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Å We must appreciate the unique, and in part unprecedented, strangeness of 
the current economic and market cycle

Å The pandemic shut down and policy response has had long-tail impacts, 
continuing to skew data, challenging long-held macro and market 
relationships and sending conflicting signals

Å Instead of Hard, Soft, or No, we expect a Strange Landing in 2024, where 
data is conflicting, cycles are discordant, and policy is potentially distorting; 
we think this will result in wide trading ranges (but not necessarily trends) for 
markets, sudden changes in data/narratives, and unexpected market 
reactions

Å This strangeness requires investors to have the following traits:

Å Vigilance: Complacency could be dangerous in 2024, either by 
extrapolating recent trends in data or ignoring crowded consensus 
sentiment/positioning

Å Selectivity : We see potential for strong returns in selective areas in 
2024, with a wide gap between winners and losers

Å Responsiveness: We see the potential for wide trading ranges over the 
course of 2024, creating opportunities for investors

Source: Illustration History, cover illustration for Stranger 
in a Strange Land by Robert A. Heinlein

https://www.illustrationhistory.org/illustrations/stranger-in-a-strange-land
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Strange Landing

Economy:
%JGOL@ KDGOK >JGE ҐҎҐґӐK J9HA< H9;=Ӆ :ML AFALA9DDQ 9NGA<K 9 J=;=KKAGF @=DH=< :Q >AK;9D KH=F<AF?Ӆ

easy financial conditions, and continued labor market resilience. Data continues to tell 
conflicting stories, with signs of weakness contrasting with signs of recovery. 

Potential for rapid changes in data.

Fed Reaction:
The Fed aims to tweak policy lower, but not signal outright easing for fear of stoking 

growth/inflation. Weak data necessary for confirmation of aggressive easing. Easing could be 
interrupted if USD weakens and commodities rally, or if wage growth rebounds.

Macro:
Yields volatile but upwardly biased on resilient economic data not confirming Fed rate cut 

expectations, while further yield downside dependent on weaker economic data. USD lower if 
Fed perceived as easy vs. peer central banks, but higher if Fed does not deliver easing.

Risk Asset Reaction:
Resilient growth keeps equity credit fundamentals healthy, but interest rates start to bite in 

2H24 as refinancing begins at higher rates. Valuations whipsawed by liquidity, 
positioning/sentiment, and 2025 recession/EPS risks.
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Macro and Policy

Å Recession: no recession in 1H24, and a higher probability of recession 
in 2025 vs. 2H24, though we are monitoring changes in data closely

Å Labor Market/Consumer: the labor market remains tight, supporting 
U.S. consumer, but watching signs of peripheral easing in data

Å Inflation: we expect continued moderation, but are attune to risks 
that inflation remains sticky (above 2%) or reaccelerates

Å Fed Policy: we expect 3 cuts in 2024, with more cuts dependent on 
economic data weakening materially

Å Treasury Policy: large deficit spending continues, with funding of the 
deficit a key influence on liquidity

Equities

Å Ranges: we expect a wide trading range for equities in 2024, with the 
potential for an uptick in volatility, with a very different starting point 
than 2023 on valuation/sentiment/positioning

Å Upside: better EPS growth than expected (productivity, economic 
strength already baked in), liquidity remains highly supportive to keep 
valuations elevated

Å Downside: weaker EPS growth than currently expected for 2024/2025, 
liquidity becomes a headwind to already-elevated valuations

Å Portfolio Positioning:  continued focus on quality, selectivity 
imperative (mostly in beaten up indices)

Fixed Income

Å Ranges: similar to 2023, we expect wide ranges for Treasury yields in 
2024 with upside driven by better economic data/stickier inflation/a 
tighter Fed/Treasury issuance, and downside driven by weaker 
economic growth/soft inflation/an easier Fed

Å Credit: all-in yields remain elevated, but tight starting spreads and 
increasing issuance credit upside risk to spreads over the year

Å Munis: finding opportunities in selective parts of the muni curve and 
credit ratings

Å Portfolio Positioning:  opportunistically adding to duration, highly 
selective about credit exposure, looking outside of the index

Alternatives

Å Themes: cautious optimism, acknowledging that the higher cost of 
capital requires greater selectivity across private strategies, while also 
creating opportunities to benefit from disruption to fundraising

Å Private Equity: focusing on managers with operational value-add, 
instead of financial engineering, primarily in lower middle market; 
secondaries are attractive, along with selective GP stakes

Å Private Credit: ӑ9 ?GD<=F 9?=for someӒ 9 C==F >G;MK AK F=;=KK9JQ GF
underwriting given the proliferation of new entrants

Å Volatility Strategies: the potential for higher volatility in 2024, while 
issuer credit remains healthy and an important watch item
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Remain Neutral
Å Rationale: Interest rate volatility is likely to remain elevated as rates remain in broad ranges with the high end driven by 

resilient growth, higher inflation, and/or a tighter Fed, and the low end driven by weakening growth, slowing inflation, 
higher issuance and/or an easier Fed. Current yields are attractive relative to recent history and broad fixed income can 
serve as a portfolio hedge in a recessionary environment.

Å Preferences: We look to selectively add duration if yields rise, while also being selective within credit given tight spreads 
and rising issuance. Munis offer opportunities at selective parts of the yield curve and credit quality spectrum.

Remain Neutral
Å Rationale: Valuations begin 2024 at elevated levels for major indices, which reduces upside potential from multiple 

expansion and while EPS estimates are optimistic for 2024 and 2025, upside could be driven by improved efficiency and 
resilient growth.

Å Preferences: We continue to emphasize quality across equity sub-asset classes.  We are balanced between Growth and 
Value and prefer Large Caps over Small Caps broadly (though see high potential to add value in Small Caps).

Remain Neutral
Å Rationale: International equities provide opportunity for selection within indices given low valuations and improving 

earnings trends. International markets are more exposed to a global economic slowdown but valuations are attractive 
relative to history.

Å Preferences: We prefer developed over emerging markets, due to better earnings trends for developed companies and a 
less uncertain regulatory backdrop compared to emerging markets.

Remain Overweight
Å Rationale: We are cautiously optimistic, seeing changes to the cost of capital (interest rates moving higher) as creating 

opportunity for select managers to add operational value, while opportunity is created in the current disruption to 
fundraising.

Å Preferences: We prefer private markets exposure over hedge funds.  Within private markets we prefer lower middle 
market private equity, secondaries, GP stakes, early stage venture, thesis-driven infrastructure, and select private credit.

