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The Most Anticipated Recession In History
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NOTE: SHADED AREAS DENOTE NBER-DESIGNATED RECESSIONS.

20

16

12

 8

 4

 0

2000 2005 2010 2015 2020 2025

20

16

12

 8

 4

 0

S&P 500
PROJECTED ANNUAL CHANGE

% %

SOURCE: BLOOMBERG FINANCE L.P.

2023 2023



3

An Inverted Yield Curve: Harbinger Of Doom  
Or A Saving Grace?
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* SHOWN USING MONTHLY DATA.
NOTE: SHADED AREAS DENOTE NBER-DESIGNATED RECESSIONS.
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What’s Driven Bond Yields Recently?
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Unemployment Is Low And Deleveraging Pressures  
Have Abated
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*  SOURCE: FEDERAL RESERVE, FINANCIAL ACCOUNTS OF THE UNITED STATES.
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* NON-ACCELERATING INFLATION RATE OF UNEMPLOYMENT.
  SOURCE: CONGRESSIONAL BUDGET OFFICE (CBO).
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No Housing Overhang
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No Capex Overhang Either
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Capex Intentions Appear To Have Bottomed
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The Three-Year Manufacturing Cycle, Illustrated
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SOURCE: INSTITUTE FOR SUPPLY MANAGEMENT.
NOTE: SHADED AREAS DENOTE NBER-DESIGNATED RECESSIONS.

2023

The median manufacturing cycle in 
the US has lasted 36 months, with 
the length of the downleg roughly 
equal to the length of the upleg
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The Lagged Effects Of Past Tightening Will Weigh  
On Output

2022       '23             '24                   '25

0

-0.02

-0.04

-0.06

-0.08

-0.10

-0.12

LOG GDP

CUMULATIVE 
EFFECT ON REAL 
GDP LEVEL

2022       '23              '24                    '25

0

-0.05

-0.10

-0.15

-0.20

LOG 
HOURS

CUMULATIVE 
EFFECT ON 
HOURS WORKED

SOURCE: STEFANIA D’AMICO, AND THOMAS KING, PAST AND FUTURE EFFECTS OF THE RECENT MONETARY POLICY TIGHTENING, CHICAGO FED LETTER, NO. 483 (SEPTEMBER 2023).
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https://www.chicagofed.org/publications/chicago-fed-letter/2023/483
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Tighter Lending Standards Will Curb Credit Growth
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The Labor Market Is Cooling
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* JOBS-WORKERS GAP IS THE DIFFERENCE BETWEEN LABOR DEMAND (SUM OF JOB OPENINGS AND CIVILIAN EMPLOYMENT) AND LABOR SUPPLY (CIVILIAN LABOR FORCE)
   AS A PERCENT OF THE LABOR SUPPLY. HISTORICAL JOB OPENINGS DATA ARE EXTENDED USING THE COMPOSITE HELP-WANTED INDEX ESTIMATED IN REGIS BARNICHON,
   "BUILDING A COMPOSITE HELP-WANTED INDEX", ECONOMICS LETTERS VOLUME 109, ISSUE 3, (DECEMBER 2010). JOB OPENINGS SINCE JUNE 2022 ARE BASED ON BLS
   JOLTS JOB OPENINGS AND ESTIMATES USING INDEED JOB POSTINGS INDEX.
NOTE: SHADED AREAS DENOTE NBER-DESIGNATED RECESSIONS.
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When The Economy Is Near Full Employment, Falling Labor Demand  
Mainly Leads To Lower Job Openings And Slower Wage Growth
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Job Openings Are Trending Lower And Wage Growth  
Has Slowed
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*   SHOWN ADVANCED BY 2 MONTHS AND AS A 3-MONTH MOVING AVERAGE.
     SOURCE: INDEED.
** WAGES AND SALARIES OF ALL WORKERS IN PRIVATE INDUSTRIES.
    SOURCE: BUREAU OF LABOR STATISTICS (BLS).
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The European Economy Is Struggling But There  
Are Some Glimmers Of Hope
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Falling Inflation Will Boost European Real Incomes...
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...But Europe Will Succumb To A Recession Too
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Recent Activity Data In China Has Surprised On  
The Upside, But Risks Of Japanification Remain
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The Last Fed Rate Hike Is A Decent Rule Of Thumb For 
Timing The Peak In The 10-Year Treasury Yield

