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CURRENT ECONOMIC OUTLOOK FOR TIMELY FINANCIAL PLANNING

Historic Fed Rate Hikes and Decades-High Inflation Weigh on Stocks
and Bonds

Easing inflation pressures and a resolution of the fiscal turmoil in the United Kingdom fueled a
strong rally in stocks and bonds early in the fourth quarter, but hawkish Fed guidance,
disappointing economic data, and rising global bond yields weighed on markets in December
and the S&P 500 finished the fourth quarter with only modest gains that capped the worst year
for the index since 2008.

The end of the third quarter was volatile as global bond yields spiked in response to the
spending and tax cut package proposed by former U.K. Prime Minister Liz Truss, and that
volatility continued as the fourth quarter began with the S&P 500 hitting a new low for the year
on October 13th. However, that market turmoil ultimately resulted in political change in the U.K.
as PM Truss resigned on October 20th and was replaced by former Chancellor of the Exchequer
Rishi Sunak, who immediately took steps to disavow Truss’ plan and restore market confidence
in U.K. finances. In part due to a very short-term oversold condition and following a no-worse-
than-feared third-quarter earnings season, stocks and bonds staged large rallies in mid and late
October and the S&P 500 finished the month with a substantial gain, rising 8.1%.

The positive momentum for stocks and bonds continued in early November thanks to a growing
number of price indicators that implied inflation pressures had finally peaked. The October CPI
report (released November 10th) showed the first solid decline in consumer price data for the
year and that was echoed by price indices contained in national and regional manufacturing



reports, as well as other official inflation statistics. Both stocks and bonds enjoyed solid gains in
response to the data because while inflation remained far too high on an absolute level, markets
hoped these declines would result in the Federal Reserve not raising interest rates as high as
previously feared. Those hopes were boosted after the Thanksgiving holiday when Fed Chair
Powell stated that interest rates would only need to rise “somewhat” higher than previous
projections. Investors took that “somewhat” remark as a sign that previous estimates for rate
hikes were too aggressive and that extended the rally into early December. The S&P 500 ended
November at multi-month highs with another solid monthly gain of 5.6%.

However, investor optimism faded in December as global central banks signaled that they were
still committed to aggressively hiking rates, economic data showed clear signs of slowing
growth, and several negative earnings announcements raised concerns of an earnings recession
in 2023. First, at the December meeting, the Fed revealed that they expected rate hikes to take
the fed funds rate above 5% (from the current 4.375%), which was higher than market
expectations. Then, economic data released in mid-December, including regional manufacturing
indices and the November retail sales report, showed economic activity was slowing. Finally,
both the European Central Bank and the Bank of Japan surprised markets with hawkish policy
decisions, providing yet another reminder to investors that rates will continue to rise in 2023
despite clearly slowing global economic growth and the increasing threat of recession. Stocks
dropped from mid-December on, and the S&P 500 ended the month of December with a loss of
5.90%.

In sum, 2022 was the most difficult year for investors from a return and volatility standpoint
since the Global Financial Crisis. Multi-decade highs in inflation combined with historically
aggressive Fed rate hikes and growing concerns about economic and earnings recessions to
pressure both stocks and bonds. The S&P 500 posted its worst performance since 2008 while
major benchmarks for both stocks and bonds declined together for the first time since the
1960s, punctuating just how disappointing the year was for investors.

Q1 and 2023 Market Outlook

Markets ended 2022 on a decidedly negative note and the December losses helped to ensure
that 2022 was the worst year for stocks since 2008 and the worst year for bonds in multiple
decades, as both asset classes posted annual declines for the first time since the 1960s.

The losses in stocks and bonds were driven by decades-high inflation, a historic Fed rate hike
campaign and geopolitical unrest. But while those factors were clear negatives for asset prices in
2022, it’s important to note that as we enter 2023, the market is approaching a potentially
important transition period that could see each of these headwinds ease in the months ahead.

First, inflation has shown definitive signs of peaking and declining. The Consumer Price Index has
fallen from a high of 9.1% in June to 7.1% in November, while other metrics of inflation have
registered similar declines. Now, to be clear, inflation remains much too high in an absolute
sense, but if price pressures ease faster than expected, that will present a positive surprise for
markets in the first several months of 2023.



Second, after a historically aggressive rate hiking campaign in 2022, the current Fed hiking cycle
is likely nearly complete. In December, the Federal Reserve signaled that it expected the peak
interest rate to be just 75 basis points higher than the current rate. That level could easily be
reached within the first few months of 2023 and the Fed ending its rate hike campaign will
remove a significant headwind from asset prices.

Finally, while both economic growth and corporate earnings are expected to decline in 2023,
those negative expectations have been at least partially priced into stocks and bonds at current
levels. As such, if the economy or corporate America proves to be more resilient than forecasts,
it could provide a positive spark for asset markets in early 2023.

