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INTRODUCTION

Peering Through
the Gloom

Persistent inflation, slowing economic growth, rising geopolitical tension and
declining stock markets have rocked investors around the world. After nearly three
years of battling the effects of a historic pandemic, consumers, businesses and
governments are now adjusting to higher interest rates and tighter liquidity.
These measures may bring down inflation and restore price stability, but they’ll
also weaken the economy and labor markets.

The repercussions of monetary tightening are reflected in
historically low consumer sentiment and mostly downbeat
corporate outlooks.1 CEO sentiment has touched its lowest
point since the financial crisis of 2007 – 2008, with 98% of
chief executives planning for a recession in the new year.2
American Century’s investment teams expect a recession
as well. After analyzing potential economic scenarios
ranging from surprisingly strong growth to full-blown
contraction, we’ve concluded that a recession is the most
likely outcome.

Focus on the Fed
Economic decline is the natural consequence of the U.S.
Federal Reserve’s (Fed’s) battle to tame inflation that’s hit
40-year highs. Central bankers were late to the fight but
have moved aggressively to make up for lost time.
Our best estimate is that they’ll continue hiking into 2023,
with the federal funds rate topping out in the 5% range as
early as the first quarter.
1

University of Michigan Index of Consumer Sentiment, October 28, 2022.

2

Conference Board Measure of CEO Confidence, October 13, 2022.

VICTOR ZHANG
Chief Investment Officer
American Century Investments

There are some signs that inflationary pressure may be
easing. Recent readings on the Consumer Price Index
(CPI) suggest inflation may be pulling back from peak
levels, but it’s still much too early to declare victory. The
data is revised regularly, and the downward path toward
the new “normal” rate of inflation could be bumpy.
From here, central bankers need to see more concrete
evidence that inflation is receding before they back off
their tightening regime. They’re walking a tightrope, and
many doubt that the Fed can avoid overshooting on rates
and choking off economic growth altogether. Even Fed
Chair Jay Powell concedes that the strong medicine for
curing inflation could be hard on the patient.

When Will the Hikes Take Hold?
The conventional wisdom is that it takes up to a year
or more for the full effects of monetary policy to hit the
economy. Since the Fed’s initial hike was in March 2022,
we could soon start getting a better feel for how tightening
measures are affecting demand for goods and services.
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However, since the Fed is still in hiking mode, it’s likely we
won’t have a clearer picture until 2024.
That’s a long stretch of economic uncertainty, but it doesn’t
mean we’re trapped in a bear market in the meantime.

The Market Looks Ahead
The silver lining to this gloomy recessionary cloud is
that market participants have been digesting this macro
uncertainty and calibrating their decisions. We often refer
to the stock market as a discounting machine: Investors
and companies continuously adjust their positions as
they absorb and act upon information about future
events. That’s why the stock market often falls before
recessions and rallies before economic data shows signs
of improvement.
For a recent example, we only need to look back to the
market’s V-shaped recovery from the pandemic lows of
2020. Recall that improving economic data didn’t spur
the rally. Rather, it was the sheer volume of stimulus from
monetary and fiscal policy that pushed stocks higher even
though economic data was weak. The market was telling
us that it anticipated the economy would hold up better
than many expected.

We think inflation will moderate as the economy contracts.
However, given our expectations for the CPI to settle
in above pre-pandemic levels, it may be appropriate to
maintain inflation protection. One benefit of higher interest
rates is that bond investors can finally expect higher yields
from their fixed-income portfolios. Adding to holdings in
higher-quality investment-grade bonds is one effective way
to take advantage of more attractive yield potential.
For stock portfolios, it’s important to keep in mind that
there’s historically no clear winner between growth- and
value-style investing during recessions. Regardless of style,
companies with low debt and steady revenues and profits
tend to fare better during recessions. They may be better
positioned to grow and maintain their competitive edge
despite economic headwinds..
We’re entering a period when economic news or central
bank activity could trigger further volatility. Also, as we were
reminded in 2022, unexpected geopolitical events could
arise with impacts that ripple into the capital markets.
Maintain your discipline when emotions are running high and
make decisions based on a carefully considered investment
strategy that’s aligned with your long-term goals.

Thank you for entrusting us with your capital.

Investing During a Recession
Although we think a recession is likely, we don’t expect the
downturn to be deep or prolonged. My colleagues Charles
Tan, Rich Weiss and I discussed the implications of this
environment for investors in a recent article.
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We think recession is the most likely outcome as
the strong medicine of higher interest rates to cure
rampant inflation takes a toll on the global economy,
consumers and investors.

Despite the challenging
near-term economic
outlook, onshoring and
reshoring trends are
creating opportunities
as investment in U.S.
manufacturing surges.
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Beware of bear market rallies. We see the potential for short-lived
stock market rallies before the market finally establishes a bottom and begins
the ultimate recovery.

Bond portfolio positioning reflects recession risk. We have a bias for quality
and are adding duration exposure as we expect longer-maturity yields to decline
as recession risk rises.

The strong dollar has broad repercussions. The surging greenback
hurts U.S. exporters and multinationals selling into weaker-currency markets,
weighs on emerging markets returns and challenges countries with dollardenominated debt.

