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Tug of war between hawkish central banks and a resilient 
private economy

In what is certainly an understatement, 2022 was a year to wish a less than fond farewell. 
The Federal Reserve was still pumping stimulus into the economy at the beginning of the 
year—yes, hard to believe—but by March got, uhm, serious with a 25 basis point increase 
in its Fed funds rate. Russia invaded the Ukraine in what was expected to be an expedient 
victory. An energy crisis enveloped Europe, made worse by Russia but not caused by it, 
as years of European failure to secure diversified sources of energy came home to roost. 
What ensued was a raging 40-year high of inflation that was anything but “transient,” 
decimating financial assets in the worst rout seen since 2008.

The big question for many investors: Should I be in the market right now? 

The hangover is a doozy and is expected to linger through 2023. The Fed got it wrong, 
and it’s determined to right the ship to save face, even if the boat sinks along the way. 
But instead of salvaging its image, the Fed might just be setting itself up for the dubious 
honor of getting it wrong in both directions. Think about it: One year on, prices have 
surged to record levels for autos, food, energy and shelter. It could pay to be a contrarian, 
as investors are stampeding in the same direction to protect against inflation. It may just 
be time to lock in high yields and dividends with the view that inflation is dissipating. The 
Fed’s mistake may be that it is looking in the rear-view mirror, fighting the last war. Bad for 
the Fed, but good for markets. 

Despite the stress of higher rates, the private economy continues to be resilient. Wall 
Street’s expectation is that we’ll see a demand-driven recession and easing demand 
would help the Fed’s fight against inflation. But that has yet to happen. The economy 
is being driven by a relentlessly strong consumer in a tight job market, where there are 
nearly two openings for every applicant. The “delta” of the world economy has recently 
shifted up like a hockey stick, with China coming back on-line by eliminating Covid 
quarantines. To see the impact of China’s reopening on the world economy in real time, 
keep an eye on whether oil prices revert higher.

Forecast 2023

Figure 1: Global Perspectives 2023 forecast 

This tug of war between a hawkish Fed and a resilient private economy is what we expect 
to see during the coming year. Let’s review our own Voya Global Perspectives “As, Bs and 
Cs” as measurements of the private economy:
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Market Fundamentals  2023 Forecast

S&P500 Index Level $4,125 
S&P500 EPS $237 
Crude Oil (WTI) $85 BBL
Gold $1,850/OZ-T
10 Year UST Yield 3.50%
Trade Weighted $ (DXY) 100
US GDP Growth 1.0%
US Unemployment 4.2%
Inflation 3.0%
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Figure 2: Fundamentals drive markets

Source: Refinitiv – Thomson Reuters and FactSet, Voya Investment Management, as of 12/31/22. Earnings per share (EPS) is the portion of a company’s profit allocated to each outstanding share 
of common stock. The S&P 500 index is a gauge of the U.S. stock market that includes 500 leading companies in major industries of the U.S. economy. Past performance is no guarantee of 
future results. Indices are unmanaged and not available for direct investment.

A — Advancing corporate earnings and U.S. economic growth

The S&P 500 grew earnings in 3Q22 by 4.4%, with topline revenue 
growth at 11.1%. Over the past seven quarters, positive quarterly 
earnings growth on an annual basis has been associated with a 
continued bull market in earnings. The consensus forecast for the 
full year of 2022 is expected to be 5.8% per share ($220), while 
2023 is projected to be 4.8% per share ($230). (Source: Refinitiv)

Corporate earnings growth outperformed the economy in 2022, so 
what does that mean for the coming year? The economy made a 
big comeback in the third quarter. Recall that U.S. GDP contracted 
1.6% in 1Q (sequentially) and 0.6% in 2Q. But in 3Q, GDP jumped 
by 3.2%. Personal consumption expenditures increased 2.3%, 
primarily due to higher services consumption. At the same time, 
the Atlanta Fed’s GDPNow forecast for 4Q is a robust 3.1%. The 
private economy is demonstrating an astounding resilience given 
that restrictive monetary policy has devastated markets globally.

