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New Expectations 
Seasoned investors wisely learn from the challenges presented by markets over time and look to 
participate in the good fortune that accompanies participation in recovery. Clever labels such as Black 
Monday (1987), the dot-com crash (2000-2002), and the infamous Great Financial Crisis (2008-2009) 
bookmark these difficult moments in time for investors.  

Years from now, it’s possible that 2022 will be remembered by investors as the Great Re-Evaluation. 
Over the course of last year, U.S. stock and bond market risk premiums were suddenly revalued due to a 
meteoric rise in overnight rates causing the worst combined returns on record. Simultaneously, we saw a 
rotation in market leadership. Portfolio performance since the financial crisis had largely been dominated 
by U.S. large cap growth investments. In 2022, leadership changed and instead came from energy, value-
oriented equities, and investments outside of the U.S, which have lagged technology and growth-style 
strategies over the previous decade.  

The U.S Federal Reserve and central banks globally embarked on an aggressive path of rate hikes to 
combat unexpectedly high and persistent inflation, triggering the reset in asset prices. Global stock and 
bond markets posted double-digit losses for the year, with U.S. bonds posting record-breaking calendar 
year losses and several U.S. stock indices falling the most since 2008. Commodities were a lone bright 
spot, buoyed by soaring energy prices in the first half of the year and metals in the second half.

The fourth quarter of 2022 provided a welcome rebound across many markets, spurred by signs that 
inflation was abating. The MSCI ACWI global equity index rose nearly 10% for the quarter, with gains 
broad-based across countries. Global bond markets were mixed; the Bloomberg Global Aggregate Bond 
Index gained 4.6% (unhedged), largely due to U.S. dollar depreciation, with the hedged version up only 
1.0%. The U.S. dollar lost some of its vigor in Q4, retreating from its 20-year high and bolstering returns 
for unhedged investments overseas; the greenback fell 8% vs. a basket of developed market currencies 
over the last quarter. 

As we enter 2023, uncertainty remains centered on the degree to which the Fed can navigate a “soft 
landing” while combatting inflation. Outside of the U.S., both the Ukraine-Russia war that shows no signs 
of ending and China’s path forward as it moves away from its “zero-COVID” policies pose challenges. 

We believe, however, that there are a few cloud breaks and reasons for optimism that we choose to 
highlight to start the new year. Primarily, we have witnessed a great reset in valuations in global markets 
and have developed new expectations accordingly. The labor market remains resilient despite aggressive 
rate hikes and China’s reopening, albeit rocky, may lead to an economic rebound contributing to global 
growth in the year ahead. 

Our 2023 economic and earnings outlook that follows delves into greater detail on the key forces that 
we believe will shape markets and expectations. In times of volatility, there is a tendency for investors to 
shorten time horizons, and in doing so, potentially lose sight of developing opportunities. Yet, as long-
term investors, we see room to invest capital across asset classes at valuations not found in  
several years. 

On behalf of the entire team at Callan Family Office, we want to thank you for the trust you have placed 
in us to help navigate your portfolio through these turbulent times.     
  
D O U G L A S  W.  E VA N S ,  C FA ,  C I M A  
PA R T N E R ,  C H I E F  I N V E S T M E N T  O F F I C E R
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Economic Outlook
 

T O D D  R A B O L D ,  C FA ,  T O M  R AY M O N D ,  C FA ,  A N D  J O E  R O R K E ,  C FA

The final headline Consumer Price Index (CPI) reading for 2022 
was +7.1% year-over-year in November, down from its June 
peak of 9.1%; the Personal Consumption Expenditures (PCE) 
Index rose 5.5% (Core PCE: +4.7%). These year-over-year (YOY) 
figures remain well above the Federal Reserve’s long-run 
inflation rate objective of 2%, but most components of the 
CPI inflation measure registered smaller gains or even price 
declines in the most recent reading. Energy and consumer 
goods (especially used car prices) fell in November, while food 
prices (at and away from home) and shelter costs continued 
to rise. The average price of unleaded gas declined from a 
June high of $5.00/gallon to about $3.20/gallon at year-end, 
according to AAA. The delayed impact of higher interest rates, 
a moderation in supply chain-related price increases, and 
falling home prices suggest that inflation has likely peaked. 

