
 

 

Outlook 2023: Patience & Prudence  

In this edition of our Thinking Man we will revisit our 2022 predictions and 

reflect on where we were right, where we missed the mark, and how we 

see things shaping-up into the new year. In addition, we will also provide 

an asset-by-asset class playbook for navigating what will most likely be 

another uncertain and volatile year for investment returns.  

2022 will be remembered as one of the most consequential years for the 

global economy in history. As central banks pursued aggressive monetary 

tightening, virtually all financial assets suffered steep and swift losses. Both 

equity and interest rate volatility remained elevated, with routine intraday 

moves that ranked among the highest in history. Losses were largest in the 

frothiest pockets of the market before spreading to even high-quality 

assets. For most of the year, inflation proved to be stickier than expected, 

as pressures in energy and food markets were compounded by Russia’s 

invasion of Ukraine. Commodities remained strong, the U.S dollar reached 

new highs, yields more than doubled, equity multiples compressed, and 

risk premiums tightened, all signaling decisively risk-off sentiment. 

To the surprise of many, in Q4 we received consecutive inflation prints that 

finally seemed to suggest that inflation has peaked. As a result, the 

markets’ primary concern shifted towards gauging the probability and 

timing of recession (i.e. how much demand needs to be destroyed before 

inflation is tamed). As the possibility of interest rate relief and a soft-

landing glimmers on the horizon, both equity and fixed income markets 

have recovered a portion of their year to date (YTD) losses.  

And yet, as we head into 2023 we have been handed a decidedly mixed 

bag. On one hand, the consumer and labor market remain strong, while 

corporate earnings have proven resilient. On the other hand, the yield 

curve has experienced a prolonged period of deep inversion, credit spreads 

and protection have widened, and housing has meaningfully softened. So 

the questions remain: (1) will inflation approach target before the 

slowdown in the economy morphs into an outright contraction and (2) 

where can the long-term investor put his/her money to work in order to 

earn the highest risk-adjusted returns in a moment of regime change and 

deep uncertainty? 
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 2023 will be another year of 
volatility and uncertainty, though a 
final flushing of financial conditions  
could provide ground for 
normalization in the second half 
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and is unlikely to cut rates in the 
absence of a hard landing; however, 
tightening should allow the fed 
funds rate to top out around 5% 

 Inflation has peaked and will 
continue to normalize, though the 
move to 2% from 5% will be much 
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resulting in flat earnings growth; 
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long-term investment opportunity 

 Value-added managers across 
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I. Macroeconomic Landscape 

Monetary Policy 

“2022 will represent a transitional phase in monetary policy, where the Federal Reserve will conclude 

its asset purchases and begin raising rates.”  - BSP 2022 Outlook 

Though our monetary policy call was right we will not pat 

ourselves too much on the back, since from the 

beginning of the year the Fed was very clear and 

committed in communicating its hawkish turn. 

Truthfully, it was neither a tough or a controversial call to 

make. If anything we would say that perhaps we weren’t 

bold enough in stating just how aggressive the hiking 

trajectory would be. We were right to highlight rate 

increases and quantitative tightening, but we by no 

means expected four consecutive 75 bps rate increases, 

or a terminal fed funds rate north of 5%, as was published 

in the Fed’s December Summary of Economic Projections 

(SEP).   

2023 Outlook: though we are not fully aligned with the market’s current view that the Fed will cut rates 

in the back half of 2023, we do believe that the lagged effects of restrictive policy will continue to show 

up in 2023’s inflationary prints, such that the fed-funds rate will indeed top out at ~5%.  However, we are 

of the view that once 5% is reached, the Fed is likely to hold rates at that level for longer than what most 

people are expecting. Additionally, we believe that $95 billion of monthly balance sheet runoff will allow 

the Fed to tighten financial conditions without necessarily having to further raise its key rate.  

