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The Signals and the Noise 
SUMMARY
• Today’s bear market rally looks very different than a cyclical bull market. Cyclical bull 

markets are typical in periods when the economy can grow at an above-trend pace. Such 
growth requires labor market slack after a recession or contraction.  This allows the labor 
resources to be redeployed in the economy at a faster, non-inflationary rate. This is not 
such a moment.

• In recent weeks, strong equities and credit markets have effectively provided easing while 
the Fed continues tightening.  The odd aspect of the early-year performance for financial 
markets is that “lower quality” assets have led the rally. 

• Looking at reams of objective data, one can see today’s economy as a glass half full or half 
empty. Conflicting and confusing (even incredible) data have been reported recently. Could 
the historically most reliable signal of a future recession – the inverted yield curve – fail us 
this time?

• There is enough history and current evidence to suggest that underneath the animal spirits 
of January lurk the latent impacts of the strongest monetary medicine ever given to a 
modestly growing economy. The Fed’s dramatic turn toward monetary restraint begun just 
11 months ago is still working its way through the economy.

• While the underlying data for the labor market have held up stronger than expected, 
corporate profits have been weaker and declined sooner than even we anticipated. With 
analyst estimates showing a “recession already over,” this makes the likelihood of a 
Goldilocks outcome less plausible, in our view. Either growth will slow sharply, or the Fed is 
likely to stay restrictive until unemployment is materially worse.  
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When Up Is the New Down
Is it a bust? Or is it a boom? The short answer is yes! Looking at reams of objective data, one can see today’s 
economy as a glass half full or half empty. Conflicting and confusing (even incredible) data have been reported 
recently. What does it all mean? In short, while we believe investors have experienced the worst of the bear market 
in 2022, we do not believe it is “all clear from here.” 

In recent weeks, strong equities and credit markets have effectively provided easing while the Fed continues to 
tighten. The odd aspect of the early-year performance for financial markets is that “lower quality” assets have led 
the rally. The lowest rated tier of the junk bond market has led high-yield returns (Figure 1). Last year’s laggards -- 
unprofitable companies -- have crushed industry leaders year-to-date (Figure 2).  

Meanwhile, strong economic data suggests the Fed has a longer way to go to fight inflation. That would mean 
higher rates for longer in Fed-speak. Remember that the Fed will not ease when “good news” is in full swing. In 
short, recent market performance is inconsistent with a Fed still tightening to restrain the economy.

Could the historically most reliable signal of a future recession – the inverted yield curve – fail us this time? Of 
course, it’s still possible a recession won’t happen. On the positive side, despite slow progress, the gradual easing 
of inflation pressures has been stabilizing for the world economy. The clearest example of this has been in deflating 
the energy supply shock in Europe (see the January Quadrant). And US consumer spirits have bounced from 
recessionary lows.

Yet the slowdown in manufacturing, residential construction, imports and goods shipments all point the other 
way.  Sure, there were reasons to doubt the intense weakness seen in so many data points for both November 
and December. Reports on US retail sales and employment upwardly “corrected” for these trends. But seasonal 
adjustments are, in the end, smoothing curves, not changing trends.

Impatient Forecasters
It is unwise to be an impatient forecaster. There is enough history and current evidence to suggest that underneath 
the animal spirits of January lurk the latent impacts of the strongest monetary medicine ever given to a modestly 
growing economy. The Fed’s dramatic turn toward monetary restraint begun just 11 months ago is still working its 
way through the economy (Figure 3). And again, in historical context, the recent bullish performance of financial 
markets after the Fed inverts the US yield curve is far from unprecedented (Figure 4).

After a pandemic, a war in Ukraine and divergent policy decisions by the world’s largest economies, it is 
understandable that clear economic signals are hard to identify. We are seeing peak seasonal swings in the 
economy, particularly after a time of great instability and upheaval. This makes the government’s job of providing 
consistent and useful readings on the monthly performance of the economy much harder (Figure 5). To be fair, 
though, this cuts in both directions. Both the strongest and the weakest reports deserve equal scrutiny.

