
 

Dear Friends, 

 

Please see our Monthly Market Update for March 2023 below.  

 

Although coincident data suggest the labor market and consumer remain strong, leading data suggest risk 

over the next year remains high. As a result, we continue to believe it is prudent to exercise caution and only 

favor increasing exposure to risk assets as our market bottoming indicators trigger. 

Positioning Summary ( + Trend ▲▼)  

We favor positioning for an environment of slowing growth and inflation with elevated 

recession risk. 

▪ Equities: Underweight ▲ 

We favor being underweight equities because we believe the risk of recession is high, and elevated 

valuations combined with extremely tight labor market conditions limit potential upside over the 

medium term. However, we are now ~14 months into this bear market, and 3 of our 11 market 

bottoming indicators have now triggered. This suggests the bottoming process may be underway 

even if more downside lies ahead, which favors marginal increase in exposure to stocks. 

▪ Fixed Income: Neutral ▲ 

We favor increasing fixed income exposure to neutral because we believe inflation has peaked, and 

that the Fed’s rate hiking cycle is nearing its end. We will favor shifting to overweight duration as our 

conviction in this view increases. The recent strength of coincident economic data suggests the Fed 

may have to raise rates multiple times in 2023, and if true, longer-duration treasury yields may retest 

their previous highs before reversing lower. 

▪ Commodities: Overweight ▲ 

We favor being overweight gold to hedge against slowing economic activity or an unanchoring of 

long-term inflation expectations, either of which would push real interest rates lower and gold price 

higher. We are less keen on broad commodities, which generally underperform when economic 

growth slows. 

▪ Cash: Overweight ▼ 

We have favored being overweight cash because of rising interest rates and elevated recession risk. 

Cash should help portfolios achieve lower levels of performance volatility while providing them with 

dry powder to reinvest opportunistically. Within cash, we favor holding short-term treasury bills. 



 

Performance Recap  

▪ Equities: The MSCI All Country World Index declined -2.9% in February and is up +4.1% year-to-date 

(YTD).  

▪ Fixed income: The US Aggregate Bond Index declined -2.6% in February and is up +0.4% YTD.  

▪ Commodities: The S&P Goldman Sachs Commodity Index declined by -3.8% in February and is down  

-3.9% YTD. Gold declined -5.2% and is up +0.6% YTD. 

▪ Cash: The US Treasury Bill index is currently yielding over 4.5% and has realized +0.7% of return YTD. 

Recent Developments 

▪ This past week’s personal consumption expenditures report showed that consumption rose +1.8% 

month-over-month in January, representing the largest increase since March 2021 (Figure 1) and a 

material acceleration relative to the trend that persisted during the previous six months (+0.3% on 

average). This report further highlights the divergence between coincident economic data (which is 

strong) and leading economic data (which is poor) that has persisted for several months. 

▪ Consensus real growth estimates have risen across most major countries, increasing the probability 

that a soft-landing may be achieved. However, we believe the likelihood of this outcome remains low 

(more on this below). 

▪ Stocks declined this past week despite the strong consumption report, which may be attributed to a 

variety of potential factors, which include the following: (1) equities were overbought and are simply 

taking a breather; (2) the strength of this report was anticipated in advance; or (3) market participants 

believe this means rates will be higher for longer, which will only exacerbate economic weakness 

when economic activity eventually stalls. 

Market Outlook 

▪ Three of the five indicators in our recession model have triggered (Figure 2), and it’s possible 

that a fourth will trigger in the coming weeks. Without getting ahead of ourselves, we observe that 

historically, when four of our recession indicators have triggered, it has often preceded a material 

decline in equity prices (Figure 3). Years 2020 and 1980 were exceptions, but we do not believe 

these are appropriate analogs for the current environment. This is because in 2020, stocks benefitted 

from an unprecedented flood of fiscal stimulus, and in 1980, stocks were aided by extremely low 

valuations—largely attributed to higher interest rates, which we acknowledge is a partially offsetting 

distinction—and high unemployment. In contrast, today, the appetite for stimulus is likely limited, 

unemployment is very low (3rd percentile), and valuations are elevated. All else equal, this suggests 

the risk-reward for equities over the medium term is poor (Figure 4). 

https://nam10.safelinks.protection.outlook.com/?url=https%3A%2F%2Fgmagwealth.com%2Fwp-content%2Fuploads%2F2023%2F02%2FConsensus-Growth-Forecasts-Rising.pdf&data=05%7C01%7Cfbalas%40gmagwealth.com%7Cffa2c7b8662247d3685408db199c0b28%7C5b403d95088740ae9f2e83acb48fdcba%7C0%7C0%7C638131931116759309%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C1000%7C%7C%7C&sdata=KNe%2FNEw1Xdf0AxVIBG3hMlFlTniX4QAew7%2BOV0xzTAo%3D&reserved=0


▪ History indicates that although a soft-landing is possible, it is improbable. We found only four 

historical episodes in which leading data deteriorated but the US economy did not enter a 

recession—1966, 1994, 1998, and 2016. Furthermore, the decline in leading data experienced during 

each of those periods pale in comparison to what we are experiencing today (Figure 5). However, we 

remain open-minded that the factors unique to this environment, such as excess savings, tight 

housing inventories, and China’s reopening, could delay the time it takes for weak leading data to 

translate to weak coincident data.  

