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SUMMARY

•	 The macrocast™ score suggests that the probability of a recessionary bear market 
remains elevated, and the defensive position of microcast™ reflects the volatile 
market conditions. The combination of both risk models suggest we remain in a 
challenging market environment, which we expect to persist through the rest of the 
year.

•	 Inflation—and the Fed’s fight against it—remains the driving force behind market 
action. While inflation has likely peaked, the Fed is focused on reducing wage 
growth to slow inflation further, and history shows higher unemployment may be 
needed to achieve that goal. 

•	 Asset class performance remained volatile in the third quarter. Equity markets rallied 
early in the quarter, only to give it all back and finish with a negative return. Bonds 
struggled as rates rose, and the 2-year Treasury bond yield reached its highest level 
since 2007. 

•	 The S&P 500 finished down for the third consecutive quarter—a rare occurrence. 
Historically, when the market was down three quarters in a row, future performance 
was mostly positive, but forward returns were much stronger if no recession 
followed.
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THE MESSAGE FROM macrocast™

As a reminder, macrocast™ is Corbett Road’s proprietary investment model. macrocast™ 
measures the appeal of risk assets by looking at the VITALS of the market—Valuation, 
Inflation, Technical Analysis, Aggregate Economy, Liquidity, and Sentiment. By looking 
at multiple factors, we seek to better gauge market conditions and the probability of a 
sustained, recessionary market decline. 

Within the VITALS, Inflation remains at historic highs. However, after rising for the past two 
years, headline inflation appears to have peaked in June: 

While easing headline inflation is a welcome development, price changes in the 
underlying components show inflation remains persistent in the stickier, services 
categories like shelter. Core CPI, which excludes the volatile food and energy categories, 
increased in August: 

June +5.9% year over year

July +5.9% year over year

August +6.3% year over year

The divergence, with core CPI rising and headline CPI falling, led the Fed to step up its 
tightening efforts to prevent inflation from becoming entrenched. 

A key focus for the Fed as they combat inflation is the labor market. Simply put, they 
believe that inflation won’t fall without a slowdown in wage growth. 
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History is supportive of this view. In the inflationary period of the 1970s, wage growth 
remained above 5% throughout the entire decade. It took a series of aggressive interest 
rate hikes and a deep recession in the early 1980s for wage growth to fall back below 5%, 
where it remained for the following four decades: 

What causes wage growth to slow? In the above chart, you can see that wages often 
decline after a recession. Recessions are characterized by slowing or contracting economic 
growth and rising rates of unemployment. The combination of weakening corporate 
profits and a greater supply of available labor lead to lower pay increases. With less cash 
available for spending, consumer demand falls, inhibiting businesses from raising prices 
further and putting downward pressure on inflation. 

The Fed will likely continue to raise rates until joblessness rises. Looking back historically, 
the level of unemployment where the Fed stopped raising rates has varied over time, with 
the unemployment rate ranging from 3.5% to 7.5% before the Fed pivoted (chart from 
Bank of America): 

It should be noted that hiking cycles have only ended when the unemployment rate was 
below 4.0% three times: 1966, 1968, and 2018. In each instance, inflation was much lower 
than it is today.
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ASSET CLASS REVIEW

The following table and chart highlight major asset class returns through September 30th:  

A few notable insights:

A Boom-and-Bust Quarter. The third quarter was an up-and-down quarter in the equity 
market, literally. The S&P 500 Index returned -4.9% during the third quarter; however, the 
slight loss obscures the market’s two extremes. The S&P 500 started the quarter by rising 
~14% through August 16th as expectations for a shorter tightening cycle and a potential 
interest rate cut in 2023 propelled stocks higher. The August CPI report, highlighting inflation’s 
persistence, followed by hawkish Fed commentary threw cold water on the market’s initial 
advance, sending stocks lower. At the end of the roller-coaster ride, the S&P 500 closed the 
third quarter slightly below where it started.

Sector performance had no clear trend. U.S. sector returns were varied with no clear 
leadership trends during the third quarter. Despite soaring inflation and pressure on 
household budgets, Consumer Discretionary was the top-performing S&P 500 sector, with the 
gains primarily driven by Tesla. Energy was the only other sector to produce a positive return. 
The remaining sectors were mixed with no clear defensive or cyclical trends. Communication 
Services and Real Estate both traded down more than -11.0%. The middle-of-the-pack sectors 
included three defensive sectors (Utilities, Health Care, and Consumer Staples), three cyclical 
sectors (Materials, Industrials, and Financials), and one growth-style sector (Technology). 

