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Main Takeaways:

1) Near-term U.S. economic growth (i.e. GDP) looks strong, which is confirmed by pricing within the credit 
markets and earnings-per-share (EPS) estimates for the S&P 500.

2) However, leading indicators flashing signs of impending recessions remain in play.  In addition, the 
resumption of student loan repayments, the UAW strikes, and other issues will add further pressure to 
future economic growth.  In essence, we are still on guard.

3) We believe that inflation is moderating but caution that continued progress back to the 2% target will not 
be easy.  Nevertheless, we find portions of the fixed income market (“bonds”) to be attractive and continue 
to add to client portfolios.

4) The S&P 500 continues to be driven by seven stocks (“Magnificent 7”). We continue to see value in 
positioning our equity exposure to emphasize other areas of the overall equity market, with certain areas 
offering historically low valuations relative to the S&P 500. 



Near-Term Economic Growth Looks Strong
Bond Market Does Not Appear Worried About Weak Economic Growth

Equity Analysts Agree As EPS Estimates Have Rebounded



On The Other Hand…

Notable Potential Economic Drags:
1.) Student loan payments restarting.
2.) UAW strikes, especially if longer and broader.
3.) Global “Hot” Wars
4.) Chinese economic struggles.
5.) Federal Reserve policy remains “higher for longer”.
6.) D.C. Political Dysfunction.

San Francisco Fed Letter (March 2018)
“The delay between the term spread turning 
negative and the beginning of a recession has 
ranged between 6 and 24 months.”

FRBSF: Economic Forecasts with the Yield Curve

2 Years ago…

1 Year ago…

Today…

https://www.frbsf.org/economic-research/publications/economic-letter/2018/march/economic-forecasts-with-yield-curve/


Overall Annual CPI Inflation Will Likely Remain Above the Fed’s 2% 
Target Well Into 2024 Even If Inflation Remains Flat Month/Month.

Be prepared to see news reports that 
the year-over-year inflation rate has 
turned up, even if prices remain flat 
over the next few months.



Fixed Income Overview: Bonds Remain Attractive



Bond Returns Must Be Judged On A Total Return Basis (Price and Income Received)

*Bond returns are heavily dependent upon the periodic income (coupon) received over a 
period.
*As shown in the top right chart, the income received has driven the bond market’s 
return over multi-year periods.
*The charts at the bottom of the page represent the Benchmark Bloomberg Aggregate 
Index (left chart) and shorter maturity government bonds and corporate bonds (right 
chart) over the past five years (through October 4, 2023).
*The takeaway is that bonds did not lose money during one of the worst five year 

stretches in history.

Generated positive 
returns

Income added 
10%-13% to the 
respective 
returns over 5 
years 

Overall bond 
market has 
experienced a 
rough stretch but 
still broke even

Income added 
more than 13% 
to the return 
over 5 years 



The S&P 500’s Valuation Influenced By 7 Stocks.  Opportunity 
Elsewhere, Both Domestically And Abroad.

?



How Long Can The USA Outperform?  The Rest Of The World 
Offers Similar Growth At Much Lower Valuations.

Consensus Analyst Estimated Growth by MSCI Region

Source:  Yardeni, Thomson Reuters I/B/E/S

2023 2024

Revenue / EPS Revenue / EPS

USA +2.0% / +1.7% +5.0% / +11.9%

World ex. USA +0.9% / -1.7% +4.5% / +9.8%



High Yield Spreads vs Small Cap Valuation

Current HY spread: 440 
bps

Current Small Cap 
PE Ratios: 11.9x



Commodities Have Been A Useful Inflation Hedge Against 
UNEXPECTED Inflation

Gold’s current Real 
price is 6.2, which 
has been associated 
with negative 5-year 
returns in the past



Q3’23 (September End) Index Performance
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DISCLOSURE
Stocks offer long-term growth potential but may fluctuate more and provide less current income than other investments. An investment in the stock market should be made with an understanding of the risks associated with common stocks, including 
market fluctuations. Stock dividends are not guaranteed. Investments primarily concentrated in one sector may be more volatile than those that diversify across many industry sectors and companies. The technology industry can be significantly affected 
by obsolescence, short product cycles, falling prices and profits, and competition from new market participants. Global/International investing involves risks not typically associated with US investing, including currency fluctuations, political instability, 
uncertain economic conditions, different accounting standards, and other risks not associated with domestic investments. Investments in emerging markets may be subject to additional volatility. Stocks of small and mid-cap companies may also be 
subject to greater risk than that of larger companies because they may lack the management expertise, financial 
resources, product diversification and competitive strengths to endure adverse economic conditions. 
The value of fixed income securities will fluctuate with changes in interest rates, prepayment payment rates, exercise of call provisions, changes in the issuer’s credit ratings, market conditions, and other variables such that they may be worth more or
less than original cost if sold prior to maturity. There is also a risk that the issuer will be unable to make principal and/or interest payments. Although treasuries are considered free from credit risk they are subject to other types or risks. These risks 
include interest rate risk, which may cause the underlying value of the bond to fluctuate, and deflation risk, which may cause the principal to decline and treasury securities to underperform traditional securities. 
The material has been prepared or is distributed solely for information purposes and is not a solicitation or an offer to buy any security or instrument or to participate in any trading strategy. Past performance is not indicative of future results and there is

no assurance that any forecasts/targets mentioned in this report will be attained. The indices have been provided for information/comparison purposes only. Individual investors cannot directly invest in an index.
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