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That is what the stock market seems to have concluded about the  
Federal Reserve’s (Fed’s) 18-month effort to contain inflation as 2023 
ended. Not since the end of 1945 has inflation fallen from above 5%  
to below 3% without the economy experiencing a recession at the time  
of inflation falling to that level, or within the subsequent 18 months. 
The Fed has been raising interest rates aggressively since March 2022 
to vanquish the post-pandemic inflation episode that has gripped the 
economy. Yet consensus forecasts are now for inflation to fall further 
to 2.5% without the economy sinking into even a short and shallow 
recession this year, a so-called, very rare, “soft-landing.”1  

At its December meeting, the Fed seemed anxious to declare  
“mission accomplished” by outlining that it had done enough to bring 
back inflation down to its target zone. It even signaled interest rates  
could be cut by 0.75% in 2024. Since then, long-term interest rates 
collapsed by over 0.80%, propelling the bond and stock markets to a 
strong year-end rally (Figure 1). The Fed clearly believes the natural  
long-run resting place for interest rates is lower than today’s levels.  
If the Fed is wrong, prematurely taking its foot off the monetary brakes 
will act as an undue stimulus, and inflation may even re-accelerate, 
requiring interest rates to climb even further. It made this mistake in the 
1970s, leading to a decade of stagflation, ultimately leading to double 
digit Treasury yields, as Figure 1 shows.2 
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Mission  
Accomplished?

1According to the Federal Reserve of Philadelphia’s survey of professional forecasters.
2Stagflation describes a market characterized by low growth and high inflation, punctuated by frequent recessions. 
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Figure 1:  A History of 10 Year U.S. Treasury Yields (1962 – Present) 

A New Era for Treasury Yields

Source: St. Louis Fed

Despite significant economic weakness 
abroad, especially in China and Europe, the 
U.S. economy has generally been resilient to 
the Fed’s campaign of raising interest rates and 
draining excess cash from the system. Certain 
industries, like housing and manufacturing, 
have experienced significant slowdowns, but 
not enough to bring the general economy within 
sight of an officially-dated recession. The tight 
post-pandemic labor market and support it has 
driven to consumer spending has been the key 
difference between today’s experience and past 
cycles. In the bond market, an inverted yield 

curve suggests it is too early to declare mission 
accomplished with certainty just yet. Another 
reason for caution is that talk of a “soft landing” 
often occurs just before recession strikes. 

Though it fell by nearly 20% in 2022, the U.S. 
stock market clawed back nearly all of its losses 
in 2023 to return within touching distance of 
its all-time peak level, as measured by the 
performance of the S&P 500 Index. This is 
surprising because U.S. stocks started the year 
looking expensive relative to bonds and became 
even more expensive as they rallied. The U.S. 

stock market has not looked as expensive 
relative to bonds since the dot-com bubble 
of the late 1990s. This reflects that, despite 
higher interest rates, there is optimism that 
the widescale adoption of generative Artificial 
Intelligence will drive productivity gains and 
boost corporate earnings across the broader 
economy, not just for a concentrated handful 
of large technology stocks. Whether this 
optimism is justified remains to be seen, as 
history suggests that expected profits from new 
and yet-to-be-commercialized inventions are 
inherently uncertain. 

3An inverted yield occurs in the bond market when short-term rates exceed long-term rates. It typically decreases a banks’ willingness to lend.
4See Will America Manage a Soft Landing in 2024? (The Economist) for Bloomberg data.  

https://www.economist.com/finance-and-economics/2023/12/29/will-america-manage-a-soft-landing-in-2024?utm_medium=cpc.adword.pd&utm_source=google&ppccampaignID=17210591673&ppcadID=&utm_campaign=a.22brand_pmax&utm_content=conversion.direct-response.anonymous&gad_source=1&gclid=CjwKCAiA7t6sBhAiEiwAsaieYlCC0wkkcl4s1_IX5dqXPTCNtOQW_y9OD_MyTgjH11yPanp6cKF91hoC1sgQAvD_BwE&gclsrc=aw.ds
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Investment Policy: Public Markets 
2023 delivered many surprises, as our team 
discussed in a recent Insight, Navigating the 
Uncharted Terrain of 2023. After delivering 
meaningful capital preservation during the 
difficult capital markets of 2022, our discipline 
did not lead us to capture much of the upside 
surprise that 2023 offered, despite generating 
decent absolute returns. 