As is a part of the mainstream financial literature, increases in the fed-funds rate have the primary effect 

of targeting the front-end of the curve, (i.e. 0-2 year maturities). In order to target the longer-end of the 

curve (which can have more of an effect on broader financial conditions that affect corporations and 

consumers) the Fed engages in open-market operations by buying and selling Treasury and MBS 

securities. Research from the Federal Reserve Bank of Atlanta indicates that every $2.2 trillion decrease 

in the balance sheet is equivalent to increasing the target rate by 29 bps in normal times and 74 bps in 

turbulent times. In short, the $1.14 trillion in expected 2023 Fed balance sheet run-off should allow the 

Fed to continue tightening conditions without having to increase rates at the same pace as in 2022. 

Supply Chains & Inflation 

“Supply chain pressures will almost completely normalize by the second half of 2022, as continued 

global re-openings should transition consumer demand to more services. As inventories continue to be 

replenished and stranded port tonnage continues to clear, we would expect core PCE inflation to settle 

around 2.5-2.75% by year-end 2022.” - BSP 2022 Outlook 

Figure 1: 2022 Rate Hikes              

  

Source: Goldman Sachs Equity Research 
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With respect to our prediction on supply chains, we would say our overall call was accurate. The Goldman 

Sachs Supply Chain Congestion Scale which summarizes supply chain factors like delivery times, shipping 

costs, ship dwell times and backlogs, into a single value, is currently at 3 out of a max of 10, which it 

reached in January 2022. For reference, the backlog of container ships at West Coast ports is currently 0 

(down from a peak of almost 100) in January. The rate for shipping a container from East Asia/China to 

the West Coast has dropped from a peak of more than $20,000 in September 2021 to 2019 levels of 

$1,500. The door-to-door shipping time from China to the U.S. is down to 60 days, from a high of 83 days, 

which is in line with pre-pandemic levels. Though Chinese lockdowns and Russia’s invasion of Ukraine 

have presented new challenges for supply chains, significant progress has been made. 

Figure 2: Ship Backlog and East Asia/China to West Coast Shipping Rates     

With respect to our inflationary prediction we were perhaps a bit too optimistic, though following the 

moderate October and November CPI prints, not entirely off the mark. Headline and core CPI at 7.1% and 

6.0% year over year (yoy) are still well above target, though well below the peak levels of 9.1% and 6.6%. 

Using our preferred measure of inflation (which smooths the data by annualizing the quarter-over-quarter 

rate of change) has headline and core CPI running at just 3% and 5.4%, respectively.  

Figure 3: Headline vs. Core CPI (Smoothed QoQ Annualized)       
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2023 Outlook: we expect that inflation will keep moderating on the back of tighter financial conditions 

and the depletion of excess savings and cheap credit, which until now has allowed middle and high-income 

cohorts to continue purchasing goods and services at higher prices. We believe that the decrease from a 

7% handle to a 3-4% handle will be achievable in 2023, but would agree with the Fed’s December 

Summary of Economic Projections (SEP) that the subsequent leg of getting inflation back to a target of 2% 

will take longer, likely into 2025. 

Employment 

“Wage increases are not likely to sustain themselves for much longer, and will likely prove to be 

transitory going into the back half of 2022. As Covid fades, or at a minimum becomes endemic, we would 

expect more people to return to the labor force, relieving a significant portion of the upwards pressure 

on wages.” - BSP 2022 Outlook  

This was perhaps the weakest of our predictions 

as wage inflation has proven to be one of the 

stickiest components in the broader inflationary 

narrative. As of November 2022, the Atlanta 

Fed’s wage growth tracker is trending at 6.4%, 

which is below the peak of 6.7% reached in 

August but still well above the December 2021 

figure of 4.5%. In spite of recent news that tech 

companies are bracing for a downturn by laying 

off workers (i.e. Meta recently announced it 

would be laying off 13% of its workforce), the 

labor market is still incredibly tight. 

Unemployment is at 3.7%, and the ratio of job 

openings to unemployed persons is at 1.7, and 

the labor-force participation rate is at 62.1%, more than 1% below the pre-pandemic level.   

2023 Outlook: we are hesitant to take too strong of a view on the employment and wage inflation picture 

into 2023. What we can say is that the pandemic represented an important historical moment where 

many individuals reevaluated their priorities, and in many cases were paid handsomely to do so. Excess 

savings and the wealth effect from asset price inflation has made it possible for people to not have to 

work if they don’t absolutely have to. As asset prices have come down and savings are depleted, we would 

expect significant pressure to come out of wages, as more people are forced to re-enter the labor force. 

