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An Economic and Market 
Update from Trust Point

The fourth quarter of 2023 was a positive one for both stock and bond 

investors. Catalysts for the rally in late 2023 were better than expected 

inflation reports and a perceived pivot by the Federal Reserve on interest 

rates. For the year, stocks posted double-digit returns while bonds were 

up in the mid-single-digits. To learn more about the highlights of the 

fourth quarter of 2023 and what 2024 may bring, please read on.

Economic growth outside the 
United States was generally 
subpar in 2023, but much better-
than-expected growth in the U.S. 
surprised many forecasters. A few 
factors contributed to that surprising 
outcome. To start, despite ongoing 
rate hikes throughout 2022 and 
the first half of ‘23, we never saw 
a broad tightening of financial 
conditions. The banking sector 
certainly came under stress in 
March and April but the contagion 
was quickly arrested by forceful 
government intervention. Second, 
excess savings that accumulated 
during Covid (Chart 1) turned out 
to be larger and lasted longer than 
originally expected, leading to some 
“revenge” consumer spending. 
Lastly, government spending 
(federal and state/local) continued 

unabated in 2023 as policy 
incentives encouraged investment 
in some sectors. Can the U.S. 
economy continue to surprise to 
the upside in 2024? At one end, the 
bears argue that monetary policy 
and banking lending standards are 
tight while inflation is still above 
the Fed’s 2% target. If history is a 
guide, this combination has often 
been a recipe for a recession. 
At the other end, the bulls argue 
that the economy’s sensitivity to 
higher interest rates is more muted 
than before. They also say that a 
still-healthy labor market should 
continue to support consumption 
while fiscal programs such as 
the CHIPS Act and the Inflation 
Reduction Act should continue 
to encourage business spending 
(Chart 2).

Soft Landing or Recession?

Dollar Index Level Dec 101.3 106.2 103.5

 As of Actual 3 Mos. Ago 1 Year Ago

ISM Manufacturing (>50 = Expansion) Dec 47.4 49.0 48.4

ISM Non-Manufacturing (>50 = Expansion) Dec 50.6 53.6 49.2

Non-Farm Payrolls Dec 216k 262k 239k

Unemployment Rate Dec 3.7% 3.8% 3.5% 

CPI Ex-Food & Energy (yoy) Nov 4.0% 4.3% 6.0%

JP Morgan Global Manufacturing Index 

(>50 = Expansion) Dec 49.0 49.2 48.7

JP Morgan Global Services Index 

(>50 = Expansion) Dec 51.6 50.7 48.0

US Economic Activity

KEY ECONOMIC DATA

Global Economic Activity

Source: Bloomberg

Plenty of excess
savings left

Source: MRB Partners

Chart 1: Excess Savings Have Remained a Soure of Support for 
U.S. Consumers
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Both bulls and bears have legitimate 
arguments to defend their point of 
view. Even if the narrative (and, 
we would argue, asset prices) has 
clearly empowered the bulls as of 
late, we maintain a more nuanced 
view and still believe the outlook 
remains uncertain. Along with the 
factors mentioned above, we are 
monitoring several other risks that 
could potentially alter the outlook. 
In no specific order, we are paying 
close attention to the commercial 
real estate market (especially 
offices), the ongoing and developing 
real estate crisis in China, rising 
U.S. fiscal stability concerns, and 

growing geopolitical instability. On 
the brighter side, we believe that 
artificial intelligence (AI) could well 
be a transformational innovation 
and lead to productivity gains across 
a wide range of sectors. From 1995 
to 2010, the internet allowed for 
the collection and sharing of a 
huge amount of data. The “cloud 
phase” that followed from 2010 to 
2022 allowed the data to be stored, 
organized, and analyzed. The AI 
phase ahead (from 2023 onward) 
should allow for the use of the data 
in a way that will improve efficiencies, 
enhance customer experiences, 
and streamline processes. 

