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•  Against the backdrop of retreating inflationary pressures, 
the Federal Reserve decided to keep its target rate steady 
at 5.25%-5.50% to close out 2023. This choice bolstered 
investor confidence, hinting at the possibility of steering 
clear of a recession and sparking speculation about 
potential rate cuts in the upcoming year.

•  Equity markets rallied into the end of the year:

•  The S&P 500 finished the fourth quarter up 11.7% and 
returned 26.4% on the year.

•  While small caps lagged most of the year, the Russell 
2000 was able to bound back from its October lows and 
close the quarter out up 14%. The index finished the year 
up 16.9%.

•  The technology heavy NASDAQ posted its best year since 
2020, finishing the fourth quarter up 14.6% and the year 
up 55.3%.

•  Growth companies, particularly those in the 
technology and artificial intelligence space, 
experienced the most enhanced returns this year. The 
Bloomberg Magnificent 7 Index, an equal weighted 
index that tracks the total returns of just 7 companies 
(NVDIA, MSFT, AAPL, META, GOOGL, AMZN, TSLA), 
finished the year up over 107%. In contrast, the Equal 
Weighted S&P 500 Index closed 2023 out up 13.9%.

•  International markets lagged U.S. markets. The MSCI 
ACWI ex US closed the year out up 16.3%.
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Unless otherwise noted, data is sourced from Bloomberg. The recipient should not construe any of the material contained herein as investment, hedging, trading, legal, regulatory, tax, accounting or other 
advice. The recipient should not act on any information in this document without consulting its investment, hedging, trading, legal, regulatory, tax, accounting and other advisors. Use of such information is 
voluntary and should not be relied upon unless an independent review of its accuracy and completeness has been performed. Materials may not be reproduced without the express consent of Milliman.

The results shown are historical, for informational purposes only, not reflective of any investment, and do not guarantee future results. Any reference to a market index is included for illustrative purposes only, as it 
is not possible to directly invest in an index. Indices are unmanaged, hypothetical vehicles that serve as market indicators and do not account for the deduction of management fees or transaction costs generally 
associated with investable products, which otherwise have the effect of reducing the results of an actual investment portfolio.
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Total Returns as of December 29, 2023

S&P 500
70/30 Stock/Bond 

Blend*
60/40 Stock/Bond 

Blend*

S&P 500 Managed Risk- 
Moderate Conservative 
Index (10% Vol. Target)

CBOE S&P 500 15% 
Buffer Protect Index - 

January Series

1 Year 26.4% 20.0% 17.9% 15.1% 18.6%

5 Year 15.7% 11.7% 10.3% 7.8% 8.4%

10 Year 12.0% 9.3% 8.3% 6.7% 6.4%

1YR Vol 13.1% 9.7% 8.8% 7.3% 7.5%

5YR Vol 21.4% 15.1% 13.1% 7.8% 11.5%

10YR Vol 17.8% 12.5% 10.7% 7.3% 9.1%

1YR Risk Adjusted 2.01 2.05 2.04 2.06 2.49

5YR Risk Adjusted 0.73 0.77 0.78 1.00 0.73

10YR Risk Adjusted 0.68 0.74 0.77 0.92 0.70

1YR Max Drawdown -9.9% -8.3% -7.7% -7.4% -5.6%

5YR Max Drawdown -0.34 -0.25 -0.22 -0.16 -0.20

10YR Max Drawdown -33.8% -24.7% -21.5% -16.0% -20.0%
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•  The yield curve remains inverted with short term yields 
higher than those with longer maturities. Rates leading out 
to the tail end of the curve have dropped considerably from 
last quarter, erasing many of the jumps seen in the third 
quarter.

•  10-year yields moved lower by 69 basis points since 
September 2023. 20-year yields fell by over 70 basis 
points in the same time frame. The iShares 20+ Year 
Treasury Bond ETF (ticker: TLT), which whipsawed for 
much of 2023, was able to post a 2.8% return on the 
year after hovering near its 2013 lows in October.

•  The Bloomberg US Aggregate finished 2023 up 5.5%

STRATEGY PERFORMANCE

Managed Risk Investments

•   Despite small flashes of volatility at the end of October 
and the middle of November, the volatility of the S&P 500 
remained relatively muted going into year end. Accordingly, 
the managed risk strategies were able to maintain strong 
equity allocations for much of the quarter.

•  In 2023, the S&P 500 Managed Risk – Moderate 
Conservative Index posted strong risk adjusted returns 
compared to non-managed blends of the S&P 500 and 
Bloomberg U.S. Aggregate Bond Indices along with lower 
drawdowns.  