Remain Neutral
Å Rationale: Inflation has peaked, but geopolitical tensions remain, which could disruption supply and demand for some 

commodities. 
Å Preferences: We prefer TIPs and select commodity exposure. Real estate continues to be in a correction, but opportunity 

for new-money, high quality and opportunistic distressed are emerging, given lower valuations.
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Key Points

Å Recession?: We do not expect a recession in 1H24 and will continue to 
monitor data to gauge risk of weakness building into 2H24, or, more likely, 
2025; Bloomberg recession probability of 50% for the next 12 months is likely 
too high

Å Growth: We see upside to the consensus 2024 GDP growth estimate of 1.3%, 
but not as much as 2023 due to tougher YoY comps and a higher starting point

Å Inflation: In early 2024, we expect inflation to continue to moderate, but are 
watching for signs that inflation could either remain sticky above 2% or 
reaccelerate due to factors like gasoline prices and wage growth 

Å Labor: As the U.S. economy averts a recession, we expect the labor market to 
J=E9AF LA?@LӅ L@GM?@ O= 9J= EGFALGJAF? ;DGK=DQ >GJ KA?FK G> ӑ>J9QAF?ӒӬKDGOAF?
in secondary labor data as a warning sign of potential softness to come

Å Consumer: With a still-tight labor market, continued healthy wage growth, 
and moderating inflation, we can expect consumer spending to remain 
resilient in 1H24 thanks to positive real wage growth; consumer balance 
sheets in aggregate are healthy, but signs of rising defaults should be 
monitored closely

Å Manufacturing: After over a year in contraction, we expect U.S. PMIs to begin 
to recover in 2024

Å Housing: Housing will likely remain in a distorted cycle in 2024 given locked-in 
low mortgage rates for existing homes; note: housing construction has begun 
to rebound, reflecting demand for new homes

Data as of 1/16/24



7

Monetary Policy

The Fed Wants to Tweak Not Ease if Economy Remains Firm
Å We expect the Fed to tweak rates lower by ~75 bps (3 cuts) as inflation 

moderation gives the Fed room to ease policy, but a resilient economy, 
9DGF? OAL@ >=9JK G> AF>D9LAGFӐK J=LMJFӅ C==HK L@= $=< >JGE O9FLAF? LG
endorse the 7+ cuts priced in by January 2025

Å We think that economic data would need to weaken (beyond the GDP 
KDGO<GOF 9F< MF=EHDGQE=FL MHLA;C :9C=< AFLG L@= $=<ӐK ;MJJ=FL ҐҎҐҒ
forecast) to justify the current bond market pricing of policy

Å The Fed will likely change its Quantitative Tightening (balance sheet 
shrinkage) plans in 2024, citing a rundown in Reverse Repo balances 
Ӧ<JAN=F :Q  ADD AKKM9F;=ӧ 9F< 9 <=KAJ= LG KMKL9AF 0=K=JN=K 9:GN= 9 ӑdesired 
bufferӒӇ /2 HD9FK 9DKG AFL=JHD9Q OAL@ 2J=9KMJQ >MF<AF? <=;AKAGFK

Key Observations:
Å Financial Conditions are Easy: Financial conditions are back to their 

easiest levels since early 2022/late 2021; if sustained, this would be 
stimulative to nominal economic growth.

Å The Full Impact of Interest Rates Have Not Yet Been Felt: The long-tail 
of over a decade of QE (with the fever pitch of ultra-easy policy in response 
to the pandemic) has resulted in many borrowers not feeling the full 
impact of higher rates after the great refinancing wave of 2020/2021; the 
end result is a delayed/dulled real economy impact of tighter Fed policy to 
growth

Source: Bloomberg, NewEdge Wealth, Data as of 1/16/24
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Fiscal Policy

Big Deficits Need Big Funding
Å The U.S. budget deficit is expected to reach $2 trillion in fiscal 2024, 

and is running at 6.5% of nominal GDP, a historically high level without 
a recession or war (and on a strong numerator of nominal GDP)

Å To fund this deficit, the Treasury will issue $2 trillion in debt in 2024 
(double from 2023)

Å TBAC (Treasury Borrowing Advisor Committee) projects over a 20% 
increase in coupon issuance across the curve in 2024

Å The key watch item is the mix between short-term Bills, and 
medium/long-L=JE ,GL=K 9F<  GF<Kӆ ҐҎҐґӐK MHKA<= DAIMA<ALQ KMJHJAK=
;9E= >JGE 2J=9KMJQӐK EGN= LG >MF< EGJ= OAL@  ADDK 9K DGF?=J-term 
rates rose, but Bills now make up 22% of Treasury debt outstanding 
(TBAC has a target of 15-20% for Bills)

Little Indication from Either Party for a Desire to Change Fiscal 
Trajectory
Å Compared to coming out of the GFC, there has been a notable shift in 

voter and legislator sentiment about deficits, exemplified by neither 
H9JLQ =EH@9KARAF? 9 ӑ>AK;9D HJM<=F;=Ӓ GJ ӑ:9D9F;=< :M<?=LӒ HD9L>GJE
(the 2020 observation from Marko Papic 9:GML L@= ӑE=<A9F NGL=JӒ
caring less about deficits, so Washington would care less about deficits 
continues to look prescient)

https://www.reuters.com/markets/us/coming-flood-us-treasury-issuance-unsettles-some-investors-after-blazing-rally-2024-01-16/#:~:text=While%20expectations%20for%20Fed%20easing,of%20new%20debt%2C%20they%20say.
https://apolloacademy.com/23-increase-in-treasury-auction-sizes-in-2024/
https://apolloacademy.com/23-increase-in-treasury-auction-sizes-in-2024/
https://home.treasury.gov/system/files/221/TBACCharge2Q42021.pdf
https://www.amazon.com/Geopolitical-Alpha-Investment-Framework-Predicting/dp/1119740215/ref=asc_df_1119740215/?tag=hyprod-20&linkCode=df0&hvadid=459617407428&hvpos=&hvnetw=g&hvrand=10310974818324127578&hvpone=&hvptwo=&hvqmt=&hvdev=c&hvdvcmdl=&hvlocint=&hvlocphy=9067609&hvtargid=pla-921329675179&psc=1&mcid=f2e04cba96203d32b4eb413d281b7476&gclid=CjwKCAiA75itBhA6EiwAkho9e9uOoP3WBUwsLfSvgp7Jk3izQXZ5SncvLtbjy-oyOdqih6d6Z8B2iBoC6nsQAvD_BwE
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Key Points

S&P 500 Range
Å We think it best to approach the S&P 500 in 2024 with a range and plan in 

mind if the high or low end of the range is experienced (regardless of the 
dominant narrative/emotion at the time).

Å We could see the S&P 500 trade in a wide range over the course of 2024 
(4,200-5,200), and yet make little trending progress (note we had a 1,000-
point trading range in 2022 and 2023!).

Å This range assumes no recession (further downside if a recession 
materializes that hits corporate earnings).

