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Fluctuations in production, central banks 
raising interest rates to the point of hindering 
economic activity, increasing bond yields, and 
sustained challenges for risky assets are all 
factors to consider.

In the current economic environment, central 
banks are unlikely to take action to stimulate 
growth as they have in the past when growth 
slows. Instead, they are intentionally causing 
recessions by tightening monetary policy too 
much in an effort to control inflation. As a 
result, a recession is anticipated. We expect 
central banks to eventually reverse their rate 
hikes as the negative impact on the economy 
becomes apparent. While we expect inflation 
to decrease, it is likely to remain above the 
central bank’s target of 2%.

In our opinion, the most important factor is 
how much the market has already priced in 
the expected economic damage. This is why 
evaluating the impact is our top investment 
theme for 2023. For example, we believe that 
current stock valuations do not yet fully reflect 
the potential harm to come. We will become 
more favourable towards equities when we 

believe the market has adequately priced in the 
expected damage, which might happen in the 
second half of the year or when our outlook on 
market risk sentiment changes. 

However, despite these challenges, we believe 
that investing in innovation is a smart move. 
The global economy is constantly evolving and 
advances in technology and other areas are 
driving this change. By investing in companies 
and ideas that are at the forefront of innova-
tion, investors can position themselves to ben-
efit from these shifts. Additionally, investing 
in innovation can also provide a hedge against 
economic volatility, as companies with a strong 
focus on innovation are often better able to 
adapt to changing market conditions.

Another advantage of investing in innovation 
is the potential for strong returns. Disruptive 
technologies and business models can lead to 
rapid growth and outsize returns for inves-
tors. Additionally, the long-term outlook for 
innovative companies is often more positive as 
they are better positioned to stay ahead of the 
curve and continue to thrive in the future.

We have enjoyed a period of relative stability economic activity, inflation and geopolitics 
for several decades. This era has ended. The current environment is characterized by 
increased volatility in the markets and economy as well as on the stage of the global 
politics. A recession is already underway, and central banks are likely to tighten mone-
tary policy too much as they try to control inflation in a similar manner as they were too 
dismissive when inflation started upticking initially. We anticipate becoming more opti-
mistic about riskier assets at some point in 2023, as the economic upheaval is already in 
later innings, however that time has not yet arrived. Even when it does, we don’t expect 
the prolonged bull markets of the past. Therefore, it is necessary to adopt a new ap-
proach to investing.
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INTRO

Is The Damage Priced In?

A recession is already largely underway, under 
the surface  and central banks are trying to 
control rising prices (inflation). In the past, 
during a recession, central banks would try to 
support financial assets by using loose policies. 

However, this is not the case this time. The 
hiking cycle is fastest we have seen. Because 
of this, the strategy of “buying the dip” (buy-

ing assets when their prices are low) may 
not work, unless investors assume longer 
than usual investment horizon. In this situa-
tion where there are larger trade-offs and 
more changes in the economy. Instead, it is 
important to continuously consider how much 
the actions of central banks are affecting the 
economy and whether those effects are re-
flected in asset prices.

Changes in the Economy:

There are currently production limits that are causing 
changes in the economy. The COVID-19 pandemic caused a 
shift in consumer spending from services to goods, which led 
to shortages and delays in production. 

Additionally, there are worker shortages because of aging 
populations. This means that developed countries are not 
able to produce as much as they used to without increasing 
prices (inflation). Even though economic activity is lower than 
it was before the pandemic, inflation is still high.

2 Options for Policymakers:

Central banks have two options: either try to bring inflation 
down to their target of 2% by reducing the demand for goods 
and services to a level that the economy can handle (repre-
sented by the dotted green line in the chart), or accept high-
er levels of inflation. Currently, central banks are trying to 
achieve the first option. As a result, a recession is expected 
to occur. There are already signs that the economy is slowing 
down. However, as the negative effects of this approach be-
come more apparent, we believe that central banks will stop 
raising interest rates even if inflation does not fully reach 
their target of 2%

3 Trends That Shape Economy:

There are three long-term trends that are likely to keep 
production capacity limited and create a new normal in the 
economy. These trends include: 1) aging populations leading 
to worker shortages in many major countries; 2) ongoing 
geopolitical tensions causing changes in globalization and 
supply chains; 3) the move to using no carbon emissions 
causing problems with energy supply and demand.
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SCENARIOS

The Ripples of Pandemic

The pandemic has created unusual circum-
stances that have led to an increase in inflation 
even though economic activity is below its 
pre-pandemic trend. This has made the Gross 
Domestic Product (GDP), a measure of the total 
value of goods and services produced in an 

economy, appear higher than it would be with-
out the influence of inflation. It is important to 
consider both the level of economic activity and 
the level of inflation when assessing the overall 
health of an economy.

