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A Constructive View for 2023 for the S&P 500 Index 

As we enter 2023, our view for equities is a constructive one. We are anticipating the return to a more favourable 
environment for equity investors with positive returns expected in the year ahead. The last twelve months have 
demonstrated that volatility is alive and well for both downside and upside moves (e.g. the Dow Jones Industrial 
Average had its 2nd best quarterly return since 1999 with its Q4 2022 gain). Given all the uncertainty related to inflation 
rates, U.S. Federal Reserve (Fed) interest rate policy, economic growth prospects, and geopolitical developments, we 
would expect volatility continue in 2023. Volatility is part of the landscape for equity investors and even with this 
reality, the annual market return has generally been favourable with approximately 75% of the past 85 calendar years 
showing a positive return. Notwithstanding a tough start to the decades of the 2020’s, the past 10 years has been a 
rewarding experience for U.S. equity investors. Whether the returns for the S&P 500 in 2023 approach the mean return 
level of those experienced in the last 10 years (of +13.3%)1 remains to be seen, but we believe that the odds of this 
occurring are favourable.  Not only does the historical experience provide support for this view, but the fundamental 
pieces also seem to be falling into place for a constructive outlook. 

First, some observations on the historical experience of the stock markets.  This year's return is shaping up to be a loss 
year for equities (S&P 500 Index) with the likelihood it falls into the -10% to -20% range given the year-to-date return is 
roughly -19%1. So this year will likely be one of those one-in-four negative calendar year returns that the market has 
historically experienced.  

  

 
1 Source: Bloomberg, as of December 27, 2022 
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Figure 1 – S&P 500 Calendar Year Return Histogram 

 

Source: AGF Investments Inc., as of December 27, 2022. One cannot invest directly in an index. Past performance is 
not indicative of future results.  

If history is any guide, the likelihood of the market experiencing two negative calendar year returns is not very high. In 
fact, in the last 85 years two consecutive negative return years has only happened 3 times, as illustrated in Figure 1.  
For two of these experiences, the market decline had commenced from a very high valuation level.  This was the 
case for the consecutive negative years of 1973/1974 with the "nifty fifty" era and it was also the case with negative 
return years after the technology bubble burst in 2000 when P/Es were at their highest ever.  The terrible events of 
September 11, 2001, was also a factor in the negative return years of the early 2000’s. A third occasion of negative 
return years occurred in 1940 and 1941, in the midst of World War II, which clearly had its own set of uncertainties. In 
our view, it does not appear that the current cycle has attributes similar to these occasions, though there are rising 
risks of regional wars, with the ongoing (and potential expansion) of the Russia/Ukraine conflict, or perhaps rising 
tension with China and Taiwan. On the other hand, strong positive years have tended to follow negative return years. 
In examining the positive years following a negative return year, 12 out of the 15 years have seen returns exceeding 
20%.  

Meanwhile, the fundamental backdrop for a more constructive view also appears to be falling into place. The loud 
drumbeat of concerns over inflation have started to abate. To be sure, inflation is still a concern and will without 
question take some time to come back down to the lower single digit range but the recent figures do suggest a 
declining trend for this all important economic variable.  This in turn, should allow the Fed to be much closer to ending 
its aggressively tightening posture. Given that the economy has yet to weaken substantially, the case for a milder 
recession (should one occur) should gain greater credibility.   

Even with the case of the widely anticipated recession actually occurring in the 2023, the stock market has shown 
remarkable resilience during those calendar years of negative GDP growth. In the 12 calendar years for which GDP 
recorded a decline, the stock market averaged a return of 14%. Stock market weakness tends to occur ahead of the 
actual recession – the year before a recession occurs tends to result in negative return years, but returns have 
averaged double digit positive gains in the year a recession actually occurs. The stock market is, after-all, a leading 
indicator and is anticipatory.  
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Figure 2 – S&P 500 Returns in Prior and Current Years of Recessions 

 

Source: RBC Capital Markets, as of December 2022. One cannot invest directly in an index. Past performance is not 
indicative of future results.  