S&P 500 Earnings
Å Current consensus: $243 for 2024 (+11%), $270 for 2025 (+10%).
Å Upside Potential: Driven by a better economy than expected (though this 

may have limited impact on EPS estimates), better margins driven by 
productivity, or improved sentiment that sparks investment/M&A.

Å Downside Risk: Weaker economic growth than expected, or an already high 
bar for margin expansion baked in.

S&P 500 Valuation
Å PE is starting 2024 at an elevated 19.7x forward (20x was the ceiling in 2023, 

19x was the ceiling in 2018 and early 2020).
Å 2@= ӑ9N=J9?=Ӓ KLG;C .# AK FG DGF?=J ӑ;@=9HӒ 9>L=J 9 ҐҎổ =PH9FKAGF AF L@=

equal weight S&P 500 PE to end 2024.
Å An easier Fed/liquidity helps PE valuations, while a tighter Fed/liquidity 

could bring valuations back down towards average.
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Factors That Will Drive Equities in 2024

Å Technicals: Encouragingly, the momentum and breadth thrust at 
the end of 2023 has historically led to above-average returns over 
the next 12 months; watch for tactical signs of overbought/oversold 
over the course of 2024 to interpret a potentially wide trading range.

Å Earnings Revisions: 2023 benefitted from EPS estimates remaining 
steady through the year (despite recession fears); an EPS revision 
downcycle would be a key negative for equities (possibly due to 
rising odds of a 2025 recession); EPS revisions higher could be driven 
by productivity, and higher growth/inflation

Å Liquidity : This is the biggest wildcard for 2024, with factors like Fed 
Balance Sheet/Quantitative Tightening, Treasury funding/cash 
balance being key drivers of equity valuations/returns.

Å Positioning : Broad measures of positioning are stretched but not as 
extreme as early 2018 and late 2021; a chase to extremes would be 
positive for equities in the short term, but when extremes are 
reached, this would be downside risk.

Å Sentiment : Various sentiment measures are nearing optimistic 
extremes but can persist; once positioning catches up to sentiment, 
sentiment likely becomes a key risk.

Å Rotations: Given one-sided sector flows in 2023 (into Tech and out 
of most other sectors with Healthcare, Energy, and Financials seeing 
the most), leadership rotations could be sharp and swift in 2024.
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Å Ranges Not Trends, Be Epictetus: For the S&P 500, we see 
the potential to be stuck in a wide range to the year (10% to 
the upside, 10% to the downside) as the conditions for a low 
volatility, trending market (like 2019 or 2021) are not present; 
this range could present opportunities for tactical allocations 
if needed.

Å Still Quality, but Look for Tarnish, Not Trash: We believe 
we are still in a late-cycle environment (low unemployment, 
high interest rates), which, though it can persist for some 
time, means investors should not grow complacent about 
growth or balance sheet risks; investors can consider 
D9??9J<K >JGE ҐҎҐґ L@9L @9N= ӑL9JFAK@Ӓ ӦF==<K LG J=<M;=
;GKLKӅ ?JGOL@ @MJ<D=Kӧ :ML FGL ӑLJ9K@Ӓ ӦO=9C :9D9F;= K@==LK
and profitability).

Å The Selective Tide Lifts Some Boats, Index Returns May Be 
Misleading: Opportunities abound for equities that were left 
:=@AF< AF ҐҎҐґӐK F9JJGO E9JC=L 9F< 9J= FGO MF<=J=KLAE9L=<
and under-owned; cap-weighted indices may struggle in 2024 
?AN=F ҐҎҐґӐK ;GF;=FLJ9LAGFӅ O@AD= :=9L=F-up indices (Value, 
small-cap international, non-US) provide greater opportunity 
for selectivity, even if index level returns are lackluster.

Å Breadth Must Come: ҐҎҐґӐK HGKALAN=Ӆ ;GF;=FLJ9L=< J=LMJFK
were made possible by powerful EPS growth and margin 
expansion by the largest weights in the S&P 500; with 
Magnificent 7 EPS growth slowing materially in 2024 and 
multiples having already re-rated, a broader cohort in the 
S&P 500 will need to deliver on earnings growth (only 56% 
of S&P 500 companies had positive EPS growth in 2023).

Å Liquidity is the Darkhorse: Liquidity was a surprise 
tailwind to markets in 2023, helping boost valuations to 
elevated levels; broad liquidity, including both Fed and 
Treasury actions, will need to be monitored in 2024, as a 
shift to tighter liquidity could pressure valuations that are 
at the high end of historical ranges.

Å The Only Thing to Fear is Greed Itself: Sentiment and 
positioning need to be monitored closely; if they get too 
stretched (like early 2018 and late 2021), equity markets 
will struggle given the high bar to surprise to the upside 
and lack of incremental buyers.
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Factors That Will Drive Bonds in 2024

Å Fed expectations: With more than six rate cuts prices in, bond markets 
hold a high conviction that the Fed won the inflation battle and can begin 
to quickly lower rates. The Fed is pushing back, warning that the strength 
G> L@= =;GFGEQ E9Q GF;= 9?9AF HMK@ MH HJA;=Kӄ 2@= ӑHMK@-HMDDӒ :=LO==F
the Fed and markets set a trading range, and unless/until the economy 
goes into recession, this prevailing range offers elevated coupon returns 
and modest spread and duration returns. 

Å Inflation : Bond markets have priced inflation expectations to perfection, 
predicting 2% inflation by the end of 2024. However, there remains a risk 
G> 9 ӑ:=9J KL==H=FAF?Ӓ G;;MJJAF? AF L@= QA=D< ;MJN=Ӆ KAEAD9J LG O@9L O9K
experienced in the summer of 2023. 

Å Liquidity : The Fed has contemplated slowing the pace of QT. For specific 
markets ӛ like Treasuries, Munis, MBS, and corporate bonds ӛ structural 
illiquidity post-%$! E=9FK L@9L L@= ӑ=F<Ӓ G> /2 E9Q FGL F=;=KK9JADQ :JAF?
relief unless combined with rate cuts. 

Å Positioning : Distortions between futures and cash markets will continue 
to play a dominant role in the pricing of rate cut expectations, which in 
turn affect valuations across fixed income. The credit overweight could 
shift to Treasuries, MBS, and other sectors when faster rate cuts do 
eventually follow.

Å Issuance: Treasury issuance will remain large-scale. IG and HY bond 
issuance by corporations is expected to increase by $250 billion. Supply 
indigestion will continue to challenge duration positioning. 

Source: NewEdge Wealth, Bloomberg; Data as of 1/16/24
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Key Points

Issuance 
Å High-yield corporate new issuance may reach $250 billion in 2024 should the 

current narratives of the soft landing prevail. 
Å Investment grade new issuance in 2024 may come in at $1.3 trillion, owing to a 

more active maturity calendar.
Å Issuance is concentrated in A and BBB-rated categories for a total of over $1.2 

trillion in IG. In High Yield, there is a $30 to $50 billion increase in B and BB-rated 
issuance. CCC issuance remains low at around $11 billion.

