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What Will 2023 Bring?
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December is often a positive month for equities, though not this year, an appropriate end to a difficult year for many asset classes and multi-asset investing in 
general. December also closed the book on last year in fitting fashion, as a fairly symmetric bookend to January. The S&P 500 Index lost more than -5% in 
January 2022, and it lost more than -5% in December 2022 as well. In between, we had three moves of +10% or more and a lot of volatility in most major 
asset classes. The energy story is well-known as a top-performing sector, and there were certainly opportunities for skilled stock pickers and concentrated port-
folios, but it was a challenging year for broader indices and investment styles. For U.S. investors, there were a few pockets of safety available in certain emerg-
ing markets (Mexico, Brazil) or a handful of smaller alternative asset classes like managed futures or commodities, but not enough to move the needle for most 
traditional investors holding balanced accounts. For calendar year 2022, a portfolio consisting of 60% in large-cap U.S. equities and 40% in broad U.S. fixed 
income (60/40) lost investors somewhere around -16% on a total return basis, and it was a similar number for global 60/40 investors as well. However, with 
bonds having their worst year since the Bloomberg U.S. Aggregate Bond Index was created in 1976, it didn’t really matter whether balanced investors took 
a 20/80 or 80/20 approach.   

And all of the pain in 2022 presumably occurred BEFORE any potential recession. In general, the big picture is one of slowing global growth and question 
marks around whether inflation slows quickly enough. Globally, the International Monetary Fund (IMF) recently suggested that a third of the world economy 
could be in recession in 2023, including half of the European Union. In the United States, a substantial number of strategists and economists have forecasted a 
contraction in gross domestic product (GDP) in the first half of 2023. There are some prominent groups suggesting the U.S. narrowly avoids an economic slump 
this year, but the overall consensus seems to be converging around a recession in 2023. Supposing that’s true, how will we know when a recession starts?   

The answer almost always lies in the job market. Granted, we won’t officially know for several months until the National Bureau of Economic Research 
(NBER) identifies the peak and trough of the previous business cycle. However, if you look at the past 13 recessions as well as nonfarm payroll data going back to 
1940, there is a strong correlation between the start of consistent monthly job losses and the start of a recession, except for one period in the 1970s, as charted 
here.  
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The recession in 1973-74 was notable in that substantial job losses did not occur until almost a year after the recession started. It was a brutal period where the 
S&P 500 lost almost -50% from peak-to-trough during a long recession. Interestingly, the equity market peaked in January 1973 (January 2022 was the most 
recent peak), and also included the original “oil shock” from October 1973 to March 1974. However, the U.S. economy continued to add jobs for several months 
and, while employment data weakened, it did not fall apart until November 1974, at the crest of that particular wave of inflation.   

The relevancy to today’s environment involves monetary policy and the U.S. Federal Reserve (Fed). There are plenty of risks in 2023, ranging from housing to 
China, but one of the biggest market risks next year is the growing divergence between what the Fed says and what markets think. Markets expect 
the central bank to cut rates sometime in 2023, a reasonable assumption given the Fed’s unfortunate timing the past couple of years. A new framework targeting 
higher inflation was announced in August 2020 just as inflation was percolating. Inflation was not as transitory as the central bank expected, and Fed Chairman 
Jay Powell retired the word in November 2021. And today, we have a hawkish Fed in the face of falling asset prices, falling housing prices, and falling, though 
still-too-high, inflation. As a result, investors anticipating another shift by the central bank make decent arguments. However, there’s little cost to the Fed chair-
man “talking tough,” especially given a healthy job market, tech headlines notwithstanding. Besides, the waves of inflation experienced in the 1970s loom large 
in the background as well. Still, it’s hard to see how the Fed holds firm if the job market cools, as most expect, including us. In that scenario, inflation likely cools 
on its own, and the Fed probably faces even greater political pressure to provide some type of support. But what if the job market does not cool off enough in 
the official figures, giving the Fed cover to maintain a peak fed funds rate throughout 2023? It could be one catalyst determining whether we’re headed 
toward a mild recession or something more severe. 

At the same time, as bad as things look in terms of economic indicators, in terms of market performance, the S&P 500 Index has lost money in back-to-back 
years only twice in the last 70 years. Unfortunately, the current environment has elements of both of those periods. In 1973-74, inflation was ramping, and 
today we have inflation, albeit slowing. In 2000-02 we had the tech bubble, and today we could be popping the bubble of free money. There are certain notable 
distinctions as well, ranging from less oil dependence today to different drivers of the U.S. economy in 2023. Still, in terms of portfolio construction, we can-
not ignore the risk of more equity market weakness in the year ahead, especially if the job market holds firm. We could see the probability of recession 
linger or get pushed into 2024 if consumers continue to burn through savings. Or, if forecasters are accurate, we could see a recession start in the first half of 
2023 and perhaps not fully categorize it because jobs are not lost en masse, similar to the 1973-74 experience. As a result, if the Fed’s actions follow its words, 
equities may have a big hole to climb out of during the year and may not end 2023 with a routine double-digit type of rebound we’re accustomed to seeing from 
historical patterns.  
 