Questions about China remain, but Emerging Markets outlook improves.
Despite lingering questions about Chinese government policy and the public’s
impatience with COVID restrictions, we remain positive on companies positioned
to benefit from the government’s stated plans.

The $31 trillion U.S. national debt is a 2023 wild card. Divided government
raises the specter of a debt-limit standoff between the U.S. House of
Representatives and the White House that could threaten the nation’s credit
rating and spur market turmoil.
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Global Fixed Income Team’s view as of 12/2/2022.
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GLOBAL ECONOMY
Recession risk is rising

Higher Borrowing Costs to Weigh on U.S. Growth
After entering a technical recession in the first half of 2022, the U.S. economy
rebounded in the third quarter. But much of the gain was due to a narrowing
trade deficit, driven largely by oil and natural gas exports. Business activity
is downshifting and housing activity continues to weaken — trends likely to
continue amid elevated inflation and sharply higher interest rates. We expect
these factors, along with lower corporate earnings, to eventually pressure the
job market, which so far has been surprisingly strong. A continuing housing
market slowdown, a weakening labor market and mounting consumer and
corporate challenges likely will push the U.S. economy into recession in the
coming months.

Energy Crisis Stifles European Economy
In our view, recession risk is greater in Europe, largely due to its heavy reliance
on gas imports from Russia. Surging energy prices, record-high inflation and
rising interest rates are weighing on spending and production. Eurozone
manufacturing has been contracting since July, and consumer confidence
remains bleak amid the soaring cost of living. Similar challenges threaten the
U.K. economy, which contracted slightly in the third quarter amid decades-high
inflation and rising interest rates. With manufacturing declining and consumer
and business confidence sinking, the Bank of England (BofE) has warned that
the nation could face its longest recession since the 1940s.

“
Eurozone manufacturing
has been contracting
since July, and consumer
confidence remains
bleak amid the soaring
cost of living.

COVID Policy Threatens Chinese Economy
China’s economy returned to expansion mode in the third quarter, thanks
largely to government stimulus measures. Yet, China continues to face several
domestic and global challenges. The nation’s zero-COVID-19 policy remains a
major threat, as lockdowns restrain manufacturing and consumer confidence.
Moderating exports, declining retail sales, a lingering property crisis and tighter
global financial conditions also remain headwinds. While other emerging
markets (EM) face mixed economic outlooks, we still expect commodity
exporters to fare better than commodity importers.
8
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INFLATION
Prices remain elevated

U.S. Inflation Likely Has Peaked
Broad measures of headline and core inflation appear to have peaked, but we don’t expect swift
or significant relief from high prices. Inflation likely will remain elevated and notably higher than its
pre-pandemic levels. While core goods prices have been declining, core services costs, especially
housing and labor, stay on the upswing and will keep inflation well above the Federal Reserve’s (Fed’s)
target. Rising interest rates and a slowing economy will continue to slow down demand and cool cyclical
inflation. But secular trends, including deglobalization and labor force shortages, likely will keep structural
inflationary forces intact through 2023.

Europe Battles Record-High Inflation
Amid soaring energy prices and euro weakness, European inflation has soared to a record high. The war
in Ukraine and its effects on the region’s energy supplies and food prices suggest that consumer prices
will remain high in the near term. The European Central Bank (ECB) embarked on an inflation-fighting
rate-hike plan in July, but prices continue to rise. In the U.K., inflation recently topped 11%, a 41-year high,
even as the government unveiled its Energy Price Guarantee to constrain consumer energy costs. A series
of BofE rate hikes also have not slowed the inflation rate, which will likely continue rising into early 2023.

China’s Inflation Remains Below Target
Inflation in China remains below its central bank’s target of 3%, largely due to a slowdown in food prices.
China’s inflation rate remains sharply lower than developed and most other emerging markets. For
example, Turkey and Argentina continue to face massive inflation rates. Energy prices, monetary policy
and currency devaluations have led to unusually high inflation in parts of the developing world.

9

GLOBAL MACROECONOMIC
OUTLOOK

MONETARY POLICY
Central banks are still tightening

Fed’s Inflation Fight Risks Overtightening
While inflation has moderated, the Fed remains steadfast, waiting for concrete evidence that its
tightening plan is defeating inflation. Meanwhile, the economy seems headed for recession. Its depth
is highly uncertain, largely due to the long and variable lag associated with Fed action. Persistently high
inflation isn’t affording policymakers the time to gauge the true economic impact of the rate hikes already
enacted. Monthly inflation gains are fueling policymakers’ consistent tightening bias. Overtightening is
now a key risk, but we believe the Fed is more comfortable with the risks of overtightening than the risks
of undertightening.

ECB, BofE Rate Hikes Are No Match for Inflation
Despite a series of swift ECB rate hikes that lifted borrowing costs to the highest level since 2009,
European inflation continues to soar. Policymakers expect to raise rates further to combat inflation, but
a looming recession may lead to smaller rate hikes. In the U.K., a year-long rate-hike campaign has yet
to stifle inflation. With little evidence that the nation’s slowing economy is taming inflation, additional
rate hikes are likely. Forecasts suggest the key BofE lending rate will peak at 4.5% in the second
quarter of 2023.