MONTHS BETWEEN THE LAST HIKE AND…

DATE OF LAST HIKE … THE PEAK IN THE 
10-YEAR TREASURY YIELD

… THE TROUGH IN THE 
TREASURY EXCESS RETURN INDEX*

… THE TROUGH IN THE 
2-YEAR/10-YEAR TREASURY SLOPE

MARCH 1980 -1 0 -1

MAY 1981 4 4 3

MAY 1989 -3 -2 -2

FEB 1995 -3 -3 -2

MAY 2000 -4 -4 -2

JUNE 2006 0 0 5

DEC 2018 -2 -2 8

AVERAGE -1.3 -1.0 1.3

* EXCESS RETURN RELATIVE TO A POSITION IN CASH. SOURCE: BLOOMBERG INDICES. 
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The Risk-Reward To Owning Long-Duration Bonds 
Has Improved

NOTE: CALCULATION INCLUDES CURRENT YIELD, ROLLDOWN, AND PRICE CHANGES.

Yield Level US GERMANY FRANCE SWITZERLAND JAPAN UK AUSTRALIA

6.0% -3.6 -22.2 -16.1 -40.5 -43.6 -6.1 -4.8

5.5% 0.0 -18.3 -12.3 -36.3 -39.3 -2.5 -1.2

5.0% 3.6 -14.3 -8.4 -32.0 -35.0 1.2 2.4

4.5% 7.2 -10.4 -4.6 -27.8 -30.7 4.9 6.1

4.0% 10.8 -6.4 -0.7 -23.5 -26.3 8.6 9.7

3.5% 14.4 -2.4 3.1 -19.3 -22.0 12.2 13.4

3.0% 18.1 1.5 7.0 -15.0 -17.7 15.9 17.0

2.5% 21.7 5.5 10.8 -10.8 -13.4 19.6 20.6

2.0% 25.3 9.4 14.7 -6.5 -9.1 23.3 24.3

1.5% 28.9 13.4 18.6 -2.2 -4.7 27.0 27.9

1.0% 32.6 17.4 22.4 2.1 -0.4 30.7 31.6

0.5% 36.2 21.3 26.3 6.3 3.9 34.4 35.3

0.0% 39.8 25.3 30.2 10.6 8.3 38.1 38.9

-0.5% 43.4 29.3 34.0 14.9 12.6 41.8 42.6

-1.0% 47.1 33.3 37.9 19.2 17.0 45.5 46.2

-1.5% 50.7 37.2 41.8 23.4 21.3 49.2 49.9

-2.0% 54.3 41.2 45.7 27.7 25.6 52.9 53.6

IMPLIED 1-YEAR RETURNS (%) OF A 10-YEAR GOVERNMENT BOND BASED ON DIFFERENT YIELD LEVELS
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Bond Buddy Thinks Bonds Are Great Again

1.00

 .75

 .50

 .25

   0

2005 2010 2015 2020 2025

1.00

 .75

 .50

 .25

   0

MACROQUANT
BOND BUDDY MODEL:
RECOMMENDED DURATION EXPOSURE
(0=MAX SHORT DURATION; 1=MAX LONG DURATION)

1-TO-3 MONTH HORIZON
12-MONTH HORIZON

SOURCE: MACROQUANT 2.0 BETA (BOND BUDDY).

6

5

4

3

2

1

1960 1970 1980 1990 2000 2010 2020

6

5

4

3

2

1

MACROQUANT
BOND BUDDY MODEL:
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** BENCHMARK ALLOCATION IS BASED ON A PORTFOLIO OF 50% BONDS AND
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On Average, Stocks Have Peaked Six Months Before  
The Onset Of A Recession

RECESSIONS S&P 500 PEAK*  
(MONTHS)

S&P 500 TROUGH* 
(MONTHS)

PEAK-TO-TROUGH 
DECLINE (%)

