January 9, 2023

Special points of
interest:

e Major domestic market
indices declined while
bond yields rose in
December.

o However, employment
remains robust, and
the unemployment rate
dropped to 3.5%.

o The Fed is still in the
driver’s seat and will
keep interest rates
higher for longer.

o Consider leaning into
bonds and value
stocks, but expected
continued volatility.
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The Markets in December 2022

One could be forgiven for think-
ing that markets are engaged in a
giant game of tug-of-war recently,
with bulls and bears trading as-
cendancy on an almost-daily basis
from rapid and ongoing eco-
nomic changes. Each month also
seems to end as a mirror image of
the prior one. This time, it was
the turn of November’s strong
market gains to face their oppo-
site. For the month of December,
the Dow Jones Industrial Average
lost 4.2% while the broader S&P
500 index fell 5.9% and the
Nasdaq dropped a starker 8.7%.

Bond yields generally rose in the
month, with the 10-year Treasury
bond rate increasing to 3.879%

The Look Ahead

Will there be a recession in 2023?
At the moment, the Fed is still in
the driver’s seat, asserting its col-
lective resolve in December to
continue pushing interest rates
higher in 2023, albeit at a much
slower pace than in 2022. The
fundamental issue is that the
market does not yet fully trust the
Fed. Based on interest-rate deriva-
tive prices, investors are betting

that the Fed’s benchmark rate will

from 3.703% at the end of No-
vember. Other markets were
more sanguine. Crude oil prices
on the NY Mercantile exchange
ended the month at $80.26/
barrel, little changed from $80.55
at the end of the prior month.
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From a silver lining perspective,
despite recurring news of layoffs
in the tech industry, employment
remains robust. According to the
U.S. Bureau of Labor Statistics,
our domestic economy added

223,000 new jobs in December—

be around 4.6% by the end of
2023 vs. the Fed’s forecast of
5.1%. Clearly, at 4.6% (not much
higher than where we ended
2022), there is a better chance of
avoiding a recession ... stay tuned!
On the pessimistic side, home
and auto sales are clearly down
and likely not coming back soon.
However, the labor market has
been surprisingly resilient, and

wage growth still supports con-

the smallest increase in 2 years
but much better than feared. The
unemployment rate dropped to
3.5% from 3.6% the month

prior.

Still, pessimism is running high as
most economists still expect a
recession to develop in 2023 and
the Fed has reiterated that it is

not yet done raising rates.
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The Fed continued raising interest
rates in December, this month by
50 basis points to a range of 4.25-
4.50%.

sumer spending. It’s a toss-up at

the moment.

Recession or not, rates are higher
now so it’s finally time to lean
into bonds. Even with a mild
recession, equities with a value tilt
will also be worth a closer look in
2023. Expect continued volatility
in the first two quarters, though,
and keep your investing time

horizon and goals in mind.

www.cfefinancial.com




Disclaimers:

This publication has been prepared by Marco Rimassa, CFP®, CRPC®, CFA. The author certifies that
the views expressed in this publication reflect the author’s current personal views about the investments
or market/economic conditions described in this report. The author also certifies that there has not been,
is not, and will not be direct or indirect compensation from any of the sources or investments described in
this publication for expressing the specific recommendation(s) and view(s) in this publication.

This publication does not constitute an offer or solicitation of any transaction in any securities referred to
herein. Any recommendation contained in this report may not be suitable for all investors. Although the
information contained herein has been obtained from recognized services, issuer reports or
communications, or other services and sources believed to be reliable, its accuracy or completeness
cannot be guaranteed. Any opinions, estimates, or projections expressed herein may assume economic,
industry, and political conditions and/or current conditions at the time of issuance, which are subject to
change. Any quoted price or value is as of the last trading session unless otherwise noted.

This information is being furnished to you for informational purposes only, and on the condition that it
will not form a primary basis for any investment decision. Investors must make their own determination
of the appropriateness of an investment in any securities referred to herein based on the legal, tax, and
accounting considerations applicable to such investors and their investing strategy. By virtue of this
publication, neither the author nor any owners, employees, or affiliated personnel shall be responsible for
any investment decisions based upon any of the information included herein.



