
This year has been the year of recovery from 
Covid, as supply chains and labor shortages 
have unblocked, economic relationships have 
begun to normalize, and markets have rejoiced.

Yes, it now feels an age since the world moved 
on from the pandemic. But it was only late in 
2022 that China ended its drastic zero-Covid 
lockdown. And it is only now that the world 
is moving on from the inflationary surge and 
global monetary tightening that characterized 
the immediate aftermath of the pandemic. 

Policymakers and markets have been 
confounded in 2023 by upset forecasts – 
recession anyone? Some pandemic trends 
are still with us – office hours may never 
be the same. Some have ended – the Great 
Resignation has given way to a great re-hiring 
in the U.S. Sadly, political and geopolitical 
challenges have only grown tougher. 

Amidst this backdrop, RockCreek highlights the 
“top ten” trends of 2023. 

ROCKCREEK’S 2023 TOP 10

01. A Dangerous World. The October 7 attack 
by Hamas on Israel shocked the world. The 
subsequent war has deepened tensions at 
home and abroad, at a time of potentially 
diminishing support for Ukraine in its grueling 
war against Russian aggression. Other 
territorial conflicts from Sudan in Africa to 
Venezuela versus Guyana in Latin America also 
add to rising tensions.   
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02. Markets Shrugged. The year is not quite 
over. But through mid-December, equities are 
up 25% in the U.S. and 20% worldwide since the 
year began. An accelerating pace has lifted the 
S&P 500 3% just in December alone. 

03. Bond Markets Woke Up. Higher interest 
rates offering low-risk returns piqued investor 
interest in bond markets – suggesting reports 
of the death of the 60:40 portfolio were greatly 
exaggerated. 

04. Soft Landing Beats the Odds. The U.S. 
economy has surprised with its resilience, 
thanks to the American consumer and still-
strong labor markets. 

05. Interest Rates Peak, Inflation Glides Down. 
With the Federal Reserve and its fellow central 
banks across the Atlantic holding rates again 
steady this week, attention turns to rate cuts 
for 2024. Inflation is not yet beaten. But it has 
slid more rapidly than hoped, to 3.1% in the 
year to November, according to this week’s U.S. 
CPI release.

06. The Banking Crisis That Wasn’t. Tight 
money didn’t collapse the economy. Fears that 
it might bring down regional banks across the 
U.S. also proved wrong, after the swift official 
response to the collapse of Silicon Valley Bank 
(SVB) in Q1.

07. China Weakness. While the U.S. economy 
thrived unexpectedly, China’s growth 
disappointed. That hurt European exporters 
and, together with hostile moves towards 
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in supporting a challenge to U.S. global 
leadership. One bright spot: Presidents Biden 
and Xi have now resumed dialog, meeting near 
San Francisco in November. The relationship 
remains strained, but neither country has an 
interest in outright conflict.

SANTA CLAUS RALLY

Fed Chair Jerome Powell certainly got into 
the holiday spirit. Doing his best impression 
of St. Nicholas, he gave equity markets a 
present they didn’t expect by revealing that the 
FOMC discussed the prospect of rate cuts. 
Equity markets responded forcefully, both 
immediately following those comments and for 
the rest of the week, despite cautious words 
from John Williams, President of the Federal 
Reserve Bank of New York. 

While equity performance was strong, this 
December rally looks different from what we 
saw for most of 2023. The Magnificent 7 led 
for most of the year, but the unloved parts of 
the market took over in December, particularly 
post-FOMC. The S&P 600 index of small cap 
stocks is up 11.2% month-to-date versus 
3.1% for the S&P 500. Even the S&P 500 equal 
weight has nearly doubled the performance of 
the market-cap weighted index at 6.1% MTD. 
And the S&P Biotech ETF XBI is up 13.5% this 
month, even though the sector has been a 
major laggard YTD. 

In some of our recent letters, RockCreek 
highlighted the possibility that small 
caps could outperform given their severe 
underperformance in 2023 and parts of 2022. 
Still, one must proceed with caution as part 
of this recent rally has been fueled by short 
covering. 

foreigners, led investors to pull out money and 
remain wary.

08. Japan Rises. Japan’s economy is moving 
out of the zombie land of deflation and 
negative interest rates. A new Governor has 
moved cautiously. But market performance 
reflects growing optimism: Japanese equities 
have outperformed, reaching 27% year-to-date.

09. The AI Boom. Artificial Intelligence 
dominated news and markets, with its 
exposure to a wide variety of industries 
propelling equity valuations and venture 
capital funding in the sector. Much has been 
written about the good and the evil, but there 
is no question that AI will change lives and 
businesses, including how we invest in the 
future. 

10. Fuel for the Energy Transition. Despite 
some choppy waters this year, the energy 
transition movement continues to march 
forward, albeit at a slower pace than expected. 
Nevertheless, solar power has never been 
cheaper.

