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Fed Rate Hikes Hit Banks

Markets started off strong in 2023, with nearly all asset classes positive during Q1. However, the economy started experiencing

cracks from a banking crisis in March. The Fed’s historic pace of rate hikes was bound to break something, which resulted in the

collapse of Silicon Valley Bank, the 16th largest bank in the United States. The Fed has remained committed to slowing inflation but

will face tough decisions in Q2 as one of the most anticipated recessions in recent times starts to play out. However, with better

regulations, less leverage, and disciplined lending across the banking industry, we do not forecast a deep recession, and expect

profitable companies to continue to be favored for the remainder of the year.

2023 Economic & Market Forecasts

• Inflation is coming down slowly, with a rate pause near. Historically, this is bullish for stocks.

• An earnings decline will likely be more pronounced in coming quarters with a focus on quality and profits. 

• Bonds are back to providing income and downside protection, and duration can help boost total return. 

• Real assets are good diversifiers of financial assets (stocks and bonds). Allocating toward this area will help offset elevated 

inflation in the near term. 

Q1 2023 Asset Class Performance

Refer to appendix for disclosures and data sources

Growth Yield Stability

ENTERING 2023 WITH A NEW REGIME



The difference between an investment’s return and an investor’s return is referred to as the “behavior gap”. Staying diversified
to achieve your financial goals helps offset this gap during volatile times. 

Investment Outlook: A return to normal interest rate levels should balance out asset class risk-adjusted returns, and investors should 

continue to stay diversified as we enter an expected recession this year.  

STAYING DIVERSIFIED HELPS DURING VOLATILITY
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The focus in Q2 is quality in both stocks and bonds.

Investment Outlook: A looming recession is widening credit spreads, and we are comfortable generating ~5% yields within high 

quality fixed income. International stocks are favorable as they continue to provide higher yields while being cheaper than their US 

counterparts. 

CURRENT STRATEGIC ASSET CLASS OUTLOOK

Refer to appendix for disclosures and data sources
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INVESTORS SHOULD REVISIT THEIR ASSET ALLOCATION TARGETS

Investors had to consistently increase their risk exposures over the past 20 years to achieve their financial objectives. 

Investment Outlook: 2022 brought a sudden reversal of interest rates, which ultimately hurt fixed income investors. However, the Fed 

is near the end of their hiking cycle, giving investors new incentives to revisit their overall asset allocation and increase their fixed 

income allocations.

Refer to appendix for disclosures and data sources

5

M
a

rk
e

ts

100%

52%

12%

85%

20%

33%

5%

8%

14%

22%

5%

13%

8%

4%
12%

7%

1995 2005 2016 2022

Asset Allocation Needed to Generate 7.5% Return Over Time

Bonds US Large Cap US Small Cap Non-US Equity Real Estate Private Equity

✓ Revisit financial objectives and liquidity needs

✓ Adjust fixed income allocation accordingly

✓ Earn more with cash if staying out of the market
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US Unemployment vs. S&P 500 Profit Margins

S&P 500 Profit Margins (%, LHS) US Unemployment Rate (%, RHS, Inverted)

Lower profits lead to budget cuts, which will likely cause more layoffs as 2023 

progresses. Companies will focus on their revenue generating products, while 

likely scaling back on research areas. 

EARNINGS FIRST, UNEMPLOYMENT SECOND

Refer to appendix for disclosures and data sources
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One of the consensus views across the economy is that earnings growth will slow down in 2023. While the labor market has 
been resilient thus far, falling profits has historically been a strong signal for near term rising unemployment. 

Investment outlook: We expect an increased amount of layoffs throughout 2023 as seen already throughout the tech industry. 
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FEDERAL FUNDS RATE EXPECTATIONS

Refer to appendix for disclosures and data sources
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The Fed has consistently raised the Fed Fund’s rate since the start of 2022, which is projected to peak towards the end of 2023.
However, market expectations are predicting a rate cut much sooner to counter recession risks.

Investment outlook: FOMC rate estimates are rarely accurate, as evident with their slow and steady rate hike projections at the start 

of 2022. History has shown that the Fed may need to cut rates just as fast as they raised them.
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The fastest ever hiking cycle by the Fed will likely end in 

2023, leading to an important question: When will the Fed 

start cutting rates to counter a recession? 

Previous rate cuts predict that slow and steady will not 

work if the economy needs to be stimulated. The market 

is predicting a quick path towards the 2.5% long term 

inflation target if inflation can stay under control. 

FOMC year-

end estimates

Market 

expectations



Q1 PERFORMANCE ATTRIBUTED TO 9 STOCKS

Refer to appendix for disclosures and data sources
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Investors flocked to mega cap “safe” stocks during Q1, with nearly all the S&P 500’s return coming from the top weightings. 

Investment Outlook: While it was a welcomed relief, we do not forecast this performance to continue throughout the remainder of 

2023. Growth-oriented companies are still adapting to the new interest rate environments, and we believe value and international
outperformance will continue. 
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Apple’s market cap alone increased by over half a 

trillion dollars in Q1, which is unsustainable over the 

long run. Focusing on high quality companies that 

can generate earnings throughout a recession 

should give investors comfort during 2023. 



