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Before moving forward into the new calendar year, most of us spend time reflecting upon the year 

that was. From a personal perspective, we hope everyone has fond memories of 2022. From an 

investment perspective, 2022 is best described as an annoying year. 

 

The consensus forecast among economists was for a severe recession in 2022. It didn't happen. On 

the contrary, the economy grew, wages grew, jobs were plentiful, and corporate earnings were solid. 

Despite this, both stock and bond markets took a beating in 2022. 

 

The primary blame for this paradox was placed on inflation, or more accurately, the Federal Reserve's 

reaction to inflation. Economists originally forecasted a severe recession (hard landing) in 2021 but had 

to push that back to 2022. They've now pushed their severe recession forecast to 2023. In contrast, we 

remain in the soft landing camp. We believe the economy will slow, not collapse, and then return to 

trend growth. Consistent with this scenario, our expectation is for corporate earnings to flatten out 

but not materially drop, and then gradually return to upper single-digit growth rates. 

 

We are starting to suspect that our soft landing scenario may have already occurred. The most recent 

Atlanta Fed's GDPNow forecast for Q4 2022 is 3.7%. The "Blue Chip" (average forecast of selected 

economists) consensus forecast remains negative for Q4. Needless to say, one of these forecasts will 

be wrong. 

Happy New Year – Good Riddance 2022 

January 3, 2023 

 



2 
 

 

So far, and historically, it's been the blue-chip forecast that has been wrong. The ongoing joke within 

the economist community (admittedly these are not people that will be performing a stand-up routine 

anytime soon) is that economists have correctly predicted 10 out of the last 2 recessions. The inference 

is that economists are constantly predicting recessions that don't come true. We agree. Our last true 

economic recession was in 2009 (rapid economic contraction followed by rapid economic expansion 

during Covid was a weird blip created by government shutdowns and reopenings, not economic forces). 

The economically driven recession of 2009 was caused by companies such as Lehman Brothers and 

Bear Stearns creating excessive credit within the economy through the creation of structured finance 

products (derivatives). This led to massive leverage, the inability of borrowers to repay lenders (credit 

crunch), and a severe economic collapse. A credit crunch is the traditional cause of recessions. 

 

Despite investors' fears that rising interest rates would create another credit crunch and economic 

collapse, 2022 was able to avoid a severe economic contraction. We were not surprised. The central 

thesis of our soft landing scenario is that corporate and personal debt levels are far healthier today than 

they were in 2009. In 2009, corporate asset-backed loan (ABS) issuance created unsustainable debt 

service levels for households. U.S. Consumers took on far more debt than they could service. No 

money down car loans and 3% mortgage down payments created a credit bubble, which eventually 

burst. That is not the current economic scenario. Household and corporate debt are quite healthy. Of 

course, government (public sector) debt is a separate issue. The difference between private and public 
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sector debt is the ability to repay. Private debt defaults when they can't repay. Public debt prints more 

money. This does create inflation, but it doesn't create defaults. 

 

  

  

  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

According to the official rule makers (dating committee of the NBER) of what does or doesn't constitute 

a recession, a recession didn't occur in 2022.  Although we love a petty debate as much as anyone, 

we will resist getting dragged into a debate about whether or not a recession occurred in 2022. The 

important point is the economy definitely didn't contract in 2022. After starting the year a little bumpy in 

Q1 and Q2 (-1.6%, -.6%), Q3 GDP grew at 3.2% and Q4 is forecast to grow by a similar amount. It is 

likely that the annual GDP rate for 2022 will land somewhere around 2%. That certainly isn't a hard 
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landing; calling it a soft landing might even be a little harsh. It's on the low end of what is considered 

trend growth. We'd call it a touch-and-go landing. 

   

 

 

 

 

 

Despite the consensus hard landing scenario not occurring in 2022, the fear of a hard landing drove 

stock prices significantly lower during 2022. The consensus economic forecast continues to call for a 

material economic contraction, however, that forecast has been pushed to 2023. We respect this 

forecast, we are even weary of it, but we also remain skeptical of it. 
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The crux of the hard-landing argument is that the U.S. Economy is experiencing systemic inflation. 