China Keeps Rates Steady
Despite a challenging economic backdrop, the People’s Bank of China remains wary of cutting rates
and stoking further weakness in the yuan. Fostering additional declines in its currency raises the risk of
large-scale capital outflows from investors seeking higher yields elsewhere, particularly in U.S. bonds.
Maintaining stable policy rates should prevent U.S.-China interest rate differentials from widening too far
while helping to stabilize the yuan. Elsewhere, many EM central banks have been aggressive in hiking
rates to combat inflation and have reached or nearing the end of their tightening campaigns.

10

GLOBAL MACROECONOMIC
OUTLOOK

INTEREST RATES
Short-maturity yields are still climbing

Treasury Yields Rise on Hawkish Fed Policy
Despite slowing economic growth and ongoing geopolitical tensions,
we believe the Fed remains the primary driver of Treasury yield movements.
As the central bank continues to tighten financial conditions, we expect
short-maturity Treasury yields to continue to rise. But with recession risk
escalating, we think rates in the intermediate portion of the yield curve are
nearing a peak. We expect the 10-year Treasury note to settle near 3.5%
in the coming months. Higher short-maturity rates and lower longer-maturity
rates will foster additional yield curve inversion.

European Yields Track Policy Rates
Soaring inflation and aggressive central bank tightening continue to drive
European and U.K. government bond yields higher, even as recession appears
imminent. In Europe, yields in peripheral countries, such as Italy and Spain,
remain notably higher than in core countries, including Germany and France.
In the U.K., where the central bank has been raising rates since December
2021, government bond yields are rising faster than their eurozone
counterparts. We expect rates to peak in early 2023 as recession takes
hold and central banks are forced to conclude their rate-hike campaigns.

“
Facing high inflation
and potential currency
devaluations, many
EM central banks
started raising rates
before their peers in
developed markets.

Rates Remain Higher in Emerging Markets
In general, government bond yields in EM countries are higher than yields
in most developed markets. Facing high inflation and potential currency
devaluations, many EM central banks started raising rates before their peers
in developed markets. We believe this dynamic should offer some support to
select EM currencies and the potential for yield pickup from local rates.

11

U.S. EQUITY

U.S. EQUITY

MACRO WORRIES SHOULD GIVE WAY TO
LONG-TERM FOCUS ON INNOVATION
AND EARNINGS

KEITH LEE, CFA
Co-Chief Investment Officer
Global Growth Equity

Growth stocks endured a difficult 2022. The extent to which we face a better 2023
likely depends on whether we see peaks in inflation and interest rates and stabilization
in corporate earnings growth. Regardless of near-term macroeconomic conditions, we
consider this environment an opportunity to buy transformative, well-run companies at
discounted prices for our portfolios.

Growth Stock Underperformance Is Historically Extreme
Growth stock underperformance has reached historically extreme levels when measured
in factor terms. “Factors” describe characteristics that affect a stock’s performance, such
as its size, share price momentum, valuation, earnings quality and earnings growth.
The growth factor relies on historic and projected sales and earnings growth. We
consider it a cleaner measure of growth stock performance than looking at the broader
growth stock indexes, whose performance can reflect many factors at once.
The current growth factor underperformance is now a two-standard deviation event,
meaning it is exceedingly rare. This magnitude of underperformance has happened
only six times in the last 50 years.1 While past performance can’t guarantee future
outcomes, this suggests it’s statistically unlikely that growth will perform as poorly
in the future.

Macroeconomic Indicators Don’t Affect All Companies in the Same Way
Simply put, stock prices are a function of corporate earnings and the price investors are
willing to pay. The story of 2022 is that rising interest rates weighed on the price, while
poor economic growth resulted in disappointing earnings. Because higher rates hurt
growth stocks, in particular, it follows that peaks in inflation and interest rates in 2023
could meaningfully help growth stock prices.
Meanwhile, we’ve written extensively about how earnings growth is an enduring indicator
of stock performance. Although many analysts are calling for little or no earnings growth
1

Data from 12/31/1973 – 10/31/2022. Source: Barra.
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in 2023, it should be clear that changes in macroeconomic conditions don’t affect all companies equally.
We think this puts a premium on identifying companies innovating and benefiting from secular growth
trends with access to large and long-lived addressable markets.
We see no shortage of growth companies transforming entire industries and business practices. Just
consider the tremendous innovation in health care treatments and technology, digital payments, electric
vehicles and the ongoing evolution of cloud and mobile computing.
So, while we can’t tell you with certainty what growth stocks may do today or tomorrow, we have a high
degree of confidence in what these companies will likely do over time. That’s why we view this environment
as an opportunity to buy stocks of good businesses at attractive prices and hold them for years.
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ONSHORING AND
HIGHER INTEREST RATES
PRESENT VALUE OPPORTUNITIES

KEVIN TONEY, CFA
Chief Investment Officer
Global Value Equity

Bringing Production Back to the U.S. Supports a Manufacturing Renaissance
Reshoring and onshoring trends indicate that many businesses’ production operations are shifting
from China to other nations, especially the U.S. The recent growth of foreign direct investments in U.S.
manufacturing is one indicator of the trend. See Figure 1. These capital expenditures, whether foreign
or domestic entities make them, boost productivity, employment and economic expansion.
FIGURE 1:

Foreign Direct Investments in U.S. Manufacturing Have Been Surging
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Data from 1/1/2015 - 12/31/2021. Source: Bureau of Economic Analysis.

