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MARKET  PULSE  

 Equities rose today, with the materials and information technology sectors performing best.   

 The S&P 500 rose 2.3%, the Dow Jones Industrial Average (Dow) was up 2.1%, and the Nasdaq rose 2.6%.  

 Non-U.S. markets rose. The DAX (Germany) was up 1.2%, and the Nikkei (Japan) rose 0.6%.  

 The 2-year Treasury yield fell to 4.26%, and 10-year Treasury fell to 3.56%. 

CATALYSTS 

 U.S. equity markets rose as the latest jobs report showed a slowdown in wage pressures, and the ISM Services Index 

fell below the 50 threshold for the first time since the early days of the pandemic. Investors interpreted this as a signal 

that inflation pressures continue to ease and that the Federal Reserve (Fed) may soon pause its rate hikes.  

 The labor market remains tight, and the unemployment rate fell to 3.5% in December from 3.7% in November. This is 

contrary to Fed expectations for unemployment to modestly rise through the year and end at 4.6%. However, the 

combination of a tight labor market and easing wage pressures may increase the chances for a soft landing in the 

economy. Following the last Fed meeting, Chairman Jerome Powell said that the softer inflation reports were a 

“welcome reduction,” but “substantially more evidence” that inflation is cooling is needed. Chair Powell said inflation 

from non-housing related core services is the most problematic and tied to supply and demand imbalances in the 

labor market. Traders of fed funds futures are pricing in a 76% probability of a 25-basis-point hike at the Fed meeting 

in February. 

INVESTMENT STRATEGY OUTLOOK 

 Our Outlook 2023: Finding Balance report and video summary was released this week. We are hosting a client 

webinar on Wednesday, January 11 to discuss our views on inflation, Washington policy, the economy, and markets. 

 We’re anticipating modestly positive calendar year returns for stocks in 2023 (roughly 6% return for the S&P 500), 

but with continued volatility and market weakness in the near term.  

 A soft landing is still possible and more likely if the Fed hikes rates by less than what Fed officials are currently 

forecasting. In our view, a soft landing would mean no Fed rate cuts in 2023, contrary to consensus expectations. 

 We expect core PCE inflation to fall to 3.50%–3.75% by the end of 2023, modestly above the Fed’s latest projections 

and consensus estimates. Wage pressures should gradually ease as the economy slows and unemployment rises, but 

not yet to a level to support 2% inflation. 

 We expect economic growth to be muted in 2023. We see a reasonable chance of a soft landing (0.0% to 0.5% GDP 

growth), but a roughly equal chance of a mild recession (-0.1% to -0.5% GDP growth). The consumer will be a 

deciding factor. 

 Given the near-term uncertainty, we lean to a defensive stance in our portfolios as we start the year. We anticipate 

opportunities will emerge once inflation and the economy show signs of stabilizing and are prepared to take 

advantage of possible dislocations. 
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Past performance does not indicate future results. The Standard & Poor’s 500 Index is a capitalization-weighted index that is generally 

considered representative of the U.S. large capitalization market. The Dow Jones Industrial Average is an index that shows how 30 

large, publicly owned companies based in the United States have traded during a standard trading session in the stock market. The 

NASDAQ Composite Index is a broad-based capitalization-weighted index of stocks in all three NASDAQ tiers: Global Select, Global 

Market, and Capital Market. The Nikkei 225 consists of the shares of the 225 largest companies in Japan. DAX Index consists of the 30 

most actively traded German companies on the Frankfurt Stock Exchange. 
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