Despite signs of cooling inflation, at its December meeting, the 
Federal Reserve raised its target range for the Fed Funds rate 
by 50 bps to 4.25% - 4.50%, the highest since 2007. The 2022 
cumulative interest rate hike from the Fed totaled 4.25%, as 
the central bank fought to prevent inflation from becoming 
entrenched within the economy. The median Fed Funds rate 
projection from the Fed for year-end 2023 is now 5.1%, up 50 
bps from the September projections. 

Meanwhile, the Fed is also shrinking its balance sheet to 
further tighten monetary conditions. The Fed’s treasure trove 
of nearly $8 trillion in government and mortgage-backed 
bonds has begun to decline; the Fed has committed to letting 
$90 billion of these securities mature each month, as they 

seek to further cool demand and to slow the rise of prices for 
consumer goods and services. 

Notably, markets and the Fed both now expect inflation to 
fall over longer periods; the “longer-run” median projection 
from the Fed for the Core PCE Index is 2.0% and the five-year 
breakeven inflation rate (the difference between nominal and 
real five-year Treasury yields) was 2.3% as of year-end.

Throughout its tightening program, the Fed has 
communicated its willingness to allow the economy to slow 
and unemployment to rise. Real GDP in 3Q22 was +3.2% 
(annualized), up from the -0.6% rate in 2Q. However, the 
Conference Board forecast calls for 0% real growth in 2023, 
recovering to 1.7% in 2024. Similarly, the median expectation 
for 2023 unemployment has risen to 4.6% from its present 
historically low levels, while the projection for real GDP growth 
fell sharply to 0.5% from 1.2%. A mid-December Bloomberg 
survey of 38 economists revealed that 70% think that there 
will be a recession next year with growth averaging only 0.3% 
for the year. 

Two of the more reliable predictive economic indicators are 
flashing a recessionary signal
• Inverted yield curve, which was not the case this time last 

year. (See chart below)
• The Conference Board Leading Economic Index® (LEI): 

December’s reading showed a consecutive 9-month 
decline with a -3.6% 6-month rate of change has crossed 
a recession warning threshold
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But a contraction has yet to commence and we believe 
that there is still strength to be found among labor and 
consumer markets. The labor market remained strong 
despite well-publicized layoffs across the technology industry. 
Unemployment held steady at 3.7% and payroll growth, 
while moderating in 4Q, remained robust. Just over 260,000 
jobs (non-farm payrolls) were added in November, above 
expectations, and while down from higher figures earlier 
in the year it is well above the pre-pandemic average of 
150,000–200,000. Further, the ratio of job openings to job 
seekers remained elevated. The Job Openings and Labor 
Turnover Survey (JOLTS) for November showed that open 
positions outnumbered available workers by a ratio of 1.7 to 
1, down only slightly from October, and higher than expected. 
Average hourly earnings for nonfarm payrolls were up 5.1% in 
November YOY.

We believe that this strong employment backdrop will support 
consumer spending in 2023, but a weaker housing market 
is a key risk. Rising mortgage rates impacted home sales 
in 2022, although rents continue to rise. Data from Freddie 
Mac show that 30-year mortgage rates dipped slightly from 
7.1% in November to 6.4% at year-end, but they are markedly 
higher than one year ago (3.1%). According to the National 
Association of Realtors, existing home sales dropped nearly 
8% in November (35% YOY), with all regions reporting both 
monthly and yearly declines. Affordability remains low, due 
both to relatively high home prices and higher mortgage rates. 
The median house price, which hit a record high of $413,800 
in June, fell to $370,700 in November but remained above the 
$358,200 price tag one year ago.

Against a backdrop of weaker housing prices, consumer 
financial data is showing some signs of weakness:   
• Household net worth has fallen due to housing, stock, and 

bond market declines.1

• Consumer debt levels (as a percentage of disposable 
income) have moved higher and back to  
pre-pandemic levels.2

• Personal savings rates are at the lowest levels  
since 2005.3 

Any further weakness in the labor and housing markets may 
reduce the upward pressure on wages and should provide the 
Fed with flexibility to soften its hawkish posture. 

