
A MARKET ASSESSMENT

Predictably Unpredictable!

Aswath Damodaran



2

An Ad against Market Timing!

¨ I am not a market prognosticator for a simple reason. I 
am just not good at it, and the first six months of 2023 
illustrate I think of market timing is the impossible 
dream. 

¨ At the start of the year, the consensus of the market 
experts was that this would be a difficult year for 
markets, given the wall of macro worries about inflation 
and an impending recession, and adding the fear of the 
Fed raising rates to this mix only made bullishness a rare 
commodity on Wall Street. 

¨ Markets, as is their wont, live to surprise, and 2023 has 
wrong-footed the experts (again).



The Lead In: A Year for the 
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Stocks: Chronicling 2022 actual returns
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Breaking down 2022 Returns
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In historical context…
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How 2022 falls in history….
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Interest Rates in Motion

¨ If 2022 was an unsettling year for equities, as I noted in my second 
data post, it was an even more tumultuous year for the bond 
market. 
¤ The US treasury market, considered by some still as safe haven, was 

anything but safe or a haven, especially at the long maturities, as long 
term rates soared, with inflation (not the Fed) being the key driver. As a 
result, treasury bond investors faced one of their worst years in history, 
losing close to a fifth of their principal, as bonds were repriced. 

¤ The rise in rates transmitted to corporate bond market rates, with a 
concurrent rise in default spreads exacerbating the damage to investors. 

¨ Just as rising equity risk premiums push up the cost of equity, rising 
default spreads push up the cost of debt of companies, with the 
added complication of higher default risk for those companies that 
had pushed to the limits of their borrowing capacity in a low 
interest-rate environment.
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US Treasuries: Safe no more…
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Returns on US Treasuries…
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In historical context…
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And in terms of co-movement…
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The Drivers of Interest Rates
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Inflation and Interest Rates
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The Fed: Follower or Leader?
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Default Risk and Spreads
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Corporate Bond Returns in 2022
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Consequences for Companies
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A Contrast: Start of 2022
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And the Market Consensus on January 1, 
2023



The Year of Surprises: 2023
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Inflation drops off!
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The Economy holds on..
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And Recession Probabilities dip.
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Interest Rates level off!
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US Stocks
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A Sector Breakdown
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And a regional breakdown..
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US Equities: The Big Picture
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And Equity Risk Premiums
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Valuing the S&P 500
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My Market Assessment

¨ My assessment is a bit of a cop-out, though, since your
views about inflation and the economy can cause you to
arrive at a different value.
¤ Thus, if you expect inflation to reappear, you should expect to

see treasury rates to continue rising to 5% or above, and that
will give you a lower intrinsic value. If your concern is with the
economy going into a severe recession, that would translate into
lower earnings numbers, at least in the near term, and a lower
intrinsic value.

¤ Conversely, if you believe that inflation will dissipate quickly,
causing rates to drop, and that the economy is headed for a soft
landing, you will get a higher intrinsic value.
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Valuing the Index - Uncertainties



The Risk Capital Story
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Price of Risk - Bond Market
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Price of Risk - Equities



38

Risk Capital – An IPO Metric
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Risk Capital – A VC Metric
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Risk Capital – A Bond Issuance Metric
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Risk Capital – Summing up

¨ Looking across the risk capital metrics, it looks like 
notwithstanding the recovery we have seen in 
equities this year, risk capital is still on the side lines, 
perhaps because that recovery is concentrated in 
large and money-making companies. 

¨ Until you start see stock market gains widen and 
include smaller, money-losing companies, it is 
unlikely that we will see bounce backs in the venture 
capital and high-yield bond markets. 

¨ Even when that recovery comes, I believe that we 
will not return to the excesses of the last decade.