Earnings and the economy may not be the same thing, but 
they do rhyme. Given our own $237 per-share earnings growth 
expectation for 2023, what does that imply for the S&P 500’s 
final print in 2023? That depends on the outcome of the tug of 

war between hawkish central banks and the world’s resilient 
private economy.

Recall that interest rates can be applied as a discounting 
mechanism for future cash flows. Inflation, a key driver of interest 
rates, is hovering at around 7% in the US. The Fed funds rate is 
currently 4.5%, on its way to 5% or even higher in 2023. Europe 
is playing catch-up, with plans to markedly increase interest rates 
over the course of 2023. Applying the historical P/E ratio for the 
United States, our $237 per-share S&P earnings estimate equates 
to an S&P price of $3,555 compared with a 2022 ending price of 
$3,840 — rather pessimistic given the implied drop in share prices. 

In a contrarian scenario (my base case), our P/E forecast jumps to 
17.4x, and multiplied by our anticipated earnings level, produces an 
estimate of $4,125. That result would imply a roughly 7.4% return. 
That may not sound like much, but it sure beats a hefty negative 
return. The good news is that I expect better returns out of 
diversifying into assets such as U.S. Midcap, U.S. Small cap, MSCI 
Emerging Markets, and fixed income.

Broadening manufacturing

The U.S. ISM dropped from 49.0 to 48.4 in December, indicating economic contraction based on new orders and shipments despite the 
growth in employment. In the most recent December report manufacturers’ prices paid dropped to 39.0 from the 78.5 reading of June. 
Manufacturers are facing major headwinds from high interest rates and mounting indications of recession. At the same time, they’ve 
benefited from the need to rebuild inventories into 2023 following a prolonged period of supply chain disruptions. This supply chain 
rebound has had an immediate remedial impact on inflation.

0

500

1,000

1,500

2,000

2,500

3,000

3,500

4,000

4,500

5,000

-35%

-15%

5%

25%

45%

65%

85%

105%

2001 2003 2005 2007 2009 2011 2013 2015 2017 2019 2021

S&P 500 Price
S&

P 
50

0 
EP

S 
G

ro
w

th

S&P 500 Index (RHS)S&P 500 EPS growth (LHS)

3Q 2022

–0.1
Q2 2015

–0.5
Q3 2012

–0.3
Q3 2019

Earnings growth changed to positive

Earnings growth changed to negative
Quarterly Earnings Growth (YoY)

(EPS is Earnings Per Share)

3Q22 EPS = $56.03
3Q21 EPS = $53.65 –1 = 4.4%

2022



Tug of war between hawkish central banks and a resilient private economyGlobal Perspectives 2023 Outlook

Figure 3: Global Manufacturing PMIs – Early Indicator of Recession: 
“Bad News is Good News”

Source: Institute of Supply Management, FactSet. The Purchasing Managers’ Index (PMI) is 
an indicator of economic activity in the manufacturing sector. Measures above 50 indicate 
economic expansion, measures below 50 indicate economic contraction. PMI’s as of 11/30/22.

The strong U.S. dollar, though off its high in September, makes 
exports more expensive and imports cheaper, further hurting U.S. 
sales. A strong dollar also raises the prices that foreign nations pay 
for U.S. goods, directly hitting U.S. companies’ bottom lines. 

Generally, a strong dollar would benefit these foreign countries 
by increasing their competitiveness on exported goods prices. 
Instead, the Fed’s lightning-speed rate increases have wreaked 
havoc on their currencies, especially in the UK. Britain is already 
in a recession and Europe will likely follow. It’s the U.S. and China 
that will keep the global economy out of generalized recession, or 
at least pave the way for a soft global landing.

Figure 4: The Fed’s Policy Shift in 2020 Locked in its 
Inflation “FAIT” 
Fed Funds Target Rate

Source: FactSet, Fed Funds Target Rate, data as of 12/30/22. Average Fed Funds Rate is 
average since 1988. “FAIT” is the FOMC’s “Flexible Average Inflation Targeting”.