▪ This morning’s Institute for Supply Management Report revealed that Manufacturing New Orders 

accelerated from extremely depressed levels (i.e., orders are still contracting, but at a slower pace), 

triggering an additional one of our market bottoming indicators (Figure 6). Now, 3 our 11 bottoming 

indicators have triggered (Figure 7), which suggests that either (a) the odds of a soft-landing are 

increasing, or (b) even if we are headed into a recession, the bottoming process has begun despite 

the potential for further downside. We anticipate favoring an incremental increase in exposure to 

risk assets as a result. 

▪ We favor reducing our overweight to cash in favor of bonds and gold because we believe the 

Fed is nearing the end of its tightening path. If true, the next major move in nominal and real interest 

rates should be lower. However, we are keen to exercise patience in increasing exposure to bonds 

given the yield curve is already inverted by -1.2% and the Fed will likely enact multiple more rate 

increases (Figure 8), which may cause yields to retest their highs before heading lower. 

▪ Notwithstanding a challenged medium-term backdrop, there may be cause for optimism over 

a longer time horizon. Figure 9 illustrates that the long-term return expectations of our industry 

peers have increased alongside interest rates and are now considerably higher than the market 

returns realized during the past five years. So long as inflation does not become entrenched, this 

should present attractive investment opportunities in years to come. 

As always, we thank you for your ongoing trust and confidence. Please do not hesitate to reach out 

with any questions relating to our outlook or the management of your individual portfolio. 

 

Best regards, 

   

 

 

 

 

 

 

 

 



Figure 1: Last week’s personal consumption expenditures report showed that consumption rose +1.8% 

month-over-month in January, representing the largest increase since March 2021.  

 

Source: Bloomberg, GMAG Research 

 

Figure 2: Three of the five indicators in our recession model have triggered and it’s possible that a fourth 

will trigger in the coming weeks. 

 

Source: Bloomberg, GMAG Research 

  

 



Figure 3: Historically, four recession triggers have often preceded a material decline in equity prices. Years 

2020 and 1980 were exceptions, but we do not believe these are appropriate analogs for the current 

environment.  

Source: Bloomberg, GMAG Research  

Figure 4: Currently, the unemployment rate is 3.4% and the S&P 500 is trading at 19x earnings. 

Historically, the combination of tight labor market conditions and elevated equity valuations have not 

provided an attractive setup for equity returns.  

Source: Bloomberg, GMAG Research 

Disclosure: The above analysis only runs through mid-2018 so that performance is not influenced by what occurred 
during the pandemic period. We believe the stimulus implemented during this period had a profound impact on asset 
prices and view it as an anomaly. 
 
 

 

3 to 6 6 to 9 9 to 12 12 to 15 15 to 18 18 to 21 21 to 24 24 to 27 27 to 30 30 to 33

2 to 2.5

2.5 to 3 19.2% 21.0%

3 to 3.5 12.9% 12.9% -7.6% -26.8%

3.5 to 4 11.3% 0.3% 8.8% 7.3% 8.6% 0.6% -21.3% -21.8%

4 to 4.5 22.1% 52.8% 4.1% -6.7% -5.1% 2.1% 18.1% 1.6%

4.5 to 5 30.2% 22.7% 5.0% -4.2% 13.2% 23.9%

5 to 5.5 30.9% 17.8% 14.5% 17.5% 19.7% 12.3% -15.4%

5.5 to 6 24.6% 44.3% 36.7% 22.4% 12.9% 2.3% -3.7% -11.1%

6 to 6.5 44.3% 21.5% 50.0% 32.4% 8.2% 16.0% 0.5% 16.8%

6.5 to 7 25.3% 5.2% 43.2% 9.5% 2.9% -3.3% 15.5% 11.0%

7 to 7.5 8.9% 18.2% 40.8% 19.8% 5.0% 9.1% 0.8%

7.5 to 8 17.5% 0.7% 33.0% 26.3% 9.8% 12.7% 13.5%

8 to 8.5 33.4% 17.6% 28.4%

8.5 to 9 42.9% 21.2% 26.1% 6.6%

9 to 9.5 44.6% 19.0% 16.5%

9.5 to 10 44.8% 11.0% 12.9% 20.7%
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Figure 5: We found only four historical episodes where leading data deteriorated but the US economy did 

not enter a recession—1966, 1994, 1998, and 2016. However, the decline in leading data experienced 

during each of those time periods pales in comparison to that which we are experiencing today. 

 

Source: Variant Perception, Bloomberg, GMAG Research 

 

Figure 6: This morning’s ISM report revealed a reacceleration in Manufacturing New Orders, the 3rd of our 

11 market bottoming indicators. 

Source: Bloomberg, GMAG Research 



Figure 7: Although our equity outlook remains cautious, 3 of our 11 market bottoming indicators have now 

triggered, which suggests the bottoming process may be underway, even if more downside lies ahead. 

