MONDAY MOSAIC
Week of January 9th, 2023

49.6
ISM Services PMI

3.5%
Unemployment Rate

9.6%

CPI EU Harmonized, Not
Seasonally Adjusted,
Year-over-Year

Missing expectations of 55.0,
service activity in December
contracted for the first time
since mid-2020. New Orders
plummeted as well, falling
from 56.0 in November to
45.2.

The labor market remains
resilient as the unemployment
rate fell in December, which is
attributable to 679k part-time
jobs added during the month.
A positive for the market was
softening wage data.

THIS WEEK
•

All eyes will be on the latest inflation data,
with the Consumer Price Index (CPI) set
for release on Thursday morning.
Expectations for year-over-year price
increases is 6.5%. A print above this level
would likely be perceived negatively, as
the Federal Reserve would need to
continue to tighten monetary policy.

•

On Friday, the University of Michigan’s
consumer survey results will be released.
The Consumer Sentiment reading is
expected to continue its trend higher and
come in at 60.6, slightly ahead of the
previous reading of 59.7.

•

The Chinese economy has been relatively
immune from the blistering inflation that
has been felt by much of the world over
the last couple of years. For example,
Wednesday looks at CPI with expectations
below 2%. However, this privilege may be
in jeopardy as Beijing's economic growth
is now a top priority after it abandoned
its zero-Covid policy.

European equity markets
responded positively to a
sharp drop in inflation, down
from 11.3%. A combination of
warmer weather, energy
subsidies, and lower energy
prices are alleviating price
pressures.

INDEX RETURNS
As of 1/6/2023 (%)

1-Week

QTD

YTD

1-Year

3-Year

S&P 500 TR

1.47

1.47

1.47

-15.68

8.01

Russell Mid Cap TR

2.18

2.18

2.18

-13.66

6.62

Russell 2000 TR

1.81

1.81

1.81

-17.57

3.82

MSCI EAFE NR

2.68

2.68

2.68

-11.68

1.85

MSCI EM NR

3.39

3.39

3.39

-16.38

-1.55

Bloomberg US Agg Bond TR

1.85

1.85

1.85

-10.27

-2.25

Bloomberg Intermediate Corporate Bond TR
Bloomberg High Yield Corporate TR
Bloomberg Commodities TR

1.10
2.23
-4.08

1.10
2.23
-4.08

1.10
2.23
-4.08

-7.60
-8.56
9.57

-0.93
0.70
10.74

1/6/2023

1 Mo

3 Mo

6 Mo

1-Year

103.88

105.10

112.80

107.01

96.32

10 Year Treasury Yield

3.56

3.41

3.88

3.10

1.73

West Texas Crude (WTI) $/bbl

73.67

71.93

93.07

106.78

79.47
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CURRENT POSITIONING

Complacency in equity and credit markets against a backdrop of deteriorating economic fundamentals is driving our
conservative portfolio posture today.
Min

Neutral

Max

The numerous economic headwinds, both domestically and internationally, combined with a lack of a positive
catalyst, lead us to a conservative posture.
Relative advantages are too strong to ignore. As a result, we are overweight US equities relative to
International equities.
The strength in the US dollar and relentless cost pressures will likely weigh on the earnings of large multinationals more than mid and small cap companies.

EQUITIES
United States
Large

Higher proportion of domestic sales should help buffer against a strong US dollar.

Mid

Valuations continue to remain attractive against large cap. Within small caps, we are focused on quality
companies with strong free-cash-flows.
We are neutral the style, focused on balance sheet strength and free-cash-flows against the cheapest relative
value companies, leading us away from deep value sectors and industries.
Driven by an underweight to consumer discretionary and communication services, however, we are overweight
technology.
Inflation, hawkish central banks, and geopolitical uncertainty remain headwinds, however, the end of ZeroCovid policy in China and the recent weakening of the US dollar are incremental positives.

Small
Value
Growth
International

Valuations remain attractive; however, headwinds to economic growth continue to linger.

Developed Markets

China’s abandonment of its Zero-Covid policy is a material development for the country and broader emerging
markets. While the reopening will likely be volatile, it’s an incremental positive we’re monitoring closely.