A Housing Recovery Already?
A look at the share prices of homebuilders would make you think the recession has passed and we were passing 
through the trough of a poor housing market. Last week, we highlighted the extreme low marked in prospective 
US homebuyer traffic near the end of 2022.  In the first two months of 2023, a few more buyers showed interest. 
A bottoming in the housing industry would seem to suggest that the Fed’s “rate shock and awe” is passing. Yet, 
the low real activity levels associated with housing, manufacturing and international trade are all consistent 
with a far worse labor market than the one featured in government reports for early 2023. To be clear, we are 
referring to employment in the same industries that are reporting economic contraction during the past year, not 
something broader.

Falling Corporate Profits Are Upon Us
While the underlying data for the labor market have held up stronger than expected, corporate profits have been 
weaker and declined sooner than even we anticipated (Figure 6). With analyst estimates showing a “recession 
already over,” this makes the likelihood of a Goldilocks outcome less plausible, in our view. Either growth will slow 
sharply, or the Fed is likely to stay restrictive until unemployment is materially worse.  

https://www.privatebank.citibank.com/ivc/docs/quadrant/Quadrant01272023final.pdf
https://www.privatebank.citibank.com/ivc/docs/quadrant/CIOBulletin021223.pdf
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Final Observation of the Week 
It is optimal for the economy to avoid both booms and busts, to keep workers fully employed. Experience drives 
upward mobility. New entrants to the labor market provide growth. Unfortunately, the upheaval in the economy of 
recent years and wild swings in macroeconomic policy still leave us skeptical that the road ahead with be smooth 
and up.

We will watch unemployment insurance claims data closely in coming weeks and the market reaction to the 
February employment data. This information might clarify the persistence of labor market strength or the extent to 
which January data exaggerated it.

Today’s bear market rally looks very different than a cyclical bull market. Cyclical bull markets are typical in periods 
when the economy can grow at an above-trend pace. Such growth requires labor market slack after a recession or 
contraction. This allows the labor resources to be redeployed in the economy at a faster, non-inflationary rate. This 
is not such a moment.

With this in mind, we are still erring on the side of caution in fully invested portfolios, seeking to earn investment 
grade bond and dividend income to generate returns even as markets speculate about a return to bull market 
conditions that we think seems premature.

Figure 1: Lowest tier high-yield leading credit returns Figure 2: Unprofitable tech beating quality in 2023

Source: Bloomberg as of Feb. 15, 2023. Indices are unmanaged. An investor cannot invest directly in an index. They are shown for illustrative purposes only 
and do not represent the performance of any specific investment. Past performance is no guarantee of future results. Real results may vary.

Figure 3: US yield curve (10s-6mos) and recessions

Source: Bloomberg as of Feb. 15, 2023. Grey areas note recessions. 
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Figure 4: Performance of S&P 500 while yield curve is inverted and recession has not yet begun

Source: Haver Analytics and Bloomberg as of Feb. 15, 2023.

Figure 5: Are we clear about this? Retail sales boomed 
in January (seasonally adjusted)

Figure 6: Quarterly % change in S&P 500 EPS and 
bottom-up analyst estimates

Source: Bloomberg as of Feb. 15, 2023, and I/B/E/S, as of Feb 10, 2023. Indices are unmanaged. An investor cannot invest directly in an index. They are 
shown for illustrative purposes only and do not represent the performance of any specific investment. Past performance is no guarantee of future results. 
Real results may vary.may vary.
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Join us each week on Thursday at 11:30am EST for a conversation with senior investment professionals and external thought 
leaders on timely market events and ask your most pressing questions.

Register now

https://www.veracast.com/webcasts/citigroup/ciostrategy/CIO/
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N.A., Zurich Branch, which has its registered address at Hardstrasse 201, 8005 Zurich, or Citibank N.A., Geneva Branch, which has its 
registered address at 2, Quai de la Poste, 1204 Geneva. Citibank (Switzerland) AG and Citibank, N.A., Zurich and Geneva Branches are 
authorised and supervised by the Swiss Financial Supervisory Authority (FINMA). 