Additionally, though we don’t expect a massive recession with widespread layoffs, as financing costs go 

up, and more companies are forced to tighten their belts, we would expect to see a drop in this historically 

elevated level of job openings.  
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Economic Growth 

“The American economy, though faced with plenty of socioeconomic and political dysfunction (i.e. 

wealth/ racial inequality and political gridlock), continues to be at the forefront of the technologies of 

the future: whether it be A.I. / quantum computing, the renewable energy revolution, medical research, 

or aerospace & defense.” - BSP 2022 Outlook 

This was less of a prediction on the outlook for economic growth as it was on observation of the long-

term resilience of the U.S. economy. As one might expect, nothing about that observation has changed. If 

anything the global challenges of 2022 have proven the fact that in spite of challenges from China and 

Russia, the U.S. remains the preeminent economic superpower. Democracy, stable governance, peaceful 

transitions of power, (relatively) disciplined monetary policy, open financial markets, and formidable 

intellectual capital are all easy to take for granted, but they are the bedrock of why American assets 

continue to be viewed through a preferential lens.  

2023 Outlook: the 2023 outlook for economic growth is both the most important and most difficult 

question to answer. After more than a decade of cheap money and steady growth, the U.S. is now faced 

with the reality of having to reign in some of that growth in order to avoid the more destructive effects of 

high inflation and unanchored inflation expectations. For reference, the Fed is currently forecasting 0.5% 

in 2023 real GDP growth, which is down from its 1.2% forecasted growth rate earlier in the year, but still 

not a contraction. For now, our base case is that the U.S. economy will enter a mild recession in mid-2023. 

Importantly, we do not see any sources of major stress in the system, and barring some exogenous shock, 

or a reacceleration in inflation, we think the economy will continue to plug along without a major 

dislocation.  

II. Asset Allocation and Asset Class Views 2022 

Equities 

“As we transition from the early-cycle recovery phase to the mid-cycle phase we would expect earnings 

multiples to stabilize, or even decline slightly by year-end 2022. We also expect to see high single-digit 

earnings growth in 2022, though profitability growth will ultimately depend on the trajectory of 

inflation. Over the course of 2022, we expect to see a more volatile environment, in-line with a non-QE 

world and heightened geopolitical and/or social risks.”  

We offer five themes for navigating the lower returns and heightened volatility that we expect for 2022: 

(1) Quality and cash flow are king; (2) Value / Cyclicals over Growth; (3) Favor stocks with pricing power 

and/or a low % labor cost; (4) De-risk with income (i.e. dividend stocks or buy-writes/covered calls); (5) 

The index is not the market – underweight FANG’s” 

In line with our predictions for 2022, equity multiples compressed, 2022 earnings growth for the S&P 500 

is trending at around 7%, and volatility continues to be a persistent feature of the market. Our strategy of 

favoring value/cyclical sectors over growth outperformed (with particular emphasis on our energy 
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overweight), while our strategy of preferring quality companies with high cash flows and consistent 

dividend payouts over the FANG complex also outperformed. 

Figure 4: Value vs. Growth Indexed Share Price         

2023 Outlook: going in to 2023 we are very much choosing to stick to the same playbook of preferring 

high quality, high cash flow companies with dividends, over growth(ier) and less profitable companies, in 

spite of the fact that some of those names having massively corrected. The only important modification 

we would make to last year’s playbook is that instead of favoring cyclical sectors we now take a more 

constructive view on defensive sectors, particularly healthcare which we see as benefitting from 

innovation tailwinds in addition to being attractively valued on a relative basis. Nonetheless, within the 

cyclical space we continue to favor energy’s historically low valuation levels, and are inclined to believe 

that a normalization in the Chinese economy will likely offset a decrease in domestic energy demand. 

Within cyclicals, we would also favor aerospace & defense as a geopolitical hedge.  