Source: Bloomberg, National Bureau of Economic Research, GMAG Research 

  

Figure 8: The Fed dot plot implies that the Fed believes it is almost done tightening and the next big move 

in interest rates will be lower.  

 
Source: Bloomberg, GMAG Research 



Figure 9: Average expectations for long-term returns are materially higher than the market returns realized 

during the past 5 years. 

 
 
Source: Blackrock, JP Morgan, Vanguard, BNY Mellon, Invesco, AQR, Northern Trust, GMAG Research 

Disclosure: Returns reflect the reinvestment of dividends and other income, are presented gross-of fees and do not include the effect of 
transaction costs, management fees, performance fees or expenses, frequency and/or precision of rebalancing, and tax management if 
applicable. Expectations of return are based on forecasts from industry peers, which include Blackrock, JP Morgan, Vanguard, BNY Mellon, 
Invesco, AQR, and Northern Trust. Historical returns are based on 5-year annualized performance during the time period from January 1, 2018 
through December 31, 2022. Proxies for asset class returns are as follows: Cash (Bloomberg 1-3 Month Treasury Bill Index), Fixed Income 
(Bloomberg US Aggregate Bond Index), Equities (MSCI All Country World Index), Commodities (S&P Goldman Sachs Commodity Index), and the 
60-40 is based on performance of a hypothetical portfolio consisting of 60% MSCI All Country World Index and 40% US Aggregate Bond Index. 
Actual results may significantly differ from historical/hypothetical/back tested returns being presented. 

 

1.2%

0.0%

5.2%

6.5%

3.3%3.3%

4.3%

7.7%

5.2%

6.3%

0.0%

1.0%

2.0%

3.0%

4.0%

5.0%

6.0%

7.0%

8.0%

9.0%

Cash Fixed Income Equities Commodities 60/40

Long-Term Pre-Tax Return Expectations v.s. 5-Year Historical Returns

Annualized Returns - Past 5 Years Long-Term Return Expectations - 2023



Disclosures: 

The information and statements provided herein are not intended to provide personal investment advice and do not take into 

account the specific investment objectives, financial situation, and particular needs of any specific investor. 

 

Statements regarding future events are not guarantees or projections of performance; should not be relied upon; are subject to 

change due to a variety of factors, including fluctuating market conditions; and involve inherent risks and uncertainties, both general 

and specific, many of which cannot be predicted or quantified and are beyond our control. Future results could differ materially, and 

no assurance is given that these statements are now or will prove to be accurate or complete in any way. GMAG shall not be 

responsible for the consequences of reliance upon any statements contained herein and expressly disclaim any liability, including 

incidental or consequential damages, arising from any errors or omissions. 

 

The information contained herein contains certain forward-looking statements, often characterized by words such as “believes”, 

“anticipates”, “plans”, “expects”, “projects”, and other similar words, that indicate future possibilities. Due to known and unknown 

risks, other uncertainties and factors, actual results may differ materially from the expectations portrayed in such forward-looking 

statements. Readers are cautioned not to place undue reliance on forward-looking statements, which speak only as of the date of 

this report. 

 

The references to specific securities here are for informational purposes only and must not be construed as a recommendation that 

any person buy or sell securities. It should not be assumed that your account holdings correspond directly to any comparative 

indices. Investors cannot directly invest in indices. Historical performance results for investment indices and/or categories have been 

provided for general comparison purposes only, and generally do not reflect the deduction of transaction and/or custodial charges, 

the deduction of an investment management fee, nor the impact of taxes, the incurrence of which would have the effect of 

decreasing historical performance results. 

 

Target exposures may differ between clients based upon their investment objectives, financial situations, and risk tolerances. 

Investments in general involve numerous risks, including, among others, market risk, default risk, and liquidity risk. No security or 

financial instrument is suitable for all investors. Securities and other financial instruments discussed in this commentary are not 

insured by the Federal Deposit Insurance Corporation, or FDIC. Income and market values of the securities may fluctuate, and, in 

some cases, investors may lose their entire principal investment. Past performance is not indicative of future results. 

 

These opinions are subject to change at any time based on market or other conditions. The commentary contains statements and 

statistics that have been obtained from sources that GMAG considers reliable, but we do not represent the accuracy or 

completeness of the information, and it should not be relied upon as such. GMAG does not guarantee the future performance of 

your managed portfolio or any specific level of performance, the success of any investment recommendation or strategy that GMAG 

may recommend for your managed portfolio. Investment recommendations for your managed portfolio are subject to various 

markets, currency, economic, political, and business risks, and investment recommendations will not always be profitable. 

 

There is no guarantee that the information provided herein will be valid beyond the date of this communication. Certain information 

included in this communication is based on third-party sources, and although it is believed to be reliable, it has not been 

independently verified, and its accuracy or completeness cannot be guaranteed. This information is highly confidential and intended 

for review by the recipient only. The information should not be disseminated or made available for public use or to any other source 

without the express written authorization of GMAG. Such distribution is prohibited in any jurisdiction, and dissemination may be 

unlawful. No part of this material may be reproduced in any form, or referred to in any publication, without the express written 

permission of GMAG. 

 