On the subject leading indicators, the OECD composite leading indicator (CLI) is still in a downtrend. This should come 
as no surprise since the lagged effects of rising interest rates are still filtering through the economy. A declining CLI is 
not conducive for corporate profit growth.  Most forecasters have been calling for weaker corporate earnings and 
while estimates have come down for the 4th quarter of this year and for 2023, the actual results have generally not 
been weaker than consensus expectations.  In fact, during the 3rd quarter there were more upward guidance 
revisions than in the prior two quarters.  Our expectation is for the stock market to look beyond the valley of not only 
from the perspective of a weaker economy but also looking beyond declining earnings estimates. Indeed, stock 
market returns have tended to be positive amidst an environment of negative earnings growth since the market is 
forward looking - this phenomenon has occurred in 9 out of 11 calendar years where S&P 500 earnings have declined 
by 10% or more, as illustrated in Figure 3. 

Figure 3 – S&P 500 Returns in -10% Earnings Growth Years 

 

Source: Strategas Research, as of December 2022. One cannot invest directly in an index. Past performance is not 
indicative of future results.  
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In summary, we believe the set-up for 2023 is attractive. Beyond the historical trends following a negative year and a 
more constructive fundamental backdrop, other considerations are also showing signs of pointing in the right 
direction. This includes the potential reopening of the Chinese economy, political gridlock in Washington which will 
provide more regulatory certainty, a potential easing of global geopolitical tensions, ongoing corporate buybacks, 
and the eventual return of equity market inflows given the high levels of cash on the sidelines. 

A last thought – a favourite line that we heard in 2022 about investing is: ‘Looking at market average statistics leads to 
an average forecast.’  Our belief is that successful investors typically have to resist having a consensus view or at least 
be front of where the consensus view may be moving. To do this, it is essential, in our view, to be a student of market 
history and combining that with an evaluation of where the common current thinking is.  By starting out each day 
with a white piece of paper, we have the flexibility to change our views and modify our positioning accordingly in 
order to hopefully continue to give our investors a good experience. 
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The commentaries contained herein are provided as a general source of information based on information available as of December 27, 2022, and are not intended 
to be comprehensive investment advice applicable to the circumstances of the individual. Every effort has been made to ensure accuracy in these commentaries at 
the time of publication, however, accuracy cannot be guaranteed. Market conditions may change and AGF Investments accepts no responsibility for individual 
investment decisions arising from the use or reliance on the information contained here. 
Commissions, trailing commissions, management fees and expenses all may be associated with mutual fund investments. Please read the prospectus before 
investing. Mutual funds are not guaranteed, their values change frequently and past performance may not be repeated.  
AGF Investments is a group of wholly owned subsidiaries of AGF Management Limited, a Canadian reporting issuer. The subsidiaries included in AGF 
Investments are AGF Investments Inc. (AGFI), AGF Investments America Inc. (AGFA), AGF Investments LLC (AGFUS) and AGF International Advisors Company 
Limited (AGFIA). AGFA and AGFUS are registered advisors in the U.S. AGFI is registered as a portfolio manager across Canadian securities commissions. 
AGFIA is regulated by the Central Bank of Ireland and registered with the Australian Securities & Investments Commission. The subsidiaries that form AGF 
Investments manage a variety of mandates comprised of equity, fixed income and balanced assets. 
“Bloomberg®” is a service mark of Bloomberg Finance L.P. and its affiliates, including Bloomberg Index Services Limited (“BISL”), the administrator of the index 
(collectively, “Bloomberg”) and has been licensed for use for certain purposes by AGF Management Limited and its subsidiaries. Bloomberg is not affiliated with 
AGF Management Limited or its subsidiaries, and Bloomberg does not approve, endorse, review or recommend AGF Global Select Fund. Bloomberg does not 
guarantee the timeliness, accurateness, or completeness, of any data or information relating to AGF Global Select Fund.  
® The “AGF” logo is a registered trademark of AGF Management Limited and used under licence.  
This report may not be reproduced (in whole or in part), transmitted or made available to any other person without the prior written permission of AGF 
Investments Inc. 
Publication date: December 29, 2022 
 