Figure 5: Sector Multiples and YTD Performance        
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It is also important to note that nearly all of the YTD correction in equity prices has resulted from the 

increase in risk-free rates and a shrinking of the equity risk premium, given that next year’s earnings 

forecasts have barely budged. At $230 in next-twelve-month (NTM) earnings per-share (EPS), consensus 

estimates are just 3% below the peak estimate reached earlier in the year, which to us seems a bit rich for 

the slowing economic backdrop. $230 in ‘23 earnings would imply 4.7% yoy earnings growth, relative to 

7.3% earnings growth in ‘22.  

Given tightening financial conditions, anemic topline growth, and a likely reduction in operating margins, 

we would expect to see something more like flat earnings growth, or ~$220 in ’23 earnings. At current 

market levels, $220 EPS implies a 17.7x forward PE multiple, which is 1.4x greater than the average 

multiple of 16.3x since 2000. Assuming a 10Y Treasury yield of 3.5%, would imply a 2.15% equity risk 

premium (ERP), which is ~1.0% lower than the average ERP of 3.14% since 2000. 

For these reasons, our overall outlook on equities for the next year is neutral to slightly bearish as we see 

moderate downward revisions to earnings and a widening of risk premiums. To be sure, the widening of 

risk premiums can be achieved by a drop in riskless yields, but as we will discuss later, it is hard to believe 

that ~4.2% will be the top in the 10-Yr Treasury yield if the terminal fed funds rate will be >5%. Having 

said that, we also think it is very possible that we finally get a flushing/resetting of financial conditions at 

some point in mid-to-late 2023, such that the ground becomes more fertile for deploying capital into risk 

assets.  

For that reason, we are happy to hold high quality, dividend-paying names in the aforementioned sectors 

that we like, where we are effectively “paid to wait” while being positioned for the possibility of upside 

further down the line. Additionally, we would also reemphasize our strategy of covered call writing as a 

moderately defensive method of harvesting elevated levels of volatility while collecting income in flat-to-

down markets. 
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Figure 6: Equity Risk Premium and Market Multiples       
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Additionally, though we were underweight fixed income going into the year, we also made a significant 

strategic rotation into fixed income in Q3 and Q4, first by buying investment grade (IG) and crossover 

corporates with duration of 2-4 years, and then by extending duration to 3-5 years. Additionally being 

able to park cash in 1-2 year Treasury securities with no credit risk at 4.5-4.75% was, and is a no-brainer 

to us once we developed some comfort that inflation had in fact peaked, and that the Fed would begin to 

dial-back its pace of hiking.  

2023 Outlook: even with the large back-up in yields of the last couple of months, we continue to believe 

that mid-duration U.S. Treasury securities and high quality corporate credits are now offering some of the 

most attractive risk-adjusted returns available. IG spreads have widened by 40 bps since the beginning of 

the year, while yields have more than doubled, representing an extremely attractive opportunity to 

continue adding to fixed income. We also now are favoring floating-rate preferreds in high quality U.S. 

banks that are yielding in the 7-8% range, and where distributions are taxed as qualified dividend income 

(for U.S. tax-payers). 2022 was a very difficult year for fixed income owners, but it also means that 2023 

will be a much more fertile ground for deploying capital into this asset class.  

Alternative Investments  

In our 2022 market outlook, we predicted that alternative investments would likely outperform public 

markets, but with significant return compression across sub-asset classes and a greater divergence in 

manager performance. We stated that over the last several years “a rising tide had lifted all boats,” as 

private markets benefitted from easy money and excess demand – too much capital chasing too few deals. 

Lastly, we predicted that markets would become more challenging throughout 2022 as valuations were 

at or above record levels while entering a rising rate environment.  

While our overall outlook and predictions for alternative investments proved to be correct, we did not 

anticipate such violent market movements. At the beginning of the year we decided to be active, albeit 

extremely selective, with our commitments to alternatives, given the exuberant valuation environment. 

This selective mindset, combined with the swift correction in asset prices, brought our new commitments 

to a halt. In Q1 2022, our investment committee made the decision to pause new commitments to 

alternative investments for the remainder of the year, until we could achieve comfort on where valuations 

would settle.  