Four potential scenarios: 

The matrix shows the plan for adjusting views and becoming 
more optimistic as the market develops in the new economic 
environment.

We are currently most likely between the red and yellow 
quadrant. As soon as MSM and administration recognizes the 
recession, that is as close to last inning as we might get.

- low level of risk-taking

- negative effects of eco-
nomic events have not yet 

been reflected in asset 
prices.

- still a low level of 
risk-taking

- negative effects of 
economic events have 

already been taken into 
account in asset prices.

- high level of risk-taking

- negative effects of eco-
nomic events have not yet 

been reflected in asset 
prices.

- high level of risk-taking
 

- negative effects of 
economic events have 

already been taken into 
account in asset prices.

Risk off, damage 
not priced: 

Risk on, damage 
not priced

Risk off, damage 
priced

Risk on, damage 
priced
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Dollar Dominance Doubts

The dollar has been the most important 
currency in the world for 102 years, which is 
longer than the average lifespan of its five pre-
decessors dating back to the 15th century. 

It is expected that the dollar will eventually 
decline, but many people believe that the dollar 
will continue to be the dominant currency be-
cause it does not have any strong competitors.

The value of the dollar has not consistently 
increased over time, but rather has fluctuated 
in long cycles. The dollar has experienced two 
significant increases in value, in the late 1970s 
and another in the mid 1990s, both lasting 
around seven years. As of October, the most 
recent increase in the value of the dollar had 
lasted for 11 years. Currently, the dollar is at 
its highest value ever.

Dollar Dilemma: 

The dollar is currently overvalued by about 25%. History 
has shown that this level of overvaluation often precedes a 
decline in the value of the dollar.

In fact, the dollar began to fall in October, and this decline oc-
curred at almost exactly the same point as previous declines, 
which is about 20% above the dollar’s long-term trend. 

This year, the US economy is expected to grow at a slower 
rate and interest rates in the US are expected to rise less 
compared to other major countries. Even though Jerome 
Powell is generally regarded as always being one step 
behind, other countries were even slower to react and are 
behind the US in terms of tightening economic policies.

These factors could contribute to a further decline in the 
value of the dollar and a decrease in purchasing power for 
Americans on the global market.

CURRENCIES
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EVENTS

Birds of Paradise

In the late 2000s, author Nassim Nicholas Taleb 
introduced the concept of the “black swan” - 
an unexpected event that can have significant 
consequences, both positive and negative. 
This idea gained popularity during the global 
financial crisis of 2008 and has since become 
associated with negative shocks. 

However, it’s worth noting that not all unex-
pected events are negative. In fact, some un-
foreseen events can have positive consequenc-
es. Let’s refer to those as “birds of paradise.”

In recent years, geopolitical and economic 
challenges have persisted, and some believe 
that the world is in need of positive shocks that 
could provide relief. 

For example, a surprise peace in Ukraine 
could lead to lower energy and food costs, 
improved relations between the US and China 
could boost global trade, and a new technology 
could increase productivity and help to control 
inflation. While these outcomes may seem un-
likely, the element of surprise is inherent in the 
concept of the “birds of paradise”.

It’s important to remember that even nega-
tive events can have positive consequences in 
the long run. For example, the global financial 

crisis of 2008 led to significant changes in 
financial regulations, which helped to prevent 
future crises.

Similarly, the COVID-19 pandemic has led to 
rapid advancements in the field of medicine and 
technology, as well as changes in how we live 
and work. This includes the rapid development 
and distribution of vaccines, as well as the 
adoption of remote work and online learning.

In this way, both “black swans” and “birds of 
paradise” can have far-reaching effects on 
society and the economy and are, in essence, 
two sides of one reality. It’s important to be 
prepared for both positive and negative events, 
as they both lead to unexpected outcomes.

As investors, it’s important to consider the po-
tential impacts of “black swans” and “birds of 
paradise” when making investment decisions.
It may be tempting to try to predict and pre-
pare for these types of unexpected events, the 
reality is that they are inherently unpredictable  
and can have significant consequences. 