Companies seeking to reduce dependence on global supply chains, shrink transportation time and costs
and better manage tariffs are fueling the onshoring trend. The U.S. also offers relatively low and stable
energy costs, tax rates that are more in line with other nations and increasingly competitive production costs.
The onshoring trend further supports our view that economic conditions favor U.S. and non-U.S. companies
with high domestic U.S. exposure. As value investors, we think companies in the industrials sector,
especially electrical equipment manufacturers and distributors, may benefit.
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Defensive Financials May Be Positioned to Benefit from Higher Interest Rates
We expect the Federal Reserve (Fed) to maintain higher interest rates as it continues its inflation fight
in 2023. We think this is positive for financials that underearned when rates were unusually low.
Higher interest rates can lead to wider credit spreads and boost net interest income, benefiting banks,
insurance firms and brokerage companies. At the same time, however, credit risk is rising as the economy
slows and the recession threat grows.

Are Consumer Staples Poised for a Positive Turn?
Fast-rising input costs have pressured the profitability of companies that make everyday consumer
products over the last few years. During this stretch, many have worked to make their operations more
efficient. We think these efforts, along with higher prices, may help select companies to improve their
financial performance in 2023.
Overall, consumer staples companies have defensive profiles and are somewhat insulated from slowing
economic growth. They tend to make “must-have” products and affordable luxuries that consumers buy
regardless of economic conditions.

Health Care Companies Don’t Rely on a Robust Economy
We consider health care stocks to be noncyclical because demand doesn’t depend on the economy’s
performance. So, even as the economy slows, we think patients seeking elective procedures after the
COVID disruption could continue to benefit medical devices and service providers that are working
through patient backlogs. Still, these companies face a tight labor market and rising wages.
The inelastic demand for drugs bolsters the performance of pharmaceutical and biotech companies in a
recessionary market. If life-saving patented medicines are needed, people typically buy them regardless
of price. Many drugs have high margins, allowing pharmaceutical companies to absorb higher costs.
Lastly, we think fears about the impact of the U.S. Inflation Reduction Act on drug company profits are
unwarranted. Furthermore, these effects will occur later in the decade, giving companies time to prepare.
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BEWARE THE
BEAR MARKET RALLY

PERUVEMBA SATISH, CFA
Chief Investment Officer
Disciplined Equity

The past year featured a pandemic, war, looming recession, malfunctioning global
supply chains, inflation at 40-year highs and the Federal Reserve’s (Fed’s) aggressive
rate-hiking campaign. It’s no wonder markets were so skittish.
Clients want to know if these challenges will continue to overhang markets in 2023.
We think growth and inflation are likely to slow, and markets will be volatile to both
the up and downsides. Under these conditions, we think investors should stick to
their financial plans and not make wholesale changes.

No Economic or Market Bottom Yet
Ultimately, market direction should reflect the fundamental strength of the underlying
economy — earnings growth and business opportunities are a function of economic
conditions. And right now, we don’t think we’ve seen the economy or market hit bottom.
But we see the potential for short-lived bear market rallies before we establish a
bottom and begin the ultimate recovery. This process isn’t unknown. Both the bursting
of the dot-com bubble and the 2007-09 financial crisis featured several strong but
short-lived bear market rallies. We’ve seen several bear market rallies in 2022 alone.
We believe the catalyst for these head fakes will be changing the market’s perception
of Fed rate policy. By mandate, the Fed is focused on inflation and unemployment.
We take this to mean the Fed is going to continue raising rates and keep them
elevated until inflation cracks or joblessness surges.
But that doesn’t stop market participants from viewing every report showing a drop in
inflation or higher unemployment as proof the Fed pivot is right around the corner.
This explains why some of the market’s biggest up days have come in the wake of
milder-than-expected inflation reports.
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Two Bear Market Rally Scenarios
We see two bear-market rally scenarios for 2023 and beyond, contingent on the economic data:
1. Slowdown rally. A real or perceived slowdown in the pace of Fed rate hikes is likely to
spark a rally.
2. Pause rally. The market is likely to rally when the Fed stops hiking rates because this would
eliminate uncertainty around the end point of the cycle.
To be clear, these rallies shouldn’t be viewed as the beginning of a secular bull market. Before that could
happen, we believe there’s more economic pain ahead. Only then, when the Fed cuts interest rates for
the first time, are markets likely to look ahead to an enduring recovery. In the meantime, beware the
head fakes and don’t deviate from your well-thought-out financial plan.
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VOLATILITY WILL LIKELY CONTINUE
OVER THE NEAR TERM
KEITH CREVELING, CFA
Co-Chief Investment Officer
Global Growth Equity

Macroeconomic Factors Pressure Growth

Elevated inflation and interest rates, a strong U.S. dollar and ongoing geopolitical uncertainty continue
to cloud the outlook for global stocks. But as conditions improved during the fourth quarter, chances for
a positive turnaround increased.
In the U.S., the Federal Reserve’s (Fed’s) relentless assault on inflation may be having the desired effect.
Both headline data and core inflation (excluding food and energy prices) moderated in the fourth quarter.
Consumers are reigning in discretionary spending (travel being one notable exception). Corporations are
cutting capital expenditures and technology and advertising budgets. Expecting an economic slowdown,
more companies are announcing hiring freezes and layoffs. Markets took these developments as a
positive sign.