It’s been a bad 12 months. The S&P 500 was down -19.4% last year, its seventh-worst year going back to 1928. Bonds, via the Bloomberg Aggregate Bond In-
dex, were down about -12% and various yield curve measurements inverted to extremes. Geopolitics added to the wall of worry and traditional diversification did 
not work. Our own odds of a recessionary environment rose throughout the back half of 2022, and we trimmed equities in our portfolios throughout 2022. Finally, 
stocks don’t often bottom before a recession starts.  Even so, it’s important to maintain some market exposure, especially since we’re a year removed from an 
equity market peak, and as mentioned, it’s rare to see two consecutive down years for the S&P 500. Usually, investors see positive S&P 500 returns in the year 
following a down year, to the tune of +14% on average. We may not achieve that type of solid performance in 2023 if inflation persists or if the Fed remains 
firmer than markets expect, but the odds of a market bottom at some point in the year are high. Ultimately, despite all of today’s headwinds, it’s important to 
remember that bear markets do not last forever.   

Finally, the Cougar Global team would like to thank all of our partners for your support in an especially challenging year. We wish you all a happy, 
healthy, and prosperous 2023!

 

Jason Richey, CFA
Portfolio Manager
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MACRO ECONOMIC Scenario Analysis

ASSET ALLOCATION Shifts

Current MES as of December 2022
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On a monthly basis, the Cougar Global investment team establishes the probabilities of the future path of the U.S. economy over the next 12 months 
and quantifies its independent global research into the following five scenarios:

1The portfolios reflect the inherent risks of fluctuating prices and uncertainty of rates of returns. The cash portion of this portfolio is represented by money market instruments.
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S&P 500 IVV 6 6 0 10 10 0 17 17 0 13 13 0

S&P 400 IJH 6 6 0 7 7 0 9 9 0 13 13 0

S&P 600 IJR 3 3 0 6 6 0 10 10 0 10 10 0

MSCI IEFA IEFA 0 0 0 0 0 0 4 4 0 10 10 0

U.S. Health Care XLV 5 5 0 6 6 0 6 6 0 7 7 0

Nasdaq 100 QQQ 0 0 0 0 0 0 0 0 0 3 3 0

S&P Aerospace & Defense XAR 2 2 0 3 3 0 5 5 0 5 5 0

Small cap Europe IEUS 0 0 0 0 0 0 0 0 0 0 0 0

TOTAL EQUITIES 22 22 0 32 32 0 51 51 0 61 61 0

Short-Term TIPS STIP 7 7 0 3 3 0 2 2 0 0 0 0

U.S. Aggregate Bonds AGG 13 13 0 11 11 0 4 4 0 4 4 0

U.S. 1-10 Year TIPS TIPX 9 9 0 6 6 0 6 6 0 3 3 0

U.S. 1-3 Year Treasury Bonds SHY 14 14 0 15 15 0 7 7 0 7 7 0

Treasury Floating TFLO 16 16 0 14 14 0 10 10 0 5 5 0

TOTAL FIXED INCOME 59 59 0 49 49 0 29 29 0 19 19 0

Gold IAU 7 7 0 10 10 0 11 11 0 14 14 0

Cash CASH 12 12 0 9 9 0 9 9 0 6 6 0
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DISCLOSURES 
An investment in Exchange Traded Funds (ETF), structured as a mutual fund or unit investment trust, involves the risk of losing money and should be considered as part of an overall program, 
not a complete investment program. An investment in ETFs involves additional risks: non-diversified, the risks of price volatility, competitive industry pressure, international political and economic 
developments, possible trading halts, and index tracking error. All investments are subject to risk. Asset allocation and diversification do not ensure a profit or protect against a loss. There is no assurance 
that any investment strategy will be successful or that any securities transaction, holdings, sectors or allocations discussed will be profitable.

