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ECONOMIC FACTORS CURRENT OUTLOOK

U.S. GDP Growth The median estimate of full year 2023 real U.S. GDP growth in a Bloomberg survey of forecasters improved from 0.0% in mid-February to 1.4% in early April.

Federal Funds Rate As of April 14, fed funds futures markets implied 84% odds that Fed officials will hike the policy rate by a final 0.25% increment on May 3 to a range of 5.00% to 5.25%.

Inflation Market-based expectations for annual inflation in the U.S. over the next two years declined from a 7-month high of 3.4% in early March to 2.5% in mid-April.

Employment Recent declines in U.S. job openings and an increase in weekly jobless claims suggest the domestic labor market has become a bit less tight in the first quarter.

Consumer Confidence  The Univ. of Michigan's consumer sentiment index has trended higher since recording an all-time low in June 2022 but remains well below its 2012-2021 range.

Oil China's reopening and a 1.1 million barrel-per-day production cut by OPEC and its allies beginning in May could keep WTI above $80 per barrel in coming months.

Housing A stabilization in mortgage rates and a cooling in home price gains have led to a modest pickup in sales activity as the spring selling season gets underway.

International Economies Among the world's biggest economies, India (6.9%) is projected to grow the most in 2023, followed by China (5.3%), Australia (1.7%), Mexico (1.5%), and the U.S. (1.4%).
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The back-up in yields across the fixed income universe over the last 15 months has made high-quality bonds a more 
attractive component for diversified portfolios due to the combination of stability and income they can provide in most 
market environments. This contrasts with most of the period from 2009 to 2021, in which easy Fed policy and ultra-low 
yields suppressed the income component of bonds. Elevated Treasury market volatility and aggressive expectations for Fed 
rate cuts later in 2023 have probably put more downward pressure on long-term bond yields than is justified by the current 
economic backdrop. In mid-January, we recommended allocations to short-term Treasuries be further increased in our 
three most conservative portfolios. If signs of a substantial deterioration in the U.S. labor market or corporate profits emerge 
in coming months, we would likely consider further increasing our recommended allocation to high-quality segments of the 
fixed income universe and reducing our recommended exposure to non-investment grade bonds. 

We believe most fixed income portfolios should target a neutral or moderately lower-than-benchmark duration given 1) the 
inverted structure of the Treasury yield curve and 2) a still-wide set of potential Fed policy outcomes ranging from several 
more 0.25% hikes to substantial rate cuts beginning in late summer. Depending on the path of Treasury yields, it may make 
sense to selectively add duration in client portfolios depending on the objective. Treasuries remain favored over corporates 
when purchasing maturities less than one year, given corporate illiquidity in this maturity range. 

Over the last seven months, we recommended that hedged equity and merger-arbitrage strategies be sold in client 
portfolios and reallocated to a combination of short-term Treasuries and cash. The ultra-low interest rate world of the last 
12 years appears to be shifting to one in which market interest rates establish trading ranges meaningfully higher than 
existed for most of 2009 through 2021. In this environment, we expect the risk-adjusted return benefits of most alternative 
strategies to subside especially compared to assets traditionally viewed as risk-free including cash and short-term U.S. 
Treasury notes. 

Although gold did not produce positive absolute returns in 2022, it held up better than the broad stock and bond market last 
year. The precious metal rallied 8% in the first quarter to within 5% of its all-time closing high of $2,063 an ounce on 
October 6, 2020.  We believe gold can benefit most client portfolios given its low historical correlation with stock prices and 
its tendency to behave as a safe haven asset in periods of equity market stress. The macroeconomic backdrop appears 
favorable for gold given the Fed’s rate hike cycle is likely nearing an end, inflation remains elevated, and many central banks 
in Asia and the middle east drastically increased gold purchases in 2022. Our alternatives allocations, as seen in the table to 
the left, are designed to decrease the overall risk profile of our five investment objective-based portfolios (CAP PRES, IWSG, 
BAL, GWSI, and GROWTH

In our view, a moderate equity overweight remains justified given the Federal Reserve is likely near the end of its rate hike 
cycle and inflationary pressures are likely to continue cooling off in the first half of 2023. An environment of decelerating 
inflation, high, but relatively stable policy rates, and a labor market that gradually slows from overheated territory should 
provide a decent backdrop for stocks. The impact of recent banking sector stress on the economy is a clear risk but is likely to 
take several quarters or more to drag on consumer spending and broad economic activity. 

The S&P 500 is certainly not cheap with a forward 12-month price-to-earnings ratio around 18.5, which is 5% to 10% more 
expensive than its long-term average. Earnings expectations will be key in determining the path of stocks in coming months 
as further multiple expansion seems unlikely. We think many companies in the healthcare sector provide an attractive 
balance of near-term cash flow visibility, reasonable valuations, and relatively healthy balance sheets. 

Certain industries and companies in the cyclical energy, materials, and industrial sectors are worth considering for portfolios 
given the exposure they provide to important secular themes including automation, supply chain reshoring, increased global 
defense spending, energy grid expansion, and the renewable energy transition. A growing list of mega cap technology 
sector companies appear fully valued following a strong five-month run. The classic defensive sector duo of consumer 
staples and utilities have seen valuations come back down from elevated levels in the fourth quarter.

The above minimum/neutral/maximum recommendations represent MainStreet Advisors’ current positions relative to our Strategic Asset Allocation ranges.  Views expressed have a six- to twelve-month horizon and 
are those of the MainStreet Advisors Investment Committee.

*Cap Pres: Capital preservation; IWSG: Income with some growth; Bal: Balanced; GWSI: Growth with some income
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participate in any trading strategy or to offer advisory services by MainStreet Advisors; is not intended to be used as a general guide to investing or as a source of any specific investment recommendations; makes no 
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