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Monthly Market Commentary 

December 2022 
 
US Economy 

The pandemic is still casting a long shadow over this economic cycle more than two years after its initial 

shock.  Solid growth in consumer spending was supported by sizable cash balances created by 

pandemic-related stimulus, deferred spending, and by solid job gains playing catchup with shortages 

created by COVID’s outbreak.  Pandemic-induced shocks, aggravated by the war in Ukraine, have been 

responsible for re-inflation driving monetary policy and speeding the transition from an asset-friendly 

environment of low inflation and ample liquidity. 

That said, weakening demand and improving supply chains are already sending food, energy, and other 

goods prices lower.  A more flexible pricing structure, with fewer institutional rigidities now compared 

to the 1970s “great inflation” era, has left core shelter and medical-care costs freer to respond to a 

softening rental market and weakening industry drivers of health-care inflation.  We believe that 

economically sensitive, labor-intensive services prices – like travel and entertainment – will join the 

decline as pent-up demand unwinds and wage pressures ease with job growth. 

US Markets 

US equity markets pulled back in December, as the Federal Reserve continued hiking interest rates, 

economic growth moderated, and investors evaluate the potential for a Fed-induced recession in 2023.  

We anticipate corporate profits will peak in 2022 as the economy weakens, revenue growth stalls, and 

costs remain elevated.  Aggressive Fed tightening, stubbornly high inflation, and a likely US recession 

could weigh on business investment and consumer spending, suggesting downside risk to earnings for 

the first half of 2023.  We believe that this likely will be followed by improvement in late-2023 as the 

economy begins to recover. 

Fixed Income 

The Federal Open Market Committee (FOMC) met in December and increased the federal funds rate by 

0.50% to 4.25% - 4.50%, effectively slowing down from the 0.75% increase experienced in the June, July, 

September, and November meetings.  This is the highest the federal funds rate has been in 15 years.  

However, the FOMC still expects ongoing increases to the federal funds rate and to continue reducing its 

holdings of Treasury securities, agency debt, and agency mortgage-backed securities in 2023. 

The Fed noted recent indicators point to modest growth in spending and production, job gains have 

been robust in recent months, and the unemployment rate has remained low.  Furthermore, inflation 

remains elevated, reflecting supply and demand imbalances related to the pandemic, higher food and 
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energy prices, and broader price pressures.  The FOMC stated it is taking into account the cumulative 

tightening of monetary policy, the lags with which monetary policy may affect economic activity and 

inflation, and economic and financial developments.  This is an acknowledgment that the Fed may 

consider slowing the pace of future rate hikes to better assess the impact of the economy from the 

actions it has already taken. 

International Markets 

There is a common view that when commodity prices rise, so do emerging markets (EM).  Intuitively this 

makes sense considering that many EMs are commodity exporters.  When the price of exports rises, we 

would expect the GDP (Gross Domestic Product) of EMs to rise.  However, the relationship has been 

inconsistent as imports become more expensive, in addition to the fact that, as EMs mature, their 

revenue streams typically become more diverse.  For example, the United Arab Emirates (UAE) has 

historically relied on petroleum exports.  Over time, though, reliance on petroleum exports decreased 

significantly as their economy matured. 

The sensitivity of GDP to changes in commodity prices remains positive but can be volatile and is not a 

one-to-one relationship.  In 2022, the relationship has been getting weaker, due to a strong US dollar 

making imports more expensive, offsetting the benefits of higher exports, as well as deteriorating 

economic conditions.  In our overall view, commodities still impact EMs, but other factors such as 

diversified sources of revenue, deteriorating economic conditions, and rising import costs can weaken 

the relationship, dampening the benefits of higher priced exports. 

Commodities 

Europe’s energy crisis has been a hot topic, and rightfully so.  Arguably the biggest shock was Europe’s 

shift from Russian gas to US liquefied natural gas (LNG).  This boosted short-term demand but will also 

support long-term growth.  Even before the crisis, US LNG was expanding as exports grew.  Now, the US 

is a top three exporter, along with Australia and Qatar. 