VALUE STOCKS REMAIN ATTRACTIVE

Refer to appendix for disclosures and data sources. Z-score is the number of standard deviations away from the mean value.
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Value spreads (the difference in valuation multiples between cheap and expensive stocks) remain at extreme levels relative 
to history. 

Investment Outlook: Growth has bounced back to start 2023, but for long term investors, global value stocks should remain a top 

allocation in portfolios.  
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Value spreads are in the 94th percentile, presenting 

substantial opportunities for value to outperform 

growth stocks, even after 2022’s correction.  



INTERNATIONAL OUTPFORMANCE: THE START OF A NEW TREND

Refer to appendix for disclosures and data sources

10

Domestic stocks benefitted during the 2010s from a strengthening US dollar, increased globalization, and declining interest 
rates, all of which are starting to reverse their trend. 

Investment Outlook: Portfolios have become increasingly concentrated over the past decade as the top 10 weights in the S&P 500 

took more market share. We believe international stocks are poised to continue this trend reversal over the coming years. 
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International stocks are generating more revenue and 

profits vs. domestic companies and are still very attractive 

from a P/E ratio.

• International stocks have less technology exposure

• International stocks benefit from a weakening US dollar

• International stocks pay out higher dividends 



WILL THE INVERTED YIELD CURVE PREDICT ANOTHER RECESSION?

Refer to appendix for disclosures and data sources
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1966 and 1998 were the only two times 

since 1950 that an inverted yield curve 

was not followed by a recession.

• Recessions started 4 to 21 months 

after the inversion, with the 

average being ~1 year. We are 

currently in month 6. 

The 10Y3M spread finished Q1 at -137 bps

The last 8 recessions were all preceded by an inverted yield curve, and there have been only 2 times since 1950 that an 
inverted yield curve occurred without a recession.

Investment Outlook: While a good indicator of an upcoming recession, an inverted yield curve rarely can forecast how deep and 

long the recession will last. We are positioned defensively for a recession but will look to take advantage of price dislocations in the 

market. 



MUNICIPAL BONDS ARE ATTRACTIVE ON THE LONG END OF THE CURVE
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Treasurys and municipal bonds are nearly identical on an after-tax yield basis on the short-end of the curve, but municipal 
bonds can start to pay off for maturities over 10 years. 

Investment Outlook: Allocate to high quality and taxable bonds on the short-end of the curve, while looking for longer duration 
opportunities within the municipal markets. 

Refer to appendix for disclosures and data sources

12

4.49

4.49

4.09

3.98

4.35
4.20

4.51

4.38

4.02

4.07

5.42

5.84

0 5 10 15 20 25 30

Y
ie

ld
 (

%
)

Maturity (Years) 

Tax Equivalent Yield (%)

US Treasuries Municipal Bonds

0

5

10

15

Feb-95 May-00 Jun-06 Dec-18

To
ta

l 
R

e
tu

rn
 (

%
)

Time Period

12-Month-Total Return Following 

Conclusion of Fed Hiking Cycle

Treasury Bills HY Munis Long-Duration Munis

Investors in high tax brackets are attracted to 

municipal bonds due to their tax-free income. 

However, investors should focus on after-tax 

total return across all asset classes. 

With the Fed nearing their hiking cycle conclusion, we 

are looking to extend our duration on municipal 

securities to capitalize on higher tax equivalent yields, in 

addition to capital appreciation opportunities.



ARE STOCKS AND BONDS ENOUGH FOR YOUR PORTFOLIO?

Refer to appendix for disclosures and data sources
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Inflation and Stock/Bond Correlation

The Fed has been targeting a higher inflation rate 

for two decades, giving the traditional 60/40 a high, 

diversified return during that span.

Increased stock/bond correlation should lead 

to more investors looking for alternative 

returns, including real assets and hedge funds. 

The 60/40 portfolio, a combination of 60% equities and 40% bonds, historically generated returns over 6% with superior 
diversification.

Investment Outlook: Few investors today were exposed to the inflationary environment throughout the 1980s, which had little fixed 

income diversification. We do think fixed income offers attractive risk-adjusted returns today, but allocating a small part to 

diversifying assets should bode well for long term investors. 



VOLATILITY MAKES BUFFERED FUNDS ATTRACTIVE IN 2023

Refer to appendix for disclosures and data sources
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Annual stock market returns have been volatile over the past 5 years, ranging from ~-20% to ~+30% as investors digested pre 
and post pandemic data.  

Investment Outlook: Q1 saw a big return for markets without fully solving for inflation and recession risks. Adding buffered funds for a 

portion of equity exposure makes sense as we enter a period of slower earnings and economic growth.
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S&P 500 Rolling 1-Year Return Frequency (1928 - 2021)

Over long periods of time, the stock market 

has tended to go up. However, over shorter 

periods, stock market losses are common 

and unpredictable.