Cougar Global Investments calculates the Macro Economic Scenario (MES) analysis by assigning probabilities to each of the five economic scenarios (Growth, Stagnation, Inflation, Chaos and Recession) 
over the next 12 months. Macroeconomic scenarios are based on quantitative data sourced from various firms and then weighted and may be adjusted based upon Cougar Global Investments thought 
capital. MES are subject to change. These are hypothetical examples and are not representative of any specific situation. Actual economic results may vary. Economic forecasts set forth may not develop 
as Cougar MES indicates and there can be no guarantee that these strategies promoted will be successful. Past performance is no guarantee of future results. Macro Economic Scenarios: Growth – U.S. 
economy is growing at or above its potential growth rate, Recession – U.S. economy is shrinking (negative quarter over quarter growth rate), Stagnation – U.S. economy is growing at lower than its 
potential growth rate, Inflation – Consumer Price Index (CPI) inflation rate is higher than U.S. economy’s potential growth rate, Chaos – a high impact, low probability event (“Black Swans”). 

Economic forecasts set forth may not develop as predicted and there can be no guarantee that strategies promoted will be successful. Small-capitalization companies are subject to higher volatility than 
those of large-capitalized companies. International and emerging market investing involves special risks such as currency fluctuation and political instability and may not be appropriate for all investors. 
Stock investing involves risk, including the risk of loss. Investments in emerging market issuers are subject to a greater risk of loss than investments in issuers located or operating in more developed 
markets. This is due to, among other things, the potential for greater market volatility, lower trading volume, higher levels of inflation, political and economic instability, greater risk of a market shutdown 
and more governmental limitations on foreign investments in emerging market countries. High Yield/Junk Bonds are not investment grade securities, involve substantial risks and generally should be 
part of the diversified portfolio of sophisticated investors. Corporate bonds are considered higher risk than government bonds but normally offer a higher yield and are subject to market, interest rate and 
credit risk as well as additional risks based on the quality of issuer coupon rate, price, yield, maturity and redemption features. Bonds are subject to market and interest rate risk if sold prior to maturity. 
Bond values will decline as interest rates rise and are subject to availability and change in price. Mortgage-Backed Securities are subject to credit, default risk, prepayment risk that acts much like call 
risk when you get your principal back sooner than the stated maturity, extensions risk, the opposite of prepayment risk, and interest rate risk. Investing in IAU involves additional risks. The market price 
of the Shares will be as unpredictable as the price of gold has historically been and the price received upon the sale of Shares may be less than the value of the gold represented by them. Government 
bonds and Treasury bills are guaranteed by the U.S. Government as to the timely payment of principal and interest and, if held to maturity, offer a fixed rate of return and fixed principal value. The fund’s 
concentrated holding will subject it to greater volatility than a fund that invests more broadly. The fast price swings of commodities will result in significant volatility in an investor’s holdings. Precious metal 
investing is subject to substantial fluctuation and potential for loss. All indexes mentioned are unmanaged and cannot be invested into directly. Past performance is no guarantee of future results. The 
indexes don’t reflect charges, expenses, fees and is not indicative of any particular investment. Commodity-linked investments may be more volatile and less liquid than the underlying instruments or 
measures, and their value may be affected by the performance of the overall commodities baskets as well as weather, disease, and regulatory developments. The Bloomberg U.S. Aggregate Bond Index 
is composed of the total U.S. investment-grade bond market.  The market-weighted index includes Treasuries, agencies, CMBS, ABS and investment grade corporates.  The MSCI ACWI® (All Country 
World Index) measures the performance of large and mid-cap stocks across 23 developed markets (DM) and 24 emerging markets (EM) countries. The S&P 500 or Standard & Poor's 500 Index (IVV) 
is a market-capitalization-weighted index of the 500 largest U.S. publicly traded companies. The iShares Core S&P Mid-Cap ETF (IJH) seeks to track the investment results of an index composed of 
mid-capitalization U.S. equities. The iShares Core S&P Small-Cap ETF (IJR) seeks to track the investment results of an index composed of small-capitalization U.S. equities.  The iShares Core MSCI 
EAFE ETF (IEFA) seeks to track the investment results of an index composed of large-, mid- and small-capitalization developed market equities, excluding the U.S. and Canada. The Health Care Select 
Sector SPDR® Fund (XLV) seeks to provide investment results that, before expenses, correspond generally to the price and yield performance of the Health Care Select Sector Index (the “Index”) The 
Nasdaq-100® (QQQ) is one of the world’s preeminent large-cap growth indexes. It includes 100 of the largest domestic and international non-financial companies listed on the Nasdaq Stock Market 
based on market capitalization. The S&P Aerospace & Defense Select Industry® Index (XAR) represents the aerospace & defense segment of the S&P Total Stock Market IndexTM. The iShares MSCI 
Europe Small-Cap ETF (IEUS) seeks to track the investment results of an index composed of small-capitalization developed market equities in Europe. The iShares 0-5 Year TIPS Bond ETF (STIP) seeks 
to track the investment results of an index composed of inflation-protected U.S. Treasury bonds with remaining maturities of less than five years. The iShares Core U.S. Aggregate Bond ETF (AGG) seeks 
to track the investment results of an index composed of the total U.S. investment-grade bond market. The SPDR® Bloomberg 1-10 Year TIPS ETF (TIPX) seeks to provide investment results that, before 
fees and expenses, correspond generally to the price and yield performance of the Bloomberg 1-10 Year U.S Government Inflation-Linked Bond Index. The iShares 1-3 Year Treasury Bond ETF (SHY) 
seeks to track the investment results of an index composed of U.S. Treasury bonds with remaining maturities between one and three years. The iShares Treasury Floating Rate Bond ETF (TFLO) seeks 
to track the investment results of an index composed of U.S. Treasury floating rate bonds.