Defaults & Spreads
Å IG default is expected to rise to 1-1.5% and HY to 2-2.5%. The implied default from 

CDS is 2.5% for IG and 4% for HY. The default outlook is benign, but distress is 
slowly on the rise.

Å Upside Potential: issuance is well absorbed; moderate distress in HY attracts 
investor demand in a lower Treasury yield environment. 

Å Downside Risk: weaker economic growth than expected can push spreads 200 
basis points wider and lead to a decline in HY primary issuance. 

Å HY starts in a near overvalued state compared to 2022-23. Yet, yields around 8% to 
ҏҏổ 9;JGKK   LG !!! ;9F ;GFLAFM= LG 9LLJ9;L AFL=J=KL NA9 AFN=KLGJK ӑ;@9KAF?
QA=D<KӄӒ

Å The weakest sectors, healthcare, communications, and technology, are also 
experiencing the largest rise in default rates and are in significant 
disinflation/deflation. These three sectors represent 34% of the HY index and pose 
a risk for further deterioration of credit more broadly.

As of 1/15/24Source: Bloomberg, NewEdge Wealth

Source: Bloomberg, NewEdge Wealth As of 1/15/24
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Key Points

Å The municipal yield curve currently presents attractive opportunities. 
Target a barbell maturity structure to capitalize on high front-end and 
intermediate yields, which provides less rate risk and a potential for total 
return. Consider taxable alternatives if buying in 2-10 years. 

Å Investors will need to be alert to future rate volatility, especially with the 
market anticipating a major change in monetary policy followed by a 
fast-approaching national election. We believe investors will be 
J=O9J<=< :Q 9<@=JAF? LG 9 ӑ:MQ L@= <AHӒ E=FL9DALQ O@=F 9F< A> L@AK
occurs.

Å Spread compression in munis was not a dominant theme in 2023 the way 
it was in 2021 (massive tightening) and 2022 (unwinding of historically 
tight spreads).In 2024, look opportunistically for A rated and BBB rated 
securities as spreads remain attractive.

Å Demand will be supported by a healthy fundamental backdrop and 
historically attractive tax-equivalent yields while Supply/Demand 
dynamics should continue to improve. 

Å Although year-over-year growth of tax receipts slowed for parts of the 
country in 2023, tax collections are coming off a historic base in 2022 and 
moderating from the strong growth and stimulus since the pandemic. 
Municipal credit-rating upgrades significantly outpaced downgrades 
overall in 2023, and while we expect the positive momentum to continue 
into 2024, we believe this trajectory will slow somewhat going forward.

Data as of 1/16/24
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Å Ranges to Dominate, Again: For the 10Y and the 2Y, we see the 
potential for another year of wide ranges, where yields finish roughly 
where they started. Although inflation is falling, there remain risks for 
upside surprises (Suez supply disruptions and U.S. economic 
strength). The upper end of the range (5 - 5.25%) offers strategic 
<MJ9LAGF =PL=FKAGF GHHGJLMFALA=K Ӧӑ:Q L@= <AHӒӧӅ O@=J=9K L@= DGO=J
end (3.4% - 3.5%) are tactical underweight duration positions.

Å Upping the Quality, but Cash Is Not Trash: A late-cycle environment 
(low unemployment, higher interest rates) persisting for some time 
means that credit stress only slowly builds while yields can display 
erratic volatility when Fed expectations are reassessed. As the 
economy holds up, the Fed may stay higher for longer which qualifies 
cash equivalents (T-:ADDKӬK@GJL <MJ9LAGFӧ FGL 9K ӑLJ9K@ =IMAN9D=FLKӄӒ

Å Fixed Income Selection: 5@AD= ҐҎҐґ O9K <M::=< 9K ӑ:MQ =N=JQL@AF?ӅӒ
2024 may play out differently. If the Fed follows market expectations 
for 6.5+ rate cuts, the economy will likely have weakened 
substantially, which means credit spreads would widen and riskier 
fixed-income (loans, structured credit, EM) and floating rate would 
lag. In this scenario, Treasuries, MBS, high-quality IG, and preferreds 
would outperform. Given the Fed is more likely to deliver between 2 
to 3 cuts, credit still plays a role in portfolios, but more selectively. 

Å Slow Distress Building in Credit: Default rates have been 
historically low due to low rollover risk, sufficient liquidity, and 
9EHD= <=E9F< >GJ ;GJHGJ9L= ;J=<AL AKKM9F;=ӄ  ML L@= $=<ӐK
tightening is feeding through bank lending, private credit, and 
rising defaults in High-Yield. The HY Index default rate has risen to 
2% from sub 0.8% in 2022, while the implied default from CDS is 
4%, and the spreads of weaker credits and low-rated HY would 
widen. 

Å End of QT/Problematic Liquidity: As Treasury issuance 
complicates demand-supply dynamics, primary dealers will be 
forced to take more Treasuries on their balance sheets, which can 
worsen liquidity. The buy-and-hold nature of fixed-income as 
institutions rush in to lock in higher yields could exacerbate 
illiquidity against the backdrop of an increased role of Commodity 
Trading Advisors in Treasury futures. The end of QT could be risk-
on, but only if the Fed also cuts rates. 

Å Investor Positioning: Long-only investors likely maintain long 
positioning on the belief that inflation will return to pre-pandemic 
levels. But the futures markets will remain speculative on 
outcomes for the Fed and the economy, creating inherent 
AFKL9:ADALQ KM:B=;L LG NAGD=FL MFOAF<K G> ӑ:9KAK LJ9<=KӒ 9F<
derivatives positioning in duration. 
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Venture Equity 

High-quality businesses are still getting funded.

Early-stage businesses are being pressed to 
focus on profitability.

Early-stage valuations have been resilient, but a 
reset is underway.

Opportunities in emerging technologies but 
wariness around the potential for bubbles to 

form (particularly around AI).

Private Equity Private Credit

The cost of leverage and capital has risen 
dramatically, which pressures high 

leverage/financial engineering strategies,

Increasing focus on how return is generated at 
the company level,

As the exit environment has remained tight and 
return of capital has slowed, so has the pace of 

new commitments.

ӑ?GD<=F 9?=Ӓ >GJ KGE= ӦDGO <=>9MDLKӅ @A?@ :9K=
rates), but risk management critical.

Structure as the arbiter of return (i.e., leverage).

Focus on underwriting track record, downside 
protection, and stress testing.

Market oversaturation risk and manager 
selection becoming more critical.

The Opportunity: Green shoots are beginning to 
emerge in venture, and we see opportunities to 
gain access to higher quality businesses at more 

attractive entry points with normalized 
valuations.