Europe and Britain Hit by Trifecta of Inflation, Energy 
and Deficits

Action Economics, LLC, reports that “the ECB’s quantitative 
tightening has a non-negligible risk that the withdrawal of 
(monetary stimulus) support won’t be as smooth as officials hope. 
Governments,” they continue, “are facing higher debt financing 
costs and are forced to invest heavily in new energy-infrastructure 
with the transition away from Russian gas. On top of this, lower 
growth means lower tax revenues, and government also need 
to finance energy-support measures. Rising deficits mean that 
governments are set to flood markets with higher debt issuance, 
just at the time that the ECB is reducing its balance sheet.”

The ECB and BOE are late to the party but intend to bring hawkish 
monetary policy to raise yields significantly. The BOJ to a lesser 
degree, but Japan’s central bank has raised its cap on interest 
rates (yield curve control). These global rate increases will exert 
more pressure on the U.S. dollar and likely prop up U.S. yields as 
demand for high-yielding currencies sends investors elsewhere.

China lockdowns and slowing growth

The lockdowns in Shanghai and other cities throughout China 
are winding down, allowing its 1.4 billion people to travel 
without restrictions. But many countries are restricting Chinese 
movement on concerns of triggering a new wave of the pandemic. 
Meanwhile, the Caixin China General Manufacturing PMI 
unexpectedly edged up to 49.4 in November 2022 from 49.2 in 
October, above market forecasts of 48.9. However, these weakish 
production numbers could look very different in the months to 
come in the wake of reopening.

China is the wild card in markets, spurring on global growth 
just when global central banks are trying to slow things down. 
Domestic travel in China alone will raise demand for oil and gas, 
just as prices have been coming down. 

Consumers could be the gamechangers

The consumer could have a major impact on the direction of the 
economy — but will it be positive or negative? U.S. retail and food 
services sales dropped 0.6% in November 2022 compared to 
the previous month. But more recent higher-velocity data from 
Mastercard SpendingPulse showed that retail sales payments 
jumped 7.6% during the critical holiday season from November 1 
through Christmas Eve. 

Consumer spending is predicated on job growth, and the 
December nonfarm payroll report pushed the unemployment 
rate down to 3.50%, adding 223,000 jobs. U.S. household wealth 
fell in the third quarter to $143.3 trillion for the third consecutive 
quarterly loss. 

Rising inflation is cutting into consumer discretionary spending, 
weighing heavily on the consumer and will likely fall further 
in subsequent quarters. The consumer discretionary sector 
continued to be among the worst of the big sectors in the S&P 
500, declining –37.4% in 2022. There is likely more pain to 
come if the Fed keeps rates higher for longer in an elevated 
inflation environment.
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Wages
The October 2022 U.S. Employment Cost Index (ECI) tracked consensus estimates with a 1.2% rise in 3Q. The year-on-year ECI gauge 
slipped to 5.0% from a 32-year high of 5.1% in 2Q. The most recent wage cost report from the December non-farms payrolls data showed 
a decisive drop in average hourly earnings to 4.6% year on year, from 5.1% in November. This is great news to potentially temper future 
FOMC rate increases.

Figure 5: Consumer as a gamechanger

As of 11/30/22. Source: FactSet. 

Market Review Summary, 2022

It was the worst year for U.S. stocks since 2008 as the FOMC slammed the brakes on runaway inflation. But it was the 2022 bond market 
shock that shook the world with the worst bond bear market since the Volker Era, worse than the Great Bond Massacre of 1994. The 
pain inflicted was widespread as U.S. Treasuries, high-grade corporates, global bonds and high-yield bonds all experienced double-digit 
losses. In other words, there was no place to hide in 2022. 

The S&P 500’s –18.1% nearly matched the MSCI Emerging Market’s –19.7% return. The S&P Midcap and S&P Small cap stocks fell –13.1% 
and –16.1% respectively. The worst performing equity was Global REITs at –24.4%. U.S. Treasury 20+ year bonds returned –31.1%; U.S. 
Corporate Investment Grade returned –15.8%; Global Bonds returned –16.2%, and the best-performing category was surprisingly High-
yield Bonds, returning –11.2%. The CBOE volatility index closed at 21.7% and the S&P GCSI commodity index was up 26%, led by the S&P 
GCSI Energy sector, up +42.3% for the year. 