Systemic inflation feeds on itself and therefore the only way to stop this type of inflation is to crash the 

economy. That's how the double-digit inflation we experienced throughout the 70s and early 80s was 

finally crushed. Then Fed Chair Paul Volcker aggressively raised short-term interest rates to a level 

that he knew the economy couldn't possibly sustain. He purposely created a severe recession designed 

to put a stake in the heart of spiraling inflation. It worked. 

 

We continue to be in the camp that the current inflation we are experiencing is not systemic. Instead, it 

is the result of foolish monetary and fiscal policy. Under the disguise of Covid relief, the flawed tools of 

Keynesian Economics pumped too much liquidity into the economy. We would classify our current 

higher-than-normal inflation rate as "sugar-high" inflation. The difference between sugar-high inflation 

and systemic inflation is that sugar-high inflation, assuming we stop eating sugar, burns off on its own. 

 

During the 70s and '80s, wages were mostly tied to inflation. This is partly due to a more unionized 

workforce during this period, but more broadly it was how business was done. In addition to increases 

in compensation being tied to the CPI, corporations offered employees Defined Benefit Plans 

(pensions). Increases in these guaranteed retirement benefits were tied to the inflation rate.  This 

increased corporate costs and lowered profit margins, which greatly harmed corporate earnings. 

Outside of the public sector, today's compensation increases and retirement benefits are rarely tied to 

inflation rates. Most corporations no longer offer Defined Benefit Plans, corporate retirement benefits 

are offered through Defined Contribution Plans (401Ks, etc.). This helps to protect corporations against 

rising labor costs and removes the largest component of systemic inflation. Inflation has now moved 

lower for 6 consecutive months. We expect December's CPI (January 12th release) will make 7 straight 

months of decreasing inflation. Our frameworks are forecasting inflation will drop back to 3% by the 

end of 2023. 
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 We began this commentary by describing 2022 as an annoying year to be an investor. It was. 

Inconsistent banter from the Federal Reserve left investors confused about future monetary policy and 

its subsequent impact on the economy. This created needless volatility and lower valuations. Traders 

dominated Investors. Stock and bond markets swung wildly up and down on a day-to-day basis, and 

even intraday.  Despite reasonable economic data and decent corporate earnings, stock markets sold 

off. The sell-off was almost entirely attributable to lower valuations, not a struggling economy. Large 

Cap Stocks were priced at 23X earnings at the start of the year and 16.7X earnings at year-end. It was 

even worse for Mid and Small Cap Stocks, which are priced at their lowest multiples since the early 

80s. Investors, and by extension financial markets, despise uncertainty. They responded to uncertainty 

by selling stocks. 
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Based on improving inflation data, we expect the Federal Reserve will start to pivot by the end of Q1. 

Perhaps the pivot has already started. The Fed raised the Fed Funds Rate by 50bps in December, as 

opposed to the 75bps rate hikes that had been in place. Softer language and a more consistent 

message from the Fed would also be a welcomed pivot. We've given up on the hope of them speaking 

less frequently. 

 

Our expectation is that both stock and bond markets will provide investors with positive returns in 2023. 

Valuation is attractive and the economy appears fine. However, we also expect investors will need to 

tolerate plenty of short-term volatility to achieve these returns. Some investment years are about 

thriving and some are about surviving. 2022 is best summed up by the latter. Avoiding disasters was 

the key investment theme of 2022. To name just a few, cryptos lost up to -100% of their value, popular 

tech stocks got crushed, and emerging markets were a disaster. We consider ourselves to be 

compassionate but are having difficulty mustering up sympathy for crypto investors. They knew the 

risks. On the other hand, investors in Long-Term Treasury Bonds likely didn't. These so-called safe 

investments lost nearly 30% of their value. 

Although 2022 was a difficult investment year, the Core Portfolios performed their function well. An 

active tactical allocation strategy, coupled with a well-diversified strategic allocation strategy, limited 

short-term losses and preserved long-term gains. The remaining critical component of a successful 

investment strategy is communication. We know we constantly remind, which is a nice way of 

saying pester, each of you to reach out to us whenever you are feeling uneasy about financial markets 

or your portfolio.  We will continue to do so. 

Here's to a wonderful 2023, 

The MMFS Team 
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Mommaerts Mahaney Financial Services, Inc. provides advisory services through ERTS Wealth Advisors, LLC, a registered investment advisor. 
989 W. Washington Street, Suite 101   Marquette, MI 49855 
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