Dollar Strength Complicates the Outlook
The U.S. greenback spent most of 2022 kicking sand in the face of other global currencies. At one point,
the euro was below parity, and the pound sterling sunk to levels not seen since the hyper-inflationary
early-1980s, according to Bloomberg.
The bully dollar penalizes U.S. exporters and multinationals selling goods into weaker-currency markets.
As 30%-40% of S&P 500 corporate revenue is derived internationally (per Goldman Sachs), the surging
dollar has a buffeting effect on U.S. earnings expectations. This is in addition to the already negative effects
of inflation and higher rates on earnings for long-term, traditionally growth-oriented stocks. The dollar
moderated during the fourth quarter, helping global stocks recover some ground.
FIGURE 2:

U.S. Dollar Near Historic Highs vs. Other Currencies
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EM OUTLOOK IMPROVES
AS SOME QUESTIONS ON
CHINA ARE ANSWERED
Growth-Oriented Policies Remain on Track
News out of the recent National Congress of the Chinese Communist Party initially increased volatility
across emerging markets. President Xi Jinping was granted a third term, a first since Mao Zedong’s tenure
in the 1970s. Xi’s closest advisors and allies took over the Standing Committee and 80% of all seats in
the Politburo.
Concerns about a lack of checks and balances as Xi consolidates control have led to more volatility in an
already pressured market. Taking a step back, however, our views are turning more positive. We see signs
of a credible easing of policies, which we expect to support Chinese equities, especially those with high
consumer exposure.
Xi has reiterated the government’s commitment to evolving its zero-COVID policy. Shortly after the
conference, China announced plans to ease pandemic restrictions and policy changes to support property
markets. The government maintains these steps are designed to help reopen the economy and drive
growth. After the announcements, popular protests signaled the public’s impatience with lockdowns
and restrictions.
Xi has also reaffirmed plans to effect social stability and enhance the quality of life for most citizens.
This social agenda appears consistent with the increased number of regulatory actions in 2021 and 2022.
But we don’t expect a return to regulatory crackdowns on the technology sector or other
private enterprises.

EM Case Remains Positive
We remain positive on companies positioned to benefit from the Chinese government’s stated policies.
These include firms exposed to reopening, softening of COVID policy, environmental and electric vehiclerelated advances and expectations for revitalized consumer spending.
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WE’RE CAUTIOUSLY
OPTIMISTIC

JOHN LOVITO

CHARLES TAN

Co-Chief Investment Officer
Global Fixed Income

Co-Chief Investment Officer
Global Fixed Income

Amid extraordinary challenges, silver linings often emerge. After a year of soaring bond yields, raging inflation
and negative total returns, we believe a brighter outlook awaits investors in 2023.
The macro backdrop likely will remain challenging. However, we believe inflation likely has peaked, even though
we don’t expect immediate relief. Meanwhile, we expect the Federal Reserve (Fed) to pause in early 2023 and
hold rates steady around 5% as it assesses the effects of higher rates. We also believe elevated inflation and
higher interest rates likely will tip the economy into recession.
Alongside peak inflation and peak Fed hawkishness, we expect significant opportunities to emerge. The longer
portion of the yield curve and high-quality segments of the fixed-income market look attractive. However,
recession risks demand caution in the cyclical sectors with higher credit risks.
Yields are attractive again. Before 2022, global bond yields lingered at unusually low levels due to several
years of muted inflation and easy monetary policy. Today’s market is radically different, with yields climbing to
multiyear highs. Investors once again may generate attractive income from bonds.
Duration is making a comeback. We believe extending duration may be an effective strategy in 2023. As
recession risk rises, longer-maturity yields likely will decline, boosting bonds’ total returns.
Staying selective is crucial. The steep sell-off of 2022 has left certain fixed-income sectors with attractive
valuations. However, given our recession outlook, we will be selective, favoring higher-quality sectors and
securities poised to benefit from reduced rate volatility.
Given this backdrop, here’s how our sector teams are preparing for 2023:

U.S. Government
We see value in the intermediate portion of the Treasury yield curve, where yields may be peaking and likely will
decline as the economy slows. Despite recent easing in inflation, we still believe Treasury inflation-protected
securities (TIPS) serve an important role. We expect inflation to stay elevated and well above the Fed’s target,
largely due to higher services costs.

U.S. Securitized
We favor strong secular growth stories, including data infrastructure and federally guaranteed student and
housing debt securities. Ongoing COVID-19-related recovery stories, particularly in narrow-body commercial
aircraft, also are appealing. Additionally, we see value in senior collateralized loan obligations (CLOs), which
historically have withstood economic cycles and benefited from high floating-rate coupons.
23
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U.S. Corporate
We are maintaining a more defensive posture amid ongoing market volatility and economic uncertainty. We expect
inflationary pressures and slower economic growth to weigh on corporate profits and credit fundamentals.
We expect spreads to widen, which we believe will create attractive buying opportunities. In terms of sectors,
we believe U.S. banks appear attractive versus industrials due to stable fundamentals and wider spreads.

