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Monthly Market Commentary 

February 2023 
 
US Economy 

We believe the economic outlook effectively is on two tracks.  One is driven by the cycle’s usual internal 

workings, nudging the economy toward a slowdown.  The other still is being shaped by the pandemic’s 

aftereffects now creating a tailwind delaying and cushioning the economy from a slowdown anticipated 

late last year.  The net effect, we believe, will be a moderate recession extending through the middle 

two quarters of 2023.  Adjustment to a once-disruptive pandemic has helped push inflation and interest 

rates lower by easing shortages of materials and labor, easing pressure on inflation-adjusted wages, 

housing, and other credit-sensitive sectors. 

Like the economy, we think a labor market moving on two tracks will be shaped both by the traditional 

economic cycle and by the pandemic’s aftereffects.  The pandemic has been the market’s main driver in 

the past 18 months, fostering outsized job growth reversing labor shortages caused by the initial shock 

of the pandemic in 2020.  A resilient job market is helping to delay and cushion an economic unwind 

coming from weaknesses elsewhere in the economy.  Labor supply-demand conditions remain tight, but 

not by enough to prevent slowing wage inflation already exceeding that of the 1970s and early 1980s, 

when wage gains were last this high.  Slower wage and price inflation partly reflects fewer structural 

rigidities preventing steeper declines when wage-price inflation was last this higher over 40 years ago, 

including more pervasive cost-of-living agreements and less competition in the US and overseas. 

US Markets 

After a strong start in January, US equity markets pulled back slightly in February, as higher inflation, a 

strong labor market, and robust consumer spending sparked investor fears that the Federal Reserve may 

have to continue raising rates higher than previously anticipated.  As the markets face tightening Fed 

policy, sticky inflation, slowing economic growth, and geopolitical tensions, we continue to favor a focus 

on quality in investment portfolios.  Our view is that earnings for all equity classes may have peaked in 

2022 and could move lower as the economy weakens, revenue growth stalls, and input costs remain 

elevated.  That said, we anticipate US equity markets could begin trending higher in the second half of 

this year, as the US economy makes its way out of an anticipated recession.  As such, we continue to 

recommend investor patience as the markets grind through this period. 

Fixed Income 

Fixed income markets often tell a story about the overall health and potential future direction of the 

economy and capital markets.  In the past, the yield curve has been a powerful predictor of future 

economic direction, including potential recessions.  We believe monitoring credit spreads may also paint 
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a picture of market liquidity, and the perceived health of corporate balance sheets.  With a meaningfully 

inverted curve and high-yield spreads well below the July 2022 peak, the bond market is sending mixed 

signals.   

The yield curve is essentially the difference between the shorter- and longer-term interest rates.  The 

yield curve has been inverted since July 6, 2022, as markets anticipated multiple Fed rate hikes, pushing 

short-term rates higher.  Bond market conviction that the Fed will lower inflation closer to target levels 

combined with the prospects for an economic slowdown has kept longer-term rates relatively 

contained, resulting in yield curve inversion.  While an inverted curve has often been a predictor of an 

upcoming recession, using this indicator to time a recession can be challenging, as it may take as long as 

two years from initial inversion to recession.   

During periods of market stress, credit spreads have tended to move higher as investors seek out higher-

quality fixed-income investments and the future becomes more uncertain.  Last year, high-yield credit 

spreads hit a high near 583 basis points (100 basis points equals 1%) over the 10-year Treasury yield, 

indicating economic concerns and decreased investor confidence in corporate balanced sheets.  

Recently, high-yield credit spreads have tightened to near 400 basis points over comparable Treasury 

securities.  Current high yield spread levels indicate that the bond market’s near-term economic 

concerns have eased in recent months. 

International Markets 

The Eurozone economy’s resilience has been one of the biggest surprised in recent months.  A recent 

business survey showed a rebound in the services sector lifting overall activity back into expansion for 

the first time since June.  Support has come from the reopening of Chain’s economy – a key export 

market – and from lingering fiscal stimulus.  Also buoying consumer purchasing power has been lower 

fuel prices stemming from energy conservation and a milder-than-anticipated European winter.  

However, we are still anticipating a recession in the region this year as we believe the European Central 

Bank (ECB) will continue hiking interest rates aggressively, potentially slowing the Eurozone’s economy.  

Furthermore, the possibility that the Russia-Ukraine war intensifies adds another layer of geopolitical 

risk because of the region’s proximity to the combat zone. 

Over in Asia, strengthening business activity in China tied to December’s pivot from pandemic-related 

restrictions was lifted back into growth territory by a rebound in domestic spending propelling service-

sector activity.  The potential for a services-led recovery in Japan’s economy is being jeopardized by a 

rising COVID infection rate, however, while export-oriented manufacturing faces headwinds from 

growing tensions with China.  Neighboring Taiwan and South Korea have yet to benefit from China’s 

relaxed policy, posting continued declines in manufacturing on weakness in their critical technology 

sectors and in South Korea’s auto industry.  Southeast Asia’s manufacturing sector returned to modest 

expansion, paced by materials-based output in Indonesia, the Philippines, and Thailand.  In our view, the 

region’s commodity producers and tourism industry should benefit from China’s reopening, both 

directly and indirectly, from higher materials prices. 
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Commodities 

US natural gas prices had a tremendous run in 2022.  At one point, in August, select futures prices had 

topped $9 per MMBtu (Metric Million British Thermal Units), a gain of 159% on the year.  Since then, 

though, prices have declined 75% (as of 02/27/2023).  At the heart of the 2022 price spike, and 

subsequent 2023 weakness, is the ongoing European energy crisis.  Since Russia invaded Ukraine in 

February 2022, Russian energy exports to Europe have dwindled.  This has left many parts of Europe 

facing energy supply shortages and price spikes.  To help quell fears of year-end energy shortages, US 

natural gas producers began increasing production and steadily increasing supplies to Europe. 

Now, in February 2023, Europe has so far experienced a moderate winter.  This, combined with energy 

conservation efforts, has led to weaker than expected demand and a slightly oversupplied natural gas 

market.  Being oversupplied, even slightly, is an important distinction with commodities, and particularly 

with natural gas.  What comes out of the ground and makes it to market is either consumed or stored.  

Natural gas is expensive to store, however, so producers have an incentive to first discount prices, which 

can push prices to low extremes, as is the case today.  Producers, at this point, are typically discounting 

prices, suggesting that natural gas prices could continue searching for a bottom, but may not rebound 

for some time. 

What Does This Mean to Me? 

Despite the slight pullback in February, equity markets have gotten a strong start to this year after 

experiencing declines for the majority of 2022.  Despite this rebound, we do not believe equities have 

broken out into a sustainable rally.  Markets are likely to experience bouts of volatility in the coming 

months as they grapple with uncertainties over economic growth, geopolitics, and monetary policy.  We 

do anticipate the path for equities to be higher later this year and into 2024, as markets have historically 

experienced strong performance in the early stages of the recovery from the bear market.  Remaining 

disciplined as the market searches for a bottom and in the early stages of recovery can be difficult.  In 

our view some of the best things an investor can do on the path to recovery is to stick to their 

investment plan and allocation targets.  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 
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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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