growth goals. In short, 
it's significantly easier to run a company when 
your cost of capital is zero. 

Over the past ten years, dividends have been 
low and capital appreciation has been high, so 
stock investors have preferred the capital 
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US Equity Markets

Historically, stock markets recover long before a 
recession ends. While it may sound strange, 
the stock market is a leading indicator of the 
economy - not the other way around. It takes 
courage for an investor to deploy cash into 
investments when the economic data hasn’t yet 
signaled the all-clear. Investors who put money 
to work now actually have the potential to be 
rewarded for the risk and volatility they will 
encounter. In fact, according to American 
Funds, “In all cycles since 1950, bull markets 
had an average return of 265% compared to a 
loss of 33% for bear markets.”

Risks Opportunities

• The Fear Trade, Volatility Continues.
The financial markets have been volatile for 
a year now, and an uncertain economic 
outlook is likely to continue that volatility 
near-term.

• Credit Crunch, Rising Cost of Capital. 
Higher interest rates mean higher costs to 
borrow money. This can lower profit mar-
gins, as well as activity in capital expendi-
tures, stock buybacks, and M&A.  

• Declining Corporate Cash. Corporations 
have been able to absorb a lot of shocks 
due to the high level of corporate cash on 
hand. With that level declining, future 
shocks may show up more in stock prices. 

• Value, Value and Value. Value stocks 
tend to perform better vs their growth 
peers when interest rates are higher. 

• Blue Chip Bonanza. High quality compa-
nies and dividend-paying companies 
continue to perform well and remain 
well-positioned. Not only does quality 
matter – it’s actually available.

• Buy. For wealth accumulators with a 
long-term time horizon, this market 
represents a good time to deploy cash 
even though the short-term picture may 
be uncertain. 

We still believe that value has more potential 
over growth in the next 12-18 months, in small-, 
mid-, and large-caps. Small caps have priced-in 
a dire economic scenario and may also surprise 
to the upside. And while the US led against 
international investments due to the strength of 
the dollar for most of 2022, the dollar dropped 
7% against the euro and 6% against the yen in 
the fourth quarter. This may require a review of 
US vs international equity holdings for 2023.
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appreciation route. Times have now changed. 
In the broad rotation that is occurring in the US 
stock market, we anticipate that dividends will 
become a draw to investors once again.

We are wary of highly leveraged companies, 
whether they are growth-oriented or not. Com-
panies with a much higher debt load will need 
to devote a significant sum of their earnings to 
service the debt. The companies that can fund 
their growth out of their own cash flow are likely 
to fare much better in the near-term. We expect 
and are eager to see the companies that can 
thrive in a more challenging environment of 

Historically, stock markets recover long before a 
recession ends. While it may sound strange, 
the stock market is a leading indicator of the 
economy - not the other way around. It takes 
courage for an investor to deploy cash into 
investments when the economic data hasn’t yet 
signaled the all-clear. Investors who put money 
to work now actually have the potential to be 
rewarded for the risk and volatility they will 
encounter. In fact, according to American 
Funds, “In all cycles since 1950, bull markets 
had an average return of 265% compared to a 
loss of 33% for bear markets.”
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normal interest rate 
ranges of 3-5%. These 
healthy companies – 
whether they produce 
a dividend or are 
focused on growth – 
will be more adept at 
surviving our brave 
new world. 

New market leader-
ship is generally emerges at the end of a bear 
market. This is good news for not only the 
American investor but also the American con-
sumer. Deglobalization and a redirected focus 
from America's energy companies towards 
sustainable energy – from batteries to the 
power grid - may create opportunities for capital 
investment at a very large scale. Additionally, 
we anticipate seeing a broadening of opportuni-
ties for stock investors, from the few well-known 
tech names of the last few years to a much 
more diverse cross-sector offering.

We still believe that value has more potential 
over growth in the next 12-18 months, in small-, 
mid-, and large-caps. Small caps have priced-in 
a dire economic scenario and may also surprise 
to the upside. And while the US led against 
international investments due to the strength of 
the dollar for most of 2022, the dollar dropped 
7% against the euro and 6% against the yen in 
the fourth quarter. This may require a review of 
US vs international equity holdings for 2023.
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It is difficult to ignore the idea that a recession 
is on the horizon, especially for those working in 
industries that are likely to experience layoffs. 
The journey to a brave new world is often more 
difficult than living in one, and we are still on 
that journey. We believe that investors will 
experience more volatility, higher inflation, and 
higher interest rates for the next few years. This 
will bring evolving sets of risks and opportuni-
ties, and will require a keen focus and targeted 
approaches rather than broad strategies. 

Our portfolio allocations are still cautiously 
invested, with higher exposure to the types of 
stocks and bonds that do well in a higher inter-
est rate environment. We continue to favor high 
quality companies and value companies. For 
example, our portfolios carry an overweighting 
in healthcare, one of the most defensive sectors 
both in general and specifically in the current 
economic environment, given the demographic 
makeup of our country. On the bond side of the 
portfolio, we believe it will be time soon to 
transition out of some of our defensive plays 
and increase our exposure to interest rates.

Our Final Thoughts

We expect to continue to make more tactical 
shifts in 2023 than normal, with the hope and 
expectation that we will be able to return to a 
more normal trading level in 2024.  

We appreciate the confidence and trust that 
you place in us, and we are dedicated to 
helping you pursue your long-term goals. If you 
have any questions about our views on the 
markets, or about your portfolio, please contact 
us. We’re here for you.
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Securities and investment advisory services offered through FSC Securities Corpo-
ration (FSC), member FINRA/SIPC. Financial planning services offered through 
BFS Advisory Group, LLC, a registered investment advisor. Insurance is offered by 
Debra Brennan Tagg as an independent insurance agent. FSC is separately owned 
and other entities and/or marketing names, products or services referenced here are 
independent of FSC.

It is our goal to help investors by identifying changing market conditions, however, 
investors should be aware that no investment advisor can accurately predict all the 
changes that may occur in the economy or the stock market. Although the informa-
tion has been gathered from sources believed to be reliable, it cannot be guaran-
teed, and the accuracy of the information should be independently verified. This 
material may contain forward looking statements and projections. There are no 
guarantees that these results will be achieved. This information is not intended to be 
a substitute for specific individualized investment advice. The information presented 
here should only be relied upon when coordinated with individual professional 
advice.
 
Investing involves risk, including the potential loss of principal. No investment 
strategy, including diversification, can guarantee a profit or protect against loss. 
International investing involves additional risks including risks associated to foreign 
currency, limited liquidity, government regulation, and the possibility of substantial 
volatility due to adverse political, economic, and other developments.
 
In general, the bond market is volatile as prices rise when interest rates fall and vice 
versa. This effect is usually pronounced for longer-term securities. Any fixed income 
security sold or redeemed prior to maturity may be subject to a substantial gain or 
loss. An issuer may default on payment of the principal or interest of a bond. Bonds 
are also subject to other types of risks such as call, credit, liquidity, interest rate, and 
general market risks.


