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JOE ZIDLE AND BYRON WIEN: INTRODUCTION

A Remarkable First Quarter
The first quarter of 2023 was remarkable. There was historic volatility 
in sovereign and corporate bonds. A large US bank failed for the first 
time since the Global Financial Crisis. Rates markets vacillated wildly, 
moving from pricing in a reacceleration in rate hikes by the Federal 
Reserve, to rate cuts, and then back again, with dizzying speed.

But it was also remarkable in that, despite these events, most asset 
classes ended up having a solid first quarter. Equities performed well 
in many global markets, with the S&P 500 up 7.5% on the quarter. 
Credit and sovereign bonds generally gained, and emerging market 
assets broke their 2022 losing streak. Speculative assets arguably 
performed the best of all, with the NASDAQ up 17% (its best quarter 
since 2Q’20) and Bitcoin up 72% (its best quarter in two years). 

Market Hopes for a Fed “Pivot” 
This all suggests that markets have intuited that deteriorating 
economic data could be more than counterbalanced by a reversal of 
the Federal Reserve’s most aggressive monetary tightening stance 
since the 1980s. Beyond the obvious stress in the banking sector, 
there seems to be a hope that the consequent tightening in bank 
lending standards could, in a sense, do some of the Fed’s job for it by 
tightening financial conditions. Some have suggested that this 
phenomenon could be equivalent to a full percentage point (or more) 
of Fed rate hikes, alleviating the need for any further tightening on 
the part of the central bank and allowing it to stop hiking, and even 
causing it to “pivot” to easing its monetary policy stance. 

And as they’ve done all along, markets have been swift to price in just 
that, implying a swift end to the Fed’s tightening cycle and as many as 
four rate cuts by January 2024.

The good news is that, as shown in this presentation, the latest data 
suggest that policymakers have been successful in stemming the 
bleeding so far as bank deposit flight is concerned (at least for now). 
These same actions have, however, also resulted in a net ~$750 billion 
increase in liquidity injected into the system. 

It’s no surprise, then, that markets have rallied as they have. 
Investors could be forgiven for thinking that we are about to 
experience a replay of the Fed’s recession playbook from the last two 
cycles, wherein it responded to deteriorating economic data by 
reducing rates to record low levels and engaging in massive 
quantitative easing.

It’s (Still) Unwise to Fight the Fed
What’s different this time is that inflation continues to increase at 
uncomfortably high rates. To be fair, the recent increase in oil prices 
notwithstanding, the headline Consumer Price Index has appeared to 
have durably peaked for this cycle, and has declined in a relatively 
linear fashion. Unfortunately, however, inflationary pressures remain 
broad-based, and important underlying measures have not shown 
enough progress. The core Personal Consumption Expenditures (PCE) 
Price Index, the Fed’s preferred inflation measure, continues to rise 
at extreme levels on a year-over-year and sequential basis, and has 
not shown signs of durably rolling over. Other indicators that Fed 
Chair Jay Powell is closely watching, such as core CPI ex-shelter, 
similarly have not shown enough progress. 

All of this provides the ballast for one of our core convictions, which is 
that the Fed has more work to do, and that rates will stay higher for 
longer. This has myriad implications for portfolio management, 
ranging from duration, to volatility, to diversification. In this webinar, 
we look forward to sharing our thoughts on finding the opportunities 
that are brewing in this uncertain and difficult environment. 

Note: As detailed in the “Disclaimers” section, the above and all subsequent commentary in this presentation reflect the personal views of Joseph Zidle, Senior Managing Director, and Byron Wien, Vice 
Chairman, and do not necessarily reflect the view of Blackstone.
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RECESSION INDICATORS

Corporate Profits(3)

(YoY%)

(1) Source: Bloomberg, as of 4/6/2023.
(2) Source: Conference Board and Bloomberg, as of 2/28/2023.
(3) Source: US Bureau of Economic Analysis and Bloomberg, as of 9/30/2022. Represents non-financial corporate profits after tax with inventory valuation and capital consumption adjustments.

Key economic indicators point to a                                  
potential recession later this year

US Treasury Yield Curve 
(10-year less 3-month)(1)

(7-day rolling average)

Leading Economic 
Indicators(2)

(YoY%)
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US MACRO SCORECARD

Source: Blackstone Investment Strategy, represents latest available data for each measure as of 3/28/2023. 

