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SUMMARY: The Fed finally slowed the pace of interest rate hikes from 0.75% to 0.5% in December, but this was not
enough to cheer the market, as inflation is nowhere close to the Fed’s target level of 2%, and the central bank has signaled
continued hikes in 2023. Labor markets remain tight. Real GDP remained roughly unchanged over the first three quarters
and estimates for growth in 2023 stand at 0.5%. Coupled with an inverted yield curve, fears of an impending recession are
real. The war in Ukraine, resurgence of COVID-19 cases in China, and monetary tightening by major central banks all add
to concerns. Equity and bond investors suffered a lot of pain during the year. Although the S&P 500 rose 7.6% in the
quarter, it was still a down 18.1% for the year. The U.S. dollar depreciated against major currencies and international
markets outpaced the U.S. markets for the quarter. Commodities rose marginally in the fourth quarter and were among
the best-performing asset classes for the year.

STOCK MARKET

The S&P 500 rose 7.6% in the fourth quarter. Energy and
Industrials outperformed while Consumer Discretionary
stocks corrected during the quarter. The S&P 500 rose over
14% in October and November but fell 5.8% in December.
There was no ‘Santa Claus Rally’ to uplift investors’ spirits.
On December 14, the Fed raised interest rates by 0.5%,
signaled further increases in 2023, and stated that it may
not begin cutting rates until 2024. All major U.S. indices fell
on the news. Still, most indices were positive for the
quarter, except the Nasdaq Composite, which fell 0.8%. For
the full year, the S&P 500 lost 18.1%. That was the biggest
annual drop in the index since 2008, during the period of
the Great Recession.

Large-Cap Value stocks outperformed all other equity asset
classes during the quarter. In contrast, Large-Cap Growth

stocks underperformed all other stocks. That’s not surprising,
as rising interest rates create significant headwinds for
Growth stocks, which are generally long duration investments
and hence have elevated sensitivity to changes in interest
rates. Compared to Small Cap stocks in the US stock market,
Mid-Caps performed well, surpassing the S&P 600 Small Caps
Index by 160 bps for the quarter. For the year, Large Caps
underperformed Mid Cap and Small Cap stocks.

International equity markets, as represented by the MSCI
Developed World ex-US Index as well as the MSCI
Emerging Markets Index, outpaced the U.S. market. The
European market, as per the MSCI Europe ex-UK Index,
outperformed other markets during the quarter, rising
20.1% in U.S. dollar terms. MSCI Japan and MSCI UK rose
13.2% and 17%, respectively, during the quarter. The MSCI
China Index finished the quarter 13.5% higher on the news
of relaxing the zero-COVID policy in the country.
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BOND MARKET

Since recognizing the urgent need for policy tightening,
the US Federal Reserve has raised interest rates at the
fastest pace and greatest extent in more than three
decades. The Fed increased interest rates by 50 basis
points in December after four consecutive increases of 75
bps each, pushing most yields on Treasury curve higher
during the quarter. However, yields in the 3-year to 10-
year portion of the curve were more or less unchanged for
the quarter, while both short (2-years and under) and long
(over 10-years) moved higher. The Fed raised interest rate
by 125 bps over the quarter, taking it to a current target
range of 4.25% to 4.5%. Since late October, the 3-month
Treasury rate has been higher than the 10-year Treasury
yield. As the year came to a close, the gap between the two
continued to widen. The 10-year-3-month Treasury yield
spread was negative at -0.54% on December 30. An
inverted yield curve is considered a reliable leading
indicator of a future recession. The 10-year yield was also
lower than the 2-year yield at the end of 2022.

The 3-month Treasury yield rose 1.1% during the quarter,
ending at 4.35%. It had not reached such high levels since
2008. The 10-year Treasurys rose to 3.87%, up from 3.83%
at the end of the third quarter. The highest yields within
the range of Treasury maturities are offered by 2-year and
5-year notes, yielding 4.43% and 4.00%, respectively, as of
December 31. The Bloomberg U.S. Aggregate, a broad
index of investment-grade, taxable, dollar-denominated
bonds, rose 1.9% in the quarter. The index was down
13.01% for the year.

Notably, in the Fed Funds futures market, participants
have priced significant future increases in the Funds rate
for the first half of 2023, reaching a high of about 5% by

June 2023. From there, the market expects it to fall slowly
to just below 4% by June 2024. Whether the Fed changes
the rates in-line with market expectations remains to be
seen. Yet, even after significant increases, the Fed Funds
rate remains lower than inflation, implying negative real
returns. In the Fed’s Summary of Economic Projections, or
SEP, the median projection for the suitable level of the
federal funds rate is 5.1% at the end of 2023, 50 bps higher
than projected in September. The median projection for
the rate is 4.1% at the end of 2024, and 3.1% at the end of
2025. High-Yield bonds lost -11.2% in 2022, while non-U.S.
Dollar bonds lost -18.7% in U.S. dollar terms, in part from
appreciation in the dollar.