In March 2022, the US struck a deal with the European Union ensuring demand for LNG for 2022 

through 2030.  In the short term, producers increased production and benefited from high prices.  Over 

the long term, producers should benefit from expansions to European import terminals, and US export 

capacity.  Overall, Europe’s shift away from Russian energy should continue to support growth for US 

producers in the coming years. 

What Does This Mean to Me? 

Our forecasted recession has been delayed by solid job growth, lower inflation, and receding interest 

rates.  However, warning flags are still being raised by recent declines in the index of leading indicators, 

increasingly pervasive weakness in states’ coincident economic indicators, and by an inverted yield 

curve well in recession territory.  Our view is that outlook risks have shifted, for now, from a moderate 

recession to a decline milder than our forecast for much of 2023.  The chief downside risk of a liquidity 
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squeeze triggered by a Fed “overshoot” in its rate hikes is lessening with talk of a Fed pivot toward less 

aggressive monetary tightening.  Chances for a milder recession have improved with job-market 

resilience and with inflation’s speedy decline easing pressure on real incomes and needed interest-rate 

hikes by the Fed.  Beyond that, a highly anticipated slowdown is diminishing the risk of excessive 

inventory, debt, and other imbalances tied to past severe recessions.  We see continued market 

volatility in the near-term as markets digest a potential recession, however, we believe the markets and 

the economy will begin to trend higher as we move into the second half of 2023.  As such, we continue 

to recommend clients maintain a long-term view of their investments and stick to their plan. 

If you have any questions or concerns, please do not hesitate to reach out to us at any time. 

 

Sincerely, 

 

Chad E. Mickelson, CRPC®, CFP®                               Clint A. Markin, CRPC®, CFP® 

Managing Director – Investments                          Managing Director – Investments 

Financial Advisor                         Financial Advisor 
       

This letter has been prepared for informational purposes only and is not a solicitation or an offer to buy any security or instrument or to 

participate in any trading strategy. Investing involves risk including the possible loss of principal.  The opinions expressed in this letter are those 

of the author(s), are subject to change without notice and are not necessarily those of Wells Fargo Advisors or its affiliates.  Statistical 

information has been obtained from sources believed to be reliable, but its accuracy and completeness are not guaranteed.  Past performance 

is not a guarantee of future results and there is no guarantee that any forward looking statements made in this letter will be attained. 

 

Stocks are subject to market risk which means their value may fluctuate in response to general economic and market conditions, the prospects 

of individual companies, and industry sectors. Investments in equity securities are generally more volatile than other types of securities. 

 

Investing in commodities is not appropriate for all investors. Exposure to the commodities markets may subject an investment to greater share 

price volatility than an investment in traditional equity or debt securities. The prices of various commodities may fluctuate based on numerous 

factors including changes in supply and demand relationships, weather and acts of nature, agricultural conditions, international trade 

conditions, fiscal monetary and exchange control programs, domestic and foreign political and economic events and policies, and changes in 

interest rates or sectors affecting a particular industry or commodity. Products that invest in commodities may employ more complex strategies 

which may expose investors to additional risks, including futures roll yield risk. 
 

Investing in foreign securities presents certain risks not associated with domestic investments, such as currency fluctuation, political and 

economic instability, and different accounting standards. This may result in greater share price volatility.   Investing in emerging markets 

accentuates these risks. 

 

Investments in fixed-income securities are subject to market, interest rate, credit and other risks. Bond prices fluctuate inversely to changes in 

interest rates. Therefore, a general rise in interest rates can cause a bond’s price to fall.  Credit risk is the risk that an issuer will default on 

payments of interest and/or principal. This risk is heightened in lower rated bonds. If sold prior to maturity, fixed income securities are subject 

to market risk. All fixed income investments may be worth less than their original cost upon redemption or maturity. 
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