DEC ‘69 - NOV ‘70 -13 +6 -36%

NOV ‘73 - MAR ‘75 -11 +10 -48%

JAN ‘80 - JUL ‘80 0 +2 -17%

JUL ‘81 - NOV ‘82 -8 +12 -27%

JUL’90 - MAR ‘91 -2 +3 -20%

MAR ‘01 - NOV ‘01 -7 +18 -49%

DEC ‘07 - JUN ‘09 -2 +14 -57%

AVERAGE -6 +10 -36%

*  RELATIVE TO THE START OF NBER-DESIGNATED RECESSIONS.
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Profits And Sales Are Growing Again, At Least  
In Developed Markets
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Stocks Should Rally Into Year-End But Then Fizzle Out In 2024
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Little Margin Of Safety Left In Corporate Credit
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*  SOURCE: MOODY'S INVESTORS SERVICE.
** BASED ON CURRENT HIGH-YIELD CORPORATE BOND SPREAD, DEFAULT-ADJUSTED
    SPREAD OF 100 BPs, AND A 40% RECOVERY RATE.
NOTE: SHADED AREAS DENOTE NBER-DESIGNATED RECESSIONS.
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The US Dollar Will Weaken Over The Long Haul,  
But The Near-Term Outlook Is Less Clear
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*  SOURCE: ICE FUTURES US.

** BCA PURCHASING POWER PARITY MODEL BASED ON ADJUSTED CPI. PLEASE REFER

    TO THE FOREIGN EXCHANGE STRATEGY JANUARY 20, 2023 SPECIAL REPORT TITLED

    "CURRENCY VALUATION AND LONG-TERM RETURNS: PART 1," FOR FURTHER DETAILS.

The dollar is 21%  
overvalued on a purchasing 
power parity basis2023

*  SOURCE: ICE FUTURES US.
**  BCA PURCHASING POWER PARITY MODEL BASED ON ADJUSTED CPI. PLEASE REFER TO THE 

FOREIGN EXCHANGE STRATEGY JANUARY 20, 2023 SPECIAL REPORT TITLED "CURRENCY 
VALUATION AND LONG-TERM RETURNS: PART 1," FOR FURTHER DETAILS.
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  BALANCE.
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https://www.bcaresearch.com/reports/view_report/37072/fes
https://www.bcaresearch.com/reports/view_report/37072/fes


27

2024: The Year Of  The Yen

**   TRUNCATED AT -50 FOR DISPLAY PURPOSES.
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*  AS A PERCENT OF OPEN INTEREST. SOURCE: CFTC.
** SOURCE: MARKETVANE.NET.
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*  BCA PURCHASING POWER PARITY MODEL BASED ON ADJUSTED CPI.    
PLEASE REFER TO THE FOREIGN EXCHANGE STRATEGY JANUARY 20, 2023 
SPECIAL REPORT TITLED "CURRENCY VALUATION AND LONG-TERM RETURNS: 
PART 1," FOR FURTHER DETAILS.

USD/JPY 47% 
overvalued  
relative to PPP

https://www.bcaresearch.com/reports/view_report/37072/fes
https://www.bcaresearch.com/reports/view_report/37072/fes
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Favor Oil Over Gold
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View Matrix

– CURRENT
1 (MOST LEFT) – EMERGENCY SELL 
2 – STRONG SELL 
3 – SELL 
4 – NEUTRAL 
5 – BUY 
6 – STRONG BUY 
7 (MOST RIGHT) – EMERGENCY BUY 
*       RELATIVE TO MSCI ACWI (CURRENCY UNHEDGED).
**      RELATIVE TO BLOOMBERG GLOBAL AGGREGATE (CURRENCY-HEDGED). 
***     IN TRADE-WEIGHTED TERMS.

LEGEND:

Global Investment Strategy Views

3-Month 12-Month 10-Year

Global Asset Allocation       -                                         +      -                    +      -                                          +
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Global Investment Strategy Views

3-Month 12-Month 10-Year
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Currencies***       -                                         +      -                    +      -                                          +
USD

EUR

GBP

CHF

JPY

CAD

AUD

EM Currencies

Commodities (vs USD)       -                                         +      -                    +      -                                          +
Energy

Base/Bulk Metals

Gold

0 0 0

0 0 0