As we start the new year, we should expect financial media commentary to be focused on the
2022 losses and current market risks, including earnings concerns and recession fears. But the
market is a forward-looking instrument, and while there are undoubtedly economic and
corporate challenges ahead in 2023, some of those best-known risks are partially priced into
markets already, and the truth is that there are potential positive catalysts lurking as we start a
new year.

More broadly, market history is clear: Declines of the magnitude we saw in 2022 are usually
followed by strong recoveries, not further weakness. The S&P 500 hasn’t registered two
consecutive negative years since 2002, while bonds, represented by the Bloomberg U.S.
Aggregate Bond Index, have never experienced two negative consecutive years. And that reality
underscores an important point, that market declines such as we witnessed in 2022 have
ultimately yielded substantial long-term opportunities in both stocks and bonds.

The stagflation of the 1970s and sky-high interest rates of the early 1980s eventually gave way
to the strong economic growth and market rally of the 1980s. The dot-com bubble burst of the
early 2000s was followed by substantial market gains into the mid-2000s. The financial crisis,
which remains the most dire economic situation we’ve experienced in modern market history,
was followed by strong rallies in the years that followed, and not even the worst global
pandemic in over 100 years could result in sustainably lower asset prices.

As such, while we are prepared for continued volatility and are focused on managing both risks
and return potential, we understand that a well-planned, long-term-focused, and diversified
financial plan can withstand virtually any market surprise and related bout of volatility, including
multi-decade highs in inflation, historic Fed rate hikes, geopolitical unrest, and rising recession
risks.

At Alden Capital Management, we understand the risks facing both the markets and the
economy, and we are committed to helping you effectively navigate this challenging investment
environment. Successful investing is a marathon, not a sprint, and even intense volatility is
unlikely to alter a diversified approach set up to meet your long-term investment goals.

Therefore, it’s critical for you to stay invested, remain patient, and stick to the plan, as we've
worked with you to establish a unique, personal allocation target based on your financial
position, risk tolerance, and investment timeline.



We remain vigilant towards risks to portfolios and the economy, and we thank you for your
ongoing confidence and trust. Please rest assured that our entire team will remain dedicated to
helping you successfully navigate this market environment.

Please do not hesitate to contact us with any questions, comments, or to schedule a portfolio
review.

RAYMOND JAMES®
ALDEN CAPITAL MANAGEMENT LLC
An Independent Registered Investment Adviser
310-120th Avenue N.E. // Suite 200 // Bellevue, WA 98005 // 425-451-8508
AldenCapital@RaymondJames.com
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To opt out of receiving future emails from us, please reply to this email with the word “Unsubscribe” in the subject line.
The information contained within this commercial email has been obtained from sources considered reliable, but we do not
guarantee the foregoing material is accurate or complete.

© 2023 Raymond James Financial Services, Inc., member FINRA / SIPC. Securities offered through Raymond James Financial
Services, Inc., member FINRA / SIPC. Investment advisory services offered through Raymond James Financial Services
Advisors, Inc. Alden Capital Management LLC is not a registered broker dealer and is independent of Raymond James Financial
Services.

Raymond James Financial Services does not accept orders and/or instructions regarding your account by email, voice mail, fax or
any alternate method. Transactional details do not supersede normal trade confirmations or statements. Email sent through the
internet is not secure or confidential. Raymond James Financial Services reserves the right to monitor all email. Any information
provided in this email has been prepared from sources believed to be reliable, but is not guaranteed by Raymond James Financial
Services and is not a complete summary or statement of all available data necessary for making an investment decision. Any
information provided is for informational purposes only and does not constitute a recommendation. Raymond James Financial
Services and its employees may own options, rights or warrants to purchase any of the securities mentioned in this email. This
email is intended only for the person or entity to which it is addressed and may contain confidential and/or privileged material. Any
review, retransmission, dissemination or other use of, or taking of any action in reliance upon, this information by persons or
entities other than the intended recipient is prohibited. If you received this message in error, please contact the sender
immediately and delete the material from your computer.

Material Created by Sevens, an independent third party not affiliated with Raymond James. The foregoing information has been
obtained from sources considered to be reliable, but we do not guarantee that it is accurate or complete, it is not a statement of all
available data necessary for making an investment decision, and it does not constitute a recommendation. Any opinions are those
of Sevens and not necessarily those of Raymond James. Keep in mind that there is no assurance that any strategy will ultimately
be successful or profitable nor protect against a loss. Investing involves risk and investors may incur a profit or a loss. There is no
guarantee that these statements, opinions or forecasts provided herein will prove to be correct The S&P 500 is an unmanaged
index of 500 widely held stocks that is generally considered representative of the U.S. stock market. Past Performance does not
guarantee future results. Sector investments are companies engaged in business related to a specific sector. They are subject to
fierce competition and their products and services may be subject to rapid obsolescence. There are additional risks associated
with investing in an individual sector, including limited diversification.
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