Indicator Current Description

Policy

Monetary Policy The Fed has not signaled an end to its aggressive tightening

Fiscal Policy While likely to be resolved, debt ceiling risks remain

Geopolitical Risks Geopolitical tensions (e.g., China, Russia) are heightened

Economy

Housing Market Affordability has improved, but risks still skewed to downside

Inflation Inflation, while high and sticky, has been easing 

Labor Markets Unemployment remains low, job demand remains high 

Financial
Sector

Banking Overall, sector is healthy despite regional bank concerns

Household Finances Generally healthy, though savings are down and debt is up 

Corporate Debt High debt levels are mitigated by long maturities with low rates and 
solid debt service ratios 

Markets

Market Volatility Extreme bond / rate volatility, equity volatility relatively muted

Valuation Valuations across most public markets are generally high

Profits / Margins Profits / Margins at record highs but are vulnerable 

positive           neutral          negative
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ARGUMENT FOR A POTENTIAL RECESSION TO BE SHALLOWER

Historically tight labor markets suggest that 
the economy has remained resilient

US Unemployment Rate
(log scale)

Labor Demand Continues to Exceed the 
Number of Available Workers
(percent of population)
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Source: US Bureau of Labor Statistics (BLS) and Bloomberg, as of 3/31/2023 (unemployment rate) and 2/28/2023 (all other data). “Job Demand (Openings)” represents total job openings. “Job Demand 
(Existing Jobs)” represents the US employment to population ratio. “Available workers” represents the labor force participation rate. Note: BLS data for job openings begin in 2001.
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ARGUMENT FOR A POTENTIAL RECESSION TO BE DEEPER

This has been the most aggressive Fed tightening cycle in 
recent history, and the full effects are likely still lagging

Federal Reserve Tightening Cycles
(cumulative change in the federal funds rate)

Source: Federal Reserve and Blackstone Investment Strategy calculations, as of 3/31/2023. 
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UNDERLYING MOMENTUM IN US INFLATION

Inflation remains elevated and broad-based

US Core CPI: Services Less Shelter(2)

(YoY%)

(1) Source: US Bureau of Economic Analysis and Macrobond, as of 2/28/2023. “Core PCE” represents the Personal Consumption Expenditures Price Index, excluding food and energy categories. 
(2) Source: US Bureau of Labor Statistics and Bloomberg, as of 2/28/2023.
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Peak in March 2022
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CPI RENT INFLATION AND HOUSE PRICE GROWTH

7

Source: Blackstone Investment Strategy; S&P Dow Jones Indices (home price data), as of 12/31/2022 (data available on a 2-month lag); Bureau of Labor Statistics (CPI data), as of 2/28/2023. CPI measures 
represent the Consumer Price Index for all urban consumers (US city average), seasonally adjusted. “Case-Shiller Home Prices” represents the S&P/Case-Shiller US National Home Price Index. “Owners’ 
Equivalent Rent” (OER) is defined by the BLS as the “implicit rent that owner occupants would have to pay if they were renting their homes, without furnishings or utilities” (i.e., the rental equivalent).

Home prices have led shelter CPI components                        
by an average of ~14 months, historically 

CPI Rent Components and Case-Shiller Home Price Index
(YoY%)
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MONEY SUPPLY

Contraction in money supply confirms that inflation has 
peaked, but money supply level much higher than trend
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Source: Federal Reserve and Bloomberg, as of 2/28/2023.
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Source: Blackstone Investment Strategy, Federal Reserve and Bloomberg, as of 3/31/2023. 
(1) “Runoff Projections” are based on the Federal Reserve’s “Statement Regarding Plans for Reducing SOMA Holdings of Treasury Securities, Agency Debt, and Agency Mortgage-Backed Securities” (May 

4, 2022). This statement indicated the Fed’s intent to reduce the size of its balance sheet, subject to the following monthly caps: From June 2022 through August 2022, monthly cap of $45 billion in 
combined Treasury and agency debt / agency MBS; From September 2022 onward, monthly cap of $95 billion in combined Treasury and agency debt / agency MBS. The “runoff projections” are 
hypothetical and assume that the monthly caps are reached in each given month. 
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FEDERAL RESERVE’S BALANCE SHEET REVERSAL 