Emerging Markets
Min

Neutral

Max

We believe opportunities within fixed income markets are attractive.

FIXED INCOME

Neutral to overweight duration to protect against the mounting pressures building against economic growth
while hedging equity risk levels.
Overweight Treasuries, specifically intermediate and long-term, against a backdrop of challenged economic
growth.
High quality bias, no direct exposure to high yield. Credit spreads are wider relative to the recent past;
however, on a longer-term basis are only roughly in line with historical averages.

Duration
Treasury
Corporate

Attractive relative yield combined with strong credit quality makes the asset class attractive.

MBS/Securitized
Min

Neutral

Max

Conservative positioning across most asset classes has led to elevated positioning in cash which we anticipate
using as opportunities arise.

CASH
Min

Neutral

Max

ALTERNATIVES
Commodities

Using to hedge against inflation, the potential for the US dollar to weaken, as well as equity risk, supported by
decades of underinvestment and global supply chain disruptions, continue to make them relatively attractive.

MOSAIC BY MADISON INVESTMENTS
Mosaic by Madison Investments represents Madison’s global multi-asset product suite spanning the risk
spectrum with a series of distinct portfolios across ETF/Mutual Fund and ETF mandates. Madison’s
Multi-Asset Solutions team has deep experience monitoring worldwide macroeconomic trends and their
associated investment implications. Risk management and a commitment to consistency are key
components of our philosophy and process. We believe that efficient asset allocation and downside
volatility mitigation should lead to increased long-term client investment success.

MULTI-ASSET SOLUTIONS TEAM

Patrick Ryan, CFA®

Head of Multi-Asset Solutions
Portfolio Manager

888.971.7135

David Hottmann, CFA®, CPA®
Portfolio Manager/Analyst

Stuart Dybdahl, CFA®, CAIA®
Portfolio Manager/Analyst
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DISCLOSURES
“Madison” and/or “Madison Investments” is the unifying tradename of
Madison Investment Holdings, Inc., Madison Asset Management, LLC
(“MAM”), and Madison Investment Advisors, LLC (“MIA”). MAM and MIA
are registered as investment advisers with the U.S. Securities and
Exchange Commission. Madison Funds are distributed by MFD
Distributor, LLC. MFD Distributor, LLC is registered with the U.S.
Securities and Exchange Commission as a broker-dealer and is a
member firm of the Financial Industry Regulatory Authority. The home
office for each firm listed above is 550 Science Drive, Madison, WI
53711. Madison’s toll-free number is 800- 767-0300.
Any performance data shown represents past performance. Past
performance is no guarantee of future results.
Non-deposit investment products are not federally insured, involve
investment risk, may lose value and are not obligations of, or
guaranteed by, any financial institution. Investment returns and
principal value will fluctuate.
This report is for informational purposes only and is not intended as an
offer or solicitation with respect to the purchase or sale of any security.
While Madison constructs portfolios for various risk tolerances, its
Multi-Asset Solutions Team does not determine individual client’s risk
tolerance or investment objectives.
Indices are unmanaged. An investor cannot invest directly in an index.
They are shown for illustrative purposes only, and do not represent the
performance of any specific investment. Index returns do not include
any expenses, fees or sales charges, which would lower performance.
The S&P 500® Index is an unmanaged index of large companies and is
widely regarded as a standard for measuring large-cap and mid-cap
U.S. stock-market performance. Results assume the reinvestment of all
capital gain and dividend distributions. An investment cannot be made
directly into an index.
The Russell Midcap® Index measures the performance of the 800
smallest companies in the Russell 1000® Index, which represent
approximately 35% of the total market capitalization of the Russell
1000® Index. As of the latest reconstitution, the average market
capitalization was approximately $3.7 billion; the median market
capitalization was approximately $2.9 billion. The largest company in
the index had an approximate market capitalization of $10.3 billion.
The Russell 2000® Index measures the performance of the 2,000
smallest companies in the Russell 3000® Index, which represents
approximately 11% of the total market capitalization of the Russell
3000® Index.
Russell Investment Group is the source and owner of the trademarks,
service marks and copyrights related to the Russell Indexes. Russell® is
a trademark of Russell Investment Group.
The MSCI EAFE (Europe, Australasia & Far East) Index is a free-float
adjusted market capitalization index that is designed to measure
developed market equity performance, excluding the U.S. and Canada.
The MSCI Emerging Markets Index captures large and mid cap
representation across 24 Emerging Markets (EM) countries. With 1,138
constituents, the index covers approximately 85% of the free floatadjusted market capitalization in each
The Bloomberg U.S. Aggregate Bond Index is a broad-based flagship
benchmark that measures the investment grade, U.S. dollardenominated, fixed-rate taxable bond market. The index includes
Treasuries, government-related and corporate securities, mortgage
backed securities, asset-backed securities and corporate securities, with
maturities greater than one year.
The Bloomberg Commodity Total Return index (BCOM) is composed of
futures contracts and reflects the returns on a fully collateralized
investment in the BCOM. This combines the returns of the BCOM with
the returns on cash collateral invested in 13 week (3 Month) U.S.
Treasury Bills.