Generally, we were too defensive across and 
especially within asset classes. While stocks 
ended the year outperforming our emphasis 
on fixed income, our position in Low Volatility 
stocks (ticker: SPLV), concentrated in defensive 
sectors, such as Consumer Staples and Utilities, 
contributed to our relative underperformance 
as the economy continued to defy recession 
predictions. 

One bright spot was our strategic, anchor 
position in global stocks tilted towards 
high Quality. Exposure to stocks exhibiting 
the characteristics of reliable growth, high 
profitability, and low leverage outperformed  
the broader stock market indices. 

Despite relative underperformance in 2023, on 
a rolling three-year basis and over longer-term 
time frames, our strategies remain ahead of their 
benchmarks. Until our discipline signals stocks 
have become less expensive relative to interest 
rates, we remain cautious and selectively 
positioned in public markets. 

We made one change to policy over the quarter. 
Our discipline called for a slight reduction in 
our exposure to international developed equity 
markets. We used the proceeds to broaden our 
U.S. stock exposure to baskets of stocks that 
exhibit Value, Momentum, Quality, and Size 
characteristics, depending on the economy’s 
position in the business cycle. We discuss the 
opportunities offered by multi-factor investing  
in this year’s Capital Markets Forecast.

https://www.balentine.com/insights/navigating-the-uncharted-terrain-of-2023
https://www.balentine.com/insights/navigating-the-uncharted-terrain-of-2023
https://www.balentine.com/2024-capital-markets-forecast
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Investment Policy: Private Markets 
For several quarters, we have emphasized 
Private Markets as what we believe to be 
an area with abundant opportunities for our 
strategies to play offense. The fourth quarter 
saw a flurry of activity from our program, and 
we are pleased with the returns generated. 

Credit Opportunities 2023, the access vehicle 
we created to take advantage of dislocations 
sparked by the interest rate shock we have 
experienced over the last two years, was 
especially active. 

▶  Our partner, 4612, of the Cousins Family 
Office, called capital to fund its first three 
investments: high teens interest rate loans 
to fast-growing companies in the warranty, 
car wash, and fintech industries. 

▶  Our partner MSD, Michael Dell’s family 
office’s credit arm, was also busy. Capital 
was called to fund three new investments: 
a telecommunications company, a fitness 
provider, and a specialty insurance 
distribution platform. We will likely 
close Credit Opportunities 2023 to new 
investments in the first quarter of 2024.

▶  Lastly for this vehicle, we approved and 
committed to our next fund, Pantheon 
Credit Opportunities III, an opportunistic 
credit secondaries fund. We expect it to 
begin calling capital in early 2024. We 
believe private credit has bloomed in recent 
years due to the attractive risk/return 
profile offered. This surge in popularity has 
led to a nascent secondary market, where 
managers like Pantheon can purchase 
mature portfolios at discounts, achieving 
diversification and return enhancement. 
Pantheon’s secondary platform would  
be a natural complement to the primary 
funds to which we allocate for Credit 
Opportunities 2023. We will likely close 
Credit Opportunities 2023 to new 
investments in the first quarter of next year. 

We also held another close and called capital 
for our Industrial and Aerospace 2022 access 
vehicle. Recall this partnership was created to 
invest in J.F. Lehman VI and the co-investments 
the manager offers. J.F. Lehman is a buyout 
firm in New York investing in aerospace, 
defense, maritime, and environmental services 
companies. The fourth quarter saw us commit 
to and send capital for J.F. Lehman’s second 
“take private” investment this year, Crystal 
Clean. Crystal Clean is an environmental 
services company that was delisted from the 
NASDAQ exchange and is now directly owned 
and managed by J.F. Lehman. Industrial and 
Aerospace 2022 will remain open into 2024 for 
additional investors looking for an allocation. 
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Source: BCBRE & Bloomberg
*Multifamily Specific Cap Rates

Elsewhere, several managers called capital 
as they saw opportunities. This included both 
Brookfield and Kendall in our Decarbonization 
2022 access vehicle, as well as Harbert, our 
core real estate manager. 

Our recommended implementation for growth 
equity, Fulcrum V, reached its final close. 
Fulcrum has been Balentine’s partner since 
2016, and this is the third fund we have 
recommended for portfolios. Fund V will 
look to continue the success of prior funds 
by investing in fast-growing healthcare and 
business-to-business software companies, 
predominately in the Southeast.

