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A growth recession is a significant decline in activity relative to a country’s long-term economic potential. Note: The diagram above is a 

hypothetical illustration of the business cycle, the pattern of cyclical fluctuations in an economy over a few years that can influence asset returns 

over an intermediate-term horizon. There is not always a chronological, linear progression among the phases of the business cycle, and there 

have been cycles when the economy has skipped a phase or retraced an earlier one. Source: Fidelity Investments (AART), as of 3/31/23.
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Elevated Global Recessionary Pressures to Begin 2023

For institutional use only.

Business Cycle Framework

Cycle Phases EARLY

• Activity rebounds (GDP, 
IP, employment)

• Credit begins to grow

• Profits grow rapidly

• Policy still stimulative

• Inventories low; 
sales improve

MID

• Growth peaking

• Credit growth strong

• Profit growth peaks

• Policy neutral

• Inventories, sales grow; equilibrium reached 

LATE

• Growth moderating

• Credit tightens

• Earnings under pressure

• Policy contractionary

• Inventories grow, sales 
growth falls

RECESSION

• Falling activity

• Credit dries up

• Profits decline

• Policy eases

• Inventories, 
sales fall

China

+

Economic Growth

–

Relative Performance of

Economically Sensitive Assets

Green = Strong

India, Mexico

Eurozone

Japan

UK
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Canada, Korea, Brazil



Federal Reserve’s Economic Projections
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Source:  Bloomberg and Federal Reserve.
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Employment Slows but Remains Resilient 

4

For institutional use only.

Source:  Bloomberg and Bureau of Labor Statistics 3.31.2023
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Inflation Trends Lower but Still North of the 2% Target 
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Source: Bloomberg as of 3.31.2023
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Persistent Factors Drove Recent Inflation Pressures

Persistent vs. Transitory Inflation Services Inflation vs. Labor Costs

CPI: Consumer Price Index. LEFT: Indicates the contribution to Year-over-Year CPI over the past 12 months. Persistent Categories include areas 
where, historically, inflation has taken longer to dissipate, such as Housing and Food & Beverages. Source: Bureau of Labor Statistics, Haver 
Analytics, Fidelity Investments (AART), as of 2/28/23. RIGHT: Unit Labor Costs measured as 4-quarter moving average. Source: Bureau of Labor 
Statistics, Haver Analytics, Bloomberg, Fidelity Investments (AART), as of 2/28/23.
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Adjustments to Higher Inflation Vary Across the World

Global Monetary Policy and Inflation Trend

6-Month Change in Year-over-Year CPI 

Household Spending on Food and Energy

Real Policy Rates
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Commodity Index Agriculture Energy

6-Month Return 2% -26%

Share of Disposable Income

LEFT: CPI: Consumer Price Index. Real policy rates is the policy rate of each central bank minus YoY CPI. 6-Month difference in YoY CPI.  

RIGHT: Food: at home; Energy: utilities, gasoline, gas, oil, water. Share of disposable income calculated from 2019 values. TABLE: It is not 

possible to invest directly in an index. All indexes are unmanaged. See Appendix for important index information. Returns represented by 

Bloomberg commodity total return sub-indexes. Source: World Bank, Haver Analytics, Bloomberg Finance L.P., National statistical agencies, 

Fidelity Investments (AART), as of 3/31/23. 
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TABLE: Large Banks: Top 25 U.S. Domestically Chartered ranked by domestic assets. Source: Federal Reserve Board, Haver Analytics, Fidelity 

Investments (AART), as of 3/31/23. 

-40

-20

0

20

40

60

80

100

1
9

9
1

1
9

9
2

1
9

9
3

1
9

9
4

1
9

9
5

1
9

9
6

1
9

9
7

1
9

9
8

1
9

9
9

2
0

0
0

2
0

0
1

2
0

0
2

2
0

0
3

2
0

0
4

2
0

0
5

2
0

0
6

2
0

0
7

2
0

0
8

2
0

0
9

2
0

1
0

2
0

1
1

2
0

1
2

2
0

1
3

2
0

1
4

2
0

1
5

2
0

1
6

2
0

1
7

2
0

1
8

2
0

1
9

2
0

2
0

2
0

2
1

2
0

2
2

2
0

2
3

Commercial & Industrial Commercial Real Estate Multi-Family Residential

Share of Banks Tightening

U.S. Banks Share of  Loan Balance Sheet

Loan Type Small Banks Large Banks

Commercial Real Estate 44% 13%

Commercial & Industrial 17% 33%

Residential Real Estate 21% 24%

U.S. Banks Lending Standards by Loan Type

Regional Bank Failures May Exacerbate Credit Tightening
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FF Futures are Priced below the Fed’s Terminal Rate
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Source: Bloomberg as of 3.31.2023

2.0

2.5

3.0

3.5

4.0

4.5

5.0

5.5

6.0

%

Futures (3/1/23) Futures (4/14/23) FOMC Dot (3/22/23)



Billions (12-Month Change)

Central Bank Tightening Implies Elevated Volatility

Central Bank Balance Sheets

CHART: Gray bar to the right represents projected balances. QT: Quantitative Tightening. Dashed line and shaded area represent estimates based on the U.S. Federal 

Reserve conducting $80 billion of Quantitative Tightening per month, the European Central Bank conducting 15 billion euro of quantitative tightening per month and 

redeeming Targeted Long-Term Refinancing Operations throughout 2023 based on expected loan maturities, and the Bank of Japan purchasing assets at an average 

of the prior six months. Source: Federal Reserve, Bank of Japan, European Central Bank, Haver Analytics,  Fidelity Investments (AART), as of 11/30/22. 