Balance sheet spikes by >$300B as the Fed intervenes to 
shore up the banking sector and financial stability

Federal Reserve Balance Sheet Level and Runoff Projections(1)

(US$ in trillions) 

Balance sheet is now 
$600B larger than it 
would have been if 

the Fed had followed 
runoff projections
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US BANK DEPOSITS AND MONEY-MARKET FUND INFLOWS

Investors shift cash out of traditional bank deposits and 
into money-market mutual funds

(1) Source: Federal Reserve and Macrobond, as of 3/20/2023. Large banks represent the top 25 domestically chartered commercial banks ranked by size. Small banks represent the domestically 
chartered commercial banks outside of the top 25.

(2) Source: Investment Company Institute and Bloomberg, as of 4/5/2023.

Total US Commercial Bank Deposits:            
25 Largest Banks vs. All Others(1)

(US$ in trillions)

Total Money-Market Fund Assets(2)

(US$ in trillions)

Money-market funds see >$300B in 
inflows in three weeks ended March 29, 

to a record $5.2T in assets
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FEDERAL RESERVE LIQUIDITY 

Lending to banks has declined in recent 
weeks as the situation stabilizes 

Weekly Change in Fed Credit Facilities
(US$ in billions)

Total Amount of Fed Credit Facilities
(US$ in billions)

Source: Federal Reserve and Macrobond, as of 4/3/2023. “BFTP” represents the Bank Term Funding Program.“Other” category represents the sum of the following categories: seasonal credit, secondary 
credit and the payroll protection program liquidity facility.  
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INVESTOR SENTIMENT 

Crowd sentiment poll is now relatively neutral 

Source: Ned Davis Research, as of 4/4/2023. 
(1) Totals may sum to >100 due to rounding. 
(2) Arrows represent extremes in optimism and pessimism. They do not represent buy and sell signals and can only be known for certain (and added to the chart) in hindsight. 
(3) Sentiment must reverse by 10 percentage points to signal an extreme, in addition to reaching the above extreme levels. 

Extremes generated when sentiment reading:(3)

 Rises above 61.5 = Extreme Optimism
 Declines below 55.5 = Extreme Pessimism

Historical average value of Crowd Sentiment 
Poll at:(2)

 Optimistic extremes (down arrows) = 68.8
 Pessimistic extremes (up arrows) = 46.8
 Average spread between extremes = 22.3

S&P 500 Composite Index

NDR Crowd Sentiment Poll 

NDR Crowd Sentiment Poll is: % Gain / p.a. % of Time
Above 66.0 -0.4 27
57.0 – 66.0 from Above 2.0 17
57.0 – 66.0 from Below 19.2 18
Below 57.0 10.2 37
Buy / Hold = 7.1% Gain / p.a.

S&P 500 Index Performance(1)

Full History: 12/1/1995 – 4/4/2023
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DIVIDEND DISCOUNT MODEL

Dividend discount model shows implied S&P 500 price 
levels at various levels of earnings and risk-free rates

S&P 500 Dividend Discount Model

Source: Blackstone Investment Strategy, Bloomberg, BofA and FactSet, as of 3/31/2023. Earnings per share (EPS) data are for CY2022. Assumes that EPS start the period increasing / decreasing to level 
indicated in first column, before increasing / decreasing linearly over 2 years to a 4% nominal growth rate and remaining there in perpetuity. Further assumes dividend payout ratio remains constant at the 
trailing-four-quarter level, and the equity risk premium remains constant. Equity risk premium is calculated using the forward earnings yield for the S&P 500 and the current 10-year Treasury yield. 
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2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 
YTD

22.4% 11.4% 58.2% 27.0% 16.0% 16.5% 32.4% 28.8% 15.0% 17.1% 21.8% 10.9% 31.5% 25.6% 41.7% 12.5% 12.4%

16.0% 1.8% 51.6% 18.1% 9.8% 16.0% 19.5% 13.7% 10.7% 12.0% 19.2% 8.3% 24.3% 18.4% 38.1% 4.2% 9.1%

10.2% -4.9% 26.5% 16.4% 8.4% 15.8% 13.9% 12.5% 5.5% 11.2% 8.6% 8.1% 15.2% 9.9% 28.7% 0.6% 8.4%