Defined Outcome

•  In the defined outcome space, the January CBOE S&P 500 
15% Buffer protect index was able to capture over 70% of 
the S&P 500 returns in 2023.

•  With equities rallying, the buffer did not come into play 
and the index hit its one-year upside cap rate.

•  The risk-adjusted return of the Buffered index has 
outperformed that of the S&P 500 this year.

Unless otherwise noted, data is sourced from Bloomberg. The recipient should not construe any of the material contained herein as investment, hedging, trading, legal, regulatory, tax, accounting or other 
advice. The recipient should not act on any information in this document without consulting its investment, hedging, trading, legal, regulatory, tax, accounting and other advisors. Use of such information is 
voluntary and should not be relied upon unless an independent review of its accuracy and completeness has been performed. Materials may not be reproduced without the express consent of Milliman.

The results shown are historical, for informational purposes only, not reflective of any investment, and do not guarantee future results. Any reference to a market index is included for illustrative purposes only, as it 
is not possible to directly invest in an index. Indices are unmanaged, hypothetical vehicles that serve as market indicators and do not account for the deduction of management fees or transaction costs generally 
associated with investable products, which otherwise have the effect of reducing the results of an actual investment portfolio.
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OUTLOOK

The Fed and Inflation
•  Investors enter 2023 with continued focus 
on the Federal Reserve. By the end of the first 
quarter in 2023, the Fed is expected to have 
delivered close to 500 basis points of rate 
hikes since the start of the current tightening 
cycle.

•  While this has been a successful strategy in 
combating inflation so far, market consensus 
is that higher borrowing costs and a stronger 
U.S. dollar could drag the U.S. economy into a 
recession in the second half of 2023.

-  History is not on the side of a soft 
landing.10 of the last 13 hiking cycles have 
ended in a recession. The Fed also has 
never lowered inflation by 4% without 
trigging a recession.

•  Expanding on this expectation, the market 
is currently pricing in the Federal Reserve 
aggressively cutting interest rates toward the 
end of 2023, despite the Fed projecting a rate 
of 5.1% at the end of the year.

•  While rate cuts are typically supportive 
for equity and bond markets, a pivot could 
undermine the Fed’s mission to control 
inflation.

•  If the Federal Reserve is unable to stamp 
down inflation and yet pivots, there could 
be a scenario, like in the 1970’s, where 
inflation begins to advance again, and the 
Fed is again back at square one using policy 
tools to stabilize prices. Should inflation 
prove stubborn in decreasing towards a 2% 
target due to sticky services inflation and/
or exported inflation from China’s economic 
reopening, bond prices could suffer if the Fed 
must hike further and hold for longer than 
the market is currently pricing in.
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OUTLOOK

The Fed and Inflation

•  After consecutive rate pauses by the Federal Reserve and 
a continued downward trend in inflation data, investors 
remain focused on the Fed’s next move.

•  The Fed’s favored inflation gauge, the PCE deflator, which 
tracks the overall price for goods and services purchased 
by consumers, read 2.6% in November, signaling that 
more rate hikes are likely out of the equation at least 
in the near future. Core PCE, which excludes food and 
energy prices, continued to soften down to 3.16% in 
November.

•  With inflation retreating, Fed Funds futures traders are 
currently pricing in 6 rate cuts in 2024.

•  This is despite the Fed’s dot plot only pricing in 3 until 
the September.

•  While rate cuts are typically supportive for equity and bond 
markets, a pivot could undermine the Fed’s mission to 
control inflation.

•  If the Federal Reserve is unable to stamp down inflation 
and yet pivots, there could be a scenario, like in the 1970’s, 
where inflation begins to advance again, and the Fed is 
again back at square one using policy tools to stabilize 
prices.

•  The market continues to show optimism in the hopes of 
a soft-landing scenario. According to the Bloomberg U.S. 
Recession Probability Forecast, surveyed banks have 
lowered their estimates of the U.S. slipping into a recession 
within the next 12 months to 50% from 65% at the 
beginning of the year. 
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The results shown are historical, for informational purposes only, not reflective of any investment, and do not guarantee future results. 
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Milliman Financial Risk Management LLC is a global leader 
in financial risk management to the retirement savings 
industry. Milliman FRM provides investment advisory, 
hedging, and consulting services on approximately $155.9 
billion in global assets (as of September 30, 2023). 
Established in 1998, the practice includes more than 200 
professionals operating from four trading platforms around 
the world (Chicago, London, Amsterdam and Sydney). 
Milliman FRM is a subsidiary of Milliman, Inc.

Milliman is among the world’s largest providers of actuarial 
and related products and services. The firm has consulting 
practices in healthcare, property & casualty insurance, life 
insurance and financial services, and employee benefits. 
Founded in 1947, Milliman is an independent firm with 
offices in major cities around the globe.