Fourth Quarter 2020

As always, some of these risks and 
opportunities will come to pass 
in 2024 while new ones not yet 
identified will surface. From a long-
term strategic perspective, the best 
protection against uncertainty is still 
a well-diversified portfolio across 
asset classes and geographies. 
Such an approach improves 
portfolio resilience and helps guard 
against unexpected outcomes. From 
a shorter-term tactical standpoint, 
we recognize that changing 
conditions and perceptions can 
create opportunities. In the current 
environment of high interest rates, 
we believe bonds have rarely been 
so compelling as an asset class so 
we continue to overweight them in 

multi-asset portfolios (Chart 3). In 
our opinion, diminishing inflation, 
attractive valuations, and a still 
challenging economic outlook are 
positive factors in favor of high-
quality bonds in 2024. We are 
also maintaining longer duration 
exposure in bond portfolios in 
order to maximize potential returns 
and diversification benefits. On 
the flipside, credit still doesn’t offer 
particularly attractive valuations 
and remains an area we are not 
currently favoring. And finally, within 
equities, we currently favor domestic 
equities, defensive sectors and 
companies exhibiting size, quality 
and profitability. 

The Importance of a Balanced Approach

Risk and Opportunities Ahead

Market Point Fourth Quarter 2023

Chart 2: Policy Incentives Have Spurred Investment in the U.S.

Source: MRB Partners

U.S. Construction Spending, Manufacturing*:

* Source: U.S. Census Bureau
** Deflated by the new industrial building construction PPI
Note: Shaded for NBER-designated U.S. recessions
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Chart 3: Equities Offer a Low Risk Premium
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Market Returns Broader in Fourth Quarter
Through the first three quarters 
of 2023, stock market returns 
were dominated by AI-related 
technology stocks. In fact, over 
those nine months, just eight stocks 
contributed around 90% of the S&P 
500 return. In addition to AI, the 
movement higher in interest rates 
through October directed investors 
away from small-cap stocks, 
which can be more sensitive to 
higher financing costs. Asset flows 
went toward companies with high 
cash flows, cash on their balance 
sheet, and long-term debt locked 
in at low rates. Stocks with these 

high-quality characteristics easily 
outperformed the market. Since the 
peak in interest rates in October, 
investors have shifted money back 
toward areas that underperformed 
when interest rates were rising. This 
broader market participation has 
resulted in outperformance from 
non-AI technology stocks over the 
last two months of the year. For the 
full calendar year, U.S. large-cap 
stocks have nearly reached an all-
time high, set in 2021, while U.S. 
small-cap and international stocks 
remain at least 10% below previous 
highs (Chart 4).  

An Equity Market 
Update from Trust Point

Market Point

Stock market returns in the fourth quarter capped what has been a 

welcome surprise in overall returns for 2023. At the start of the year, 

investors were anticipating economic weakness from restrictive monetary 

policy (higher interest rates). As noted above, U.S. economic growth 

surprised to the upside, creating a positive environment for many stocks. 

During the quarter, investors broadened their investment portfolios to 

include stocks beyond the AI-related technology stocks. As we enter 

the new year, extreme optimism combined with some downside risks 

to earnings expectations still make us slightly cautious towards equities.

S&P 500 4,770 4,288 3,840 3,756 2,507
Dow Jones Industrial Average 37,690 33,508 33,147 30,606 23,327
NASDAQ 15,011 13,219 10,466 12,888 6,635

US Large Cap Growth 14.2% 42.7% 42.7% 8.9% 19.5%
US Large Cap Value 9.5% 11.5% 11.5% 8.9% 10.9%
US Mid Cap Growth 14.5% 25.9% 25.9% 1.3% 13.8%
US Mid Cap Value 12.1% 12.7% 12.7% 8.4% 11.2%
US Small Cap Growth 12.7% 18.7% 18.7% -3.5% 9.2%
US Small Cap Value 15.3% 14.6% 14.6% 7.9% 10.0%

International Large Cap Developed (US Dollar) 10.4% 18.2% 18.2% 4.0% 8.2%
International Small/Mid Cap Developed (US Dollar) 11.1% 13.2% 13.2% -0.7% 6.6%

Emerging Market (US Dollar) 7.9% 9.8% 9.8% -5.1% 3.7%

 Quarter-End 3 Mos. Ago 1 Year Ago 3 Years Ago 5 Years Ago

 3 Month YTD 1 Year (Ann) (Ann)
    3 Year 5 Year

US Economic Activity

EQUITY BENCHMARK TABLE

Equity Returns (%)