We re-underwrote and approved Adams 
Street’s next fund, Innovation IV, as a core 
venture capital manager. As discussed in 
our Capital Markets Forecast, we believe the 
2024/25 vintage for venture returns could 
be above average, given the dynamics in the 
early-stage investing arena.

Finally, early next year, we will form our next 
access vehicle to focus on senior lending. This 
will be anchored by Monroe Capital V and 
augmented by other managers seeking to take 
advantage of higher lending rates and banks 
who have backed away from lending. We are 
keeping a close eye on developments in the 

commercial real estate sector, where cap rates 
have been facing stiff competition from U.S. 
10-Year Treasury bonds all year (Figure 2). We 
see potential distress surfacing for us to take 
advantage of, particularly as owners seek to 
refinance loans at higher interest rates while 
adjusting to lower demand for office space.

We believe private capital exposure is an 
essential ingredient to help many of our  
clients achieve their goals over time.

Figure 2:  Commercial Real Estate Cap Rates* vs. 10-Year U.S. Treasury Bond 
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We are keeping a close eye on developments in the commercial real estate sector, where cap rates  
have been facing stiff competition from U.S. 10-Year Treasury bonds all year.

https://www.balentine.com/2024-capital-markets-forecast
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Outlook
Soon the narrative driving public markets will 
shift from inflation and interest rates to the 
implications of the upcoming Presidential 
cycle. Strategas reports the last 16 Presidential 
election years have been positive for stocks as 
the incumbent administration seeks to create 
a strong economy to assist in its re-election. 
Historically, the Fed does not like to be seen 
as active in changing monetary policy during 
election years for fear of undermining its 
reputation for independence. That makes the 
number of interest rate cuts markets anticipate 
in 2024 all the more intriguing. The extent to 
which the current administration can use fiscal 
policy, such as greater spending or lowering 
taxes, to stimulate the economy is also  
severely limited. 

The last time interest rates were at these levels, 
the federal debt-to-GDP ratio was around 30%; 
today, it is over 100%. The sustainability of 
the entitlement programs of Social Security, 
Medicare, and Medicaid are likely to loom 
large over the political policy debate. These 
programs will play a large role in the forecasted 
trajectory of our national debt as successive 
cohorts of the baby-boomer generation begin 
to retire this decade. On four occasions last 
year, monthly expenditures on servicing the 
national debt exceeded national defensive 
spending, which has not occurred in over  
20 years. 

Looking out further, we have just published 
our updated annual Capital Markets Forecast, 
“Balancing Act: Risk and Return in A New 
Regime.” In it, our team has re-evaluated the 
market from today’s starting point and the 
stage it sets for expected returns and risks 
over the next market cycle. In last year’s 
edition, we discussed how the world was on 
the cusp of a bumpy transition to a new era 
of more expensive and less abundant capital. 
This year’s edition outlines how strategic 
diversification plans should be skewed towards 
leaning on cash, fixed income, and private 
capital to maximize their probabilities of hitting 
their goals. Investors no longer have to  
over-rely on capturing the equity risk premium 
with excessive risk, as they used to in a  
yield-starved world. The Capital Markets 
Forecast also discusses how we have been 
preparing to take advantage of the multi-year 
disruption that broader adoption of Artificial 
Intelligence will cause. In a world where capital 
is no longer artificially cheap, the ability of 
companies to drive real, lasting value through 
productivity gains from such technological 
innovations will be a key differentiator.

https://www.balentine.com/2024-capital-markets-forecast
https://www.balentine.com/2024-capital-markets-forecast
https://www.balentine.com/2024-capital-markets-forecast


In Closing 
2023 turned out to be a banner year for the U.S. stock market, as the 
economy so far has escaped the much-anticipated recession that 
capital markets began discounting in 2022. Hopes that the Fed will begin 
lowering interest rates in 2024 fueled a strong year-end rally beyond 
the concentrated handful of stocks that led the market up for most of 
the year. Given how expensive the stock market remains, we remain 
slightly defensive and highly selective in our exposure to risky assets 
and prefer the certainty of higher-yielding cash and fixed income and the 
opportunity private markets offer to help our clients achieve their goals. 