TABLE: Loans include discount window and FDIC-related borrowing. Source: U.S. Federal Reserve Board, Fidelity Investments (AART), as of 3/31/23.

-$4,000

-$2,000

$0

$2,000

$4,000

$6,000

$8,000

$10,000

D
e
c-

0
7

Ju
n
-0

8

D
e
c-

0
8

Ju
n
-0

9

D
e
c-

0
9

Ju
n
-1

0

D
e
c-

1
0

Ju
n
-1

1

D
e
c-

1
1

Ju
n
-1

2

D
e
c-

1
2

Ju
n
-1

3

D
e
c-

1
3

Ju
n
-1

4

D
e
c-

1
4

Ju
n
-1

5

D
e
c-

1
5

Ju
n
-1

6

D
e
c-

1
6

Ju
n
-1

7

D
e
c-

1
7

Ju
n
-1

8

D
e
c-

1
8

Ju
n
-1

9

D
e
c-

1
9

Ju
n
-2

0

D
e
c-

2
0

Ju
n
-2

1

D
e
c-

2
1

Ju
n
-2

2

D
e
c-

2
2

Ju
n
-2

3

D
e
c-

2
3

U.S. Eurozone Japan Total

Q1-2023 Change in Federal Reserve Balance Sheet

Securities Held (QT) -$218 Billion

Loans to Member Banks +327 Billion
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Quantitative Tightening Slowly Draining Excess Liquidity
T-bill valuations will improve as liquidity conditions normalize
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Data as of 3/31/2023.
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Select Federal Reserve Liabilities Impacted by Debt Ceiling
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Source: Federal Reserve H.4. as of 4/12/2023

0

1,000

2,000

3,000

4,000

5,000

Jan-21 Mar-21 May-21 Jul-21 Sep-21 Nov-21 Jan-22 Mar-22 May-22 Jul-22 Sep-22 Nov-22 Jan-23 Mar-23

$
 (

B
ill

io
n
)

Liabilities of the Federal Reserve

Reserves TGA RRP - Other



Treasury Bills Outstanding
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Source: Bloomberg as of 3/31/2023.
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10-Yr 

Range
OAS Date

Last 101 3/31/2023

Max 390 3/23/2020

Min 31 5/25/2021

5-Yr Avg 64

10-Yr Avg 70
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Investment Alternatives and Considerations
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For illustrative purposes only.

For institutional use only.

Long-Term Strategic Liquidity

SMA 1-5Y Treasury

Strategic Liquidity

Ultrashort Bond 3-12M Treasury

Operating Liquidity

Gov’t MMF 1M Treasury  



Second Quarter Investment Outlook

Outlook

• Fed policy remains hawkish to reduce employment-based inflation

–The U.S. is in a maturing late-cycle phase with increasing recession risk.

– Inflation rates should moderate from high levels, but inflation risks remain on the upside. 

–Monetary policy is a growing headwind to economic growth as the Fed remains hawkish.

• The pace of rate hikes moderate as the Fed nears its terminal rate of 5.1%

–The Fed increased rates by 25 bps in March and may seek to increase rates another 25 bps in 

May if warranted with incoming data. 

–Federal Reserve Governors suggest that higher rates for a longer period may be required to 

combat inflationary pressures.

–The Federal Reserves QT and rate hikes continue to slow economic growth and increase 

unemployment. 
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Source: Fidelity Investments as of 3/31/2023.



Important Information

The views expressed in this statement reflect those of the portfolio manager only through the end of the period of the report as

stated on the cover and do not necessarily represent the views of Fidelity or any other person in the Fidelity organization. Any

such views are subject to change at any time based upon market or other conditions and Fidelity disclaims any responsibility to 

update such views. These views may not be relied on as investment advice and, because investment decisions for a Fidelity fund 

are based on numerous factors, may not be relied on as an indication of trading intent on behalf of any Fidelity fund.

Past performance is no guarantee of future results. Investment return will fluctuate, therefore you may have a gain or loss when

you sell shares. 

Diversification does not ensure a profit or guarantee against a loss.

Foreign securities are subject to interest rate, currency exchange rate, economic, and political risks.  Interest rate increases can 

cause the price of a money market security to decrease.  A decline in the credit quality of an issuer or a provider of credit support 

or a maturity-shortening structure for a security can cause the price of a money market security to decrease.

Third-party trademarks and service marks are the property of their respective owners. All other trademarks and service marks are

the property of FMR LLC or an affiliated company.

Before investing, consider the funds’ investment objectives, risks, charges, and expenses. Contact Fidelity or visit  

institutional.fidelity.com for a prospectus or, if available, a summary prospectus containing this information. Read it 

carefully.

Fidelity Distributors Company LLC , 500 Salem Street, Smithfield, RI 02917 
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