Figure 6: Equity Markets

Source: FactSet, FTSE NAREIT, Voya Investment Management. The Overall Average model allocation includes 10 asset classes, equally weighted: S&P 500, S&P 400 Midcap, S&P 600 Smallcap, 
MSCI U.S. REIT Index/FTSE EPRA REIT Index, MSCI EAFE Index, MSCI BRIC Index, Bloomberg Barclays U.S. Corporate Bonds, Bloomberg Barclays U.S. Treasury Bonds, Bloomberg Barclays 
Global Aggregate Bonds, Bloomberg Barclays U.S. High Yield Bonds. Returns are annualized for periods longer than one year. Past performance is no guarantee of future results. An 
investment cannot be made in an index.
* Simple averages of all the indexes included in each group: all equity indexes, all fixed income indexes and a combination of all equity and all fixed income indexes. Please see disclosures at 

the end of this commentary for index definitions. Past performance is no guarantee of future results. Investors cannot invest directly in an index.

689.44

350

400

450

500

550

600

650

700

2013 2014 2015 2016 2017 2018 2019 2020 2021 2022

$ 
bi

lli
on

s 
pe

r m
on

th

U.S. Retail Sales

Index Q4 2022 2022 3 years 5 years
Equity
S&P 500 (large cap) 7.6 –18.1 14.2 15.2

S&P 400 (mid cap) 10.8 –13.1 8.4 12.3

S&P 600 (small cap) 9.2 –16.1 7.7 12.4

Global REITs 7.1 –24.4 2.5 4.7

EAFE 17.4 –14.0 4.8 8.0

Emerging markets 9.8 –19.7 6.6 13.2

Equity average* 10.3 –17.6 7.4 11.0

Fixed income

Corporate bonds 3.6 –15.8 7.1 6.7

20+ year U.S. Treasury –1.4 –31.1 10.0 8.0

Global aggregate 4.5 –16.2 4.8 4.8

High yield 4.2 –11.2 6.2 8.6

Fixed income average* 2.7 –18.6 7.0 7.0

Overall average* 7.3 –18.0 7.2 9.4

Index Q4 2022 2022 3 years 5 yeasrs
Broad Market
Dow Industrial 16.0 –6.9 18.5 15.5
S&P 500 7.6 –18.1 26.1 18.5
S&P 100 (OEX) 5.6 –20.9 27.6 19.5
Nasdaq Composite –0.8 –32.5 34.3 25.0
Large-Cap
Russell 1000 7.2 –19.1 26.2 18.4
Russell 1000 Value 12.4 –7.5 17.6 11.2
Russell 1000 Growth 2.2 –29.1 34.1 25.3
Mid-Cap
Russell Mid-Cap 9.2 –17.3 23.3 15.1
Russell Mid-Cap Value 10.5 –12.0 19.6 11.2
Russell Mid-Cap Growth 6.9 –26.7 27.5 19.8
Small-Cap
Russell 2000 6.2 –20.4 20.0 12.0
Russell 2000 Value 8.4 –14.5 18.0 9.1
Russell 2000 Growth 4.1 –26.4 21.2 14.5
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Disclosures

