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This is Putnam’s monthly investment framework from our Capital Market Strategies team. We monitor four 
critical building blocks as we think about our outlook.  

 

ECONOMY 

• Our 2023 U.S. real GDP forecast calls for economic growth in the range of 0% to 1%.  We expect a mild 
recession in 2023.  

• Our 2023 European real GDP forecast calls for economic growth in the range of 0% to -1%. We expect a 
recession in 2023.  

• For Emerging Markets, our real GDP forecast calls for economic growth in the range of 3% to 4%.  We are 
constructive on EM for long-term investors. 

• We expect the federal funds rate to reach the range of 5.00%–5.25% before pausing and possibly cutting 
rates before the end of 2023. 

• We expect the U-3 Unemployment rate to move toward 4% throughout the year.  

• We anticipate the U.S. dollar to weaken modestly throughout 2023. 

• We expect U.S. core PCE to moderate and finish the year around 3.25%. The chart below shows the latest 
core PCE reading of 4.60% (as of 3/31/23). 

 

ECONOMY MARKETS RISKS OPPORTUNITIES 



Source:  Bloomberg Finance L.P.  Used with permission from Bloomberg Finance L.P. 

MARKETS 

Equities 
• Our price target for the S&P 500 is 4,100 by year end.  We expect core inflation to moderate, economic 

growth to moderate, and earnings estimates to degrade further.  An earnings recession is possible. 

• We believe that growth will generate alpha relative to value. 

• We believe that large-capitalization stocks will outperform small-capitalization stocks.  

• At the factor level, we favor quality, positive earnings estimate revision, growth at a reasonable price, and 
strong balance sheets.  

• We favor these industries:  Financials, health care, energy, technology, and consumer discretionary.  

• The consensus earnings estimate for 2023 is $219.61.  We expect earnings estimates to be reduced going 
forward. See the following table.  

 
Source: Bloomberg Finance L.P. Used with permission of Bloomberg Finance L.P. 

• Our primary concerns are centered on earnings degradation and the pace of inflation moderation.  

Fixed income 
• Our median forecast for the yield on the 10-year U.S. Treasury is 3.75% by year end.  

• We expect the federal funds rate to reach the range of 5.00%–5.25% by the middle of the year, and the Fed 
to pause for several months before possibly starting rate cuts before the end of 2023. 

• We believe the U.S. dollar highs have likely been reached already. We also anticipate the dollar to continue 
to be range bound to modestly lower, as the Fed ends their rate hiking cycle during the first half of the 
year.    

• Within corporate credit, we believe volatility is likely to remain elevated. We believe investment-grade 
spreads and high-yield spreads will be affected by macro forces during the year. High inflation, bank 
stresses, geopolitical impacts on energy supplies, and central bank tightening amid slowing growth could 
be challenging for both fundamentals and technicals.  However, valuations are more attractive relative to 



early 2022. This chart shows the spread of the J.P. Morgan Developed High Yield Index over the past five 
years. 

Source: Bloomberg Finance L.P. Used with permission of Bloomberg Finance L.P. 

• Within mortgage credit, we continue to find value in commercial mortgages. The U.S. economy continues 
to see expansion in travel, office use, and retail spending.  Within residential credit, we believe it’s likely 
modest price depreciation may become evident in 2023, resulting from affordability pressures on the 
demand side amid a gradual increase in supply. 

• Emerging market debt will likely continue to be meaningfully impacted by challenging economic 
conditions. However, there have been some positive developments, including easing restrictions in China 
and resilient growth broadly. Valuations overall appear attractive, particularly in countries less directly 
affected by geopolitical turmoil and policy risks. 

• Prepayment sensitive assets such as CMO IOs appear attractively valued. Prepayment speeds should 
continue to remain subdued, given elevated mortgage rates and softening home prices. 

• We believe municipal bonds continue to be a high-quality, diversifying investment option especially to 
equities. Spreads are poised to tighten as fundamentals remain stable and valuations among certain 
sectors continue to look attractive. 

 

RISKS AND OPPORTUNITIES 

• We believe risk is centered on the rate of inflation moderation, the magnitude of earnings degradation, as 
well as the slowing pace of economic growth. 

• In our view, the best opportunities will be found in U.S.  large-capitalization, high quality companies with a 
growth bias.  We are constructive on Emerging Market equities. We are also constructive on municipal 
bonds. 
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