
Stocks rallied in January on a wave of investor optimism with the S&P 500 Index climbing over 
6% for the month and the Nasdaq Composite Index rising 11%. What was behind this burst of 
positivity, both in investor mood and performance? You could say it was a rush of cash coming off 
the sidelines, or possibly a case of FOMO (i.e., “fear of missing out”) among emotionally driven 
investors following the crowd to join the latest rally before it’s too late.

But in my view, the biggest driver of optimism was the investor outlook for a Federal Reserve 
policy pivot, which shifted from a tighter policy of raising the Fed funds target rate to a looser 
policy of lower rates. This optimism swelled in recent weeks to the point where some market 
analysts predicted a possible Fed rate cut as early as midyear. The broader perspective is not 
quite as rosy, but still positive; the highest probabilities for the next Fed rate cut to come at the 
FOMC’s November 1 meeting. That was the message from the futures market, on the day after 
the latest Fed rate hike of a quarter-point on February 1.

The more optimistic scenario for a midyear Fed policy pivot doesn’t seem likely in my view. While 
the resilience of the U.S. economy does offer encouragement, there’s much that can happen in 
the coming months that could alter this outlook. Additionally, there’s a sense that the Fed has 
more work to do to get inflation under control. If the Fed takes their foot off break too soon, with 
inflation still above their comfort level, a step toward monetary policy easing could undo a lot of 
the good work the Fed has done so far to whip inflation into shape.

While I don’t expect the Fed to pivot to easing monetary policy for much of the coming year, I 
do believe a pause in the Fed’s rate hiking campaign is probable, even by the second half of 2023. 
The case is building for a soft landing for the U.S. economy. That will be enough to relieve the 
concerns many investors have about a economic slowdown and set the stage for the next cycle of 
stock market gains.

GDP: Reasons for optimism

The latest report on U.S. Gross Domestic Product (GDP) showed an economy that’s well in 
expansion mode. The annual GDP growth rate for Q4 2022 came in at 2.9%, down from the 
3.2% annual rate in Q3 but still a relatively strong pace of growth. This resilience in the U.S. 
economy could be viewed as exceptional when you consider this growth has occurred even as the 
Federal Reserve hiked rates a total of 4.5 percentage points since March 2022. 

The good news on GDP gave stock investors reason for optimism, especially given the 
announcements from corporate America about weaker earnings and lowered expectations for 
future growth. The mood in the markets was also buoyed by ongoing strength in the jobs market 
and signs of cooling inflation pressures. Much of the good performance for stocks in January was 
due to appreciating growth-oriented stocks, a temporary reversal from last year’s trend of rotation 
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toward value stocks. As a case in point, the tech-heavy Nasdaq Composite Index climbed 11% for 
the month, its best performance in January since 2001. 

The brief rotation is also apparent in the sector returns for January 2023. Consumer Discretionary 
and Communications stocks led the way for the month, gaining 15.0% and 14.5% respectively. 
Technology stocks also performed well, rebounding 9.3% for the month. Value-oriented sectors 
such as Energy, Consumer Staples and Health Care all lagged the S&P 500. Utilities led the 
laggards with a 2.0% loss for the period. 

It’s my view that the U.S. will likely see a recession in late 2023 or early 2024, but the resilience 
of the economy could make this downturn brief and mild. One could argue that the stock market 
has already priced in some sort of slowdown to occur this year. Ongoing strength in the overall 
economy, coupled with a favorable employment market for workers, should support continued 
tightening of Federal Reserve rate policy. It seems incompatible that the Fed would start cutting 
rates while growth remains robust. That’s why I think a Fed pause is the more likely scenario for 
most of 2023, as the central bank lets the impact of higher rates work through the U.S. economy.

Earnings: Clearing a lowered bar

Expectations for earnings have been dialed back since last year as higher inflation and tighter 
monetary conditions lowered analysts’ estimates for corporate profits. So, perhaps it’s not surprising 
to see better-than-expected news on earnings for the 4th Quarter of 2022. Around 70% of the S&P 
500 firms that have reported Q4 earnings thus far (about one-third as of January 27) have topped 
analyst expectations. However, the size of these earnings beats (1.5% on average, according to 
FactSet) have been below the 5-year average of 8.6% and the 10-year average of 6.4%. 

