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FOURTH QUARTER HIGHLIGHTS 

 

FINANCIAL MARKETS 
• The negative momentum in global equity markets in the third quarter continued in October with major indices

entering correction territory.  However, markets rallied in November and December with some indices nearing or
setting new all-time highs when sentiment shifted away from the higher for longer scenario to investors pricing in
more dovish central banks.  Small-capitalization (cap) stocks led the rally.

• Bond yields pushed higher in October and prices fell due to higher for longer expectations.  U.S. Treasury bond
yields hit 15+ year highs.  Yields fell abruptly when key inflation measures came in slower than expected and
fueled a shift in sentiment to expecting a “soft landing” and multiple rate cuts in 2024.

• In a reversal from the prior quarter, the price of West Texas Intermediate crude oil fell 20% during the quarter.
The price of gold rose and the U.S. dollar declined on expectations for rate cuts in 2024.

OVERVIEW OF THE ECONOMY 
• Earnings reports for the third quarter were better than expected with a majority of companies beating analyst

forecasts but some reported lower unit sales after implementing price hikes to offset higher input costs.
• The U.S. economy continued to show resilience with a 4.9% annualized growth rate in the third quarter, the

highest growth in two years, due in large part to a jump in construction spending.  The labor market remains tight
despite a lower number of job openings.  Retail sales grew more than expected.  New home sales rose late in the
quarter as mortgage rates eased.

• Surveys continue to show weak manufacturing activity around the world but services activity in expansion.
NOTABLE EVENTS 

• The Federal Reserve Open Market Committee (Fed) left its rate steady but adjusted its projections to show a
lower fed funds rate at the end of 2024 than previously expected.  Other central banks also held rates steady.

SENTIMENT SHIFTED TO EXPECT A SOFT LANDING WITH DECLINING INFLATION AND A RESILIENT ECONOMY 
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COOLING INFLATION FUELED SOFT LANDING OPTIMISM AND HOPES FOR RATE CUTS EARLY IN 2024  
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FOURTH QUARTER HIGHLIGHTS 

The price of oil declined from highs for the year in September back to lows reached in June.  Worries about weak demand in the U.S. and 
Asia as well as increasing inventories sent prices lower despite potential risks to oil markets and transportation due to the war in Gaza.   

THE PRICE OF OIL DROPPED 20% DURING THE QUARTER, A PLUS FOR LOWERING THE RATE OF INFLATION 
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December meeting projections and comments 
indicated a pivot by the Fed toward less restrictive 
policy.  The median forecast of Fed members pointed 
to lower inflation rates and fed funds rates in 2024 and 
2025 than in the prior forecast. The pivot set off a “buy 
everything” rally across financial markets.  The “soft 
landing” view got a boost since the Fed’s forecast 
shows slower economic growth and a pick-up in the 
unemployment rate in 2024 but not enough of a 
slowdown to cause a recession.  

 

    

 

 

 
 

NEW FED PROJECTIONS POINT TO LOWER INFLATION AND INTEREST RATES WHICH SET OFF A RALLY 
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AFTER A WEAK OCTOBER, MOST EQUITY MARKETS RALLIED IN THE LAST TWO MONTHS OF THE YEAR 
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Yields rose in October to multi-year highs.  The 10-year 
government bond yield in the U.S. hit a 16-year high, in 
Germany hit a 12-year high, and in Japan hit a 10-year 
high.  Resilient economic data, sticky inflation, and 
hawkish central bank comments fueled the “higher for 
longer” view and drove yields up.  But that view quickly 
shifted to expecting rate cuts after softer than expected 
inflation data in the U.S. and Europe.  Dovish policy 
guidance from the Fed in December accelerated the 
bond market rally driving yields down significantly in a 
short time period.  Interestingly, the 10-year Treasury 
ended 2023 at the same level as the at the end of 2022.

BOND YIELDS HIT HIGHS IN OCTOBER THEN DROPPED SHARPLY AS SENTIMENT SHIFTED 
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FOURTH QUARTER HIGHLIGHTS 

Most asset classes rallied as investor sentiment soared in reaction to declining rates of inflation in the U.S. and other major economies 
along with the possibility of interest rates cuts in 2024.  Oil, other commodities, and the U.S. dollar were the main exceptions.  REITs and 
small-capitalization stocks had the top returns for the quarter as lower rates are seen as particularly beneficial to these sectors.  

INTEREST RATE CUT HOPES SET-OFF AN “ALMOST EVERYTHING RALLY” IN THE FOURTH QUARTER 
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Real estate had the top return for the quarter propelled by the apparent end of interest rate hike headwinds.  Growth stocks also had 
double-digit returns as sentiment shifted to “risk-on” mode.  Defensive sectors had positive, but lower returns.  Energy was the only sector 
to post a negative return for the quarter hurt by falling oil prices and demand concerns.   

