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SECOND HALF 2023 OUTLOOK:  THE IMAGINATION FOR REALITY

We started 2023 with a mantra from Goethe: “Enjoy what you 
can, endure what you must.” After a roaring rally in equities and 
a much-improved showing from fixed income compared to 2022’s 
weakness, 2023 has been a year of far more enjoyment than 
enduring.

As we turn our attention to the second half of 2023 and beyond, we 
call upon another zinger from Goethe with his assertion that “few 
people have the imagination for reality.”

When we assess our expectations going into 2023, we had the 
imagination for a reality of a stronger U.S. economy compared to 
consensus estimates that were calling for an imminent recession. 
We expected this growth to keep upward pressure on both Fed 
policy tightening and interest rates.  We thought this would create 
an environment that could be supportive for equity earnings, 
compared to dire forecasts for an earnings collapse, but present 
a headwind for equity valuations, as interest rates and tight policy 
kept a lid on multiple expansion, resulting in muted returns for 
equity indices.

Of course, 2023 has not experienced muted returns in major 
capitalization-weighted indices thus far, revealing where we have, 
instead, lacked the imagination for reality. Instead of higher yields 
and tighter policy being a headwind for equities, other dynamics 
have mattered far more. Factors such as much-improved liquidity 
versus 2022 (despite continued policy tightening), highly 
concentrated performance, a positioning chase as investors were 
pulled from underweight to overweight equities, and a surge in 
optimism and fervor around the benefits of exciting technologies, 
have all contributed to surging valuations. In fact, all of the S&P 
500’s 2023 gains have come from valuation expansion, while 
earnings have been a slight detractor from price gains.

Looking to the remainder of the year, we present the attached 
slides and analysis as a way to help us imagine various realities. 
At risk of oversimplifying a complicated market and economy, we 
summarize the views in the attached outlook as follows:

We expect:

• A stronger, more resilient economy than consensus expects, 
with low risk of a recession beginning in 2023, but watching 
closely for yet-to-be-seen cracks into 2024

• Tighter-for-longer Federal Reserve policy than what the bond 
market has currently priced into rates

• Upward pressure on, or at least a floor under, interest rates as 
long as the U.S. economy remains resilient, with full-year fixed 
income returns continuing to be driven more by yield than 
price appreciation until yields begin to fall more substantially

“Few people have 
the  imagination 
for reality.”

 – Johann Wolfgang von Goethe
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Important Disclosures

The views and opinions included in these materials belong to their author and do not necessarily reflect the views and opinions of 
NewEdge Wealth, LLC.

This information is general in nature and has been prepared solely for informational and educational purposes and does not 
constitute an offer or a recommendation to buy or sell any particular security or to adopt any specific investment strategy.

NewEdge and its affiliates do not render advice on legal, tax and/or tax accounting matters.  You should consult your personal tax and/
or legal advisor to learn about any potential tax or other implications that may result from acting on a particular recommendation.

The trademarks and service marks contained herein are the property of their respective owners. Unless otherwise specifically 
indicated, all information with respect to any third party not affiliated with NewEdge has been provided by, and is the sole 
responsibility of, such third party and has not been independently verified by NewEdge, its affiliates or any other independent third 
party. No representation is given with respect to its accuracy or completeness, and such information and opinions may change 
without notice.

Investing involves risk, including possible loss of principal. Past performance is no guarantee of future results.

Any forward-looking statements or forecasts are based on assumptions and actual results are expected to vary from any such 
statements or forecasts.

An investment cannot be made directly in an index. Indices are unmanaged and have no fees or expenses. You can obtain information 
about many indices online at a variety of sources including: https://www.sec.gov/fast-answers/answersindiceshtm.html.

© 2023 NewEdge Wealth, LLC

• Equity returns in 2H23 are lower than 1H23 after valuations have already re-rated to the high-end 
of prior ranges, positioning has normalized, and liquidity fades as a headwind, while upside to 
earnings estimates for 2023 is possible given better economic growth and near-term technical 
price momentum remains strong

• Continued, yet selective, opportunities within diverse alternative asset classes, as the disruptions 
from 2022 continue to weigh on and create opportunities in these asset classes

There is always potential for surprise, both to the upside and the downside, which is why we encourage 
investors to employ a long-term perspective, mostly in times of great uncertainty. Controlling what 
you can in terms of maintaining a long-term strategic asset allocation and wealth strategy is critical. 

Download the chart deck.

https://www.newedgewealth.com/wp-content/uploads/NewEdge-Wealth-2H23-Outlook-7-20-23-FINAL.pdf
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