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Brandon Averill (00:04):
Hey everybody. Welcome back to another episode of AWM Insights. Brandon and Justin here. And we're bringing this to you early in the year and so we're actually recording at the very tail end of 2023. And we just thought it'd be super fitting to do a quick rundown of what actually happened in 2023. Let's talk about what happened in the public markets from both the bond side of the portfolio to the equity side. Let's even touch on a little bit of the private markets. And as we were preparing for this, it was really taking the opportunity to reflect on what the year had. Pretty striking. I mean, we had a pretty unbelievable year from a financial uncertainty, if you want to call it that. I was reading in preparation for this, actually the end of 2022, this is a funny stat and kicks into the, don't be a predictor.
(00:56):
But at the end of 2022, 85% of economists predicted a recession in 2023. Missed the mark a little bit. But there was a lot that happened. Inflation was all over the place. We had interest rate cycles going on, big changes there with interest rates increasing. We had volatile stock and bond markets. So at the end of the day though, when you take the step back and you looked longer picture, everything started to fall right within norms that I think we start to see over the long-term. So with that, obviously we'd love to turn over to you, Justin, just let's walk through this and talk a little bit. I think bond markets maybe starting there because what a year. I mean, something we haven't seen in quite some time. And I think people are just trying to figure it out. What does that look like? So maybe for clients that are listening, could you just give us a little synopsis of what we saw in 2023? Maybe some highlights on why things happened the way they did and why we don't predict interest rates and why we're not all that concerned about it.
Justin Dyer (02:01):
Well, I'll start with the end there. It's nearly impossible, a fool's errand. Time and time again it's shown to be not a high probability outcome. Trying to predict the future and trying to predict interest rates specifically. I mean this year to an extent is a great reminder of that. Each year we always like to look back and pull the real meaningful nuggets of learning from it and interest rates probably fall close to the top of that list. You hit on the fact that to start the year it was wildly pessimistic. Inflation was incredibly high, interest rates were continuing to be ticked upwards by the Federal Reserve. Fast-forward to December, January, depending on when you're listening to this, we still have, let's call it, higher interest rates, but the tone, the feeling within the market is vastly different.
(03:02):
Inflation is now under control. A lot of people were predicting that that was going to potentially spiral out of control and interest rates were going to have to be increased to continued record highs. And that could have been a result. This gets to why we don't predict, we prepare for a variety of outcomes. We don't predict for this exact reason. So interest rates are still relatively high. They've come down, the expectation over the next 12 months is that they're going to be a lot lower than they are today. Inflation is under control both in the US and abroad for the most part.
(03:40):
There's pockets here and there where things are a little bit different. And the Fed has all but done a little victory lap, if you will, that we're going to have a soft landing, which is potentially one of the first times that's ever happened. And for those of you who don't know that term or haven't read it in the press, in the newspaper, it's essentially the Fed landing this gigantic aircraft, call it the US economy, without causing a recession, bringing inflation under control, keeping employment relatively high and just getting it to a very healthy equilibrium, if you will.
(04:19):
And for all intents and purposes, that seems to be where we're heading. I'm not going to put my stake out there to say that that's going to actually be what happens over 2024. See above around predicting the future. But it seems like we're in really good shape as we end the year and start 2024. So it's been one for the ages, I guess, it's fair to say.
Brandon Averill (04:42):
Yeah. And I think when we look at the bond market, like you said, we prepare for things, we don't try to predict them. And I think this bleeds over into the equity markets and we'll talk public equities here. But at the beginning of the year, there was no shortage of people that were saying, "Hey, we have pending doom coming. This recession is coming, markets are going to crash. Sit on the sidelines. Sell and go to cash and wait around and let this flush out. And then you'll be able to get back in at better prices." And we all know, the people listening to this podcast know we preach this a lot, but why that can be such a catastrophic mistake. And so turning to the public equity markets, if you were that investor, you did pull your money out. I mean, what was the potential negative impact to that by having such a short-term view in this year?
Justin Dyer (05:32):
Yeah. Well, you missed out on an above average year really, kind of across the board. Or not kind of, but essentially across the board. US markets, international developed markets, even emerging markets had almost all double-digit returns. Emerging markets just under double-digit returns. International developed, US markets producing, let's call it, high double-digit returns, high teens and then low twenties in the US here. It was a phenomenal year. Which is a drastic difference from, again, to your point, what people were pounding the table in some cases in early, let's call it, January, end of 2022, that things were not set up to look well or to pan out well, inflation was a concern, interest rates were being jacked up quite substantially. All of these interesting dynamics that were still in place through better part of, call it, the first half of this year, if you will, have changed almost a 180 through the end of the year. And it's been a very solid year really across the board.