While we were pleasantly surprised by the resiliency of private market valuations, we maintain a healthy 

level of skepticism in that there may be further downside ahead not yet reflected in marks. We expand 

on these points in the following sub-asset class sections. Looking ahead into 2023, we are seeing 

significant opportunities across traditional public markets, which will likely cause us to continue the pause 

on commitments to alternatives until mid-2023.  

While it is important to maintain an active alternative investment program diversified throughout vintage 

years, our view is that the illiquidity premium has significantly narrowed to a point where we can achieve 

comparable risk-adjusted returns through public markets, at least in the short-term. Our expectation is 
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for the illiquidity premium to widen again in the medium-term once volatility subsides, and markets begin 

to normalize, presenting a more attractive entry point from a relative value perspective.  

Private Equity  

Our investment philosophy when allocating capital to private equity has been to partner with managers 

that “control what they can control” – meaning managers that derive most of their value creation from 

underlying portfolio company growth (organic and inorganic) and operational improvements, instead of 

through financial engineering, which is more directly impacted by a rise in rates. We seek managers that 

invest in defensive growth portfolios, meaning those with “mission critical” companies aligned to themes 

that benefit from long-term secular trends and have multiple value-creation levers.  

While private equity returns across our client portfolios throughout 2022 (YTD) were largely positive and 

resilient, it is important to keep in mind that there are many different variables used in the valuation 

methodologies of private equity managers to calculate the fair market value of an asset, with public 

market comps being just one of those variables. This causes skepticism from one camp of investors, given 

that there is less of a dependable price discovery mechanism to compare “apples with apples.”  

While marks were stable across client portfolios, the same does not hold true for the overall private equity 

landscape, as many managers were negatively impacted by higher rates. Managers in the more 

speculative arenas of private equity – namely venture capital and growth equity – have faced a difficult 

year, as valuations quickly shifted from a “growth at all costs” mindset to a “long-term sustainable growth” 

foundation, with a renewed focus on EBITDA multiples and current profitability over revenue multiples 

and future profitability.  

So much capital crowding into the venture and growth equity spaces led to lofty and unrealistic valuations, 

a looser writing of terms and financial covenants, and shortened/weaker diligence timelines and 

processes. We believe longer duration equity assets will continue to feel pressure from the elevated rate 

environment, and that the worst is still yet to come. Recessionary fears heading into 2023 are top of mind 

for any manager considering allocating capital, therefore one can expect even slower capital deployment 

as managers seek to understand where valuations will ultimately land, as opposed to attempting to catch 

a falling knife.  

Additionally, many non-traditional managers like hedge funds and crossover investors, which played an 

important role in private tech’s recent “boom and bust,” have been forced to exit private markets 

altogether, potentially creating a late-stage financing gap. We are seeing companies attempting to extend 

runway as much as possible, as they need to buy time to “grow into” their valuations under the new 

interest rate regime, prior to raising their next round of financing. Those that are not able to extend 

runway and grow into their valuations will ultimately face flat rounds and down rounds, an increase in 

debt/structured equity solutions to avoid these outcomes, and deeply discounted secondary selling 

activity.  
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We believe the current market correction is a healthy recalibration for the venture capital and growth 

equity ecosystems, as market excesses had gotten out of touch with reality. While the correction will 

present headwinds for owned assets, it is also creating a compelling opportunity-set for experienced 

managers with dry powder who can successfully navigate these changing markets, serving as liquidity 

providers and sources of rescue financing to businesses in need.  

In the current environment, we are favoring two private equity strategies: 1.) consolidation/roll-up 

strategies across more “traditional” sectors and industries; and 2.) secondary and preferred secondary 

strategies. We firmly believe in the consolidation story as larger platforms are better positioned to grow 

market share through accretive M&A activity, especially as small and mid-sized players face more 

difficulties from inflationary and recessionary pressures. We are also seeing the market place a premium 

on profitability and businesses with highly predictable and recurring revenue streams, favoring 

“traditional” business valuations more so than “growthy” ones.  