8.8% -6.5% 26.3% 15.8% 8.1% 14.0% 12.7% 12.1% 1.4% 10.6% 7.6% 1.8% 14.5% 7.1% 22.2% -3.3% 7.4%

5.5% -10.0% 18.7% 15.1% 7.5% 13.1% 7.4% 9.6% 1.3% 10.2% 7.5% 1.4% 14.3% 5.8% 12.8% -3.3% 5.7%

4.8% -23.3% 13.2% 15.1% 6.6% 10.9% 5.3% 7.5% 1.2% 8.8% 6.4% 0.4% 9.0% 5.5% 5.3% -8.7% 4.1%

4.6% -26.2% 8.0% 10.1% 5.0% 9.8% 1.3% 2.6% 0.0% 7.1% 4.1% -2.1% 8.6% 3.1% 5.2% -14.7% 3.8%

2.1% -29.1% 0.1% 9.0% 2.1% 9.7% 0.0% 2.5% -0.7% 6.1% 3.7% -2.5% 5.3% 1.2% 0.0% -18.7% 3.0%

1.9% -37.0% -1.4% 5.3% 1.5% 1.7% -1.3% 1.6% -0.7% 1.1% 1.1% -4.4% 5.2% 0.5% -1.0% -23.9% 2.4%

-17.8% -39.1% -29.8% 0.1% 0.1% 0.1% -1.5% 0.0% -4.5% 0.3% 0.8% -5.8% 2.2% -8.7% -1.7% -28.9% 0.9%
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ASSET CLASS PERFORMANCE

Private Markets: Asset Class Performance in Context
Annual Returns of Key Indices, Ranked in Order of Performance (2007-3Q’22)

Source: Bloomberg and Preqin, as of 9/30/2022. Represents total returns for the respective calendar year, ranked in order of performance. Asset classes presented are based on the following indices: 
Preqin Private Equity Quarterly Index for “Private Equity”, S&P 500 Index for “Public Equities”, NCREIF ODCE Index for “Private Real Estate”, Cliffwater Direct Lending Index for “Private Credit”, 
Bloomberg U.S. Corporate High Yield for “HY Bonds”, Morningstar LSTA US Leveraged Loan Index for “Leveraged Loans”, Bloomberg U.S. Corporate Bond Index for “IG Bonds”, MSCI US REIT Index for 
“Public REITs”, Bloomberg U.S. Treasury Bill 1-3 Month Index for “Cash”, Bloomberg U.S. Intermediate Treasury Index for “Treasuries”. Past performance is not necessarily indicative of future results.
There can be no assurance any alternative asset classes will achieve their objectives or avoid significant losses. The volatility and risk profile of the indices is likely materially different from that of a 
fund. The indices employ different investment guidelines / criteria than a fund and do not employ leverage; a fund’s holdings and the liquidity of such holdings may differ significantly from securities 
comprising the indices. The indices aren’t subject to fees / expenses, and it may not be possible to invest in the indices. The indices’ performance has not been selected to represent an appropriate 
benchmark to compare to a fund’s performance, but rather is disclosed to allow for comparison to that of well-known and widely recognized indices. A summary of the investment guidelines for the 
indices  are available upon request. In the case of equity indices, performance of the indices reflects the reinvestment of dividends. The indices are not necessarily the top performing indices in the given 
asset class and recipients should consider this when comparing the performance of any fund or investment to that of the indices. See “Important Disclosure Information,” including “Index Comparison.”

(1) Represents annualized total return, calculated over the period 1/1/2007 to 9/30/2022. 

Annualized 
Total Return(1)

Private Equity

Private Credit

Private Real Estate

Public Equities

HY Bonds

Leveraged Loans

Public REITs
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Treasuries

Cash
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DISCLAIMERS

The views expressed in this commentary are the personal views of Joseph Zidle, Senior Managing Director, and Byron Wien, Vice Chairman, in the Private 
Wealth Solutions Group and do not necessarily reflect the views of Blackstone Inc. (together with its affiliates, "Blackstone"). The foregoing information has 
not been provided in a fiduciary capacity under ERISA, and it is not intended to be, and should not be considered as, impartial investment advice. The views 
expressed reflect the current views of Mr. Zidle and Mr. Wien as of the date hereof and neither Mr. Zidle, Mr. Wien nor Blackstone undertakes to advise you of 
any changes in the views expressed herein.