General investment risks: all investing involves risks of fluctuating prices and the uncertainties of rates of return and yield inherent in investing. All security transactions involve substantial 
risk of loss. Diversification does not guarantee a profit or ensure against loss. The S&P 500 index is a gauge of the U.S. stock market, which includes 500 leading companies in major industries 
of the U.S. economy. The S&P MidCap 400 Index is a benchmark for mid-sized companies, which covers over 7% of the U.S. equity market and reflects the risk and return characteristics of the 
broad mid-cap universe. The S&P SmallCap 600 index covers approximately 3% of the domestic equities market and is designed to represent a portfolio of small companies that are investable 
and financially viable. The FTSE EPRA/NAREIT Global Real Estate index is designed to represent general trends in eligible real estate equities worldwide. The MSCI EAFE index is a free float-
adjusted market capitalization weighted index designed to measure the developed markets’ equity performance, excluding the U.S. and Canada, for 21 countries. The MSCI Emerging Markets 
index is a free float-adjusted market capitalization index that measures emerging market equity performance of 23 countries. The Bloomberg U.S. Corporate Bond index is a component of the 
Bloomberg U.S. Aggregate index. The Bloomberg U.S. Aggregate index is composed of U.S. securities in Treasury, government-related, corporate and securitized sectors that are of investment-
grade quality or better, have at least one year to maturity and have an outstanding par value of at least $250 million. The Bloomberg U.S. Treasury 20+ Year index tracks the performance of U.S. 
dollar-denominated, fixed-rate, nominal debt issued by the U.S. Treasury with 20 or more years to maturity. The Bloomberg Global Aggregate Bond index measures a wide spectrum of global 
government, government related, agencies, corporate and securitized fixed-income investments, all with maturities greater than one year. The Bloomberg U.S. Corporate High-Yield Bond index 
tracks the performance of non-investment grade U.S. dollar-denominated, fixed rate, taxable corporate bonds including those for which the middle rating of Moody’s, Fitch, and S&P is Ba1/BB+/
BB+ or below, and excluding emerging markets debt. The S&P 500 Value index tracks the performance of the subset of S&P 500 stocks classified as value style, as measured by three factors: 
the ratios of book value, earnings and sales to price. The S&P 500 Growth index tracks the performance of the subset of S&P 500 stocks classified as growth style, as measured by three factors: 
sales growth, the ratio of earnings change to price and momentum. The CBOE Volatility index (VIX) is a real-time index that represents expectations for the relative strength of near-term price 
changes of the S&P 500 index. The S&P GCSI index is a benchmark commodities index that tracks the performance of the global commodities market. It is made up of 24 exchange-traded 
futures contracts that cover physical commodities spanning five sectors.

Important information

This paper has been prepared by Voya Investment Management for informational purposes. Nothing contained herein should be construed as (i) an offer to sell or solicitation of an offer to buy 
any security or (ii) a recommendation as to the advisability of investing in, purchasing or selling any security. Any opinions expressed herein reflect our judgment and are subject to change. 
Certain of the statements contained herein are statements of future expectations and other forward-looking statements that are based on management’s current views and assumptions and 
involve known and unknown risks and uncertainties that could cause actual results, performance or events to differ materially from those expressed or implied in such statements. Actual 
results, performance or events may differ materially from those in such statements due to, without limitation, (1) general economic conditions, (2) performance of financial markets, (3) interest 
rate levels, (4) increasing levels of loan defaults, (5) changes in laws and regulations and (6) changes in the policies of governments and/or regulatory authorities. This material may not be 
reproduced in whole or in part in any form whatsoever without the prior written permission of Voya Investment Management. Past performance is no guarantee of future results.
©2023 Voya Investments Distributor, LLC • 230 Park Ave, New York, NY 10169 • All rights reserved.
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Conclusion for 2023

Our outlook is predicated on the tug of war between a hawkish 
Fed and a resilient private economy. The “Fed put” has expired — 
for the first time in 20 years, the markets are on their own, without 
the safety net that the Fed will step in and backstop investors’ 
overzealous risk-taking. The good news is that the private 
economy should be able to take an inflation hit. 

The most optimistic outlook is that upcoming inflation data will be 
significantly lower than expected, and there are signs it may be. 
A slowdown in inflation would normally put the Fed on pause, but 
a halt in rate increases is anything from certain, in part because 
there is also a very real concern that Congress will continue 
to spend aggressively. The current $1.65 trillion Omnibus Bill 
represents a 9% increase over FY2022. Some believe that 2022 

was a year of “negative surprises,” so 2023 may be a year of 
“positive surprises.” 

As we enter 2023, income and dividend yields are at their 
most attractive levels in more than a decade. Valuations have 
normalized significantly, especially in the most speculative parts 
of the market. Illiquidity risk is decelerating from a lofty level, 
lowering the probability of a Black Swan event. And currency risk 
will be lower as the U.S. dollar index has climbed down from its 
peak. These factors are all potential pluses for investors, but pay 
attention to Voya Global Perspectives’ catch phrase coined in 
November 2010 regarding “the folly of gaming diversification” and 
make sure your portfolio is truly diversified.