In Jersey, this document is communicated by Citibank N.A., Jersey Branch which has its registered address at PO Box 104, 38 Esplanade, 
St Helier, Jersey JE4 8QB. Citibank N.A., Jersey Branch is regulated by the Jersey Financial Services Commission. Citibank N.A. Jersey 
Branch is a participant in the Jersey Bank Depositors Compensation Scheme. The Scheme offers protection for eligible deposits of up to 
£50,000. The maximum total amount of compensation is capped at £100,000,000 in any 5 year period. Full details of the Scheme and 
banking groups covered are available on the States of Jersey website www.gov.je/dcs, or on request. 

In Canada, Citi Private Bank is a division of Citibank Canada, a Schedule II Canadian chartered bank. References herein to Citi Private 
Bank and its activities in Canada relate solely to Citibank Canada and do not refer to any affiliates or subsidiaries of Citibank Canada 
operating in Canada. Certain investment products are made available through Citibank Canada Investment Funds Limited (“CCIFL”), a 
wholly owned subsidiary of Citibank Canada. Investment Products are subject to investment risk, including possible loss of principal amount 
invested. Investment Products are not insured by the CDIC, FDIC or depository insurance regime of any jurisdiction and are not guaranteed 
by Citigroup or any affiliate thereof. 

This document is for information purposes only and does not constitute an offer to sell or a solicitation of an offer to buy any securities to 
any person in any jurisdiction. The information set out herein may be subject to updating, completion, revision, verification and amendment 
and such information may change materially. 



Citigroup, its affiliates and any of the officers, directors, employees, representatives or agents shall not be held liable for any direct, indirect, 
incidental, special, or consequential damages, including loss of profits, arising out of the use of information contained herein, including 
through errors whether caused by negligence or otherwise. 

CCIFL is not currently a member, and does not intend to become a member of the Mutual Fund Dealers Association of Canada (“MFDA”); 
consequently, clients of CCIFL will not have available to them investor protection benefits that would otherwise derive from membership of 
CCIFL in the MFDA, including coverage under any investor protection plan for clients of members of the MFDA. 

Global Consumer Bank (Asia Pacific and EMEA): 

“Citi analysts” refer to investment professionals within Citi Research (“CR”), Citi Global Markets Inc. (“CGMI”), Citi Global Wealth 
Investments (“CGWI”) and voting members of the Citi Global Investment Committee. Citibank N.A. and its affiliates / subsidiaries 
provide no independent research or analysis in the substance or preparation of this document.  

The information in this document has been obtained from reports issued by CGMI and CGWI. Such information is based on sources CGMI 
and CGWI believe to be reliable. CGMI and CGWI, however, do not guarantee its accuracy and it may be incomplete or condensed. All 
opinions and estimates constitute CGMI and CGWI's judgment as of the date of the report and are subject to change without notice. This 
document is for general information purposes only and is not intended as a recommendation or an offer or solicitation for the purchase or 
sale of any security or currency. No part of this document may be reproduced in any manner without the written consent of Citibank N.A. 
Information in this document has been prepared without taking account of the objectives, financial situation, or needs of any particular 
investor. Any person considering an investment should consider the appropriateness of the investment having regard to their objectives, 
financial situation, or needs, and should seek independent advice on the suitability or otherwise of a particular investment. Investments are 
not deposits, are not obligations of, or guaranteed or insured by Citibank N.A., Citigroup Inc., or any of their affiliates or subsidiaries, or by 
any local government or insurance agency, and are subject to investment risk, including the possible loss of the principal amount invested. 
Investors investing in funds denominated in non-local currency should be aware of the risk of exchange rate fluctuations that may cause a 
loss of principal. Past performance is not indicative of future performance, prices can go up or down. Investment products are not available 
to US persons. Investors should be aware that it is his/her responsibility to seek legal and/or tax advice regarding the legal and tax 
consequences of his/her investment transactions. If an investor changes residence, citizenship, nationality, or place of work, it is his/her 
responsibility to understand how his/her investment transactions are affected by such change and comply with all applicable laws and 
regulations as and when such becomes applicable. Citibank does not provide legal and/or tax advice and is not responsible for advising an 
investor on the laws pertaining to his/her transaction. 