Many investors are also currently over allocated to private equity, largely driven by private equity’s 

outperformance in 2021 and the subsequent public market decline throughout 2022. We believe the pent-

up demand for liquidity is very high, and yet, the secondaries market is seemingly undercapitalized. With 

only $94B of dry powder as of June 2022 and $86B having traded in the first half of 2021 (a normalized 

period for a fairer comparison of market demand), one could reach the conclusion that the secondaries 

market only has sufficient capital to satisfy supply until the end of this year. We believe this sets the stage 

for secondary managers to be extremely selective in the deals they choose to execute upon in 2023 and 

creates the opportunity for achieving even greater secondary discounts, with sellers having fewer capital 

providers to choose from. 

Private Debt 

Private debt has arguably been the biggest benefactor of the quadrupling of rates since the start of the 

year, given that essentially all loans in the private debt space are structured as floating rate – private debt 

portfolios that were previously yielding 8% at the start of the year are now yielding closer to 12% (before 

considering additional upside from equity kickers). Seasoned private debt portfolios are producing equity-

like returns, significantly above initial underwriting projections, and with strong cushions of protection 

driven by the increased size of equity valuations over the past several years. For these reasons, we see 

private debt as one of the most attractive asset classes on a risk-adjusted basis. 

While loans have gotten significantly more expensive, we have witnessed across multiple manager 

portfolios that underlying businesses have been able to grow EBITDA to levels that offset and surpass the 

increase in debt servicing costs. To date, there have been only marginal impacts on portfolios from higher 

debt costs, with only a minimal uptick in the number of non-performing loans or defaults.  

A point we made in last year’s market outlook was our belief that many heavily indebted companies with 

dubious business models had been held afloat thanks to government stimulus, but that as the stimulus 

dried up and debt servicing costs increased, we would likely see an increase in credit events. While our 

call may have been a bit premature last year, we believe 2023 might be the year that this prediction comes 
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to fruition. We have already seen the market eliminate many of its excesses, such as with SPACs, crypto 

assets, meme stocks, and more. Many of these “zombie” companies are likely next in line.  

Our main concern for private credit, especially if we enter a prolonged recessionary period, is how 

consumer demand will ultimately be affected. To date, the consumer has remained robust, allowing 

companies to protect and even grow their earnings with continuous demand support. But if consumer 

demand breaks too hard, and interest rates remain at historically elevated levels, companies may no 

longer be able to service their debt obligations, resulting in a rise in credit events and defaults.  

While we see risks to the private debt space, we remind investors of the importance of manager selection 

for navigating shifting markets. In anticipation of quantitative tightening, over the last several years we 

have focused on sourcing investments higher up in the capital structure and allocating capital to broadly 

diversified funds that primarily hold senior secured, floating rate securities. We also shifted our exposures 

to slightly larger underlying businesses, where we may have sacrificed marginally on absolute returns, but 

with the goal of improving risk-adjusted returns throughout the next credit cycle.  

Lastly, given our view for a rise in defaults and restructurings, we continue to recommend an allocation 

to distressed debt with experienced managers that can capitalize from the market’s excesses. It is difficult 

to time an allocation to distressed debt, given that investors might be “too early” ahead of a credit cycle, 

but money must be committed and ready to be deployed to truly take advantage of market dislocations 

when they arise. 

Real Estate  

Our outlook for the real estate market varies greatly by property type and geography. BigSur clients hold 

equity real estate investments across mainly two product types: 1.) privately traded REIT structures (high 

quality, stabilized, income-producing properties); and 2.) opportunistic private equity vehicles (value-add 

/ development and distressed strategies, growth-focused properties).  

The privately traded REITs primarily hold exposure to the multifamily and industrial sectors (representing 

nearly 80% of assets), in the Southern and Western parts of the U.S. (Sunbelt regions), which have 

attractive long-term demographic and growth trends, and fixed rate debt locked in at low rates for the 

next +5 years. We believe strong cash flow growth is the key to offsetting pressure on multiples (cap rates) 

in a rising rate and inflationary market environment, which private REITs have successfully accomplished 

to date. However, we do note short-term risks to the downside as our outlook begins to weaken. Private 

REITs have been among the top performing assets in 2022 but are currently experiencing volatility amidst 

consecutive monthly performance declines, negative media coverage regarding public market comps, and 

high levels of investor redemptions/outflows. While our thesis for multifamily and industrial assets 

remains intact, we do expect to see some price pressure on rental growth, which should begin to 

normalize from elevated levels, but remain positive.  