Cougar Global optimizes portfolios in US dollars for four risk categories. GTS – Conservative may be appropriate for clients who have accumulated sufficient wealth to begin making regular withdrawals 
for income requirements while potentially achieving investment returns sufficient to preserve capital over a full investment cycle. GTS – Conservative Growth may be appropriate for clients who may have 
occasional income needs and are willing to take moderate downside risk to achieve investment returns GTS – Moderate Growth may be appropriate for clients who have a long term investment horizon 
and can tolerate downside volatility in the course of a market cycle. GTS – Growth may be appropriate for clients who have a long term investment horizon and can tolerate higher downside volatility in 
the course of a market cycle. The conversion dates from sub-advisors to ETFs are April 30, 2008, for GTS – Conservative; February 29, 2008 for GTS – Moderate Growth; and October 31, 2007 for 
GTS – Conservative Growth. As of December 31, 2008, Cougar Global stopped using sub-advisors.

This research material has been prepared by Cougar Global Investments. Opinions and estimates offered constitute Cougar Global’s judgment and are subject to change without notice, as are statements 
of financial market trends, which are based on current market conditions. Under no circumstances does the information contained within represent a recommendation to buy, hold or sell any security 
and it should not be assumed that the securities transactions or holdings discussed were or will prove to be profitable. All holdings are subject to change daily. 

Cougar Global Investments Limited (Cougar Global) is an investment manager that utilizes tactical asset allocation to construct globally diversified portfolios. Effective 4/30/15, Cougar Global Investments 
is a wholly owned subsidiary of Raymond James International Canada which is a wholly owned subsidiary of Raymond James International Holdings. Raymond James International Holdings is a wholly 
owned subsidiary of Raymond James Financial as is Raymond James Investment Management. Prior to 4/30/15, Cougar Global was an independent investment management firm not affiliated with 
any parent organization. Cougar Global is registered as a Portfolio Manager with the Ontario Securities Commission (OSC) and with the United States Securities and Exchange Commission (SEC) as a 
Non-Resident Investment Advisor. Prior to 01/02/2013, the firm was named Cougar Global Investments LP.

BLOOMBERG, BLOOMBERG INDICES and Bloomberg Fixed Income Indices (the “Indices”) are trademarks or service marks of Bloomberg Finance L.P. Bloomberg Finance L.P. and its affiliates, 
including Bloomberg Index Services Limited, the administrator of the Indices (collectively, “Bloomberg”) or Bloomberg’s licensors own all proprietary rights in the Indices. Bloomberg does not 
guarantee the timeliness, accuracy or completeness of any data or information relating to the Indices.
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To learn more about Cougar Global’s strategies, philosophy and capabilities 
visit cougarglobal.com or call 1.800.521.1195.

ABOUT COUGAR GLOBAL Investments 
Cougar Global Investments is a global macroeconomic asset allocation manager that believes the goal of investing is to achieve compound annualized returns for clients. 
We use a disciplined portfolio construction methodology combining post-modern portfolio theory and risk management to pursue our clients’ objectives.

ABOUT RAYMOND JAMES INVESTMENT MANAGEMENT
Raymond James Investment Management is a global asset management company that combines the exceptional insight and agility of individual investment teams with the 
strength and stability of a full-service firm. Together with our boutique investment managers – Chartwell Investment Partners, ClariVest Asset Management, Cougar Global 
Investments, Eagle Asset Management, Reams Asset Management (a division of Scout Investments) and Scout Investments – we offer a range of investment strategies and 
asset classes, each with a focus on risk-adjusted returns and alpha generation. We believe providing a lineup of seasoned, committed portfolio managers – spanning a wide 
range of disciplines and investing vehicles – is the best way to help investors seek their long-term financial goals.