International stocks went back to underperforming. International markets 
underperformed the S&P 500 during the third quarter. The MSCI EAFE Index of developed 
market stocks returned  -10.4% during the quarter, while the MSCI EM Index of emerging 
market stocks returned -13.0%. International markets faced a variety of headwinds during the 
quarter, including Europe’s energy crisis and China’s struggle to reopen and return to growth 
after its zero-Covid policy. In addition, a strong U.S. dollar, which produces currency translation 
losses when investments are translated back into USD, weighed on international stocks.
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THREE STRAIGHT NEGATIVE QUARTERS ARE RARE

Treasury yields continued to rise, sending bonds lower. Bonds continued to trade lower 
during the third quarter as Treasury yields rose to decade-plus highs in anticipation of tighter 
Fed policy. The 2-year yield sits at the highest level since August 2007. To put this year’s spike 
in yields into perspective, the 2-year yield was just 0.73% on 12/31/2021 but was 4.20% at the 
end of Q3. The parabolic move higher in Treasury yields this year provides a visual depiction of 
the Fed’s aggressive interest rate increases.

The S&P 500 has fallen for three consecutive quarters for only the ninth time since WWII. 
Market performance going forward was mixed in previous instances and was heavily 
influenced by whether the US economy entered a recession (table from Truist): 

If the Fed can reduce inflation without tipping the economy into recession, that bodes well for 
future stock performance. Stocks were higher a year later in each instance when no recession 
ensued. 

If a recession occurs, negative returns are more likely, but given how much stocks have 
declined already, a milder decline like the ones that occurred after 1969 or 2000 might be a 
more likely outcome than the decline we saw during the global financial crisis in 2008.  
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Finally, below is an update to a table from our last quarterly review. This was the 14th worst 
nine-month period for the Wilshire 5000, one of the oldest broad-based indices covering the 
entire US investible market. In previous instances, returns were mostly higher 3 and 6 months 
later, but the longer-term performance was particularly notable. The index was always higher 
over the next 3-, 5-, and 10-year periods, with greater-than-average returns across all time 
periods (table from Compound Advisors): 

In summary, while inflation has likely peaked, the Fed would like to see wage growth fall and 
unemployment rise before they feel comfortable enough that inflation is moving towards 
their goal of 2%. The continuing uncertainty around Federal Reserve policy, the weakening 
economic growth outlook for 2023, and the signals from both macrocast™ and microcast™ 
suggest caution towards risk assets.
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IMPORTANT DISCLOSURES
The chart(s)/graph(s) shown is(are) for informational purposes only and should not be considered as an offer to buy, solicitation to sell, or recommendation to engage in any 
transaction or strategy. Past performance may not be indicative of future results. While the sources of information, including any forward-looking statements and estimates, 
included in this (these) chart(s)/graph(s) was deemed reliable, Corbett Road Wealth Management, Spire Wealth Management LLC, Spire Securities LLC and its affiliates do not 
guarantee its accuracy. 

The views and opinions expressed in this article are those of the authors as of the date of this publication, are subject to change without notice, and do not necessarily reflect 
the opinions of Spire Wealth Management LLC, Spire Securities LLC or its affiliates.

All information is based on sources deemed reliable, but no warranty or guarantee is made as to its accuracy or completeness. macrocastTM and microcastTM are proprietary 
indexes used by Corbett Road Wealth Management to help assist in the investment decision-making process. Neither the information provided by macrocastTM or microcastTM 
nor any opinion expressed herein considers any investor’s individual circumstances nor should it be treated as personalized advice.  Individual investors should consult with a 
financial professional before engaging in any transaction or strategy. The phrase “the market” refers to the S&P 500 Total Return Index unless otherwise stated. The phrase “risk 
assets” refers to equities, REITs, high yield bonds, and other high volatility securities.

Spire Wealth Management, LLC is a Federally Registered Investment Advisory Firm. Securities offered through an affiliated company, Spire Securities, LLC, a Registered Broker/
Dealer and member FINRA/SIPC. Registration does not imply any level of skill or training. 

Don’t forget to take your  
RMD by December 31st!

If you have not started taking your Required Minimum 
Distribution for this calendar year, please contact your 

Corbett Road Wealth Manager or Service Team to create 
a distribution plan. It is important that you establish a 
plan soon in order to ensure your distribution is make 

before the end of the year.
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