GROWTH AND INTEREST RATE SENSITIVE SECTORS LED WITH DOUBLE-DIGIT GAINS ON RATE CUT OPTIMISM 
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Most major market moves in 2023 were related to inflation data along with changes in expectations for and actual Fed interest rate policy 
moves.  The artificial intelligence boom and resilient economic data helped stock prices overcome worries such as the failure of certain 
regional banks.  After an almost 20% drop in 2022, the S&P 500 ended 2023 within one percent of its all-time high set on January 2, 2022. 

15-month high as
inflation dropped
to a 2-year low

Regional bank crisis and 
unexpectedly strong jobs report 

THE S&P 500 REBOUNDED IN 2023 DESPITE A BANKING CRISIS AND DECADES HIGH INTEREST RATES 
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Equity prices rose reflecting resilient corporate earnings and excitement about the growth potential from artificial intelligence 
developments.  Cooling inflation rates and expectations for interest rate cuts provided a boost to stocks and bonds.  Weakness in the 
Chinese equity market caused the emerging markets equity index to lag developed market returns.  Weakness in China was a main reason 
for the commodity index’s negative return. 

ALMOST ALL ASSET CLASSES POSTED STRONG GAINS IN 2023 
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FOURTH QUARTER HIGHLIGHTS 

The communications services, consumer discretionary, and information technology sectors gained the most in 2023 driven in large part by 
the expectations for an artificial intelligence boom led by stocks such as Microsoft, Nvidia, Meta, and Amazon.  Cyclical sectors also had 
solid gains as the economy remained resilient.  Defensive sectors lagged in the generally up trending market in 2023.  

THE MAGNIFICENT SEVEN STOCKS DROVE THREE SECTORS TO WIDELY OUTPERFORM FOR THE YEAR 
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FOURTH QUARTER HIGHLIGHTS 
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OUTLOOK 

• The slowing rate of inflation is encouraging and likely means interest rate hikes are done.  However, the cost of living
and doing business remains elevated and interest rates remain higher than consumers and businesses have been
accustomed to for many years.  These factors could remain headwinds for consumer and business activity as well as
a pressure on corporate profits.  There are signs that the high costs are stretching some segments, such as rising
credit card delinquencies and falling personal savings rates.  In addition, the manufacturing sector has been in a
contraction for 13 consecutive months.  The labor market remains the key bright spot supporting consumer
spending, which is the largest part of the economy.  With the swift shift in sentiment and the dramatic market
reaction in the last two months of 2023, financial market valuations may have gotten a bit ahead of actual
fundamentals.  Therefore, market participants will likely be focused on signs of a weakening labor market or
pressure on corporate profits from reduced pricing power for downside risks or signs of benefits from declining rates
of inflation and any rate cuts that actually occur for upside potential.

• These same conditions are in place outside the U.S. particularly in Europe.  Japan and India are the primary
exceptions where economic growth is stronger due to cyclical tailwinds, such as increasing tourism and exports.

• China’s economy continues to be constrained by the debt problems in the property sector that are also dampening
consumer sentiment.  China’s manufacturing sector, and increasingly the services sector, continue to struggle from
lower demand due to geopolitical tensions and slowing global growth.  The Chinese government has provided only
minor stimulus actions to date but may be forced to ratchet up stimulus efforts to improve consumer sentiment and
lower unemployment.

HIGH VALUATIONS AMID MIXED ECONOMIC CONDITIONS LIKELY LED TO MORE UP AND DOWN MARKET MOVES 
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OUTLOOK 

SOME PRICES ARE COMING DOWN EASING INFLATION PRESSURES IN THE U.S. 
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OUTLOOK 

THE STRONG LABOR MARKET CONTINUES AS AN INFLATION RISK BUT SUPPORTS ECONOMIC GROWTH 
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OUTLOOK 

SOME ECONOMIC DATA IS SHOWING RESILIENCE LESSENING RECESSION RISK BUT COULD DELAY RATE CUTS 
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CONSUMERS MAY BE BECOMING STRETCHED EVEN WITH THE LOW UNEMPLOYMENT RATE 
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OUTLOOK 

Manufacturing activity in the U.S. was in contraction territory (under 50) for the 13th consecutive month.  Importantly, new orders and 
backlogs also remained in contraction, pointing to softening economic activity.   

WORRIES PERSIST THAT RATES WILL REMAIN TOO HIGH WHEN SOME BUSINESS ACTIVITY IS SLOWING 
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OUTLOOK 

Business activity has been slowing in the eurozone hurt 
by weak demand for exports, high interest rates, and 
cuts in certain government subsidies.  Manufacturing is 
slowing in China due to weak domestic demand and 
slowing exports.  While services activity in China has 
been positive, it has been below expectations.  Activity 
in Japan is still benefiting from accomodative monetary 
policy.  