Source: Bloomberg, Morningstar

Fourth Quarter 2023

Chart 4: U.S. Large Caps Erase Recent Losses, But Other Markets 
Still At Least 10% Below Recent Highs 
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Investors Turn Very Optimistic About the Stock Market 

Market Point

As we look back on the past year, 
analysts are expecting earnings of 
S&P 500 companies to grow just shy 
of 1% for the 2023 calendar year. As 
of today, expected growth for 2024 
earnings is around 12%, above 
the 10-year average of 8.4%. It is 
common to see stock prices move 
higher when expectations for future 
earnings growth are also moving 
higher. Interestingly, in 2023, stocks 
moved higher mostly because of 
valuation, not earnings expectations.  
Valuations, as measured by price-
to-earnings ratio (P/E), increased 
from around 17x to 19x. At 19 times 
earnings, the market is above the 
5-year and 10-year average of 18.8x 
and 17.6x, respectively. In our view, 
the premium the market is putting on 
future earnings is underestimating 

the risk to those earnings. One area of 
risk is lower inflation. While investors 
have been cheering disinflation as 
a sign of an economic soft landing 
ahead, companies are losing pricing 
power, which could result in lower 
revenue growth. Additionally, in the 
event of weaker-than-expected 
economic growth, we would expect 
analysts to begin revising earnings 
estimates downward (Chart 6). 
Going back 25 years, analysts have 
overestimated earnings growth at the 
beginning of the year by an average 
of 2%, when excluding recession 
years. During those recession years, 
analysts overestimated earnings by 
over 25%! Any downside surprise 
in economic growth would create a 
significant downside risk to current 
earnings expectations.

Corporate Earnings Could Disappoint in 2024

In early November, the economic 
and market narrative switched in 
favor of the bulls, resulting in strong 
stock market returns in the last 
two months of the year. The strong 
stock returns came on the backs of 
a major shift in investor optimism. 
The spread between investors with a 
bullish short-term outlook and those 
reporting a bearish outlook is near its 
recent highs (Chart 5). High optimism 
can come with concern, as often an 
elevated level of bullish investors 
can be a contrarian signal for actual 

stock returns. Bullish sentiment often 
coincides with increased demand 
and buying activity for stocks, leaving 
no marginal buyers to push markets 
even higher. This was the case 
earlier this year when the bull-bear 
spread reached similar levels in late 
July. Stocks proceeded to fall 10% 
in the following months. We would 
not recommend investing strategies 
around a single indicator but would 
express caution about getting too 
optimistic now when overall sentiment 
is so high. 

Fourth Quarter 2023

Chart 5: Investor Sentiment Near Recent Highs

Source: American Association of Individual Investors
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Chart 6: Earnings Are Typically Revised Lower When the Economy 
Weakens

Source: BCA Research
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The Federal Reserve has a dual 
mandate: to achieve maximum 
employment and to promote price 
stability. The second component 
of the mandate, otherwise known 
as inflation, has been a challenge 
over the last couple years. Coming 
out of the pandemic, supply chain 
disruptions and surging demand 
caused inflation to rise to the highest 
level in 40 years.   This resulted in an 
equally aggressive policy response 
from the Fed, which hiked policy 
rates at the quickest pace since 
1980, and to the highest level since 
2001. Over the course of 2022 and 
2023, this rapid and aggressive 

response from the Fed has worked 
to raise borrowing costs, slow 
the economy, and lower inflation. 
Multiple measures of price levels are 
now trending lower, with the headline 
Consumer Price Index falling from a 
peak of 9.1% to 3.1% at the latest 
reading. Economists and the Fed 
also more closely watch other less 
volatile measures of inflation, such 
as Core PCE, which has fallen from 
5.7% to 3.2% (Chart 7). In addition, 
the forward-looking forecast for 
inflation indicates that it should 
continue to fall throughout 2024, 
making the Fed’s inflation mandate 
a reasonable one to achieve. 

Progress Toward the Federal Reserve’s Dual Mandate

A Fixed Income Market 
Update from Trust Point

Market Point

Government bond yields tumbled in the fourth quarter of 2023, sparked 

by key inflation data that consistently moved lower. Those lower inflation 

readings allowed global central banks to indicate a potential shift from 

tightening financial conditions to an easier path of monetary policy. As 

bond markets priced in the outlook for easier policy and lower interest 

rates, fixed-income returns surged over the last few months. Portfolios 

have benefited from the bond market strength through our allocation to 

high-quality bonds. This is an area of the market we have been increasing 

as yields rose to the highest levels in over a decade, restoring value to 

the bond market.  