The Opportunity: We see more opportunities for 
quality growth across the lower middle market and 

middle market vs. the upper market, where 
financial engineering tends to be more prevalent.

Manager selection and quality of return generation 
matter more than ever as the dispersion between 
winners and losers widens. Managers focused on 
driving value creation through margin expansion, 

operational efficiency, and building a higher 
quality cap table to drive returns will prevail over 

those that lean on financial engineering.

The Opportunity: As the elevated interest rate 
environment persists and syndicated loan 
markets remain effectively closed, we see 

greater long-term opportunity across private 
credit with a critical eye towards underwriting 
and downside protection particularly as new 

entrants flood the marketplace. 
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Secondaries

Pickup in secondary activity on both the LP Led 
and GP Led side.

Declining private equity valuations and LP desire 
to normalize the denominator effect will lead to 

greater discounts.

GPs need to begin to return capital to investors 
will increase supply of GP-led deals.

Liquidity solutions are being tested ӛ NAV 
lending, carve-outs, hybrid facilities.

Growth Equity Private Real Estate

Valuations are coming under pressure as the IPO 
window remains largely closed.

Green shoots of investments as valuations 
normalize and as exit opportunities ramp up 

(increased M&A activity and IPO window 
reopening).

Continued focused interest on profitable 
business models and countercyclical sectors.

Office real estate market has already begun to 
show early signs of recession.

Most sectors have experienced near-record low 
vacancy & elevated rents (with the exception of 

commercial).

Multifamily has experienced demand growth as 
low supply and affordability of single-family 

homes has worsened.

Stress in the space overall has reduced new 
capital supply.

The Opportunity: We anticipate a pickup in 
secondary deals coming to market as LPs and 
GPs seek to generate liquidity for investors. 

Secondary funds will be able to take advantage 
of attractive pricing as valuations reset. 

The Opportunity: Opportunities will present if 
the IPO window continues to reopen and as M&A 

activity reaccelerates.
The Opportunity: Market dislocations may 

create attractive pockets of buying opportunity 
in the next 12-18 months. We will likely see 

openings, particularly in distressed spaces in 
2024, such as office and commercial, which 

could cause contagion across the industry. The 
opportunity in triple net lease is growing as we 
are seeing large corporations evaluate how they 

want to capitalize their balance sheets. 
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Å AI/TECHNOLOGY CREATE OPPORTUNITIES: The rapid pace of 
technological advancement and use of AI will continue to drive 
opportunities, particularly in sectors like healthcare, fintech, and 
green tech/decarbonization. 

Å THESIS DRIVEN INFRASTRUCTURE: Infrastructure has begun to 
emerge as an area of interest, exhibiting resilient cash flows as 
volatility and inflation have persisted. The acyclical nature of 
infrastructure assets may present further opportunities through 
continued market uncertainty. Clean energy infrastructure in 
particular, as well as electrification, are essential for a transition to 
decarbonize the economy and environment.

Å BIG TRENDS CREATE BIG OPPORTUNITIES: With shifting 
demographics and an aging population, there will be greater 
opportunities in healthcare, particularly with technology, as well as in 
real estate as the need for senior living facilities continues to grow. 

Å SELECTIVITY IN DEMOCRATIZATION: Democratization of private 
markets ӛ we are seeing more vehicles with increased liquidity and 
with lower investor qualifications as sponsors attempt to expand 
beyond institutional capital and access private wealth customers.

Å WATCHING REGULATIONS: Regulatory changes and increasing 
compliance requirements are influencing market operations, 
particularly around reporting, transparency, and data privacy, 
affecting deal structuring and compliance costs. 

Å OUR OVERALL SENTIMENT IS CAUTIOUS OPTIMISM: We are 
cautiously optimistic throughout private markets as we believe 
dispersion across managers will continue to widen - manager 
selection and quality of returns will increasingly matter. 
Manager Selection matters. 

Å THE COST OF CAPITAL MATTERS: The elevated cost of capital 
will impact managers who utilize leverage to generate returns. 
Upper-market private equity funds will be affected 
disproportionately greater than the lower-market and middle-
market funds that traditionally use less leverage and financial 
engineering. 

Å BENEFITTING FROM FUNDRAISING DISRUPTION: Fundraising 
will be more challenged as the IPO market and M&A activity 
have remained under pressure, thus preventing funds from 
making distributions decreasing the velocity of capital being 
put back to work. Secondaries have been the beneficiary of this 
increasing need for liquidity and we will continue to see 
opportunities across the LP Led and GP Led spaces.

Å NIMBLENESS IS REWARDED: Investors with dry powder and 
fresh capital available in 2024 will be able to take advantage of 
investing in higher-quality assets at more attractive valuations 
and entry points. 
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Key Points

Å Recession?: We do not expect a recession in 1H24 and will continue to 
monitor data to gauge risk of weakness building into 2H24, or, more likely, 
2025; Bloomberg recession probability of 50% for the next 12 months is likely 
too high

Å Growth: We see upside to the consensus 2024 GDP growth estimate of 1.3%, 
but not as much as 2023 due to tougher YoY comps and a higher starting 
point

Å Inflation: In early 2024, we expect inflation to continue to moderate, but are 
watching for signs that inflation could either remain sticky above 2% or 
reaccelerate due to factors like gasoline prices and wage growth 

Å Labor: As the U.S. economy averts a recession, we expect the labor market 
to remain tight, though we are monitoring closely for signs of 
ӑ>J9QAF?ӒӬKDGOAF? AF K=;GF<9JQ D9:GJ <9L9 9K 9 O9JFAF? KA?F G> HGL=FLA9D
softness to come

Å Consumer: With a still-tight labor market, continued healthy wage growth, 
and moderating inflation, we can expect consumer spending to remain 
resilient in 1H24 thanks to positive real wage growth; consumer balance 
sheets in aggregate are healthy, but signs of rising defaults should be 
monitored closely

Å Manufacturing: After over a year in contraction, we expect U.S. PMIs to 
begin to recover in 2024

Å Housing: Housing will likely remain in a distorted cycle in 2024 given locked-
in low mortgage rates for existing homes; note: housing construction has 
begun to rebound, reflecting demand for new homes

Watch Items

Å Fiscal Deficits: Large fiscal deficits/stimulus dampen 
the odds of recession, though present interesting 
challenges for Treasury fund/liquidity

Å Inflation stickiness : The bond market, Fed, and 
consumers all are forecasting/expecting inflation to 
easily return to 2%; watch USD weakness, oil prices, 
shipping costs, and wage growth as key sources of 
upside inflation surprise

Å Soft Data vs. Hard Data: 2022 and 2023 saw 
soft/sentiment data was much weaker than hard/real 
data, but sentiment data has started to rebound for 
consumers and businesses; this could help leading 
indicators that use soft data, but may not have much 
of an impact on real economic activity (given weak 
soft data did not translate slowing growth in 2022 or 
2023) 
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At the start of last year, analysts did 
not have high-hopes for 2023 GDP 
growth, expecting just +0.25%, with 
negative GDP (a recession) predicted 
over the course of the year.