The opportunistic private equity vehicles BigSur clients are invested in primarily hold diversified exposure 

to value-add and distressed assets in need of repositioning, properties priced below intrinsic value, and 
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companies that own significant real estate in need of recapitalization across the U.S. and Europe. As 

opportunistic vehicles, these funds seek attractive risk-adjusted returns by shifting product types, 

geographies, and positions in the capital stack. The largest product types across these vehicles are also 

rental housing (multifamily and single-family rental properties), industrial assets, and offices, among many 

others. We believe these opportunistic vehicles are best positioned for capitalizing on market dislocations 

across the real estate space.  

Our outlook for the multifamily sector is positive given high occupancy rates (currently ~95%) and rents 

continuing to grow at double-digit figures, driven by lease renewals at a time when home prices and 

mortgage rates have skyrocketed. CBRE, the world's largest commercial real estate services and 

investment firm, calculated that the average house payment for a newly purchased home in Q3 2022 was 

57% more expensive than the average monthly apartment rent, representing the widest cost gap on 

record. Prior to the pandemic, this premium averaged just 8.5%. Even if home values continue to fall and 

mortgage rates drop next year, our view is that the relatively lower cost of renting will support multifamily 

demand. 

Our outlook for the industrial sector is also positive, albeit more cautious. Vacancy in the U.S. industrial 

sector is near record lows and it costs twice as much to build a warehouse today vs. pre-COVID, limiting 

new supply. While U.S. industrial leasing activity is expected to moderate in 2023 as occupiers delay 

expansion plans and the post-pandemic need to hold additional inventory dissipates, demand is expected 

to keep up with supply for 2023. E-commerce growth, supply chain transformation and location 

optimization will continue to drive demand for industrial space in 2023. Challenges for industrial assets 

are their longer-term leases in a sustained high inflation environment, given that leases generally only 

account for ~3% inflation per annum.  

While our exposure to offices is limited, we believe it is the property type with the highest level of 

uncertainty looking into the future, especially as tenants and landlords adjust to new working patterns. 

Not all office markets are created equal – the recovery of the U.S. office market has been slow and uneven, 

with major cities like New York City and San Francisco being hit the hardest, while Sunbelt markets 

continue to thrive and grow market share. 

As leases come up for renewal, companies are often opting for smaller offices, saddling landlords with 

millions of square feet in vacant space. Demands trends are also shifting – the best buildings in attractive 

locations are continuing to experience high demand, supporting rent growth across top-tier office towers, 

however there is a smaller pool of tenants interested in older office buildings, putting landlords in a 

difficult position. Landlords and cities need to adjust to reduced office demand and consider ways of 

repurposing office assets. Seeing little upside in holding on to sparsely occupied buildings and paying 

interest on mortgages, some landlords are handing over the property keys to lenders, while others are 

seeking to convert office buildings into residential complexes, though these efforts can be expensive and 

take years. 
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Important Disclosures and Disclaimers 

This material is distributed for informational purposes only and intended solely for BigSur Wealth Management, LLC 
(“BigSur” or the “Adviser”) clientele and or other parties to whom BigSur chooses to share such information. The 
discussions and opinions in this document (or “report”) are intended for general informational purposes only, and are 
not intended to provide investment advice and there is no guarantee that the opinions expressed herein will be valid 
beyond the date of this document.  While taken from sources deemed to be accurate, BigSur makes no 
representations regarding the accuracy of the information in this document and certain information is based on third-
party sources (e.g. Bloomberg, Factset) believed to be reliable, but has not been independently verified and its 
accuracy or completeness cannot be guaranteed.  Any asset allocation proposals described herein are based on 
proprietary ratings and categorizations which involve varying levels of subjective analysis and interpretation.  The 
asset allocation breakdown is intended to be a summary of BigSur’s view on each asset class and its risk components 
which includes various factors including, but not limited to: market conditions and trends, correlation of securities, 
volatility, interest rate and issuer risk.       

