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Monthly Market Commentary 

January 2023 
 
US Economy 

A tight labor market at the center of this year’s growth and inflation outlook is shaping the economic 

cycle in two important ways.  First, job growth has delayed the onset of a recession by supporting 

income and spending growth despite the squeeze on inflation-adjusted wages.  The flip side to a vibrant 

labor market, however, is a worker shortage that has sent the January unemployment rate to 3.4%, a 53 

year low.  Second, elevated inflation has encouraged the Federal Reserve to stay the course on credit 

tightening, posing the threat of an overshoot of rate hikes and a liquidity squeeze in the financial 

market. 

We believe the US labor supply will remain tight, as aftershocks from the pandemic have sidelined 

workers and a growing number of retirees in an aging population has slowed labor-force growth.  Wage 

inflation is near a 40-year high and, accompanied by inadequate productivity growth, is a threat to 

corporate margins and profitability – particularly in labor-intensive services industries, the dominant 

sector of the US economy.  Businesses may deal with higher-cost labor by boosting productivity through 

management innovations, enhanced worker training, or investment in robotics, artificial intelligence, 

and other labor-saving software and equipment.  Regardless, in the near-term, we anticipate a strong 

labor force could help prevent the US economy from dropping into a severe recession, as rising wages 

help buoy consumer spending. 

US Markets 

After suffering double-digit losses in 2022, US equity markets rebounded sharply in January, posting 

their third positive month in four.  Investors cheered softening inflation, which added to hopes that the 

Federal Reserve would be able to ease off the rate hike “gas pedal.”  Furthermore, better-than-expected 

GDP (gross domestic product) numbers out of Europe eased concerns that the Eurozone may avoid a 

severe slowdown (see our discussion below).  Nonetheless, we anticipate a US recession in the first half 

of 2023, alongside a global slowdown, which could add to market volatility in the near-term.  That will 

likely shrink corporate earnings growth, creating significant inflection points for investors this year. 

Fixed Income 

The Federal Open Market Committee (FOMC) met January 31st – February 1st and, as anticipated, 

increased the federal funds rate by 0.25% to 4.50% - 4.75%, effectively slowing down the pace of rate 

hikes after a 0.50% increased in the December meeting.  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 
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continue reducing its holdings of Treasury securities, agency debt, and agency mortgage-backed 

securities in 2023. 

The Fed stated 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 

has eased somewhat but remains elevated.  The FOMC anticipates that ongoing increases in the rate 

target range should be appropriate and that they expect inflation to return to 2% over time.  The FOMC 

stated they are taking into account 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 acknowledgement that the Fed will remain data dependent to better assess the impact on the 

economy from the actions it has already taken. 

International Markets 

Although Europe may already be in recession, the region’s economic slowdown may prove to be milder 

than previously anticipated.  A slight improvement in Eurozone manufacturing and service-sector 

activity at the end of 2022 was not enough to reverse the slowdown in activity there.  Inflation’s energy-

led decline from a double-digit peak (in percentage terms) could cushion the blow to consumer 

pocketbooks as it alleviates pressure on spending power.  Fiscal stimulus has also offered support by 

aiming to soften the pain from surging energy costs and other disruptions related to the nearly year-long 

Russian-Ukraine war.   

Clouding the outlook for trade-sensitive Europe, however, are the US dollar’s trajectory this year and the 

timing and extent of China’s economic recovery.  An added headwind is the prospect of more aggressive 

interest rate hikes by the European Central Bank in coming months.  Policymakers there remain “behind 

the curve,” grappling with higher inflation compared to the US. 

Commodities 

Global food prices, as measured by the FAO Food Price Index, were on fire in early 2022.  The 

combination of droughts, supply disruptions, high input costs, currency moves, and geopolitical conflicts 

pushed global prices to all-time highs by March.  Since March, however, food prices dropped nine 

consecutive months.  From the March peak to year-end 2022, global food prices pulled back as key ports 

in the Black Sea reopened, a stronger-than-expected harvest from the southern hemisphere, and global 

economic activity weakened. 

2023, we anticipate, could be a tale of two halves for food prices.  We anticipate prices could stay soft in 

the first half of the year, as many parts of the world flirt with recession.  In the second half of 2023, 

however, we believe that the commodity bull super-cycle will reassert itself as the main factor, pushing 

prices higher.  Commodity bull super-cycles are driven by a structural lack of supply, and we believe this 

is the case with food today.  Another factor that we believe may contribute to higher prices in the 

second half of 2023 would be higher input costs.  Energy inputs, such as oil and natural gas, have 
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remained supply-constrained too.  Overall global food prices have retreated from highs in 2022, though 

we believe prices will trend higher in the second half of 2023 when recessionary conditions fade as we 

anticipate. 

What Does This Mean to Me? 

We anticipate the US and global economies to face a moderate recession through the summer, followed 

by a second half recovery potentially extending into 2024.  The US should avoid some of the challenges 

that have historically contributed to deep recessions and drawn-out recoveries.  Household and bank 

finances are in decent shape, and the economy maintains a resilient labor market.  We anticipate 

inflation will continue to decline, as a potential recession reduces demand for goods and economically 

sensitive services (e.g., travel and entertainment), and housing prices decline as higher interest rates 

cool the market.  Comparatively higher US interest rates and the perceived safe-haven status of the 

dollar reinforce the greenback’s global strength.  Yet, throughout 2023, we anticipate these drivers to 

change in ways that may lead to a slowing of the dollar’s ascent.  A Fed pivot toward rate cuts, which we 

anticipate in late-2023, could undercut a major support for the dollar.  While we anticipate 2023 to be a 

volatile and challenging year, we also believe it may create opportunities for investors to reposition 

portfolios for growth as the next economic recovery and bull market emerge.  As such, we continue to 

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

add sidelined cash. 

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. 
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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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