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2023 Recap 

Heading into 2023, for the first time since its inception in 1999, the Bloomberg survey 
of strategists had a negative median target S&P 500 return. The index defied the 
strategists and rallied +24.2% on the year! What led these professionals to be so 
wrong in 2023?  

      

2023 Headwinds  

First, there were headwinds from the US Banking crisis, rising interest rates from 
Central Banks to combat inflation, US debt ceiling and government shutdown fears, 
and geopolitical risks from conflicts in Russia, China, and Israel. In early March, we 
had the collapse of Silicon Valley Bank. The Federal Reserve successfully preserved 
confidence in the banking system by guaranteeing all deposits and minimizing 
contagion from the event. The Federal Reserve raised interest rates an additional 100 
basis points in 2023 to an upper limit of 5.50%. This was two more hikes than 
previous estimates. There were also no rate cuts in 2023 even though the market 
quickly priced in 3 cuts before year end as soon as the Fed paused hikes in July. 
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Russia continues its war on Ukraine even with mounting losses and costs. A 
resolution does not seem to be close. China maintains that they want a peaceful 
“reunification” with Taiwan but will use force if compelled. The Taiwan election in 
early January is a test of the influence that China has. When Hamas fired rockets at 
Jerusalem in early October, they sparked fighting that has grown in the region and 
has global consequences. 

2023 Tailwinds  

Even with all these headwinds pushing against the economy we saw estimated 
growth of 2.6% US GDP and global GDP growth of 2.9%. This performance is 
attributed to broad improvement in inflation data, Central Bank posturing, and labor 
market resilience. 

 

 

The downward movement of the inflation numbers allowed the Federal Reserve to 
pause interest rate hikes in July, and even come out in December and forecast 3 rate 
cuts for the year 2024. Consumer spending remained high throughout the year due 
to low unemployment rates and excess savings remaining from Covid. 
Unemployment actually reached 50-year lows in April.  
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2023 Performance 

The below chart highlights a few of the major equity and fixed income indexes 
returns for 2023.  

   

In 2023, we saw a reversal of many of the 2022 trends. Some of the biggest losers 
last year were this year’s biggest winners. Large cap and tech stocks led the way. 
Small caps and Emerging Markets, which are both more interest rate sensitive, 
lagged the other sections of the stock market. The US also outperformed 
international stocks. The Nasdaq and S&P were flirting with all time highs while the 
Russell 2000 still lagged the 2021 highs. Below are a couple of charts showing the 
contribution of megacaps in the S&P 500. 
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Despite high volatility in the bond market the different segments of the market all 
posted positive gains for the year. The instruments benefited from higher starting 
coupon levels, and late comments from the Federal Reserve lowering future interest 
rate expectations. Intermediate duration paid off the most. 
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2024 Outlook 

Modest gains are expected for the S&P 500 in 2024. Diversification will benefit 
portfolios as higher rates will help Fixed Income and Alternatives. We still expect a 
“soft landing”, but not without some turbulence on approach. 

 

2024 Headwinds 

One of the reasons why modest gains are expected is that the stock and bond 
markets both rallied so strongly into the end of the year. On the stock side the 
Russell 2000, Dow Jones, and Emerging Markets were all negative for the year 
before rallying 12%-24% in the last two months. Investment grade corporates, 20+ 
Treasuries, and AGG were all negative before rallying 9%-20% in the last two months. 
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Besides having performance advanced in reaction to a more dovish stance by the 
Federal Reserve, the market is also pricing in 5-6 rate cuts for the year while the Fed 
has stated they only expect three. If the Fed is correct the market will need to pull 
back to align with the actual interest rate movements. Another headwind for 2024 is 
running out of household excess savings from Covid. With savings spent the 
contraction of the M2 money supply from the Fed will be felt in the market. The 
money supply will be the hardest part for the Federal Reserve to get right for a “soft 
landing”. 

 

The greatest unknown is geopolitical risks. Important elections take place this year in 
the US, Mexico, Russia, India, and Taiwan. The elected officials will have delicate 
international relations to maneuver. Already, the conflict in the Middle East is 
rerouting oil around Africa instead of the Suez Canal and is at risk of further 
escalation.  
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2024 Tailwinds 

All that being said, the future is bright. The labor market and income growth have 
proven to be more resilient than thought. Lower interest rates will help the housing 
market. The private sector is driving new sectors like credit to be profitable. 
Government spending is expected to go down and revenue up. 

2024 IDEAS 

At Rovin, we are looking at all aspects of your portfolios on a pre- and post-tax basis. 
There are opportunities available in each asset class. Below is a nice table from PGIM 
Investments that shows many of these opportunities. We have already implemented 
or continue to monitor the appropriate time to implement these for you.  

 

Your financial peace of mind is our highest priority. Please reach out to your advisor 
if you have any questions and would like to discuss more. 

 

Your Portfolio Management Team, 

 

Chris Heyman and Dave Dietz 