WAR IN TWO REGIONS CHALLENGES 
AMERICA

The geopolitical backdrop is dangerous. War in 
the Middle East, following the horrific October 
7 attack by Hamas on Israeli citizens, has so 
far been limited. But it is leading to growing 
tensions within America and between the U.S. 
and many other nations who condemn the 
civilian death toll from Israel’s response. At 
the same time, Ukraine’s long-awaited counter 
offensive against Russian invaders is now 
widely accepted as failing. China and Russia, 
as well as Iran and North Korea, are together 
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BONDS BUOYED 

Post-Fed announcement this week, 10yr yields 
fell nearly 30bps and – following a 60 bp fall in 
November – has shown investors are ready to 
add to fixed income as inflation subsides and 
the Fed potentially begins its slow pivot toward 
easing. In our October 27th letter Bulls and 
Bears, RockCreek highlighted that the market 
pricing and investor sentiment indicated there 
could be a rally in duration should we get some 
dovish news. Still, skeptics rightfully point out 
that a core benefit of the 60:40 portfolio was 
the negative correlation between stocks and 
bonds. In this latest bond rally, equities have 
rallied alongside, and even outpaced, bonds 
– thus continuing the positive correlation 
between the two. Still, seeing investors add 
duration at these levels suggests yields are 
sufficiently high enough to carry in a portfolio 
and hold as a hedge should a downturn 
materialize. 

THE U.S. RECESSION THAT WASN’T…
AND THE SOFT LANDING THAT MAY 
BE

The U.S. economy has powered through 2023 
at an unexpected pace. Latest data on the 
labor market and retail sales in November 
confirm that Q4 is also likely to be stronger 
than expected, even if it does not hit the 
astonishing 5% growth rate reported for Q3. 

Resilience has come from continued consumer 
spending, notably on services, in turn helped by 
a strong labor market. Unemployment slipped 
to 3.7% last month and claims for insurance 
benefits fell in early December. Encouragingly, 
while many older Americans who left the labor 
force during the pandemic have not returned, 
labor participation among prime-age workers 
has increased in 2023. Increased labor supply 
has helped to normalize the market that was 
characterized as “very, very tight” by Fed Chair 
Jerome Powell as the Fed pushed up interest 
rates to combat inflation through mid-2023.
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The odds of a soft landing are now high. 
Inflation is returning towards the Fed’s 2% goal 
without a sharp downturn in economic activity 
or rise in joblessness – despite restrictive 
monetary policy. Tight financial conditions 
have made it more expensive to borrow to 
invest or buy a house. But, so far, this has not 
sent the economy into a tailspin. This week, the 
Fed gave the first sign that it does not want to 
tip the balance towards over-tightening. That 
looks unlikely.

BANKING SHORED UP

High interest rates may not have curtailed 
economic growth in the U.S., but they did 
undermine some banks that had not taken 
account of liquidity pressures when depositors 
take flight. After the March collapse of SVB 
and Republic Bank, fears grew that deposit 
outflows from similarly sized regional banks, 
dependent on local businesses often in the 
construction sector, could ripple through 
the financial sector. Swift rescue of all 
depositors helped to stem the contagion. More 
fundamentally, the underlying strength of the 
U.S. economy has shored up balance sheets.

CHINA DISAPPOINTS, OTHER EM 
INTEREST

China’s consumers have long been big savers 
rather than spenders. Many expected that to 
change in 2023 as drastic Covid restrictions 
were lifted and Chinese people could venture 
outside, travel, and go into stores again. 
Instead, consumers have been reluctant to dip 
into savings that have already been depleted 
by a crash in property prices. Trade restrictions 
with the U.S. and a move towards monitoring 
and perhaps curtailing investments in sensitive 
sectors have dampened investor enthusiasm 
still further.

Weak financial institutions, heavily reliant 
on real estate lending that depended on 
continuous growth, have been a feature of 
China’s economy for decades. Until 2021, it 
was safe to assume that these institutions—
private as well as state-owned—had the implicit 
backing of the government. This changed 
when the authorities tightened regulations 
and Evergrande almost went bankrupt. Now, 
Country Garden is on the brink. Chinese 
households with wealth tied up in what seemed 
safe real estate investments have borne the 
brunt of the losses. Not so surprising that they 
don’t want to spend.

Still, it hasn’t been all bad for emerging markets 
in 2023. The dispersion across countries has 
been striking. Emerging Europe has had some 
of the best performance, led by countries 
like Greece as tourism picks up. Many of the 
Eastern European central banks have been 
able to ease rates early due to their preemptive 
monetary tightening in 2021. 

Latin America has also done well YTD with 
the regional index rising approximately 28%. 
Notably, Brazil has gained 28% YTD as the 
country benefits from moderating inflation, 
falling unemployment, and stable politics, as 
well as high external demand for commodities-
related products. Foreign investors may remain 
leery, however.