ECONOMIC DATA OUTSIDE THE U.S. IS MIXED  
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OUTLOOK 

The federal budget deficit is now more than 6% of gross 
domestic product (GDP), which is an historically high 
level especially when not in a recession.  The Federal    
Reserve, a large and price insensitive buyer, is reducing 
its balance sheet so is buying fewer Treasury bonds at a 
time when bond issuance is increasing to fund deficit 
spending.  Some foreign buyers, such as China, are 
buying less also.  Will yields need to stay high to attract 
enough buyers?  The answer to this question has long-
term implications since high yields impact stock prices as 
well as consumer and business activity. 

THE NEED TO FUND THE HIGH FEDERAL BUDGET DEFICIT COULD KEEP BOND YIELDS HIGH 
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OUTLOOK 

Bond yields remain attractive relative to yields available 
in recent years and compared to dividend yields.  The 
dividend yield on the S&P 500 index exchange traded 
fund (SPY) is only 1.4%.   

SHORT-TERM AND INTERMEDIATE FIXED INCOME YIELDS ARE ATTRACTIVE 
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OUTLOOK 

THE RETURN FOR THE S&P 500 INDEX HAS TYPICALLY BEEN POSITIVE IN A PRESIDENTIAL ELECTION YEAR 
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TECHNICAL INDICATORS ARE BULLISH BUT SENTIMENT INDICATORS POINT TO OVERBOUGHT LEVELS  
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VOGEL TACTICAL RECOMMENDATIONS 

ASSET CLASS ACTION COMMENTARY 

Domestic Large-Cap Equity EQUAL WEIGHT Prices could be pressured if earnings growth slows hurt by the impacts of inflation, 
high interest rates, and tighter lending.  Valuations high. 

Domestic Mid-Cap Equity EQUAL WEIGHT Prices could be pressured if earnings growth slows hurt by the impacts of inflation, 
high interest rates, and tighter lending.  Valuations more attractive than for large-cap.  

Domestic Small-Cap Equity 
EQUAL WEIGHT 

Wider than average valuation gap with large-cap stock but also higher risk to margins 
and growth opportunities from increasing cost of financing.  Signs of slowing growth 
could mean wider price swings for small-cap than large-caps.    

International Developed Equity 
EQUAL WEIGHT 

Inflation is slowing so likely rate hikes are done but growth could be subpar since 
weakness in exports is likely to continue in certain industries.  Valuation discount to 
U.S. stocks.  A weakening dollar could boost returns to U.S. investors.  

International Emerging Market Equity 
UNDERWEIGHT 

Weak Chinese economy continues to be a risk. Positives are lower valuations than U.S. 
markets, catalysts for growth in various regions from moves to diversify supply chains, 
and rate cycles have peaked.  A weakening dollar could provide a boost to returns.     

Fixed Income 
EQUAL WEIGHT 

Yields are the highest in several years so are a source of income and diversification.  
Could be some price appreciation if the fed cuts rates.       

  Hedge Strategies 
UNDERWEIGHT 

The flexibility to position for various risk scenarios can provide return opportunities, 
but rapid and sharp market swings can be challenging for some strategies.  
Opportunity set for distressed investing strategies may be improving.    

Real Assets 
EQUAL WEIGHT 

Attractive dividend yields offer inflation protection.  Declining interest rates and low 
valuations make certain real estate assets attractive.   

Cash OVERWEIGHT Keep reserves for liquidity needs since periods of volatility are a risk if consensus 
expectations are not met.  Yields are attractive.     

FIXED INCOME YIELDS ARE ATTRACTIVE.  SLOWER GROWTH A RISK TO EQUITIES. OVERWEIGHT CASH. 
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Important Disclosures: 
This report is being provided to you for your review and consideration and does 
not constitute a recommendation to purchase, sell or hold any security, and 
should not be construed as investment advice. Past financial performance is no 
guarantee of future results.  

The statistical information contained in this report was derived from sources 
that Vogel Consulting LLC (Vogel) believes are reliable, and such information 
has not been independently verified by Vogel.  The information contained in 
this report represents the opinion of the author(s) as of its date and is subject 
to change at any time due to market or economic conditions. 

Russell Investment Group is the source and owner of the trademarks, service 
marks and copyrights related to the Russell Indexes.  Russell® is a trademark of 
the Russell Investment Group. 