3 Month T-Bill 5.3% 5.4% 4.3% 0.1% 2.4%
2 Yr US Treasury 4.3% 5.0% 4.4% 0.1% 2.5%
10 Yr US Treasury 3.9% 4.6% 3.9% 0.9% 2.7% 

US Intermediate Treasuries 6.0% 4.1% 4.1% -4.1% 0.7%
US Treasury Inflation Protected Sec. 4.7% 3.9% 3.9% -1.0% 3.2%
US Mortgages 7.5% 5.0% 5.0% -2.9% 0.3%
US Short-Intermediate T/E Munis 5.2% 4.3% 4.3% -0.3% 1.7% 
US Investment Grade Corporates 8.5% 8.5% 8.5% -3.3% 2.6%
US Senior Bank Loans 2.9% 13.3% 13.3% 5.8% 5.8% 
US High Yield 7.1% 13.5% 13.5% 2.0% 5.2%

Int’l Bonds Ex-US (Hedged) 5.4% 8.3% 8.3% -1.2% 1.5%
Int’l Bonds (Unhedged) 8.1% 5.7% 5.7% -5.5% -0.3%

Emerging Market Debt (US Dollar) 9.7% 10.4% 10.4% -3.7% 1.5%

 Quarter-End 3 Mos. Ago 1 Year Ago 3 Years Ago 5 Years Ago

 3 Month YTD 1 Year (Ann) (Ann)
    3 Year 5 Year

US Yields (%)

FIXED INCOME BENCHMARK TABLE

Global Economic Activity

Source: Bloomberg, Morningstar

Fourth Quarter 2023

Source: Bloomberg

Chart 7: Multiple Measures of Inflation are Moving Lower, Toward the 
Fed’s Target
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Market Point

The Fed’s aggressive policy response 
to inflation pushed interest rates 
higher over the last couple years, 
creating attractive opportunities in 
the bond market while improving 
forward-looking return assumptions. 
The progress toward price stability 
mentioned above has allowed the Fed 
to ease its expectations for monetary 
policy in 2024. Fed Chairman Jerome 
Powell all but confirmed that the 
tightening cycle is over when he said, 
“We believe that the policy rate is at or 
near its peak for this cycle.” The Fed 
is currently projecting a total of 0.75% 
cut to its policy rate in 2024 while the 
market is expecting the Fed to lower 

its policy rate by a total of over 1.5%.  
As concerns over higher-for-longer 
interest rates have turned to optimism 
around multiple rate cuts next year, 
it is also important to remember that 
the peak in Fed Funds rates tend to 
coincide with the peak in long-term 
interest rates (Chart 8). As a result, 
the 10-year Treasury yield may have 
also peaked for this cycle back in 
October 2023 at 5% and has now 
fallen to 3.9% at the end of the year 
(Chart 9).  With this shift in policy, the 
opportunities and value in the bond 
market began to be realized with the 
U.S. Aggregate Index posting a 6.8% 
return in the fourth quarter.

Interest Rate Challenges Turn Into Opportunities

Despite higher borrowing costs, U.S. 
consumers have maintained stable 
spending habits, supporting corporate 
revenues and credit markets. While 
higher interest rates have created 
opportunities in government bonds 
and high-quality fixed income, 
they should continue to weigh on 
economic activity. Higher borrowing 
costs do not affect all consumers 
immediately, as it takes time for 
elevated rates to ripple through the 
economy. With high-quality yields 
very compelling, we do not think 
lower quality corporate bonds are 
offering enough yield to compensate 

investors for the additional risk. At 
this stage of the cycle, a number of 
economic headwinds remain and 
we continue to position portfolios 
with an up-in-quality bias. We 
continue to allocate more to higher 
quality investment-grade corporates 
and agency mortgage-backed 
securities over high-yield corporate 
bonds. Although we are still heavily 
allocated to shorter-term, high-quality 
government and investment-grade 
corporate bonds, we did increase 
the duration of our bond exposure 
as rates rose and valuations became 
extremely compelling last year.