This article is not intended to provide personal investment advice and it does not take into account the specific 
investment objectives, financial situation, and the particular needs of any specific investor.  Views regarding the 
economy, securities markets or other specialized areas, like all predictors of future events, cannot be guaranteed to 
be accurate and may result in economic loss to the investor.  Any strategies referenced BigSur believes may present 
opportunities for appreciation over the subsequent time periods.  BigSur closely monitors securities discussed and 
client portfolios and may make changes when warranted as a result of evolving market conditions.  There can be no 
assurance that any investment strategies and/or performance included or referenced in the article will remain the 
same and investment strategies, philosophies, and allocation are subject to change without prior notice.  Any specific 
securities or companies identified and described may or may not be held in portfolios managed by the Adviser and do 
not represent all of the securities purchased, sold, or recommended for advisory clients.  The reader should not 
assume that any investments in securities and/or sectors identified and discussed were or will be profitable.  
BigSur may change its views on these securities at any time.  There is no guarantee that, should market conditions 
repeat, these securities will perform in the same way in the future.  Any performance illustrations shown herein have 
not been audited and may reflect the reinvestment of dividends, interest and other earnings.   Any performance and 
return illustrations have not been independently verified or audited by BigSur.  Returns may be estimated and may 
not reflect actual performance. Further, past performance and returns may be subject to revision.  BigSur does not 
undertake to update this information, and the results discussed may change without notice. 

There are many factors that an investor should be aware of when trading options which can impact their overall 
performance such as market volatility, interest rates, and time horizon. Investors should only engage in options trading 
that is best suited to their financial condition and option experience.  There is the potential to lose your entire 
investment in options as well as suffer unlimited downside loss.  The options strategy outlined in this commentary 
only reflects BigSur’s opinion and is subject to change at any time.  Before trading options, you should understand 
these risks and carefully review and read the booklet entitled “Characteristics and Risks of Standardized Options” 
which is available at www.theocc.com.  BigSur can provide you a copy of this booklet as well.    
 
Please also note that this commentary is not investment research or considered a research recommendation for 
regulatory purposes as it does not constitute substantive research or analysis. In discussion of any strategy, results 
and risks are based solely on assumptions and hypothetical examples. Actual results, performance and risks will vary 
depending on specific circumstances. You are urged to consider carefully whether such services in general, as well as 
the products or strategies discussed in this material, are suitable to your needs. 
 
Certain public offerings of Alternative Investment products (e.g. interests in real estate, private equity and hedge 
funds) are generally offered in reliance upon an exemption and do not require registration under the Securities Act of 
1933.  Alternative Investments, therefore, pose additional risks which are different from those inherent in traditional 
investments.  Investments in Alternative Investments may also involve the use of leverage which involves a high 
degree of risk factors including substantial loss of initial investment.  Alternative Investments are not required to 

http://www.theocc.com/
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provide periodic pricing or valuation information to investors.   As such, Alternative Investments are highly illiquid and 
are generally not transferrable without the consent of the sponsor/issuer.   
 
This report may include forward-looking statements and all statements other than statements of historical fact are to 
be considered forward-looking and subjective (including words such as “believe,” “estimate,” “anticipate,” “may,” 
“will,” “should,” and “expect”).  Although we believe that the expectations reflected in such forward-looking 
statements are reasonable, we can provide no assurance that such expectations will prove to be correct.  Many factors 
including changing market conditions and global political and economic events could cause actual outcomes, results 
or performance to differ materially from those discussed in such forward-looking statements.  BigSur shall not be 
responsible for the consequences of reliance upon any opinion or statements contained herein, and expressly 
disclaims any liability, including incidental or consequential damages, arising from any errors, omissions or misuse.  

This information is highly confidential and intended for review by the recipient only. The information should not be 
disseminated or be made available for public use or to any other source without the express written authorization of 
BigSur.  Distribution of this document is prohibited in any jurisdiction where dissemination of such documents may 
be unlawful. Please contact your investment adviser, accountant, and/or attorney for advice appropriate to your 
specific situation.   For complete disclosure information please go to: https://www.bigsurpartners.com/disclosures/  
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