Sources: Number below corresponds to the superscript notation in chart titles 
and text blocks 

Sources: 
1. Telemet America, Inc.
2. OECD (2023), Inflation (CPI) (indicator). doi: 10.1787/eee82e6e-en

(Accessed on 19 December 2023).
3. ons.gov.uk/economy/inflationandpriceindices/bulletins/producerprice

inflation/november2023.
4. Projection materials retrieved from

https://www.federalreserve.gov/monetarypolicy.htm.
5. Daily Treasury Yield Curve Rates, retrieved from U.S. Department of

Treasury; https://www.treasury.gov/resource-center/data-chart-
center/interest-rates/Pages/TextView.aspx?data=yield, January 2,
2024.

6. Advent Software, Inc.
7. U.S. Energy Information Administration, US Regular All Formulations

Gas Price [GASREGW], retrieved from FRED, Federal Reserve Bank of

St. Louis; https://fred.stlouisfed.org/series/GASREGW, December 28, 
2023.  

8. U.S. Bureau of Labor Statistics, Consumer Price Index for All Urban
Consumers: Food in U.S. City Average [CPIUFDSL], retrieved from
FRED, Federal Reserve Bank of St. Louis;
https://fred.stlouisfed.org/series/CPIUFDSL, December 19, 2023.

9. U.S. Bureau of Labor Statistics, Consumer Price Index for All Urban
Consumers: Used Cars and Trucks in U.S. City Average
[CUSR0000SETA02], retrieved from FRED, Federal Reserve Bank of St.
Louis; https://fred.stlouisfed.org/series/CUSR0000SETA02, December
19, 2023.

10. U.S. Bureau of Labor Statistics, Consumer Price Index for All Urban
Consumers: Rent of Primary Residence in U.S. City Average
[CUUR0000SEHA], retrieved from FRED, Federal Reserve Bank of St.
Louis; https://fred.stlouisfed.org/series/CUUR0000SEHA, December
19, 2023.

11. U.S. Bureau of Labor Statistics, Unemployment Level [UNEMPLOY],
retrieved from FRED, Federal Reserve Bank of St. Louis;
https://fred.stlouisfed.org/series/UNEMPLOY, December 19, 2023.

12. U.S. Census Bureau, Total Construction Spending: Total Construction in
the United States [TTLCONS], retrieved from FRED, Federal Reserve
Bank of St. Louis; https://fred.stlouisfed.org/series/TTLCONS,
December 19, 2023.

13. U.S. Bureau of Economic Analysis, Total Vehicle Sales [TOTALSA],
retrieved from FRED, Federal Reserve Bank of St. Louis;
https://fred.stlouisfed.org/series/TOTALSA, January 2, 2024.

14. New York Fed Consumer Credit Panel/Equifax.
15. U.S. Bureau of Economic Analysis, Personal Interest Payments

[B069RC1Q027SBEA], retrieved from FRED, Federal Reserve Bank of St.
Louis; https://fred.stlouisfed.org/series/B069RC1Q027SBEA,
December 20, 2023.
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16. Board of Governors of the Federal Reserve System (US), Finance Rate
on Consumer Installment Loans at Commercial Banks, New Autos 60
Month Loan [RIFLPBCIANM60NM], retrieved from FRED, Federal
Reserve Bank of St. Louis;
https://fred.stlouisfed.org/series/RIFLPBCIANM60NM, December 19,
2024.

17. Board of Governors of the Federal Reserve System (US), Commercial
Bank Interest Rate on Credit Card Plans, All Accounts
[TERMCBCCALLNS], retrieved from FRED, Federal Reserve Bank of St.
Louis; https://fred.stlouisfed.org/series/TERMCBCCALLNS, December
19, 2023.

18. U.S. Office of Management and Budget and Federal Reserve Bank of
St. Louis, Federal Debt: Total Public Debt as Percent of Gross Domestic
Product [GFDEGDQ188S], retrieved from FRED, Federal Reserve Bank
of St. Louis; https://fred.stlouisfed.org/series/GFDEGDQ188S,
December 21, 2023.

19. U.S. Office of Management and Budget and Federal Reserve Bank of
St. Louis, Federal Surplus or Deficit [-] as Percent of Gross Domestic
Product [FYFSGDA188S], retrieved from FRED, Federal Reserve Bank of
St. Louis; https://fred.stlouisfed.org/series/FYFSGDA188S, December
20, 2023.

20. Board of Governors of the Federal Reserve System (US), Assets: Total
Assets: Total Assets: Wednesday Level [RESPPANWW], retrieved from
FRED, Federal Reserve Bank of St. Louis;
https://fred.stlouisfed.org/series/RESPPANWW, December 20, 2023.

21. iShares ETFs retrieved from https://www.ishares.com/us, January 2,
2024.

22. SPDR S&P 500 ETF Trust (SPY), retrieved from
https://finance.yahoo.com/quote/SPY?p=SPY, January 2, 2024.
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