ALTERNATIVES

After falling for two consecutive quarters, commodities
rose marginally in the fourth quarter of 2022. For the
year, commodities were among the best performing asset
classes, rising nearly 14%. In the fourth quarter, copper
prices rose 11.7%. WTI (West Texas Intermediate) crude oil
prices ended the year at $80.26 per barrel. That was 6.7%
higher than the price at the end of 2021. During the
quarter, the oil price rose 1%. In contrast, natural gas prices
fell 33.9% during the quarter. Real Estate Investment Trusts
fell 24.5% in 2022, making it one of the worst-performing
asset classes.

ECONOMY

A recent Bloomberg survey of economists places a 70%
chance for the U.S. economy to slip into recession in
2023. U.S. economic activity likely slowed during the
quarter, as suggested by the S&P Global U.S. Composite
PMI Index, which fell to a 4-month low of 44.6 in December.
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U.S. 7.0% 1.9% -19.8% -13.0%
Canada 7.4% 1.3% -12.9% -16.0%
Mexico 12.5% 8.7% -2.0% -15.9%
Japan 13.2% 7.6% -16.6% -17.5%
Pacific ex Japan 15.7% 4.5% -5.9% -7.7%
     Australia 15.7% 5.7% -5.3% -17.0%
     China 13.5% 2.2% -21.9% -5.2%
     Hong Kong 18.2% 0.7% -4.7% -7.1%
Europe 19.3% 7.6% -15.1% -22.3%
     France 22.2% 9.8% -13.3% -15.6%
     Germany 24.6% 5.7% -22.3% -22.9%
     Italy 26.4% 12.4% -14.4% -14.6%
     Netherlands 21.0% 5.9% -27.7% -25.3%
     Spain 22.9% 7.5% -7.3% -21.3%
     Switzerland 10.4% 5.5% -18.3% -13.8%
     U.K. 17.0% 10.8% -4.8% -31.8%
World 9.8% 4.5% -18.1% -16.2%
World ex U.S. 16.2% 6.8% -14.3% -18.7%

Sources: MSCI Stock & Bloomberg Barclays Bond Indexes as of 12/31/2022
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Higher borrowing costs, housing and financial sector
weakness, and inflationary pressures all weighed on
customer spending resulting in a decline in new orders
during the quarter. Contraction in consumer spending
affected the manufacturing and service business activity
severely. This led the S&P Global U.S. Manufacturing PMI
to fall to a 31-month low of 46.2, while the S&P Global
U.S. Service PMI fell from 47.8 to 44.4 during the
quarter.

Real GDP stayed nearly unchanged through the first
three quarters of 2022, and the FOMC's median
prediction for real annualized GDP growth this year and
next is 0.5%, significantly below the median estimate for
the longer-run growth rate. Despite slower economic
growth, the labor market remained tight with the
unemployment rate at a 50-year low, high job vacancies,
and a high wage growth. Job gains were vigorous, with
employment increasing by an average of 272,000 jobs
per month during the quarter while the participation
rate remained low. The U.S. labor market still suffers
from a structural labor storage. The Fed’s SEP forecasts
the unemployment rate to rise to 4.6 % by the end of
2023.

The US dollar depreciated against all major currencies
during the quarter although that was not enough to
offset the appreciation in dollar for the year.

The Personal Consumption Expenditures price index
and core PCE prices rose 6% and 5%, respectively,
during the 12-month period ending in October. Changes
in the Consumer Price Index and Core CPI were 7.1% and
6%, respectively, during the 12-month period ending in
November. Although price pressures persist across a

wide variety of products and services, the inflation data
for October and November showed a reduction in the
monthly pace of price increases. Goods inflation came
down due to an ease of blockages in the supply chain,
but inflation of services remained elevated. Russia's
conflict with Ukraine has raised oil and food costs,
putting increasing pressure on inflation. The SEP
forecasts overall PCE inflation at 5.6% this year, 3.1%
next year, 2.5% in 2024, and 2.1% in 2025.