As we said last quarter, there is an unusually high level of uncertainty 
about the economy as we look ahead to another contentious election 
cycle. In this environment, it is easy to succumb to emotions or be 
paralyzed by fear when thinking about making investments. This is why 
we continue to lean on our unemotional, forward-looking, data-driven 
process, which we believe has helped our clients successfully navigate 
several market cycles with patience and discipline. 

Thank you for the trust you place in our team and process. As always, we 
welcome any questions you may have at any time.

Sincerely, 

 

Adrian Cronje, Ph.D., CFA® 
Chief Executive Officer 
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Disclosures
The views expressed represent the opinion of Balentine LLC (“Balentine”). The views are subject 
to change and are not intended as a forecast or guarantee of future results. This material is for 
informational purposes only. It does not constitute investment advice and is not intended as 
an endorsement of any specific investment. Stated information is derived from proprietary and 
nonproprietary sources that have not been independently verified for accuracy or completeness. While 
Balentine believes the information to be accurate and reliable, we do not claim or have responsibility 
for its completeness, accuracy, or reliability. Statements of future expectations, estimates, projections, 
and other forward-looking statements are based on available information and Balentine’s view as of 
the time of these statements. Accordingly, such statements are inherently speculative as they are 
based on assumptions that may involve known and unknown risks and uncertainties. Actual results, 
performance or events may differ materially from those expressed or implied in such statements. 
Investing in equity securities involves risks, including the potential loss of principal. While equities 
may offer the potential for greater long-term growth than most debt securities, they generally have 
higher volatility. International investments may involve risk of capital loss from unfavorable fluctuation 
in currency values, from differences in generally accepted accounting principles, or from economic 
or political instability in other nations. Past performance is not indicative of future results. Balentine 
utilizes proprietary models to evaluate economic trends. The Tier 1 model gives us parameters to 
determine how we should allocate our assets across our building blocks. The Tier 2 model guides 
us toward allocating within building blocks. Balentine uses a combination of several factors, of 
which models are only part, when determining its investment outlook. Balentine is not soliciting or 
recommending any action based on any information in this document.

Past performance may not be indicative of future results. Different types of investments involve 
varying degrees of risk. Therefore, it should not be assumed that future performance of any 
specific investment or investment strategy (including the investments and/or investment strategies 
recommended and/or undertaken by Balentine or any non-investment related services, will be 
profitable, equal any historical performance level(s), be suitable for your portfolio or individual 
situation, or prove successful. The information provided in this report should not be considered 

financial advice or a recommendation to buy, sell, or hold any particular security. There is no 
assurance that any securities discussed herein will remain in an account’s portfolio at the time you 
receive this report or that securities sold have not been repurchased. 

The MSCI ACWI (All Country World Index) Index is a free float-adjusted market capitalization weighted 
index that is designed to measure the equity market performance of developed and emerging markets. 
The MSCI ACWI consists of 45 country indices comprising 24 developed and 21 emerging market 
country indices. The developed market country indices included are: Australia, Austria, Belgium, 
Canada, Denmark, Finland, France, Germany, Greece, Hong Kong, Ireland, Israel, Italy, Japan, 
Netherlands, New Zealand, Norway, Portugal, Singapore, Spain, Sweden, Switzerland, the United 
Kingdom and the United States. The emerging market country indices included are: Brazil, Chile, 
China, Colombia, Czech Republic, Egypt, Hungary, India, Indonesia, Korea, Malaysia, Mexico, Morocco, 
Peru, Philippines, Poland, Russia, South Africa, Taiwan, Thailand, and Turkey.

The S&P 500® Index is the Standard & Poor’s Composite Index of 500 stocks and is a widely 
recognized, unmanaged index of common stock prices.

Chartered Financial Analyst® (CFA®) are licensed by the CFA® Institute to use the CFA® mark. CFA® 
certification requirements: Hold a bachelor’s degree from an accredited institution or have equivalent 
education or work experience, successful completion of all three exam levels of the CFA® Program, 
have 48 months of acceptable professional work experience in the investment decision-making 
process, fulfill society requirements, which vary by society. Unless you are upgrading from affiliate 
membership, all societies require two sponsor statements as part of each application; these are 
submitted online by your sponsors.

Balentine LLC (“Balentine”) is an investment adviser registered with the U.S. Securities and Exchange 
Commission. Registration does not imply or training. More information about Balentine’s investment 
advisory services can be found in its Form ADV Part 2, which is available upon request.
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