The battle to bring inflation down, and its negative impact on 
economic growth, is not limited to the United States. Shortly 
after the Federal Reserve’s 50 bp rate hike in mid-December, 
the European Central Bank (ECB), the Bank of England, and the 
Swiss National Bank followed suit with 50 bp rate increases of 
their own. As in the U.S., policymakers recognize that slower 
economic growth will likely be an outcome; the ECB lowered 
its forecast for growth for 2023 to 0.5%. Economists in the U.K. 
expect the country to face one of the worst recessions among 
the G7 countries, and the IMF recently warned that half of the 
European Union may experience a recession next year. 

Japan surprised markets in December with an unexpected 
change to its monetary policy. The Bank of Japan (BOJ) raised 
the band for the 10-year bond yield to fluctuate 50 bps around 
0%, more than the previous 25 bps band. Following the 
announcement, the bond yield rose sharply, briefly touching 
0.46%, and the yen strengthened 3% vs. the U.S. dollar. While 
not specifically a tightening move, it was unexpected and 
perceived by the markets to be a first step. Core (ex-food) 
inflation in November exceeded the Bank’s 2% policy target 
and hit a 40-year high of 3.7%. The yen lost almost 13% vs. the 
U.S. dollar in 2022 and contributed to inflation.

While many countries are facing the prospects of a recession 
in 2023, China could be poised for a recovery. The country 
opened its borders to foreigners on Jan. 8, 2023, after being 
closed for more than 1,000 days. Though China is currently 
facing a surge in COVID cases, the lifting of its zero-COVID 
policy has important economic ramifications for the rest of 
the world. While GDP growth was likely well below the official 
target (+5.5%) in 2022, this policy shift is expected to boost 
consumer spending and economic growth, which in turn 
should help global growth as demand for commodities, global 
goods, and services rises. 
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Market Outlook
 

S T E P H E N  T R E M P E ,  C FA ,  PAT R I C K  T H O M P S O N ,  C FA  A N D  M A R K  F R A Z I E R ,  C FA

Our outlook for Inflation, interest rates, and the economy 
matters because of their impact on corporate earnings, the 
lifeblood of stock market returns. 

The decline in equity markets in 2022 was largely a reset in 
valuations. Higher interest rates forced a recalibration in the 
price that investors are willing to pay for growth. Companies 
now operate in an environment with higher costs of capital; 
debt costs and wage expenses over the prior 12 months grew 
faster than any time in the last 40 years. 

These higher expenses are likely to pull down historically high 
profit margins and have weighed on risk premiums globally. 
Consider that the S&P 500 started 2022 with a forward P/E 
multiple of 21x and ended it at 17x as the “P” (price) in this 
popular valuation metric declined more than the “E” (earnings). 
Cynicism was abundant last year, and sentiment reached new 
lows near the end of the 3rd quarter. 

We believe that the key question for equity markets in 2023 
will be whether corporate earnings can match current 
consensus expectations. In 2022, the estimated annual 
earnings per share for the S&P 500 is $220, which represents 
an annual growth rate of 5.1% compared to 2021. Current 
consensus estimates for 2023 are for $230 per share, a 5% 
year over year expected growth rate4. If markets continued 
trading at current valuation levels of 17x earnings, that would 
translate to an S&P 500 price target of 3,910. 

Profit margins have most recently come under pressure, and 
current leading economic indicators are currently signaling 
slower growth ahead. For the consensus ’23 EPS forecast to 
materialize, we believe that the Fed will need to engineer a 
true soft landing, a scenario in which inflation is vanquished 
without an earnings recession or a material rise  
in unemployment. 

If, on the other hand, restrictive Fed policy triggers a recession 
and higher unemployment in 2023, earnings estimates will 
most likely be revised downward. Historically, earnings have 
declined 22% during recessions5. This gap between consensus 
estimates and historical precedent in a recession represents 
the downside risk for equity markets in the year ahead. 