No representation or warranty is made concerning the accuracy of any data compiled herein. The views expressed herein may change at any time subsequent 
to the date of issue hereof.

These materials are provided for informational purposes only, and under no circumstances may any information contained herein be construed as investment 
advice or an offer to sell or a solicitation of an offer to purchase (or any marketing in connection thereof) any interest in any investment vehicles managed by
Blackstone or its affiliates.

Blackstone and others associated with it may have positions in and effect transactions in securities of companies mentioned or indirectly referenced in this 
commentary and may also perform or seek to perform investment banking services for those companies. Blackstone and/or its employees have or may have a 
long or short position or holding in the securities, options on securities, or other related investments of those companies. Blackstone and others associated 
with it may also offer strategies to third parties for compensation within those asset classes mentioned or described in this commentary. 

Investment concepts mentioned in this commentary may be unsuitable for investors depending on their specific investment objectives and financial position. 
Where a referenced investment is denominated in a currency other than the investor’s currency, changes in rates of exchange may have an adverse effect on 
the value or price of or income derived from the investment.

Index Comparison. The volatility and risk profile of the indices presented is likely to be materially different from that of a Fund. In addition, the indices 
employ different investment guidelines and criteria than a Fund and do not employ leverage; as a result, the holdings in a Fund and the liquidity of such 
holdings may differ significantly from the securities that comprise the indices. The indices are not subject to fees or expenses and it may not be possible to 
invest in the indices. The performance of the indices has not been selected to represent an appropriate benchmark to compare to a Fund’s performance, but 
rather is disclosed to allow for comparison of a Fund’s performance to that of well-known and widely recognized indices. A summary of the investment 
guidelines for the indices presented are available upon request. In the case of equity indices, performance of the indices reflects the reinvestment of 
dividends. 

Tax considerations, margin requirements, commissions and other transaction costs may significantly affect the economic consequences of any transaction 
concepts referenced in this commentary and should be reviewed carefully with one’s investment and tax advisors. All information in this commentary is 
believed to be reliable as of the date on which this commentary was issued and has been obtained from public sources believed to be reliable. No 
representation or warranty, either express or implied, is provided in relation to the accuracy or completeness of the information contained herein. Certain 
assumptions may have been made in this commentary as a basis for any indicated returns. No representation is made that any indicated returns will be 
achieved. Differing facts from the assumptions may have a material impact on any indicated returns. Past performance is not necessarily indicative of future 
performance. The price or value of investments to which this commentary relates, directly or indirectly, may rise or fall. This commentary does not constitute 
an offer to sell any security or the solicitation of an offer to purchase any security. 
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DISCLAIMERS (CONT’D)

Issued by The Blackstone Group International Partners LLP ("BGIP"), which is authorized and regulated by the Financial Conduct Authority (firm reference 
number 520839) in the United Kingdom.

This communication is directed only at persons: (a) who are "Professional Clients" as defined in the Glossary to the UK Financial Conduct Authority Handbook; 
or (b) to whom it may otherwise lawfully be communicated. It is intended only for the person to whom it has been sent, is strictly confidential and must not 
be distributed onward.

So far as relevant, the only clients of BGIP are its affiliates. No investor or prospective investor is a client of BGIP and BGIP is not responsible for providing 
them with the protections afforded to clients. Investors and prospective investors should take their own independent investment, tax and legal advice as they 
think fit. No person representing BGIP is entitled to lead investors to believe otherwise.

In Switzerland, this material is for the exclusive use of qualified investors as defined in article 10(3) Swiss Collective Investment Schemes Act ("CISA").

If communicated in Belgium, Denmark, Finland, the Republic of Ireland, Lichtenstein or Norway, to per se Professional Clients or Eligible Counterparties for 
the purposes of the European Union Markets in Financial Instruments Directive (Directive 2014/65/EU), this communication is made by The Blackstone Group 
International Partners LLP ("BGIP") of 40 Berkeley Square, London, W1J 5AL (registration number OC352581), which is authorised and regulated by the Financial 
Conduct Authority (firm reference number 520839) in the United Kingdom and which maintains appropriate licences in other relevant jurisdictions.
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