New housing starts approved by building permits
reached a seasonally adjusted annual pace of 1,342,000
in November, 22.4% below the rate of 1,729,000 for the
month in 2021 and 11.2% below the revised October
rate of 1,512,000. Additionally, the number of new
privately owned housing starts fell by 0.5% from the
original forecast of 1,434,000 and by 16.4% from the
pace of 1,706,000 in November 2021. The U.S. trade
deficit narrowed by the most in nearly 14 years in
November as imports fell due to slowing domestic
demand amid higher borrowing costs. The trade deficit
decreased 21% to $61.5 billion – the largest percentage
fall since 2009. At the same time, a stronger dollar and
depressed international demand is hurting U.S. exports.
The 30-year mortgage rate fell approximately 0.70%
since peaking in November but at about 6.7% is at its
highest level since late 2000. This year's rise in mortgage
rates puts an end to a pandemic-driven housing bubble
that drove up prices and forced many purchasers out of
the market. Existing-home sales decreased for the tenth
consecutive month in November. Additionally, the S&P
CoreLogic Case-Shiller National Home Price Index, which
measures average home prices in major metropolitan
areas across the nation, slipped by 0.53% during the
quarter.
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INVESTMENT OUTLOOK

Resurgence of COVID-19 cases in China, the Russia-
Ukraine war, supply chain challenges, and tightening
monetary policies by central banks across several
countries continue to cause headwinds for economies
and markets. After years of globalization, several
countries are looking to reduce dependencies on other
nations for key raw materials and energy, especially
due to escalating global tensions. Coupled with ESG
(environment, social, and governance) considerations
that place significant obstacles for companies that
produce raw materials and fossil fuels, such a scenario
is hurting economic growth. Years of underinvestment,
the Russia-Ukraine war, and OPEC production cuts
have resulted in demand-supply imbalance in the
energy markets. Inflation is still nowhere close to
where the Fed wants it to be. Fed Chairman Jerome
Powell has clearly indicated that taming inflation is the
bank’s top priority. Short-term interest rates are
expected to continue climbing in 2023, and the Fed is
on track to raise rates beyond 5%, as per the SEP. All
these factors continue to weigh on the economy.
Whether a recession will come, and how deep it might
be, are prominent concerns. However, the FOMC

expects a real GDP growth of just 0.5% in 2023, and
the possibility of a shallow recession later in 2023
cannot be ruled out. Investors already expect a fall in
corporate earnings, impacting revenues and business
investments.

On the positive side, the inflation data for October
and November showed a continuation in the
reduction of monthly price increases. Further declines
in inflation are likely to be logged in future months as
base effects (year over year comparisons) are worked
through. This should allow the Fed to continue raising
rates at a more moderate pace and eventually level
off, which could then give the markets a reason to
rebound. Also, historically, in many cases, whenever
the S&P 500 Index fell as much as it did in 2022, there
was a rebound in the next year. Will this happen in
2023? No one can answer that with certainty.
However, stock valuations have become relatively
more compelling. As the markets are fearful, it is likely
a good time to be opportunistic. With potential for
recession is 2023, we believe now it is even more
important to invest in a diversified portfolio of quality
securities to dampen volatility and to generate
consistent returns over the long-term.

Change Copyright date Source: Bloomberg Index Services Limited. “Bloomberg®”, “Bloomberg Commodity Index” and the Bloomberg Bond Indices are service marks of Bloomberg Finance L.P. and its affiliates, including Bloomberg Index Services
Limited (“BISL”), the administrator of the index (collectively, “Bloomberg”) and have been licensed for use for certain purposes by Wright Investors’ Service, Inc. Bloomberg is not affiliated with Wright Investors’ Service, Inc.
and Bloomberg does not approve, endorse, review, or recommend Wright Products. Bloomberg does not guarantee the timeliness, accurateness, or completeness of any data or information relating to Wright Products.

2021 Q1 6.3% 3.2% -3.8% 0.0% 1.7%
Q2 7.0% 6.0% 25.4% 0.0% 1.5%
Q3 2.7% 4.8% 39.5% 0.0% 1.5%
Q4 7.0% 4.8% 53.4% 0.0% 1.5%

2022 Q1 -1.6% 5.6% 40.7% 0.5% 2.3%
Q2 -0.6% 4.7% 24.4% 1.6% 3.0%
Q3 3.2% 4.7% 16.0% 3.2% 3.8%
Q4 e 1.1% 4.7% 9.0% 4.3% 3.9%

2023 Q1 e 0.1% 4.2% 7.1% 4.9% 3.9%
Q2 e -0.6% 3.8% 3.7% 4.9% 3.8%
Q3 e 0.0% 3.4% 4.2% 4.8% 3.7%
Q4 e 0.9% 3.0% 6.9% 4.4% 3.5%

2024 Q1 e 1.5% 2.7% 7.3% 4.0% 3.4%
Q2 e 1.8% 2.4% 9.6% 3.7% 3.4%
Q3 e N/A N/A 9.9% 3.5% 3.3%
Q4 e N/A N/A 8.7% 3.3% 3.3%

e: Bloomberg Consensus Estimates; *: Annual Rates; #: Year-Over-Year Change in S&P500 EPS

Sources: Bloomberg LP, Wright Investors' Service, Inc.
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