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Dave’s Weekly Commentary
Good morning, I hope you all had a good week! As I mentioned last week, Michael was out for 
a couple of day attending the Ensemble Council meeting Advisor Group asked us to join. I’m 
looking forward to catching up with Michael to hear the ideas shared and garnered from the two 
day meeting. This afternoon we have our quarterly IM (investment management) meeting, and as 
always, we will review the most current research, evaluate possible opportunities and threats, and 
review our processes. 

While completing some continuing education for my AIF® designation, one session I took was 
on processes in client care, planning and investment management, mostly looking for validation 

of our in place processes and to see if there are ways we can improve or any missing opportunities. Ongoing firm 
evaluation and improvement helps us deliver a consistent and clear financial planning and investment management 
process for you and hopefully is a comfort knowing we have ongoing an internal process in place.

Last week the 2023 rally hit an air pocket. Investors might have been looking in take some money off the table after the 
gains over the previous two weeks. In addition, growth and rate hike concerns, which had been put on the backburner 
to start the year, seemed to be back in play.  

The market initially reacted positively on Wednesday to the welcome slowdown in inflation reflected in the December 
Producer Price Index (PPI) (actual -0.5%; Briefing.com consensus -0.1%). While optimism that may have come from the 
pleasing PPI report quickly dissipated as investors digested the weak retail sales and manufacturing data from December.

Retail sales fell 1.1% month-over-month in December after falling a revised 1.0% in November (from -0.6%) and industrial 
production decreased 0.7% month-over-month in December after decreasing a revised 0.6% in November (from -0.2%).

The main indices most likely sold off on Wednesday due to the understanding that the Fed is likely to remain on its 
rate hike path in spite of a weakening economic backdrop, increasing the risk for a policy mistake to trigger a deeper 
setback. Selling efforts had the S&P 500 take out support at its 200-day moving average.

Market participants also received official commentary on the economy when the FOMC released its latest Beige Book 
last Wednesday. On balance, contacts generally expected little growth in the months ahead. St. Louis Fed President 
Bullard added fueled the market’s concerns saying that he would prefer that the Fed stay on a more aggressive path 
but added that the prospects for a soft landing have improved.

Thursday’s trade looked a lot like Wednesday’s trade with investors reacting to more data and commentary pointing 
towards weakening growth and the possibility of the Fed making a policy mistake. 

Building permits decreased for the third consecutive month in December (actual 1.330 mln) That report, however, 
contained one positive element, as single-family starts grew 11.3% month-over-month.

As earnings season progresses, the main sticking point for stock market participants is the potential that weaker growth 
will translate to further cuts to earnings estimates. So far, however, quarterly results have generally received positive 
reactions from investors. 

The rebound effort to close out the week had the Nasdaq Composite recoup all of its losses while the S&P 500 and 
Dow Jones Industrial Average put a nice dent in their weekly losses. The S&P 500 was able to climb back above its 200-
day moving average by Friday’s close.  Only three S&P 500 sectors were able to log a gain this week -- communication 
services (+3.0%), energy (+0.7%), and information technology (+0.7%) -- while the industrials (-3.4%), utilities (-2.9%), 
and consumer staples (-2.9%) sectors suffered the steepest losses. Source: Briefing.com
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Market Watch
Week Ending Jan. 20, 2023

(Source: Briefing.com)

• DJIA:                33,375.40    -927.30
2023 YTD  0.70%

• NASDAQ:        11,140.40      61.30 
2023 YTD  6.40%

• S&P 500:            3,972.61     -26.48  
2023 YTD  3.50%

• Russell 2000:   1,867.34     -19.69 
2023 YTD 6.00%

• 10 Year Treasury:                 3.48%

“Glide joyfully toward 
your next challenge in life.”

– Yohancé Salimu

Newsletter continues on the next page.
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Planning Points Source: Broadridge Advisor Solutions. Copyright 2022. 

Is the Yield Curve Signaling a Recession?
Long-term bonds generally provide higher yields than short-term bonds, because investors demand higher returns 
to compensate for the risk of lending money over a longer period. Occasionally, however, this relationship flips, and 
investors are willing to accept lower yields in return for the relative safety of longer-term bonds. This is called a yield 
curve inversion, because a graph showing bond yields in relation to maturity is essentially turned upside down (see 
chart).

A yield curve could apply to any bonds that carry similar risk, but the most studied curve is for U.S. Treasury securities, 
and the most common focal point is the relationship between the two-year and 10-year Treasury notes. The two-year 
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Have You Recently Moved, 
Changed Your Phone 
Number(s) or 
Email Address(es)?

Please take a few minutes to make 
sure we have your current legal 
(mailing) address, phone number(s) 
and email address(es) on file. Give 
us a quick call and we will verify and 
update our records if needed. 

Why?  Current information provides 
a level of security and protection of 
your personal information, helps us 
service and maintain your account(s) 
in good order, and meet necessary 
state and federal requirements. 

Our efforts are designed to help you 
improve your financial awareness and 
being.  We want you to able to get 
the most out of what we have 
to offer.