Municipal
We currently favor a neutral duration stance, but as the economy heads into recession, we expect to extend
interest rate risk. We are finding value in intermediate- and longer-maturity securities, as relative value has
diminished at the front end of the yield curve. With slowing growth modestly pressuring credit spreads,
we continue to focus on higher-quality securities and sectors. If spreads widen further, we expect to add
credit exposure.

Non-U.S. Developed Markets
We are maintaining neutral duration in Europe, with an overweight in semicore countries, including France,
Finland and Ireland, offset by an underweight in Germany. We expect the European Central Bank to continue
increasing its policy rate amid record-high inflation. Meanwhile, the region’s growth outlook is weak, and we
believe recession is likely. The Russia/Ukraine war continues to rattle energy markets and fuel Europe’s high
inflation rates. In response to Fed policy, we favor a slight U.S. dollar short. The Fed has surpassed other global
central banks in the rate-hike cycle and may be closer to ending its campaign.

Emerging Markets (EM)
Amid tighter global financial conditions, geopolitical conflicts and a likely global recession in 2023, recent
investor outlooks toward emerging markets were dire. The slowdown in China and in international trade helped
fuel this view. But the recent easing of inflation data and a soft pivot on zero-COVID policies in China have
opened some breathing room for emerging markets. In our view, Latin American countries are still better
positioned to withstand further shocks. The region has already faced tighter monetary and fiscal policies, and
inflation has generally peaked. Valuations appear attractive for select sovereigns with strong fundamentals.
However, we are waiting for a weaker U.S. dollar and lower volatility in U.S. rates before boosting exposure.

Money Markets
Given expectations for elevated inflation, a still-hawkish Fed and a higher-for-longer terminal rate, we favor
floating-rate commercial paper and CDs over fixed-rate instruments. Market participants expect $1 trillion in
Treasury bill issuance from late 2022 through 2023. Accordingly, on a strategic basis, we will purchase fixedrate Treasury bills with maximum tenors of February 2023. Tactically, we will purchase new issues, longer than
February 2023, expecting to exit these positions for capital gains and net asset value (NAV) stability. We are
also focused on maintaining excess liquidity and NAV stability amid continued volatility and the highly anticipated
Securities and Exchange Commission decision on money market funds reform.
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3 WILD CARDS TO WATCH IN 2023

RICH WEISS
Chief Investment Officer
Multi-Asset Strategies

We regularly hear from clients who want to buy the latest rally and jump back into
stocks with both feet. But we say to them, “Not so fast!” Our own portfolios remain
conservatively positioned on the margin. We see more volatility ahead and continue
to urge a cautious, well-diversified long-term approach.
With that in mind, three potential wild cards we see for the coming year include:

1. Fed in Focus
It may seem odd to call Federal Reserve (Fed) policy a “wild card” when it’s virtually
been the single factor driving financial market outcomes for the better part of a year.
But we continue to believe markets are overly fixated on when the Fed will pause its
rate-hiking campaign and pivot to cutting interest rates.
History shows that it’s taken anywhere from six months to three years of the Fed
funds rate being higher than nominal gross domestic product (GDP) for core inflation
to fall in a sustained way. Nominal GDP through the second quarter of 2022, the
latest period for which we have data, was 8.5%. We’re not suggesting the Fed is
going to raise rates in excess of 8%, but we think the “pause” and “pivot” are likely
further away than equity investors seem to think.

2. National Debt a Growing Concern
The national debt tops $31 trillion, and that’s important for a few reasons. First, the
political landscape of 2023 brings to mind the last time Republicans took control of
the U.S. House of Representatives under a Democratic president. Then, debt limit
standoffs in 2011 and 2013 resulted in government shutdowns, an unprecedented
downgrade to the U.S.’s credit rating and major turmoil in global financial markets.
While it’s tempting to think we’ve learned from past mistakes, partisan politics today
are such that we can’t rule out a repeat.
Another reason the size of the debt is important is that rapidly rising interest rates
make the debt burden harder to sustain. This level of debt is undesirable because
it crowds out other federal spending and requires more borrowing. This creates a
negative feedback loop as higher rates raise funding costs, and more borrowing
increases the Treasury bond supply, which raises interest rates.
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3. Eyes on China
U.S.-China relations have been all over the headlines lately as rhetoric and tensions rise over China’s
claim to Taiwan. It’s in the interest of both parties to talk tough about Taiwan but not actually be tough
on Taiwan. So, while the verbal sparring may continue, we can’t see the two largest economies in the
world trading blows.
Before the protests, we would have said China was moving gradually toward ending its zero-COVID
policy. But it’s not clear if the ruling party can be seen to be giving in to public protest. We hope that
a peaceful resolution can be reached, allowing China to ease some restrictions. That could unleash
pent-up consumer demand and would benefit global growth.
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ASSET CLASS
Bonds endured a difficult year in 2022, but one upside of these price declines is that
10-year Treasury yields are as high as they’ve been since 2010. Similarly, cash yields
haven’t been this high since January 2008. Meanwhile, corporate earnings growth
slowed to a pandemic pace. As a result, bond yields are much more attractive relative
to stock earnings yields than they’ve been in some time. Add to that the fact that we
see slower growth and a potentially challenging environment for equities ahead, and
we are underweight equities in favor of bonds.

