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I hope 2023 has been off to a great start for you.  The markets sure have.  We have had a 14% 
move on the upside in the S&P 500 Index since we hit our lows last October.  Despite the 
weakening earnings outlook, clearly this upside move is telling us that the market is pricing in a 
more optimistic outlook for the economy and corporate profits.  Recent strength in the jobs 
market (while worrisome for the Fed), consumer balance sheets and manageable debt loads, 
position the U.S. economy to potentially muddle through recession talks in upcoming months.

We feel the labor market is still solid, offsetting some risk of slower consumer spending. 
Consumers hold much less debt now relative to previous years. After the Financial Crisis of 
2008-09, consumers started aggressively deleveraging. This declined steadily over the years 
until the emergence of COVID-19, when it started to increase.  To further pad personal 
spending, consumers will likely tap into consumer credit. This manageable debt load is a key 
component of the case that a recession is still likely, but will not be as bad if it were to happen.

It has been a crazy rollercoaster for stocks within the S&P 500 Index.  Last year “growth” 
oriented stocks were down 30% on average while “value” oriented stocks were down in the 
low single digits.  The script has been flipped to start 2023. Last year’s underperformers have 
turned into outperformers this year, which has actually driven the S&P 500 Index up over 5% 
year-to-date.  Last year’s worst performing sectors -- consumer discretionary, communication 
services, and technology -- are this year’s top performers, each with double-digit year-to-date-
percentage gains. At the individual stock level, the reversal is stark. The 50 worst performing 
stocks of 2022 have gained an average of 21.8% year-to-date.

The pace of the latest rally has left many investors skeptical over its sustainability, especially 
amid a difficult fourth quarter earnings season thus far. Overall the numbers have been 
lackluster. S&P 500 earnings per share (EPS) for the quarter are tracking to a roughly 4% year-
over-year decline, slightly below estimates at year end. Slower economic growth, cost 
pressures from higher inflation, and ongoing adjustments from excess pandemic-related 
spending have combined to create an especially challenging earnings environment. The end 
result will be the first year-over-year earnings decline since the third quarter of 2020.

However, as we have told you before, the markets are forward-looking.  So with expectations 
for falling inflation (which should reduce headwinds for companies battling ongoing pricing 
pressures), a less hawkish Federal Reserve as we progress into 2023, China’s economy 
reopening, and the surprising resilience of the European economy (despite mounting concerns 
over the Ukraine conflict, natural gas supplies and interest rates hikes), should all help the 
prospects of U.S. stock market gains.
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Over the years we have talked about price-to-earnings multiple of stocks being a great 
indicator if stock valuations are cheap or expensive.  Currently the trailing fourth quarter P/E 
for the S&P 500 Index is at 19, which is right in line with the 30 year average.  So this suggests 
to us that U.S stock valuations are fair by assessment today and this current rally will likely 
slow a little bit before potentially picking up some steam in the latter half of the year. 

Phew – that was a lot of information and many moving parts, and now you might be saying to 
yourself, so what next?  Two words that I have yet to mention, “Debt Ceiling.”  Discussions are 
now just starting and from what we have seen in Congress these last twelve years or so when 
it comes to the U.S debt, we should all be buckled up.  Back in 2011, we passed the debt 
ceiling in late July, but because of the months long political debates leading up to that point, 
credit agencies eventually downgraded the U.S debt, and in early August we saw the markets 
go down about 14% over the course of just a few trading days.  Eventually by the end of the 
year, the markets gained back all of the losses.

We believe the markets are in for a bumpy ride in the upcoming weeks and months but in the 
latter half of this year, when a lot of the dust settles and hopefully with the passing of the debt 
ceiling, we should be in for a much smoother ride.  As always, if you have any questions please 
reach out to us.  Take care and be well.

Sincerely, 

Gregory Bork Jr.

The opinions voiced in this material are for general information only and are not intended to 
provide specific advice or recommendations for any individual. All performance referenced is 
historical and is no guarantee of future results. All indices are unmanaged and may not be 
invested into directly. Investing involves risk including loss of principal. No strategy assures 
success or protects against loss. The economic forecasts set forth in this material may not 
develop as predicted and there can be no guarantee that strategies promoted will be 
successful. The S&P 500 Index is a capitalization-weighted index of 500 stocks designed to 
measure performance of the broad domestic economy through changes in the aggregate 
market value of 500 stocks representing all major industries