Give us a call at 937.431.8010

yield has been higher than the 10-year yield since July 2022, and beginning in late November, the difference has been at 
levels not seen since 1981. The biggest separation in 2022 came on December 7, when the two-year was 4.26% and the 10-
year was 3.42%, a difference of 0.84%. Other short-term Treasuries have also offered higher yields; the highest yields in early 
2023 were for the six-month and one-year Treasury bills.1 (Although Treasuries are often referred to as bonds, maturities up 
to one year are bills, while maturities of two to 10 years are notes. Only 20- and 30-year Treasuries are officially called bonds.)

Predicting Recessions   An inversion of the two-year and 10-year Treasury 
notes has preceded each recession over the past 50 years, reliably predicting 
a recession within the next one to two years.2 A 2018 Federal Reserve study 
suggested that an inversion of the three-month and 10-year Treasuries may 
be an even more reliable indicator, predicting a recession within about 12 
months.3 The three-month and 10-year Treasuries have been inverted since 
late October, and in December and early January the difference was often 
greater than the inversion of the two- and 10-year notes.4

Weakness or Inflation Control?   Yield curve inversions do not cause a recession; rather they indicate a shift in 
investor sentiment that may reflect underlying economic weakness. A normal yield curve suggests that investors 
believe the economy will continue to grow, and that interest rates are likely to rise with the growth. In this scenario, 
an investor typically would want a premium to tie up capital in long-term bonds and potentially miss out on other 
opportunities in the future.

Conversely, an inversion suggests that investors see economic challenges that are likely to push interest rates down 
and typically would rather invest in longer-term bonds at today’s yields. This increases demand for long-term bonds, 
driving prices up and yields down. (Bond prices and yields move in opposite directions; the more you pay for a bond 
that pays a given coupon interest rate, the lower the yield will be.)

The current situation is not so simple. The Federal Reserve has rapidly raised the benchmark federal funds rate to 
combat inflation, increasing it from near 0% in March 2022 to 4.25%–4.50% in December. As the rate for overnight 
loans within the Federal Reserve System, the funds rate directly affects other short-term rates, which is why yields 
on short-term Treasuries have increased so rapidly. The fact that 10-year Treasuries have lagged the increase in the 
funds rate may indeed mean that investors believe a recession is coming. But it could also reflect confidence that the 
Fed is winning the battle against inflation and will lower rates over the next few years. This is in line with the Fed’s 
projections, which see the funds rate peaking at 5.0%–5.25% by the end of 2023, and then dropping to 4.0%–4.25% 
in 2024 and 3.0%–3.25% in 2025.5

Inflation slowed somewhat in October and November, but there is a long way to go to reach the Fed’s target of 2% 
inflation for a healthy economy.6 The fundamental question remains the same as it has been since the Fed launched 
its aggressive rate increases: Will it require a recession to control inflation or can it be controlled without shifting the 
economy into reverse?

Other Indicators and Forecasts   The yield curve is one of many indicators that economists consider when making 
economic projections. Among the most closely watched are the 10 leading economic indicators published by the 
Conference Board, with data on employment, interest rates, manufacturing, stock prices, housing, and consumer 
sentiment. The Leading Economic Index, which includes all 10 indicators, fell for nine consecutive months through 
November 2022, and Conference Board economists predict a recession beginning around the end of 2022 and 
lasting until mid-2023.7 Recessions are not officially declared by the National Bureau of Economic Research until they 
are underway, and the Conference Board view would suggest the United States may already be in a recession.

In The Wall Street Journal’s October 2022 Economic Forecasting Survey, a majority of economists believed the United 
States would enter a recession within the next 12 months, with an average expectation of a relatively mild 8-month 
downturn.8 More recent surveys of economists for the Securities Industry and Financial Markets Association and 
Wolters Kluwer Blue Chip Economic Indicators also found a consensus for a mild recession in 2023.9–10

For now, the economy appears fairly strong despite high inflation, with a low November unemployment rate of 
3.7% and an estimated 3.8% Q4 growth rate for real gross domestic product.11–12 Unfortunately, the indicators and 
surveys discussed above suggest an economic downturn in the next year or so. This would likely cause some job 
losses and other temporary financial hardship, but a brief recession may be the necessary price to tame inflation and 
put the U.S. economy on a more stable track for future growth.

U.S. Treasury securities are guaranteed by the federal government as to the timely payment of principal and interest. The principal value 
of Treasury securities fluctuates with market conditions. If not held to maturity, they could be worth more or less than the original amount 
paid. Forecasts are based on current conditions, are subject to change, and may not come to pass.

1, 4) U.S. Treasury, 2023     2) Financial Times, December 7, 2022     3) Federal Reserve Bank of San Francisco, August 27, 2018     5) Federal 
Reserve, 2022     6, 11) U.S. Bureau of Labor Statistics, 2022     7) The Conference Board, December 22, 2022     8)The Wall Street Journal, 
October 16, 2022     9) SIFMA, December 2022     10) USA Today, December 15, 2022     12) Federal Reserve Bank of Atlanta, January 5, 2023

https://twitter.com/smithmosesandco
https://www.facebook.com/smithmosesandcompany
https://www.smithmosesandcompany.com/blog