U.S. Equity

U.S. Fixed
Income & Cash

EQUITY REGION
We recognize that Europe faces a difficult winter, but we believe non-U.S. developed equity
prices already discount some of the worst outcomes. Comparatively attractive valuations
— even given difficult business conditions — mean we prefer non-U.S. equities relative to
the U.S. But performance and opportunity vary widely by country, sector and industry, while
geopolitical risks are also unevenly distributed. As a result, we think this is a space
well-suited to active management and individual security selection decisions.

Our emerging markets equities (EME) positioning recalls Harry Truman’s plea for a
“one-handed economist.” On one hand, EME are attractively valued and could benefit from
China’s easing of COVID restrictions. On the other hand, China’s switching from restrictive
to growth-oriented policies may be more of a hope than a reality. In addition, the strong
U.S. dollar continues to weigh on EME returns in dollar terms and challenge EM countries
with dollar-denominated debt.

U.S.

Non-U.S.
Developed Markets

U.S.

Emerging
Markets
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U.S. EQUITY SIZE & STYLE
The most compelling argument for small-cap stocks now is their valuations look attractive
relative to large caps. But it’s also true that small companies tend to be more sensitive to
changes in economic growth, having fewer levers than large companies to pull to maintain
profitability. That makes it hard to pile into small caps at a time when the Fed is cranking
down hard on the economy. For now, we remain neutral.
Large Cap

Small Cap

A year into a bear market characterized by challenging macroeconomic and geopolitical
conditions, stocks are still expensive, and the Fed’s not finished raising rates. In these
circumstances, we prefer more conservative positioning. That means a bias toward valueoriented stocks, which tend to populate more defensive sectors, produce more predictable
earnings and carry less valuation risk than their growth counterparts.
Growth

Value

FIXED INCOME
We continue to position for high inflation and interest rates and slowing growth. We think it’s
likely the Fed won’t stop raising rates until inflation breaks decisively lower or the economy
tips into recession. As a result, we prefer high-quality bonds over high yield. We also think
Treasury yields are attractive after a sharp sell-off. This is particularly true if we’re right that
we’re headed into recession. We also maintain our overweight of Treasury inflation-protected
bonds (TIPS).

U.S.

Non-U.S.

ALTERNATIVES
We remain underweight real estate investment trusts (REITs), which tend to be
economically sensitive and suffer from higher interest rates. That’s because slower
growth hurts demand for commercial and industrial space, while higher rates increase
REITs’ funding costs. We continue to believe global REITs, in particular, deserve a place
in a multi-asset portfolio because of their diversification benefits.
REITs

Core Assets
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Agency mortgages. A form of securitized debt that represents
ownership in pools of mortgage loans and their payments.
Asset-backed securities (ABS). A form of securitized debt
whose underlying assets may include such items as auto loans,
home equity loans, student loans, small business loans, and
credit card debt.

Credit ratings. Credit ratings are measurements of quality
assigned by a Credit Rating Agency (CRA) to issuers of
certain types of debt obligations as well as the debt
instruments themselves.
Debt security. A debt instrument, including bonds, certificates
of deposit or preferred stocks.

BB and BBB credit rating. Securities and issuers rated AAA to
BBB are considered/perceived “investment-grade”; those rated
below BBB are considered/perceived non-investment-grade or
more speculative.

Duration. A measure of the price sensitivity of a fixed-income
investment to changes in interest rates. The longer the duration,
the more a fixed-income investment’s price will change when
interest rates change.

Central bank. The entity responsible for oversight of a nation’s
monetary system, including policies and interest rates.

Eurozone. The eurozone represents member states that
participate in the economic and monetary union (EMU) with
the European Union (EU).

Collateralized loan obligations (CLOs). A form of securitized
debt (defined below), typically backed by pools of corporate
loans and their payments.
Commercial paper. Short-term debt issued by corporations
to raise cash and to cover current expenses in anticipation of
future revenues.
Commodity. Raw materials or primary agricultural products
that can be bought or sold on an exchange or market. Examples
include oil, grains such as corn, foods such as coffee, and metals
such as copper.
Consumer Price Index (CPI). Sometimes called headline CPI,
this inflation statistic reflects price changes in a market basket
of consumer goods and services such as gas, food, clothing and
cars. Core CPI excludes food and energy prices.
Corporate securities. Debt instruments issued by corporations,
as distinct from those issued by governments, government
agencies or municipalities.
Correlation. Measures the relationship between two
investments — the higher the correlation, the more likely they
are to move in the same direction for a given set of economic
or market events.
Coupon interest rate. The coupon interest rate is the stated/
set interest rate that is assigned to each interest-paying fixedincome security when it is issued. It is used to calculate the
security’s periodic interest payments to investors. The coupon
rate is applied to the security’s principal value to generate
interest payments.
Credit quality. The letter ratings indicate the creditworthiness
of the underlying bonds in the portfolio and generally range from
AAA (highest) to D (lowest).