• 75% of all returns were less than 20%, with 

a median return of 3.6%.

• 31% of all returns were negative. The 

median negative return was -12%.

• Two-thirds of all positive returns were less 

than 20%, with a median return of 15.1%.



IMPORTANT DISCLOSURES
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Miracle Mile Advisors LLC (“MMA”) is a registered investment advisor. Advisory services are only offered to clients or prospective clients where MMA and its representatives are 
properly licensed or exempt from licensure. The views expressed in this commentary are subject to change based on market and other conditions. These documents may 
contain certain statements that may be deemed forward‐looking statements. Please note that any such statements are not guarantees of any future performance and actual 
results or developments may differ materially from those projected. Any projections, market outlooks, or estimates are based upon certain assumptions and should not be 
construed as indicative of actual events that will occur. 

These materials are solely informational, based upon publicly available information believed to be reliable, and may change without  notice. Our views may change 
depending on market conditions, the assets presented  to us, and your objectives. This is based on market conditions as of the printing date. Miracle Mile Advisors, LLC shall not 
in any way be liable for claims relating to them and makes no express or implied representations or warranties as to their accuracy or completeness or for statements or errors 
contained in, or omissions from, them. All information has been obtained from sources believed to be reliable, but its accuracy is not guaranteed. There is no representation or 
warranty as to the current accuracy, reliability or completeness of, nor liability for, decisions based on such information and it should not be relied on as such. Legal, 
accounting and tax restrictions, transaction costs and changes to any assumptions may significantly affect the economics of any transaction. 

The information provided is for educational and informational purposes only and does not constitute investment advice and it should not be relied on as such. It should not be 
considered a solicitation to buy or an offer to sell a security. It does not take into account any investor's particular investment objectives, strategies, tax status or investment 
horizon. You should consult your attorney or tax advisor. The information and analyses contained herein are not intended as tax, legal or investment advice and may not be 
suitable for your specific circumstances; accordingly, you should consult your own tax, legal, investment or other advisors, at both the outset of any transaction and on an 
ongoing basis, to determine such suitability. Miracle Mile Advisors, LLC does not render advice on tax and tax accounting matters to clients. This material was not intended or 
written to be used, and it cannot be used by any taxpayer, for the purpose of avoiding penalties that may be imposed on the taxpayer under US federal tax laws. These 
materials do not constitute an offer to buy or sell any financial instrument or participate in any trading strategy. No investment strategy or risk management technique can 
guarantee returns or eliminate risk in any market environment. All investments include a risk of loss that clients should be prepared to bear. The principal risks of MMA's strategies 
are disclosed in the publicly available Form ADV Part 2A. Past performance shown is not indicative of future results, which could differ substantially.

Disclosures:
Slide 2: Performance numbers from Black Diamond corresponding index as of 3/31/2023. 
Slide 3: As of 12/31/22. US LC = US large cap equities (S&P 500 Index), US SC = US small cap equities (Russell 2000 Index), Emg Mkts = Emerging market equities (MSCI EM Index), 
Int’l Dev. = International developed equities (MSCI EAFE Index), REITs = REITS (FTSE NAREIT Equity REIT Index), Comdty. = Commodities (Bloomberg Commodity Index), HY Bonds = 
High yield global bonds (Bloomberg Barclays Global High Yield Index), US Bonds = US fixed income (Bloomberg Barclays US Aggregate Bond Index), Cash = Cash (Bloomberg 
Barclays 1-3M Treasury Index), Asset All. = Asset Allocation (25% S&P 500, 10% Russell 2000, 15% MSCI EAFE, 5% MSCI EM, 25% Bloomberg Barclays US Aggregate, 5% Bloomberg 
Barclays Global High Yield, 5% Bloomberg Barclays 1-3M Treasury, 5% Bloomberg Commodity, 5% FTSE NAREIT Equity REIT).
Slide 5: BlackRock’s Market and Portfolio Insights, March 2023. The WSJ as of May 31, 2016. Bloomberg and BlackRock data as of July 15, 2022. 
Slide 6: Data sourced from YCharts from 1/1/1990-3/31/2023.
Slide 7: Effective Fed Fund’s Rate data from 1/1/2000-3/31/2023. Estimates are hypothetical based on JPM’s Guide to the Markets Q2 2023. 
Slide 8: Data sourced from Strategas’ Daily Macro Brief dated 4/5/2023.
Slide 9: AQR Capital Management data 1/1/1990-12/31/2022.
Slide 10: WisdomTree Model Portfolio Investment Committee Q2 2023 Quarterly Strategic Outlook.
Slide 11: Data sourced from YCharts 1/1/1962-3/31/2023.
Slide 12: Goldman Sach’s Market Know-How 2Q 2023.
Slide 13: CPI sourced from YCharts from 1/1/1976-3/31/2023. SPX/Agg correlation sourced from Bloomberg dated 1/1/1976-3/31/2023.
Slide 14: Innovator’s ETF “Why use Defined Outcome ETF Investing” Education page.
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