Our attention in 2023 therefore centers on how much, and 
for how long, the impact of a sustained restrictive monetary 
policy will be on economic activity and earnings. 

As is the case when seeking opportunities in all bear markets, 
patience is required. Stock and bond markets have undergone 
significant corrections, and we believe that both represent 
much better forward-looking opportunities than we have 
seen in years. We see a greater role for investment-grade 
fixed income in client portfolios today than we have in over 
a decade. Further, recent U.S. Dollar strength has created 
a substantial, and a very compelling valuation discount for 
developed market stocks outside of the U.S. 

Said differently, we believe that there are attractive 
opportunities in global public markets today, while 2023 
also looks to be a favorable vintage year for new capital 
commitments. All else equal, with lower starting prices, we 
feel that investors should anticipate higher potential upside for 
their capital invested today, as compared to this same time 
last year. These market opportunities exist because of the 
tumultuous year now behind us. 
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We expect the focus on the Fed funds rate and short-term 
interest rates will subside in 2023, and we expect markets to 
shift their focus to the longer-term outlook for the economy 
and earnings. This longer-term view shapes our investing 
blueprint, and we believe the disruptions of 2022 have created 
several opportunities to invest. Here are some highlights of 
how we are seeking to capitalize on the current opportunities:

• Fixed Income - Higher interest rates create a more 
profitable environment for lenders. As previously 
mentioned, both public and private credit categories, 
suppressed for years, now offer higher yields. 

• Looking Abroad - We see dollar strength slowing, and for 
U.S. investors, non-U.S. asset classes will benefit from a 
sustained currency tailwind. 

• Self-Funded Businesses - Companies that have been 
reliant on external capital will struggle in an environment 
with more expensive financing. Our preference will be 
asset managers that also covet businesses that are self-
funded and cash flow rich. In public markets, this means 
focusing on quality businesses that generate free cash 
flow and can manage through a slower-growth economy. 

• Longer Time Horizons – Many investors remain 
disproportionately focused on the weeks and months 
ahead, not the opportunities that lie beyond that.  
This creates an opportunity for the long-term minded. 
Periods of disruption tend to be good vintage years 
for private capital commitments, and therefore we are 
currently placing capital with private capital managers 
who are taking advantage of valuations last seen 7-10 
years ago. 

A volatile market like today can elicit many questions, but 
your team at Callan Family Office will draw on its collective 
decades of experience to best answer them. Please call your 
relationship team to learn more about how our latest market 
insights are being incorporated in portfolios. 

For More Information  
Please visit us online at CallanFamilyOffice.com.

Callan Family Office (CFO) is the exclusive trademark licensee of Callan LLC. Callan LLC provides products and services to CFO. Clients of CFO are not clients of Callan LLC, and the parties are 
not affiliated. CALLAN, CFO and the other Callan trademarks and service marks are registered and/or unregistered trademarks of Callan LLC and may not be used without its permission. 
INVESTMENT ADVISORY SERVICES AND PRODUCTS PROVIDED TO CLIENTS OF CFO ARE PROVIDED SOLELY BY CFO AND NOT BY OR ON BEHALF OF CALLAN LLC. REPRESENTATIVES OF CFO 
ARE EMPLOYEES AND AGENTS OF CFO AND NOT EMPLOYEES OR AGENTS OF CALLAN LLC.

CFO is an SEC registered investment adviser. Registration as an investment adviser does not imply a certain level of skill or training. The publication of this content should not be construed by 
anyone as a solicitation or attempt to effect transactions in securities, or the rendering of personalized investment advice. A copy of CFO’s current written disclosure statement as set forth on 
Form ADV, discussing CFO’s business operations, services, and fees is available at www.adviserinfo.sec.gov.

Information contained herein has been contributed in joint effort by Callan, LLC and Callan Family Office.

1 St. Louis Federal Reserve Bank. Households; Net Worth, Level (Q3 2022)
2 St. Louis Federal Reserve Bank.  Consumer Debt Service Payments as a Percent of Disposable Personal Income (Q3 2022)
3 St. Louis Federal Reserve Bank. Personal Saving Rate (November 2022)
4 FactSet
5 Strategas, 9/24/2022
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