888.971.7135

The Bloomberg US Corporate High Yield Bond Index measures the
USD-denominated, high yield, fixed-rate corporate bond market.
Securities are classified as high yield if the middle rating of Moody's,
Fitch and S&P is Ba1/BB+/BB+ or below. Bonds from issuers with an
emerging markets country of risk, based on Barclays EM country
definition, are excluded.
The Bloomberg US Intermediate Corporate Bond Index measures
performance of United States dollar-denominated investment grade,
fixed-rate, taxable corporate bond securities with maturities greater
than or equal to one year, but less than ten years, that are issued by
U.S and non-U.S. industrial, utility and financial issuers.
Although the information in this report has been obtained from
sources that the firm believes to be reliable, we do not guarantee its
accuracy, and any such information may be incomplete or condensed.
All opinions included in this report constitute the firm’s judgment as of
the date of this report and are subject to change without notice.
All investing involves risks including the possible loss of principal. There
can be no assurance the asset allocation portfolios will achieve their
investment objectives. The portfolios may invest in equities which are
subject to market volatility. In addition to the general risk of investing,
the portfolio is subject to additional risks including investing in bond
and debt securities, which includes credit risk, prepayment risk and
interest rate risk. When interest rates rise, bond prices generally fall.
Securities rated below investment grade are more sensitive to
economic, political and adverse development changes.
Equity risk is the risk that securities held by the fund will fluctuate in
value due to general market or economic conditions, perceptions
regarding the industries in which the issuers of securities held by the
fund participate, and the particular circumstances and performance of
particular companies whose securities the fund holds. In addition, while
broad market measures of common stocks have historically generated
higher average returns than fixed income securities, common stocks
have also experienced significantly more volatility in those returns.
Commodity values can be very volatile. They can be impacted by world
or local events, government regulations and economic conditions.
Investments in commodities can lose value.
Each portfolio is subject to the risks and expenses of the underlying
funds in direct proportion to the allocation of assets among the
underlying funds.
Upon request, Madison may furnish to the client or institution a list of
all security recommendations made within the past year.
The IMI Services PMI® is a composite index based on the diffusion
indexes for four of the indicators with equal weights: Business Activity
(seasonally adjusted), New Orders (seasonally adjusted), Employment
(seasonally adjusted) and Supplier Deliveries. An index reading above
50 percent indicates that the services economy is generally expanding;
below 50 percent indicates that it is generally declining. Supplier
Deliveries is an exception. A Supplier Deliveries Index above 50 percent
indicates slower deliveries and below 50 percent indicates faster
deliveries.
Consumer Price Index (CPI) measures changes in the price level of a
weighted average market basket of consumer goods and services
purchased by households.
The harmonized index of consumer prices, abbreviated as HICP, is the
consumer price index as it is calculated in the European Union (EU),
according to a harmonized approach and a single set of definitions. It is
mainly used to measure inflation.
The Michigan Consumer Sentiment Index (MCSI) is a monthly survey of
consumer confidence levels in the United States conducted by the
University of Michigan.
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