Citi Research (CR) is a division of Citigroup Global Markets Inc. (the "Firm"), which does and seeks to do business with companies covered 
in its research reports. As a result, investors should be aware that the Firm may have a conflict of interest that could affect the objectivity of 
this report. Investors should consider this report as only a single factor in making their investment decision.  

For more information, please refer to https://www.citivelocity.com/cvr/eppublic/citi_research_disclosures. 

Market Specific Disclosures 

Hong Kong:  This This communication is distributed in Hong Kong by Citibank (Hong Kong) Limited ("CHKL") and/or Citibank, N.A., Hong 
Kong Branch (“CBNA HK”, Citibank, N.A. is organized under the laws of U.S.A. with limited liability). CHKL and CBNA HK provide no 
independent research or analysis in the substance or preparation of this communication. Although information in this communication has 
been obtained from sources believed to be reliable, CHKL and CBNA HK do not guarantee its accuracy or completeness and accept no 
liability for any direct or consequential losses arising from its use. 

This communication is for general information only, is not intended as a recommendation or an offer or solicitation for the purchase or sale 
of any products or services and should not be relied upon as financial advice. The information herein has not taken account of the 
objectives, financial situation or needs of any particular investor. Any person considering an investment should consider the suitability of the 
investment having regard to their objectives, financial situation and needs, and should seek independent advice before making an 
investment decision. You should obtain and consider the relevant product terms and conditions and risk disclosure statement, and consider 
if it’s suitable for your objectives, financial situation or needs before making any investment decision. Investors are advised to obtain 
independent legal, financial and taxation advice prior to investing. Investments are not deposits, are not protected by the Deposit Protection 
Scheme in Hong Kong and are subject to investment risk including the possible loss of the principal amount invested. 

This communication does not constitute the distribution of any information in any jurisdiction in which it is unlawful to distribute such 
information to any person in such jurisdiction.  

India:  Citibank N.A. India (“Citi”) does NOT provide investment advisory services in any manner or form. Investment Products distributed 
by Citi (i) are not bank deposits or obligations of or guaranteed by Citibank, N.A. or Citigroup, Inc or any of its affiliates or subsidiaries; and 
(ii) are subject to investment risks, including the possible loss of the principal amount invested. Past performance is not indicative of future 
results, The ownership of any investment decision(s) shall exclusively vest with the Investor after analysing all possible risk factors and by 

https://www.citivelocity.com/cvr/eppublic/citi_research_disclosures


exercise of his/her/its independent discretion and Citi shall not be liable or held liable for any consequences thereof. Investment products 
are not available to US and Canada persons and may not be available in all jurisdictions. Investment products are distributed by Citi on a 
non-discretionary and non-participation basis.  

This document does not constitute the distribution of any information or the making of any offer or solicitation by anyone in any jurisdiction 
in which such distribution or offer is not authorized or to any person to whom it is unlawful to distribute such a document or make such an 
offer or solicitation. Please exercise diligence by reading & understanding the Key Information Memorandum(s)/Scheme Investment 
Document(s) & Statement of Additional Information/Term Sheet/Prospectus/ Offer Documents carefully before investing and no claim 
whatsoever shall be made against Citibank N.A. or any of its affiliates or subsidiaries and / or employees claiming any 
influence/recommendation/advice/responsibility/liability as against your decision to invest in any investment product. 

Investor should ensure to understand, accept the identities of different parties and the roles that they play in relation to the various 
Investment Product(s). Investor acknowledges that, there may be various actual or potential conflicts of interest between Citi, Citigroup 
Capital Markets Ltd., Citigroup Inc. or their affiliates or subsidiaries (collectively “Connected Persons”) and that of an investor itself,       as a 
result of the various investment and/or commercial businesses and/or activities of the Connected Persons.  