As economic data continued to come 
in better than expected (economic 
surprises were positive/rising for 
much of 2023), analysts raised their 
forecasts (initially analysts cut 2024, 
expecting a strong 2023 to take from 
2024, but this reversed during the 
robust summer of growth).

For 2024 GDP, analysts have 
increased their forecasts to 1.3%. 
Initially, we see some upside to these 
forecasts, but less so compared to 
2023 given tougher comparisons and 
a less-dire starting point.

Data as of 1/16/24
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The Street and the Fed expect 
slower growth in 2024, but not a 
recession, based on the quarterly 
GDP forecasts from Bloomberg.

Interestingly, even without a 
recession call, both the Street and 
Fed have a meaningful uptick in 
unemployment forecasted.

Inflation is expected to moderate 
in further in 2024, getting close to 
L@= $=<ӐK Ґổ ?G9Dӄ

The slowdown in growth and 
inflation implies a meaningful 
slowdown in nominal GDP from 
2023 into 2024. This is notable 
?AN=F L@= =IMALQ E9JC=LӐK
expectation for an acceleration in 
top line revenue growth in 2024.

Bloomberg Consensus and Federal Reserve Key Economic Forecasts
Bloomberg Consensus as of 1/7/24, Federal Reserve Summary Economic Projections Median as of 12/13/24

Street
2023E

Fed 
2023E

Street 
2024E

Fed
2024E

Street 
2025E

Fed
2025E

Real GDP YoY% 2.4% 2.6% 1.3% 1.4% 1.7% 1.8%
Consumer Spending 3.1% 1.3% 1.4%

Government Spending 3.9% 1.8% 1.0%
Private Investment -1.0% 1.0% 2.4%

Exports 2.6% 1.4% 2.4%
Imports -1.5% 1.3% 2.4%

PCE Price Index 3.8% 2.8% 2.4% 2.4% 2.4% 2.1%
Core PCE 4.2% 3.2% 2.6% 2.4% 2.6% 2.2%
Unemployment 3.6% 3.8% 4.2% 4.1% 4.3% 4.1%

Bloomberg Consensus Quarterly GDP Forecasts for 2024
1Q24E 2Q24E 3Q24E 4Q24E

Real GDP YoY% 2.2% 1.7% 0.7% 0.8%

Source: Bloomberg, Federal Reserve, NewEdge Wealth, Data as of 1/7/24
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With slowing real GDP growth and 
inflation, the Street is expecting a 
marked slowdown in nominal GDP 
growth in 2024 to 3.7% from 6.2% in 
2023.

This would return nominal GDP back 
to the pre-H9F<=EA;Ӆ ӑK=;MD9J
KL9?F9LAGFӒ J9F?=ӄ

This nominal GDP slowdown is also 
notable in the context of S&P 500 
consensus EPS forecasts that bake in 
a revenue growth acceleration in 
2024 and 2025.

3.7%
2024E

Data as of 1/16/24
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Much progress has been made on 
inflation in the last 18 months, as 
Headline CPI fell from 9% in the 
summer of 2022 to 3.4% in the 
latest December reading.

A significant portion of this decline 
was driven by falling oil and 
durable goods prices (detailed 
next).

A watch item for the Fed to claim 
ӑNA;LGJQӒ GN=J AF>D9LAGF AK L@= J=LMJF
alternative CPI measures (like 
Trimmed Mean and Sticky CPI) 
back closer to pre-pandemic 
ranges, as they remain elevated 
today.

Data as of 1/16/24
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The pandemic-era surge in durable 
goods prices ended 2 years ago: 
durable goods have been in 
disinflation for 2 year and outright 
deflation for 1 year.

Non-durable goods prices are 
highly correlated to oil prices and 
@9N= :=F=>ALL=< >JGE GADӐK HDMF?=
over the last 18 months.

Services inflation remains elevated 
at 4.95%, with a large portion due 
to lagging housing-related 
statistics.

Even ex-housing, though, services 
inflation (called SuperCore) of 
3.91% remains above pre-
pandemic ranges.

Data as of 1/16/24
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Falling shipping costs and oil 
prices have been two important 
drivers of Durable Goods and Non-
Durable goods 
disinflation/deflation.

Shipping costs have jumped higher 
on geopolitical conflicts disrupting 
trade routes, with shipping costs in 
unaffected areas rising as well.

The descent of oil prices from 
being +75% YoY in 2022 to being 
-45% YoY in 2023 was a major 
driver of headline disinflation. Oil 
prices are now nearly flat YoY, 
meaning they are no longer a 
major source of inflation downside, 
nor are they a contributor to 
inflation upside at these levels.

Data as of 1/16/24



29

National Federation of 
Independent Business (NFIB) data 
is volatile and so it should be taken 
with a grain of salt, however for the 
past 6 months the NFIB Small 
Business Survey has been signaling 
higher wages ahead.

This survey has typically led wage 
growth by ~6 months.

This wage survey data has 
diverged from plans to add jobs, 
which is an interesting/strange 
divergence.

Data as of 1/16/24
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Initial jobless claims remain 
subdued and near multi-year lows, 
while the unemployment rate has 
hovered just above a 50-year low.

The 2023 rise in unemployment 
was not driven by a deterioration 
in labor demand, but instead a 
jump in labor supply (workers 
rejoining the labor force and new 
entrants from a wave of 
immigration). This allowed for the 
immaculate wage disinflation, as 
wage growth was able to slow 
without the Fed-feared job 
losses/pain.

Data as of 1/16/24
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Job additions are slowing in the 
U.S. but are still healthy within the 
pre-pandemic range. 

A dip below 100k would likely 
garner attention from the market 
(hoping weaker data would result 
in an easier Fed), but likely would 
not be enough to cause the Fed to 
meaningfully change its policy 
outline.

We will be fascinated to see how 
the market interprets a negative 
nonfarm payrolls print, with the 
consensus assumption being this 
would be good for equities due to 
an easier Fed policy path. 
However, we think this could be a 
negative surprise, as it would imply 
a weaker EPS forecast than what is 
currently priced in to markets.

Data as of 1/16/24
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The Quits rate fell precipitously in 
ҐҎҐґӅ KA?F9DAF? OGJC=JKӐ >9<AF?
confidence that they could easily 
find another/better job.

Temporary labor has also rolled 
over, signaling businesses are 
looking for ways to cut back on 
labor expense. This measure could 
just be normalizing from the 
pandemic surge, but now that it is 
below 2019 levels, watchers should 
be vigilant that this could be an 
early warning sign of labor demand 
softening.

