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It’s the beginning of a new year, and if there is anything perhaps different about 2023,

it’s that most economic/macro outlooks seem to be all on the same page. In fact, I have

found it difficult to find much in the way of a contrarian viewpoint on any media

outlets. To be transparent, I have to admit that I’m pretty much aligned with what is

being discussed out there, but that got me thinking. What could possibly go wrong?

In my 30+ year career, I don’t know if I’ve ever seen a more widely expected recession

than what is currently being talked about and, better yet, factored into the money and b

ond markets. In addition, the widespread consensus that inflation has peaked and will

continue to cool is also a major theme. That brings us to the “elephant in the room” for

sure…the Fed, and the expectation that rate cuts will be coming to a theater near you

later this year.

Let’s take the econ backdrop first. There is no doubt that “chinks in the economic

armor” are becoming more prevalent. We already know about housing’s woes, but

manufacturing, and now service-related gauges, are in contractionary territory.

However, the latest jobs report continued to reveal that a rather solid labor market

setting still exists. While wage growth did decelerate on a year-over-year basis,

the unemployment rate and better-than-expected job growth number (yet again)

underscore that a crucial underpinning for the consumer remains intact. So, what if

the U.S. economy manages the “soft landing” after all, avoiding a recession in the

process, and real GDP stays in the plus column?

On the inflation front, a variety of factors definitely point to further cooling,

but to what point? What if inflation does remain “sticky” and stays closer to 5%

than 3% or even 4%? Along those lines, could China’s COVID-19 reopening ramp up

demand pressures?

The Fed seems to be on a path to at least a terminal Fed Funds Rate of 5%. But what

if it ends up being more like 5 ½%?

Perhaps, more importantly, what if the Bank of Japan’s recent decision to lift its

cap on the 10-year JGB yield proves to be a precursor toward its first rate hike,

and the yield heads to 1% or higher?

Arguably, those scenarios outlined above could push the Treasury 10-Year yield

closer to a 5% threshold rather than the 3% (or even lower) level I’ve been reading

about lately.

Conclusion

If 2022 taught us anything, it’s that the best-laid outlooks may look good on paper, but

developments can change the end results in a formidable fashion (just ask Powell & Co.).

This blog post was just an exercise to think a little bit outside of the box and get out

of the market’s current echo chamber.

That being said, there is one key aspect to any outlook that still resonates above

everything else, and that is “there is income back in fixed income!”
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For standardized performance and the most recent month-end performance click here NOTE,

this material is intended for electronic use only. Individuals who intend to print and

physically deliver to an investor must print the monthly performance report to accompany

this blog.

Related Blogs

+ Fixed Income: A Return to Normalcy

+ Fed Watch: Downshifting to Fifty

+ Treasuries Ain’t Buying What the Fed’s Selling

For more investing insights, check out our Economic & Market Outlook

View the online version of this article here.

WisdomTree BLOG ARTICLE

WisdomTree.com   1-866-909-WISE (9473)

https://www.wisdomtree.com/investments/performance
https://www.wisdomtree.com/investments/blog/2022/12/07/fixed-income-a-return-to-normalcy
https://www.wisdomtree.com/investments/blog/2022/12/14/fed-watch-downshifting-to-fifty
https://www.wisdomtree.com/investments/blog/2022/12/21/treasuries-aint-buying-what-the-feds-selling
https://wisdomtree.com/-/media/7ae44b76bd3149b4a55e58a7694530b1.ashx
https://www.wisdomtree.com/investments/blog/2023/01/11/what-could-possibly-go-wrong


IMPORTANT INFORMATION

U.S. investors only: Click    here to obtain a WisdomTree ETF prospectus which      

contains investment objectives, risks, charges, expenses, and other information;

read and consider carefully before investing.

There are risks involved with investing, including possible loss of principal. Foreign

investing involves currency, political and economic risk. Funds focusing on a single

country, sector and/or funds that emphasize investments in smaller companies may

experience greater price volatility. Investments in emerging markets, currency, fixed

income and alternative investments include additional risks. Please see prospectus for

discussion of risks.

 

Past performance is not indicative of future results. This material contains the

opinions of the author, which are subject to change, and should not to be considered or

interpreted as a recommendation to participate in any particular trading strategy, or

deemed to be an offer or sale of any investment product and it should not be relied on

as such. There is no guarantee that any strategies discussed will work under all market

conditions. This material represents an assessment of the market environment at a

specific time and is not intended to be a forecast of future events or a guarantee of

future results. This material should not be relied upon as research or investment advice

regarding any security in particular. The user of this information assumes the entire

risk of any use made of the information provided herein. Neither WisdomTree nor its

affiliates, nor Foreside Fund Services, LLC, or its affiliates provide tax or legal

advice. Investors seeking tax or legal advice should consult their tax or legal advisor.

Unless expressly stated otherwise the opinions, interpretations or findings expressed

herein do not necessarily represent the views of WisdomTree or any of its affiliates.

 

The MSCI information may only be used for your internal use, may not be reproduced or

re-disseminated in any form and may not be used as a basis for or component of any

financial instruments or products or indexes. None of the MSCI information is intended

to constitute investment advice or a recommendation to make (or refrain from making) any

kind of investment decision and may not be relied on as such. Historical data and

analysis should not be taken as an indication or guarantee of any future performance

analysis, forecast or prediction. The MSCI information is provided on an “as is” basis

and the user of this information assumes the entire risk of any use made of this

information. MSCI, each of its affiliates and each entity involved in compiling,

computing or creating any MSCI information (collectively, the “MSCI Parties”) expressly

disclaims all warranties. With respect to this information, in no event shall any MSCI

Party have any liability for any direct, indirect, special, incidental, punitive,

consequential (including loss profits) or any other damages (www.msci.com)

 

Jonathan Steinberg, Jeremy Schwartz, Rick Harper, Christopher Gannatti, Bradley Krom,

Tripp Zimmerman, Michael Barrer, Anita Rausch, Kevin Flanagan, Brendan Loftus, Joseph

Tenaglia, Jeff Weniger, Matt Wagner, Alejandro Saltiel, Ryan Krystopowicz, Jianing Wu,

and Brian Manby are registered representatives of Foreside Fund Services, LLC.

 WisdomTree Funds are distributed by Foreside Fund Services, LLC, in the U.S. only.

You cannot invest directly in an index.
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DEFINITIONS

Recession : two consecutive quarters of negative GDP growth, characterized generally by

a slowing economy and higher unemploymen.

Money Market : a market for highly-liquid assets generally maturing in one year or les.

Bond market   : The bond market—often called the debt market, fixed-income market, or

credit market—is the collective name given to all trades and issues of debt securities.

Governments typically issue bonds in order to raise capital to pay down debts or fund

infrastructural improvements.

Federal Reserve   : The Federal Reserve System is the central banking system of the

United States.

Gross domestic product (GDP)     : The sum total of all goods and services produced

across an economy.

Federal Funds Rate    : The rate that banks that are members of the Federal Reserve

system charge on overnight loans to one another. The Federal Open Market Committee sets

this rate. Also referred to as the “policy rate” of the U.S. Federal Reserve.

Rate Hike   : refers to an increase in the policy rate set by a central bank. In the

U.S., this generally refers to the Federal Funds Target Rate.

Treasury yield   : The return on investment, expressed as a percentage, on the debt

obligations of the U.S. government.
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