Federal Reserve (Fed). The Fed is the U.S. central bank
responsible for monetary policies affecting the U.S. financial
system and the economy.
Floating rate. A floating rate is associated with payments that
fluctuate with an underlying interest rate level, as opposed to
paying fixed-rate income.
Fundamentals. In the context of investment analysis,
fundamentals are typically those factors used to determine
economic value (growth, interest rates, inflation, employment)
and/or financial value (income, expenses, assets, credit quality),
as opposed to “technical” based more on market price (into which
fundamental factors are considered to have been “priced in”), trend
and volume factors (such as supply and demand), and momentum.
General obligation (GO) bonds. Typically, these bonds are
secured by the full faith and credit pledge of the issuer. GO
bonds can be issued by states, counties, cities, towns and
regional districts to fund a variety of public projects.
Gross domestic product (GDP). A measure of the total
economic output in goods and services for an economy.
High-yield bonds. High-yield bonds are fixed-income securities
with lower credit quality and lower credit ratings. High-yield
securities are those rated below BBB- by Standard & Poor’s.
Inflation. Inflation reflects rising prices for consumer goods and
services, or equivalently, a declining value of money.
Inflation-protected securities. Debt securities that offer
returns adjusted for inflation; a feature designed to eliminate
the inflation risk.
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Investment-grade corporate bond or credit. A debt
security with a relatively low risk of default issued and sold by a
corporation to investors.

Securitized debt. Securitized debt results from aggregating
debt instruments into a pool of similar debts, then issuing new
securities backed by the pool.

Liquidity. Liquidity describes the degree to which an asset or
security can be quickly bought or sold in the market without
affecting the asset’s price.

Senior-secured securities. A security that has a higher priority
compared to another in the event of liquidation.

Mortgage-backed securities (MBS). A form of securitized
debt that represents ownership in pools of mortgage loans and
their payments.
Municipal securities and bonds. Debt securities typically
issued by or on behalf of U.S. state and local governments, their
agencies or authorities to raise money public purposes. Municipal
bonds have maturities of 10 years or longer.
Net asset value (NAV). The total value per share of all the
underlying securities in a portfolio.
Nominal yield. The interest rate that the bond issuer promises
to pay bond purchasers.
Non-agency commercial mortgage-backed
securities (CMBS). MBS that represent ownership in pools
of commercial real estate loans used to finance the construction
and improvement of income-producing properties. Non-agency
CMBS are not guaranteed by the U.S. government or a
government-sponsored enterprise.
Quality. Nationally recognized statistical rating organizations
assign quality ratings to reflect forward-looking opinions on the
creditworthiness of loan issuers.
REITs. Real estate investment trusts (REITs) are securities
that trade like stocks and invest in real estate through
properties or mortgages.
Russell 1000® Growth Index. This index measures the
performance of those Russell 1000® Index companies
(the 1,000 largest publicly traded U.S. companies, based on
total market capitalization) with higher price-to-book ratios
(market values relative to book values) and higher forecasted
growth values.
Russell 1000® Value Index. This index measures the
performance of those Russell 1000® Index companies
(the 1,000 largest publicly traded U.S. companies, based on
total market capitalization) with lower price-to-book ratios
(market values relative to book values) and lower forecasted
growth values.

Sovereign debt. Debt issued by the national government in a
foreign currency. Also referred to as government debt.
Spreads, credit spreads. Measured differences between
two interest rates or yields compared with each other. Spreads
typically are measured between fixed-income securities of the
same credit quality, but different maturities (“maturity spreads”), or
of the same maturity, but different credit quality (“credit spreads”).
Spread sectors. These are typically non-Treasury securities that
usually trade in fixed-income markets at higher yields than samematurity U.S. Treasury securities. The yield difference between
Treasuries and non-Treasuries is the “spread,” hence the name
“spread sectors” for non-Treasuries.
Stagflation. An economic cycle marked by slowing economic
growth and high inflation.
Treasury inflation-protected securities (TIPS). TIPS are a
special type of U.S. Treasury security designed to address a
fundamental, long-standing fixed-income market issue—that the
fixed interest payments and principal values at maturity of most
fixed-income securities don’t adjust for inflation. TIPS interest
payments and principal values do. The adjustments include
upward or downward changes to both principal and coupon
interest based on inflation.
Treasury note. A treasury note is a debt security issued by the
U.S. government with a fixed interest rate and maturity ranging
from one to 10 years.
Treasury yield. The yield of a Treasury security (most often
refers to U.S. Treasury securities issued by the U.S. government).
Valuation. A quantitative estimate of a company or asset’s value.
Yield. The rate of return on bonds and other
fixed-income securities.
Yield curve. A line graph showing the yields of fixed-income
securities from a single sector from a range of different
maturities at a single point in time.

S&P 500 Index®. The S&P 500 Index is composed of 500
selected common stocks most of which are listed on the New
York Stock Exchange. It is not an investment product available
for purchase.
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The opinions expressed are those of American Century Investments (or the fund manager) and are no guarantee of the future
performance of any American Century Investments fund. This information is for educational purposes only and is not intended
as investment advice.
Opinions and estimates offered constitute our judgment and, along with other portfolio data, are subject to change
without notice.
Investment return and principal value of security investments will fluctuate. The value at the time of redemption may be more
or less than the original cost. Past performance is no guarantee of future results.
International investing involves special risks, such as political instability and currency fluctuations. Investing in emerging
markets may accentuate these risks.
Historically, small-and mid-cap stocks have been more volatile than the stocks of larger, more established companies.
Diversification does not assure a profit, nor does it protect against loss of principal.
Generally, as interest rates rise, bond values will decline. The opposite is true when interest rates decline.
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