Data as of 1/16/24
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In 2023, weekly hours fell to 
2016/2017 levels, suggesting 
employers are making efforts to 
reduce labor expense without 
initiating layoffs.

Layoff trackers, like the Challenger 
Job Cut Announcements, remain 
subdued. A few high-profile job 
cuts were announced recently, but 
these are expected to be enacted 
over multiple years.

Data as of 1/16/24
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Falling inflation, mainly due to 
falling gasoline prices, has pushed 
real wage growth back into 
positive territory.

This has boosted consumer 
sentiment, as consumers regain 
purchasing power after 2 years of 
pricing rising faster than wages.

Wage growth slowing or inflation 
jumping higher could disrupt this 
trend, but for now this is 
supportive of continued consumer 
spending.

Data as of 1/16/24
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Revolving credit balances (credit 
card debt) have surged to new all-
time highs post pandemic, but 
thanks to strong disposable 
income growth, these balances are 
not stretched vs. income levels.

If/when incomes are challenged in 
a period of job losses/recession, 
these large credit card balances 
could become a greater concern.

Data as of 1/16/24
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Delinquencies for auto loans and 
credit cards have been rising, 
which is notable during a period of 
strong wage growth and full 
employment.

Auto loans have been particularly 
weak given the surge and then fall 
in car prices that left many 
consumers with large payments on 
significantly underwater cars.

Credit card delinquencies have 
risen but are still below pre-
pandemic levels and are well 
below Great Financial Crisis (GFC) 
levels.

Data as of 1/16/24
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!GFKME=JKӐ 9KK=LK @9N= :==F
consistently growing faster than 
liabilities for much of the period 
post the GFC.

This compares to the lead-up to 
L@= %$!Ӆ O@=F ;GFKME=JKӐ
liabilities grew faster than assets 
for multiple years, setting up for 
the 2008 consumer balance sheet 
recession.

Recent volatility in asset growth 
was caused by weaker stock, bond, 
and housing prices, which have 
since recovered bringing 
Household Assets back to new all-
time highs.

Data as of 1/16/24
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The strangest cycle of them all has 
to be U.S. housing, after years of 
underinvestment and policy 
distortions have created an 
imbalanced market.

Housing demand is still robust, but 
housing supply has been stifled by 
the good fortune of mortgage 
borrowers locking in low rates on 
their existing homes.

Data as of 1/16/24
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After a soft start to 2022, house 
prices are back to a new all-time 
high.

Note that house prices do lead 
housing-related inflation statistics, 
suggesting that after the 
<AKAF>D9LAGF >GJ=;9KL=< :Q ҐҎҐҐӐK
easing, a rebound in housing 
inflation is possible.

Residential construction is 
rebounding after a soft 2022/early 
2023. This could be an upside 
driver to 2024 GDP growth.

Data as of 1/16/24
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Despite a massive, parabolic surge 
in manufacturing construction 
spending (driven by fiscal stimulus 
like the CHIPS Act), broad 
measures of manufacturing 
activity/sentiment have been 
weak.

The US ISM Manufacturing PMI has 
been sub-50, contraction territory, 
for over 12 months, with little signs 
from leading components that a 
sharp rebound is imminent.

This weak PMI is partially due to 
pandemic normalization, where 
supply chain disruptions enabled 
large price hikes by manufacturers 
and distorted inventory balances.

Data as of 1/16/24
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Post the regional bank issues of 
2023, loan growth for both small 
and large banks has slowed 
materially. 

Large bank loan growth slowed 
from +10% at the start of 2023 to 
+0.5% at the end of 2023.

Small bank loan growth slowed 
from +15% at the start of 2023 to 
+5% at the end of 2023.

Interestingly, Senior Loan Officer 
Surveys (SLOOS) have signaled a 
slight easing in lending standards. 
Could this easing, plus the benefit 
lower future interest rate 
expectations cause loan growth to 
stabilize in 2024? Or will it continue 
to fall into negative territory?

Data as of 1/16/24
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Even for the much-feared 
commercial real-estate (CRE) 
sector, loan standards have eased 
slightly (except for multifamily real 
estate).

Note there has been a slight uptick 
in CRE delinquencies, but nowhere 
F=9J 9K :9< 9K ӑ!0# JE9?=<<GFӒ
headlines would suggest.

Commercial & Industrial loan 
delinquencies remain contained, 
reflecting still robust corporate 
profit fundamentals.

Data as of 1/16/24
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For all of the angst about office 
commercial real estate, office 
construction spending is still near 
all-time highs and has only just 
started to see its growth rate slow 
from +10% YoY in mid-2023 to +5% 
at the end of 2023.

This data lags significantly, given 
the long-lead time and cycle of this 
kind of construction.

This will be interesting to watch in 
2024, as it could slow sharply if 
completed projects are not back-
filled with new buildings.

Data as of 1/16/24
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Monetary Policy

The Fed Wants to Tweak Not Ease if Economy Remains Firm
Å We expect the Fed to tweak rates lower by ~75 bps (3 cuts) as 

inflation moderation gives the Fed room to ease policy, but a 
J=KADA=FL =;GFGEQӅ 9DGF? OAL@ >=9JK G> AF>D9LAGFӐK J=LMJFӅ C==HK L@=
Fed from wanting to endorse the 7+ cuts priced in by January 2025

Å We think that economic data would need to weaken (beyond the 
%". KDGO<GOF 9F< MF=EHDGQE=FL MHLA;C :9C=< AFLG L@= $=<ӐK
current 2024 forecast) to justify the current bond market pricing of 
policy

Å The Fed will likely change its Quantitative Tightening (balance sheet 
shrinkage) plans in 2024, citing a rundown in Reverse Repo balances 
(driven by Bill issuance) and a desire to sustain Reserves above a 
ӑdesired bufferӒӇ /2 HD9FK 9DKG AFL=JHD9Q OAL@ 2J=9KMJQ >MF<AF?
decisions

Key Observations:
Å Financial Conditions are Easy: Financial conditions are back to 

their easiest levels since early 2022/late 2021; if sustained, this 
would be stimulative to nominal economic growth.

