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1. Q3 Performance was negative for stocks and bonds as interest rates rose

2. Intra-year drawdowns are normal and should be expected by all investors

3. Deficit spending is likely to increase the supply and yield of treasury bonds

4. Higher rates on longer maturities means the Yield Curve is normalizing 

5. The Consumer has been the engine of the economy, and continues to be in good shape

6. Domestic equity valuations remain elevated

7. Value and international equity remain attractive

8. We see opportunities in bonds given the Fed rate cycle

9. We also continue to favor private credit over public credit

10. Sticky inflation means higher correlations between stocks and bonds

11. Diversification opportunities are plentiful in alternative markets

THE STORY FOR Q4 2023
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A Seasonal Pause that Refreshes?
The stock and bond markets experienced modest corrections in the third quarter of the year. After starting off strong in July, August 
and September lived up to their reputations as the worst performing months of the year and gave back all and more of the early 
gains. The correction gathered steam during the month due to a sudden surge in long-term interest rates, which reached16-year 
highs and threatened hopes for an economic soft landing. The concern is that the spike in rates is reflecting something more, as 
rates are now higher than expected for an economy that is slowing down and showing inflation is cooling. We believe the rate 
spike is due to a few factors, including the usual inflation premium on government bonds as inflation remains sticky, a Fed that is 
now a net bond seller due to their ongoing quantitative tightening, and increased debt service for the government.

2023 Economic & Market Forecasts

● Interest rates have risen more than expected recently, primarily due to government debt service, but are likely close to 
highs

● U.S. GDP growth is likely to slow in Q4 from the lag effect of rates and other impacts, but stay positive
● Inflation is expected to continue to fall over the next two years, but it is likely to remain sticky, with waves that will keep the 

Fed hawkish
● Higher rates for a longer period results in alternative investments that help diversify stocks and bond portfolios

Q3 2023 Asset Class Performance

Refer to appendix for disclosures and data sources

    Growth            Yield               Stability

TRADITIONAL MARKETS ADJUSTED IN Q3

Source: Bloomberg data as of 9/30/2023 
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Despite average intra-year drops of 14.3% annual returns were positive in 32 of 43 years

S&P INTRA-YEAR DECLINES VS. CALENDAR YEAR RETURNS

Despite average intra-year drops of 14.3%, annual returns have been positive in 32 of 43 years.

Investment Outlook: We expect volatility to always be present, and a function of normal market behavior.

Source: JPM Guide to the Markets as of 9/30/2023 
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Government bond issuance is projected to increase as higher interest rates are resulting in the first increase in U.S. debt 
servicing costs in 35 years.

Investment Outlook: The deficit and debt service are longer-term factors now starting to impact market rates.

GOVERNMENT BOND ISSUANCE EXPECTED TO INCREASE

Source: BlackRock data from SIFMA as of 9/2023
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The inverted yield curve bottomed in July and continue to normalize as the longer-term 10-year Treasury yield increases. 

Investment Outlook: We expect further normalization of the overall yield curve, indicative of economic growth and a mild 
recession.

IMPROVING YIELD CURVE INVERSION IS A SIGN OF ECONOMIC 
STRENGTH

Source: ycharts as of 10/6/2023
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Even as the economy is slowing, consumer balance sheets are in good shape. 

Investment Outlook: While borrowing costs have elevated, they remain manageable.

CONSUMER FINANCES REMAIN HEALTHY

Total Assets:
    $164.8tn

Total Liabilities: 
       $18.8tn

Consumer Balance Sheet                                             Household Debt Service Ratio

Student loans 9%
Revolving Credit 7%
Other Liabilities 16%

Mortgages: 68%

Liabilities

Mortgages: 68%
Source: JPM Guide to the Markets as of 9/30/2023
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Valuations matter, especially in a higher interest rate environment. 

Investment Outlook: While the stock market is below its valuation highs from during the pandemic, domestic equities are 
relatively expensive.

S&P 500 VALUTATION MEASURES
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Source: JPM Guide to the Markets as of 9/30/2023
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In the run up to the tech bubble, growth became expensive relative to value. During the financial crisis, value ended up 
looking expensive as the financial sector’s profitability was hindered. 

Investment Outlook: Growth remains expensive relative to value and is a basis for our value portfolio overweight.

VALUE VS. GROWTH
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Source: JPM Guide to the Markets as of 9/30/2023
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International stocks tend to be priced at a discount to U.S. stocks and the current discount is over double the average. 

Investment Outlook: Current valuations and dividend yields are strong reasons to have exposure to international equity.

INTERNATIONAL VALUATIONS AND DIVIDEND YIELDS
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International: Price-to-Earnings Discount vs. U.S.
MSCI ACWI ex.US vs. S&P 500

International: Difference in Dividend Yields vs. US
MSCI ACWI ex. US vs. S&P 500

Source: JPM Guide to the Markets as of 9/30/2023 Source: JPM Guide to the Markets as of 9/30/2023

Refer to appendix for disclosures and data sources
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The Fed funds rate has likely peaked, and rates on longer dated bonds tend to peak before Fed funds. In most situations, rates 
typically fall a few months in anticipation of the final rate hike and continue to decline over the next 12 months.

Investment Outlook: We recommend moving towards longer duration fixed income as rates are expected to decline over the 
next year. 

PEAK RATES ARE NEAR: STEP OUT OF CASH AND INTO LONG-TERM 
BONDS

Treasury Yields Typically Peak Before the Final Rate Hike of the Cycle
Change in 10-year Treasury yield, basis points

Months before and after the fed funds rate hit its peak

Source: Schwab Center for Financial Research as of 9/6/2023



Refer to appendix for disclosures and data sources

12

Widening credit spreads have led to very attractive yields, some of the highest in the past decade. The fixed income market 
now offers meaningful income, yield protection and attractive valuations.

Investment Outlook: With recession risks elevated, we believe stepping back into duration is appropriate.

FIXED INCOME VALUATIONS

Source: JPM Guide to the Markets as of 9/30/223
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Credit markets have remained attractive in 2023, and private credit continues to rank well, thanks to attractive yields, 
favorable loan terms and better lender/borrower relationships.

Investment Outlook: Private Credit remains a favored asset class and should continue to perform well in a higher interest rate, 
slower growth environment.

PUBLIC AND PRIVATE CREDIT COMPARISON

Source: Blackstone Essentials of Private Credit 2016-2022
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During different inflation regimes, stocks and bonds tend to move in the same direction when inflation is over 3%. 

Investment Outlook: While inflation is elevated, assets other than just stock and bonds are needed to maintain portfolio 
stability.

CORRELATION OF STOCKS AND BOND INCREASES WHEN INFLATION 
IS ELEVATED
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Source: Strategas data as of 9/30/2023
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Including low correlated assets in investment portfolios reduces dependence on any one asset class and overall portfolio risk.

Investment Outlook: Higher Inflation means higher correlation between stocks and bonds and the need for other assets in a 
portfolio. Fortunately, access to high quality alternatives has never been better today.

WIDE VARIETY OF PUBLIC AND PRIVATE ASSETS TO HELP MANAGE 
PORTFOLIO RISK
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Source: JPM Guide to Alternatives Q3 2023 as of 8/31/2023
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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 U.S. 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.
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