As of this writing (February 1), Q4 earnings season has been mostly a mixed bag. Overall earnings 
growth for the S&P 500 is negative at -5.0%, but that’s likely to change as more firms report 
results in the coming weeks. The best news on earnings so far has come from the Energy sector, 
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although results from some of the bigger energy firms were either below expectations (e.g., 
Chevron) or downgraded from previous estimates (e.g., ConocoPhillips). At the sector level, firms 
in the Communications, Consumer Discretionary and Materials categories have thus far posted 
the worst earnings results for Q4. But there have been a few bright spots in these sectors for 
earnings surprises, including Nike (EPS of $0.85 vs. estimated $0.64) and Nucor (EPS of $4.89 
vs. estimated $4.16). Among the notable earnings misses for Q4 include Boeing (decline of $1.75 
per share) and Southwest Airlines (decline of $0.38 per share). 

Some of the bigger names in tech will report earnings shortly after this report is distributed, but 
many of these firms appear to be getting ahead of the tougher times to come by shedding workers. 
There were several headline-worthy layoff announcements over the past month, including Google/
Alphabet (around 12,000 jobs cut), Microsoft (10,000 jobs eliminated) and Salesforce (reduced 
its workforce by 10%.) Although Amazon isn’t included in the tech sector, the e-commerce giant 
also recently announced plans to shed over 18,000 employees. It should be noted that job cuts 
weren’t isolated to technology firms; investment bank Goldman Sachs is axeing 3,200 jobs, old-
school manufacturer 3M is laying off 2,500 workers, and FedEx is cutting over 10% of positions 
from its global management roster.

In 2022, layoffs among technology companies outpaced all other major U.S. industries, reaching 
nearly 100,000 workers according to outplacement firm Challenger, Gray & Christmas. While 
these job cuts were significant and reverberated through the financial press, they were also in a 
way not surprising. Many tech companies and other consumer-oriented firms added thousands 
of workers to their ranks as the pandemic increased demand for their services. In fact, as recent as 
Q3 of last year, Google had added around the same number of employees that it just laid off in 
January. These layoffs can be seen as companies trying to right-size their businesses as the impact 
of COVID-19 recedes and customer demands continue to shift. Many of these firms may feel 
the pinch of higher employments costs in their bottom-line performance. But these job losses are 
happening at a peculiar time, while the employment market continues to reflect an excess of open 
unfilled positions and a dearth of people looking for work. 
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Past performance does not guarantee future results. There is no guarantee that any investment strategy or account will be profitable or will not incur 
loss. Investors should consider the investment objectives, risks, charges and expenses that make up this investment strategy carefully before investing. 
Investing involves risk, including the possible loss of principal. Share price, principal value, and return on investments will vary, and you may have a gain 
or a loss when you sell your investment.

Post Oak Private Wealth Advisors may have an interest in securities or sectors highlighted in this report. This presentation and the data herein is neither 
an offer to sell nor a solicitation of any offer to buy any securities, investment product or investment advisory services offered by Post Oak Private 
Wealth Advisors. (“Post Oak”) This presentation is subject to a more complete description and does not contain all of the information necessary to make 
an investment decision, including, but not limited to, the risks, fees and investment strategies of any Post Oak products or services. Any offering is made 
only pursuant to the relevant information memorandum and accompanying, subscription materials, including Post Oak’s Form ADV Part 2, all of which 
must be read in their entirety. This information is not an advertisement and is not intended for public use or distribution and is intended exclusively for 
the use of the person to whom it has been delivered. The contents of this report have been compiled from original and published sources believed to 
be reliable, but are not guaranteed as to accuracy or completeness.  Market opinions contained herein are intended as general observations and are not 
intended as specific investment advice. Market index performance is provided by a third-party source deemed to be reliable. Indexes are unmanaged 
and have been provided for comparison purposes only. No fees or expenses have been reflected. Individuals cannot invest directly in an index.

Be prepared for opportunity and uncertainty

While one month is a short time frame, it’s good to start the year on a positive note. We are 
pleased with the results we achieved for our clients in January and continue to allocate our 
portfolios to benefit from current economic conditions. As always, we remain vigilant in 
watching the market and the economy for shifts in the prevailing winds. As a client, you can be 
assured your portfolio is prepared against a wide range of risks, as well as positioned for whatever 
opportunities that may arise in the future. 

 