Credit Markets Show Resilience

Fourth Quarter 2023
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Chart 8: Peak Fed Funds Rate Tend to Coincide with Peak U.S. 10-Yr 
Treasury Yield 

Source: BCA Analytics
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Chart 9: U.S. Treasury Yields Tumble in Q4 After Rising to 5% in October

Source: Bloomberg
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Key Investment Themes

Macroeconomics

Asset Allocation

Fixed Income

Equities

• Structurally, Debt, Demographics, and Deglobalization may influence global growth and inflation for years

• Cyclically, global growth should be slowing in the next 6-12 months. Recession risks are not priced in

• Structurally, healthier consumers & businesses (vs  the  2010 decade) should lead to good growth long-term

• Biggest wild cards: Inflation/Growth (and central banks’ reaction to it)

• Shorter-term, the risk/reward outlook favors bonds over equities

• Favor capital preservation over return maximization as a portfolio goal

• Rise in bond yields has improved the return outlook for bonds over the next 10+ years

• Important to maintain a diversified approach and not let emotions dictate investment decisions

• Government bond yields have risen and have become increasingly attractive

• Central banks are at or very close to the end of their tightening cycle, an important historical tailwind for bonds

• Global uncertainty will allow the U.S. dollar to stay strong ST despite LT downward pressure

• Healthy B/S and cashflows should allow defaults to stay relatively low but credit spreads remain too tight

• Equities are no longer benefiting from the “lack of alternatives”

• Volatility could increase as investors question central banks’ intentions and assess the economic outlook

• Forward earnings estimates remain a risk for equities

• High quality defensive stocks offer good relative value in the current environment
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Tactical Asset Allocation

Stocks

- Underweight + Overweight

Bonds
Asset

Allocation

Growth
Large Cap

International Equity

Value
Small Cap

Domestic Equity
Equity

Foreign Debt
Corporate Bonds

Developed Sovereign

High Quality Short-Term
Developing Markets

Domestic Fixed Income

Fixed
Income

Despite better-than-expected economic data in 2023, the global economy remains in the “late-cycle” phase and recession risks 
are still present. As a result, we continue to recommend an underweight position in stocks versus bonds. Within equities, we favor 
domestic equities versus international or emerging market stocks. We also prefer defensive equity sectors versus cyclical ones. 
Quality, profitability, and larger capitalizations are also equity factors we favor in the current environment. Within bonds, the focus 
continues to be on higher quality bonds over riskier credit while we have taken advantage of rising yields to slowly add to duration.

Profile Summary

Individual client portfolio positioning, performance and transactions therein can vary greatly based on factors including investment strategy, objective, limitations, risk tolerance, time horizon, asset allocation and tax implications.



You can’t time the markets, but you can get timely 
updates! Receive the latest investment insights 
delivered right to your inbox each week.

To subscribe, visit:
www.trustpointinc.com/weekly-market-update 



Market Point is a quarterly market commentary designed to provide you with an overview of economic conditions, as well as equity and 
fixed income market summaries for the quarter. 

This commentary is offered by the Investment Management team. The individuals contributing to Market Point are pictured from left 
to right: Randy Van Rooyen, CFA®, Yan Arsenault, CFA®, CAIA®, Steve Brudos, Brandon Hellenbrand, CFA®,  Christine Doll, Nolan 
Gaffney, CFA® and Matthew Wittenberg. Please feel free to contact any team member with questions.

The opinions herein are those of Trust Point Inc, are made as of the date of this material, and are subject to change without notice. Trust Point uses its best efforts to compile its data from reliable sources, 
however, it does not warrant the accuracy, completeness or timeliness of any of the information provided. This publication is prepared for general information only. This material does not constitute invest-
ment advice and is not intended as an endorsement of any specific investment. Investors should seek advice regarding the appropriateness of investing in any securities or investment strategies discussed 
or recommended in this report and should understand that statements regarding future prospects may not be realized. All investing involves the risk of loss, including principal, a reduction in earnings, 
and the loss of future earnings. Past performance is no guarantee of future results. Individual client portfolio positioning, performance and transactions therein can vary greatly based on factors including 
investment strategy, objective, limitations, risk tolerance, time horizon, asset composition, asset allocation and tax implications.
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