As investors have turned away from China, 
many have looked to India, a rising star this 
year. The country’s economy has grown at a 
robust pace thanks to policy changes, ongoing 
infrastructure development, and its promising 
demographic dividend. The MSCI India index 
has returned 20% YTD, and, looking further 
ahead, India remains an attractive candidate to 
capture a significant portion of future capital 
flows. 
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THE SUN RISES AGAIN

This year saw the departure in April of Bank of 
Japan Governor Kuroda, just as his long-term 
goal of pulling Japan out of disinflation was 
coming within reach. Market expectations that 
his successor would soon dismantle the curbs 
on long rates – yield curve control (YCC) – 
were premature. Past mistakes of shifting too 
quickly from ultra-easy policy have tempered 
any rush to normalize. 

The ulta-slow pace of normalization stands in 
contrast to the aggressive monetary tightening 
of the world’s other major central banks. This 
has propelled equity prices higher, and in local 
currency terms, the Topix Index is still ahead 
of the S&P 500 with gains of 26% on a YTD 
basis. The secondary effect of relatively loose 
monetary policy is the substantial weakening 
of the Japanese yen as rates remain low but 
inflation picks up. The yen is now trading 
around 142 versus the U.S. dollar compared to 
the roughly 130 at the beginning of the year. It 
reached its weakest level of approximately 151 
in November. The Fed’s perceived dovish shift 
has boosted JPY as well as EUR and GBP vs. 
the dollar substantially in December. 

AI DOMINATION 

2023 could certainly be referred to as the 
dawning of AI. Fortunately, that does not 
mean we have all been enslaved by SkyNet, 
but certainly the potential for AI to transform 
our lives, and livelihoods, has captured our 
collective consciousness. As many a meme 
has put it, it was quite ironic that the “first job” 
Generative AI took was that of Sam Altman 
– both former and current CEO of OpenAI. 
Sam was temporarily sacked by the board 
over concerns that AI was developing too 
fast at the company in the name of profits. 
The anticipation of advanced AI tools and 

subscribers clamoring to pay for them sent 
Microsoft’s share price soaring in 2023. That 
performance, however, was nothing compared 
to that of NVIDIA, which rallied 230% YTD and, 
to the market, is the leader apparent in AI chip 
technology.

REACHING AN INFLECTION POINT

The question is no longer “if” the energy 
transition will happen, but “how soon.” 
Investments into low-carbon technologies 
gained significant momentum in 2023 and 
are expected to overtake spending in fossil 
fuels this year. And for the first time, the IEA’s 
World Energy Outlook reported that fossil fuel 
demand is set to peak by 2030 thanks to the 
rise in EVs and China’s shifts towards cleaner 
energy. 

Adding to the momentum, this week brought 
good news to end the year with a historic 
agreement at the latest COP28 that saw nearly 
200 countries pledge to transition away from 
fossil fuels. COP28, the UN Global forum 
hosted this year by the United Arab Emirates, 
concluded this past Wednesday with the 
largest concentration of oil and gas executives 
than any previous COP. There were again big 
announcements made, but most would say 
actual success was limited. Nevertheless, 
the first explicit mention of reduced use of 
fossil fuels in official UN climate talks was a 
breakthrough. 

In reality, as most countries have continued 
with hydrocarbon use (which account for nearly 
80% of the world’s energy), the transition away 
from these energy sources will not be linear. 
Interestingly, despite some of the rhetoric 
lately, renewable energy use is increasing, 
especially in solar, where capacity is growing 
quickly and costs continue to fall after reaching 
their lowest levels this year. It remains to be 
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seen if the funds pledged this week – more 
than $700 million – to address the impact 
of climate change in poorer countries will 
actually materialize. A group of 39 sinking 
island economies, who weren’t even in the 
room when the deal was struck, aren’t holding 
their breath. 

On the positive side, many capital allocators 
– including large sovereign funds, pension 
plans and endowment and foundations – are 
increasingly looking to energy transition and 
renewable energy as some of the highest 
return opportunities, as highlighted in a 
recent RockCreek discussion. And despite 
macroeconomic headwinds in the last two 
years, corporations and businesses are 
increasingly looking towards opportunities 
that not only bring expected returns but are 
also consistent with their mandates. Delivering 
on the recent COP agreement will still present 
a formidable challenge, but nevertheless, 2023 
may mark an important inflection point for the 
energy transition. 

https://www.youtube.com/watch?v=7qQSJxrJy8M
https://twitter.com/rockcreekgroup?lang=en
https://www.linkedin.com/company/the-rock-creek-group/
https://www.therockcreekgroup.com/
https://www.youtube.com/channel/UCvaiY-iLcfRKxXxhxDdd2Aw
mailto:information%40therockcreekgroup.com?subject=