Å The Full Impact of Interest Rates Have Not Yet Been Felt: The 
long-tail of over a decade of QE (with the fever pitch of ultra-easy 
policy in response to the pandemic) has resulted in many borrowers 
not feeling the full impact of higher rates after the great refinancing 
wave of 2020/2021; the end result is a delayed/dulled real economy 
impact of tighter Fed policy to growth

Fiscal Policy

Big Deficits Need Big Funding
Å The U.S. budget deficit is expected to reach $2 trillion in fiscal 2024, 

and is running at 6.5% of nominal GDP, a historically high level 
without a recession or war (and on a strong numerator of nominal 
GDP)

Å To fund this deficit, the Treasury will issue $2 trillion in debt in 2024 
(double from 2023)

Å TBAC (Treasury Borrowing Advisor Committee) projects over a 20% 
increase in coupon issuance across the curve in 2024

Å The key watch item is the mix between short-term Bills, and 
medium/long-L=JE ,GL=K 9F<  GF<Kӆ ҐҎҐґӐK MHKA<= DAIMA<ALQ
KMJHJAK= ;9E= >JGE 2J=9KMJQӐK EGN= LG >MF< EGJ= OAL@  ADDK 9K
longer-term rates rose, but Bills now make up 22% of Treasury debt 
outstanding (TBAC has a target of 15-20% for Bills)

Little Indication from Either Party for a Desire to Change Fiscal 
Trajectory
Å Compared to coming out of the GFC, there has been a notable shift 

in voter and legislator sentiment about deficits, exemplified by 
F=AL@=J H9JLQ =EH@9KARAF? 9 ӑ>AK;9D HJM<=F;=Ӓ GJ ӑ:9D9F;=< :M<?=LӒ
platform (the 2020 observation from Marko Papic about the 
ӑE=<A9F NGL=JӒ ;9JAF? D=KK 9:GML <=>A;ALKӅ KG 59K@AF?LGF OGMD< ;9J=
less about deficits continues to look prescient)

https://www.dallasfed.org/news/speeches/logan/2024/lkl240106
https://www.reuters.com/markets/us/coming-flood-us-treasury-issuance-unsettles-some-investors-after-blazing-rally-2024-01-16/#:~:text=While%20expectations%20for%20Fed%20easing,of%20new%20debt%2C%20they%20say.
https://apolloacademy.com/23-increase-in-treasury-auction-sizes-in-2024/
https://apolloacademy.com/23-increase-in-treasury-auction-sizes-in-2024/
https://home.treasury.gov/system/files/221/TBACCharge2Q42021.pdf
https://www.amazon.com/Geopolitical-Alpha-Investment-Framework-Predicting/dp/1119740215/ref=asc_df_1119740215/?tag=hyprod-20&linkCode=df0&hvadid=459617407428&hvpos=&hvnetw=g&hvrand=10310974818324127578&hvpone=&hvptwo=&hvqmt=&hvdev=c&hvdvcmdl=&hvlocint=&hvlocphy=9067609&hvtargid=pla-921329675179&psc=1&mcid=f2e04cba96203d32b4eb413d281b7476&gclid=CjwKCAiA75itBhA6EiwAkho9e9uOoP3WBUwsLfSvgp7Jk3izQXZ5SncvLtbjy-oyOdqih6d6Z8B2iBoC6nsQAvD_BwE
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Soaring stocks, low volatility, 
falling yields, tightening spreads, 
and a weakening USD have all 
contributed to a rapid easing in 
financial conditions back up to 
levels not seen since before the 
Fed started cutting rates.

In 2022, tightening financial 
conditions was seen as an urgent 
task for the Fed, as it was trying to 
control elevated inflation.

With inflation lower/moderating, 
there is less urgency to talk down 
financial conditions; however, the 
Fed has acknowledged that easy 
conditions are stimulative and 
could work against them in their 
continued inflation fight.

Data as of 1/16/24
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The Fed says 3 cuts (2024 median 
dot in December 2023 dot plot), 
but the bond market is pricing in 
6.5 cuts in 2024.

The Fed has pushed back some 
against this pricing and will likely 
continue to do so if economic data 
remains resilient.

In order to see 6+ cuts in 2024, we 
think we would need to see a 
distinct weakening in economic 
data, primarily the labor market. 
Falling inflation alone is likely not 
enough to support this degree of 
cuts.

Source: Bloomberg, NewEdge Wealth, Data as of 1/16/24
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The Fed has cited high real yields 
as the (narrow) sign that financial 
;GF<ALAGFK 9J= ӑLA?@LӒӄ

2@= $=<ӐK J9LAGF9D= >GJ ;MLLAF?
rates in 2024 is that as inflation 
falls, real yields will rise (real = 
nominal - inflation), making policy 
increasingly restrictive and risking 
a deeper slow down.

Data as of 1/16/24
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We have written extensively about the 
long-tail impact that prolonged QE has 
had on U.S. corporate and consumer 
balance sheets (February 2023, July 
2023, November 2023).

This reached a fever pitch in 2020 and 
2021, when rates were ultra-low and 
allowed for a great wave of refinancing.

The result is that as the Fed has raised 
rates in 2022 and 2023, net interest 
costs for corporates in aggregate have 
fallen (according to BEA data), meaning 
that corporations are seeing a bigger 
increase in their cash interest income 
than their interest expense. Higher 
rates have been short term 
stimulative to corporates in a post QE 
world!

Refinancings begin to kick in in late 2024 
and early 2025, meaning we could begin 
to see the delayed real economy impact 
of higher rates (if sustained).

Data as of 1/16/24

https://www.newedgewealth.com/no-land-before-time/
https://www.newedgewealth.com/you-cant-stop-the-beat/
https://www.newedgewealth.com/you-cant-stop-the-beat/
https://www.newedgewealth.com/your-time-is-gonna-come/
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As of 1/10/24

The average coupon on corporate 

bonds is at or below most of the 

current Treasury curve for the first 

time since the 1980s.

This implies that as corporations 

need to refinance, they will be 

doing so at higher interest rates, a 

notable shift from the past 40 years 

when interest rates persistently 

marched lower.

Late 2024 begins the refinancing 

needs, with a bigger wave in 2025 

and 2026. If rates remain elevated, 

corporates will have to 

contemplate a brave new world of 

higher yields.
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The Fed has signaled coming 
changes to QT as they look to 
HJ=K=JN= 9 ӑ:M>>=JӒ G> 0=K=JN=K
liquidity for the financial system.

Lorie Logan recently called out the 
falling Reverse Repo Balance as the 
watch item for when QT could 
change. Reverse Repo Balances 
have been falling as money market 
funds have been absorbing higher 
Bills issuance from the Treasury 
(next slide).

Data as of 1/16/24
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2J=9KMJQ 1=;J=L9JQ (9F=L 7=DD=FӐK
shift to larger Bill issuance in 2023 
likely helped to stave off a larger 
Treasury market sell-off, as 
Treasury investors would have had 
to absorb greater Coupon 
issuance.

The path for Bills vs. Coupons in 
2024 will have an important impact 
on liquidity, not just impacting 
financial market plumbing, but 
also potentially impacting risk 
asset pricing (which benefits from 
an ample liquidity backdrop).

Data as of 1/16/24
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The reason for this large Treasury 
Bills and Bonds issuance is the 
large fiscal deficit.

For a non-wartime economy that 
has strong nominal GDP, U.S. 
budget deficit spending is 
historically elevated at 6.5% of 
GDP.

Data as of 1/16/24