Singapore: This communication is distributed in Singapore by Citibank Singapore Limited (“CSL”) to selected Citigold/Citigold Private 
Clients. CSL provides no independent research or analysis of the substance or in preparation of this communication. Please contact your 
Citigold/Citigold Private Client Relationship Manager in CSL if you have any queries on or any matters arising from or in connection with this 
communication. Investment products are not insured under the provisions of the Deposit Insurance and Policy Owners’ Protection Schemes 
Act of Singapore and are not eligible for deposit insurance coverage under the Deposit Insurance Scheme. 

This communication is for general information only and should not be relied upon as financial advice. The information herein has no regard 
to the specific objectives, financial situation and particular needs of any specific person and is not intended to be an exhaustive discussion 
of the strategies or concepts mentioned herein or tax or legal advice. Any person interested in the strategies or concepts mentioned herein 
should consult their independent tax, legal, financial or other advisors, as appropriate. This communication does not constitute the 
distribution of any information or the making of any offer or solicitation by anyone in any jurisdiction in which such distribution or offer is not 
authorized or to any person to whom it is unlawful to distribute such information or make any offer or solicitation.  

Before making any investment, each investor must obtain the investment offering materials, which include a description of the risks, fees 
and expenses and the performance history, if any, which may be considered in connection with making an investment decision. Interested 
investors should seek the advice of their financial adviser about the issues discussed herein as appropriate. Should investors choose not to 
seek such advice, they should carefully consider the risks associated with the investment and make a determination based upon the 
investor’s own particular circumstances, that the investment is consistent with the investor’s investment objectives and assess whether the 
investment product is suitable for themselves. Although information in this document has been obtained from sources believed to be 
reliable, CSL does not guarantee its accuracy or completeness and accept no liability for any direct or consequential losses arising from its 
use. 

UAE: This document is distributed in UAE by Citibank, N.A. UAE. Citibank N.A. UAE is licensed by UAE Securities and Commodities 
Authority (“SCA”) to undertake the financial activity as Promoter under license number 602003. 

Citibank N.A. UAE is registered with Central Bank of UAE under license numbers BSD/504/83 for Al Wasl Branch Dubai, 13/184/2019 for 
Mall of the Emirates Branch Dubai, BSD/2819/9 for Sharjah Branch, and BSD/692/83 for Abu Dhabi Branch. 

This is not an official statement of Citigroup Inc. and may not reflect all of your investments with or made through Citibank. For an accurate 
record of your accounts and transactions, please consult your official statement. Before making any investment, each investor must obtain 
the investment offering materials, which include a description of the risks, fees and expenses and the performance history, if any, which 
may be considered in connection with making an investment decision. Each investor should carefully consider the risks associated with the 
investment and make a determination based upon the investor’s own particular circumstances, that the investment is consistent with the 
investor’s investment objectives. At any time, Citigroup companies may compensate affiliates and their representatives for providing 
products and services to clients.  

United Kingdom: This document is distributed in the U.K. by Citibank UK Limited and in Jersey by Citibank N.A., Jersey Branch.  

Citibank UK Limited is authorised by the Prudential Regulation Authority and regulated by the Financial Conduct Authority and the 
Prudential Regulation Authority. Our firm’s Financial Services Register number is 805574. Citibank UK Limited is a company limited by 
shares registered in England and Wales with registered address at Citigroup Centre, Canada Square, Canary Wharf, London E14 5LB, 
Companies House Registration No. 11283101.  

Citibank N.A., Jersey Branch is regulated by the Jersey Financial Services Commission. Citi International Personal Bank is registered in 
Jersey as a business name of Citibank N.A. The address of Citibank N.A., Jersey Branch is P.O. Box 104, 38 Esplanade, St Helier, Jersey 
JE4 8QB. Citibank N.A. is incorporated with limited liability in the USA. Head office: 399 Park Avenue, New York, NY 10043, USA.  



© All rights reserved Citibank UK Limited and Citibank N.A. (2023).  

© 2023 Citigroup Inc. Citi, Citi and Arc Design and other marks used herein are service marks of Citigroup Inc. or its affiliates, used and 
registered throughout the world.  

INVESTMENT PRODUCTS: NOT FDIC INSURED · NOT CDIC INSURED ·  
NOT GOVERNMENT INSURED · NO BANK GUARANTEE · MAY LOSE VALUE 
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