For more information, visit milliman.com/FRM 

The information, products, or services described or referenced herein are intended to be for informational purposes only. 
This material is not intended to be a recommendation, offer, solicitation or advertisement to buy or sell any securities, 
securities related product or service, or investment strategy, nor is it intended to be to be relied upon as a forecast, research or 
investment advice.

The products or services described or referenced herein may not be suitable or appropriate for the recipient. Many of the 
products and services described or referenced herein involve significant risks, and the recipient should not make any decision 
or enter into any transaction unless the recipient has fully understood all such risks and has independently determined that 
such decisions or transactions are appropriate for the recipient. Investment involves risks. Any discussion of risks contained 
herein with respect to any product or service should not be considered to be a disclosure of all risks or a complete discussion 
of the risks involved. Investing in foreign securities is subject to greater risks including: currency fluctuation, economic 
conditions, and different governmental and accounting standards.

The recipient should not construe any of the material contained herein as investment, hedging, trading, legal, regulatory, 
tax, accounting or other advice. The recipient should not act on any information in this document without consulting its 
investment, hedging, trading, legal, regulatory, tax, accounting and other advisors. Information herein has been obtained 
from sources we believe to be reliable but neither Milliman Financial Risk Management LLC (“Milliman FRM”) nor its parents, 
subsidiaries or affiliates warrant its completeness or accuracy. No responsibility can be accepted for errors of facts obtained 
from third parties.

The materials in this document represent the opinion of the authors at the time of authorship; they may change, and are 
not representative of the views of Milliman FRM or its parents, subsidiaries, or affiliates. Milliman FRM does not certify the 
information, nor does it guarantee the accuracy and completeness of such information. Use of such information is voluntary 
and should not be relied upon unless an independent review of its accuracy and completeness has been performed. Materials 
may not be reproduced without the express consent of Milliman FRM. Milliman Financial Risk Management LLC is an SEC-
registered investment advisor and subsidiary of Milliman, Inc.
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Definitions:

Standard Deviation: measures volatility in the market or the average amount by which individual data points differ from the 
mean. Bloomberg US Aggregate Index: a broad-based flagship benchmark that measures the investment grade, US dollar-
denominated, fixed-rate taxable bond market. NASDAQ 100 Index: a modified capitalization-weighed index of the 100 largest 
and most active non-financial domestic and international issues listed on the NASDAQ. S&P 500: widely regarded as the 
best single gauge of large-cap U.S. equities and serves as the foundation for a wide range of investment products. The index 
includes 500 leading companies and captures approximately 80% coverage of available market capitalization. S&P Oil: S&P 
GSCI Crude Oil Total Return CME Index. The index is weighted based on world production and it uses spot prices to calculate 
price. S&P US REIT: defines and measures the investable universe of publicly traded real estate investment trusts domiciled 
in the United States. S&P 500 Value: measures the performance of the large-capitalization value segment in the U.S. equity 
market. The Index consists of those stocks in the S&P 500 Index exhibiting the strongest value characteristics based on: (i) 
book value to price ratio; (ii) earnings to price ratio; and (iii) sales to price ratio. S&P 500 Growth: measures the performance 
of the large-capitalization growth segment in the U.S. equity market. The Index consists of those stocks in the S&P 500 Index 
exhibiting the strongest growth characteristics based on: (i) momentum; (ii) earnings to price ratio; and (iii) sales to price 
ratio. S&P Global 1200: global equity index, captures approximately 70% of the world’s market capitalization. It is a composite 
of seven headline regional indices: S&P 500®, S&P Europe 350®, S&P TOPIX 150, S&P/TSX 60, S&P/ASX All Australian 50, S&P 
Asia 50, and S&P Latin America 40. CPI: a measure of the average change over time in the prices paid by urban consumers for 
a market basket of consumer goods and services. Correlation: describes the relationship that exists between two indices or 
securities and their respective price movements. Basis Points (bps): Standard measure of percentages in finance. One basis 
point is one hundredth of one percent. Drawdown: How much the price of an index or security is down from the peak before it 
recovers back to the peak. 

Unless otherwise noted, data is sourced from Bloomberg. The recipient should not construe any of the material contained herein as investment, hedging, trading, legal, regulatory, tax, accounting or other 
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associated with investable products, which otherwise have the effect of reducing the results of an actual investment portfolio.

Foreside Fund Services, LLC is not affiliated with Milliman Financial Risk Management. Foreside Fund Services, LLC, a FINRA/SIPC member, has been retained to facilitate FINRA review of the material in order to 
meet certain requirements of its business partners. 