Brandon Averill (06:41):
And I think we all know the impact of missing a year like this is just catastrophic for your overall financial life. You need to take a long-term perspective because you have to be able to participate in the years like this, avoiding those big down years. Yes, that would be amazing if you could actually figure out how to do it. But just as catastrophic is if you miss these up years to your overall success. And I think the other thing that I'm always reminded about when I think about equity markets specifically is what a powerful machine this is. All the events that happened this year, war in Ukraine, war in Israel, interest rate changes, you name it, there's a litany of different things that happen this year, banks failing, First Republic going under. And yet the market just takes that information, digests it so efficiently and so effectively that to rely on our human brains to try to out guess that is a pretty interesting argument.
(07:45):
And I think on the surface, if you actually sat down and thought about it logically, that's a tough thing to do. And the proof just continues to come out in the data. Shifting a little bit. I mean, this caused turbulent markets on the private side as well. We're active in the private markets and we believe there is return to be had, especially in the early stage venture markets. But I'd love, Justin, maybe just touch on a little bit here for people that we don't talk publicly about the private markets, et cetera, but what did you see in 2023 for those that did participate or even those that haven't participated but might in the future? How did that differ a little bit in 2023?
Justin Dyer (08:26):
Well, I'll start with the banking crisis. I mean, it's easy to forget about that. You mentioned it and I was like, "Oh gosh, that really did happen in 2023." It happened in early 2023, I think it was March of this year where Silicon Valley Bank, First Republic, there was essentially a run on those banks. And they're very active, very integral to the venture capital ecosystem, both for companies and venture capital funds. And so there was almost a identity crisis moment or what will this do to the innovation economy early on? What will this do to startups and existing companies, all of that? And it was a very contentious or tenuous moment within the venture capital ecosystem. Fast-forward to today, luckily that infrastructural problem has been solved for the most part with very limited repercussions or ramifications. But the marketplace overall, to your question, is it's still finding a footing, I guess is the simplest way to say it.
(09:34):
That's a very broad comment for a pretty diverse and dependent ecosystem. It depends a little bit if you're talking about early stage venture versus later stage, private equity or let's call it growth equity versus real traditional venture capital. And so there's still a little bit of a hangover, call it, from 2022 where prices are still trying to find what equilibrium or what fairness or fair market value is in certain circumstances. The early stage part of the market is a little bit more advanced or farther along that progression, if you will. Where valuations are steady, in some cases they're actually inching up quite a bit. AI is generally that area. There's a lot of hype that's going on there. And then a lot of investors that traditionally played in the later stage markets or private equity, growth equity have gone a little bit earlier stage because they got burned a little bit in the 2020 to 2022 timeframe.
(10:47):
So there's a little bit still to work through the system, I'd say, overall within venture. It still is an asset class we believe and love very strongly. And we're prepared, going back to my earlier comment, don't try and predict be prepared. A long-term allocation to an asset class should be prepared for times like this where there's a little bit of disruption that's happening. I think we're on the tail end of that disruption. When we look at our portfolio investments, and we won't go into details at all, you're starting to see some, either you want to call it green shoots or the M&A market or IPO market starting to see a little bit of life. It's probably taken a little bit longer than overall market participants would've wanted. But in general, I think we're coming to ideally a place of better health in those marketplaces.
Brandon Averill (11:43):
And I think it just reminds me, it's such a good reason for why we take the approach we take in the private markets. It's being systematic, it's being long-term. And I think at the end of the day, this is successful investing overall is really doing the best to take a decade long approach and not a short-term, day-to-day approach, checking your account all the time. That just fuels this anxiety that unfortunately leads to a bad investing experience. And really, if you think about, I want to use money as a tool, I want it to accomplish my priorities, taking that really long-term approach is always going to be a more successful way to go about it. And really just remembering that it's anxiety, it's the media, et cetera, that's trying to drive those short-term changes in you because that is where the profit comes on their side of the coin, but not necessarily your side of the coin.
(12:35):
So just remembering that, developing a plan you can stick to long-term, having that decade long approach, really understanding your financial structure is so important. And David Booth, the founder of Dimensional Fund Advisors, talks about this a lot, but people have memories and work behaviorally impacted, but markets don't. And so I think the more that we can really look at things and take that longer term control what you can control perspective, better off we're going to be. We know things are going to happen. AI is going to change our lives. Don't know how, but probably going to change our lives in some way.
(13:15):
Interest rates are going to change in the future. We will have recessions at some point. The good news about all this stuff is we don't have to figure out when all of that is going to happen to have a really good investing experience. So long as we put the fundamentals first and really focus on that. So hopefully today was helpful, just a little bit of a rundown 2023, what we saw, why we didn't have to predict it to have a successful year. And really just how we think about navigating these things as we head into 2024 as well. So until next time, own your wealth, make an impact and always be a pro.
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