Investing in companies that have strong finan-
cials, a solid track record of growth, and the 
ability to adapt to changing market conditions 
remains superior tactic.

What Could Go “Right”?

- Adoption of reasonable government policies and honest 
admittance of the economic reality.

- Unexpected breakthrough in technology that boosts pro-
ductivity and drives economic growth.

- Sudden resolution of long-standing conflict in Ukraine, lead-
ing to increased stability and economic growth.

- De-escalation of US - China tension.

- Faster than expected drop in inflation rates. 
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TECH

AI: Hype Tech That Delivers

Artificial intelligence (AI) is a rapidly advancing 
field that is expected to be one of the most 
hyped technologies in 2023. Many people are 
excited about the potential of AI to revolution-
ize various industries and improve daily live. 

Unlike the previous hyped industry of Web3, 
which mostly lacked the real, practical use 
cases, AI will mostly live up to its promises. 
There are already numerous examples of AI 
programs that have demonstrated impressive 
capabilities in the areas of image and text gen-
eration (Midjourney, Stable Diffusion, ChatGPT).

One of the key benefits of AI is its ability to pro-
cess and analyze data quickly and accurately 
which makes it a valuable tool for tasks such 
as, identifying patterns in financial data, and 
improving the efficiency of manufacturing pro-
cesses. AI can be used to automate repetitive 
tasks, freeing up human focus to more creative 
and strategic work. Natural language process-
ing involves teaching computers to understand 
and generate human language which has wide 
range of applications, including customer ser-
vice, translation, and personalized  assistants.

Despite many benefits of AI, there are also 
concerns about its potential impact on employ-
ment. Some experts worry that AI could lead to 
job displacement, as machines are able to per-
form many tasks more efficiently than humans. 
However, others argue that AI could actually 
create new job opportunities, as businesses 
and organizations look for people with the skills 
to design, develop, and manage AI. In simple 
words, AI is not going to displace you, person 
understanding how to use AI might.

Overall, AI is on track to be a major technolog-
ical force this decade. While it is important to 
carefully consider the potential consequences 
of powerful technology, it is thrilling to think 
about all the ways it will improve our world.

Is Golden Age upon Us? 

The integration of AI technology in various industries could 
lead to cost reductions by automating certain tasks, but it 
could also potentially result in job loss for some workers. 

The money that was previously spent on labor costs may 
be reallocated within the economy. As AI tools continues to 
advance, we may have the opportunity to reevaluate our soci-
etal values and consider the type of world we want to create. 
In the short term, we may be able to leverage the capabilities 
of AI to achieve certain goals, but it is important to consider 
the long-term impacts and plan accordingly.

Some believe that the development and implementation of AI 
technology could bring about a new golden age for humanity, 
characterized by significant scientific advancements. 

One possibility is that we may eventually be able to achieve 
nuclear fusion, which has the potential to provide a virtually 
limitless source of clean, renewable energy. The reconstruc-
tion of energy infrastructure, which is a fundamental founda-
tion of society, could have transformative effects.

At the heart of this transformation is the concept of knowl-
edge-based economies, in which the production and distribu-
tion of goods and services are driven by the acquisition and 
dissemination of knowledge. This shift has been facilitated 
by the availability of cheap, reliable energy sources, which 
have enabled us to power the computing and communication 
systems that drive the global economy.

With the continued development of AI and other technologies, 
we are on the cusp of an age of abundance in which the limits 
on human potential will be largely determined by our ability to 
access and process information.
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GLOBAL

US: Not Playing Around

It’s no secret that media outlets and talk show 
hosts like Tucker Carlson often present a bleak 
view of the state of the United States. How-
ever, this perspective is misguided and even 
borders on delusion. 

In reality, the U.S. is in a strong position com-
pared to other countries around the world. For 
example, over the past two years, our stock 
market has outperformed China’s by a sig-
nificant margin, with a 30% difference. Addi-
tionally, while our inflation rate may be high, it 
pales in comparison to countries like Germany, 
the U.K., and Italy, which have all seen inflation 
rates of 10% or higher.

Furthermore, the U.S. has achieved a level of 
energy and food independence that is enviable, 
and we have consistently proven our techno-
logical superiority. 

This is evident in our recent successful rec-
reation of the sun, a feat that has garnered 
worldwide attention. It’s also worth noting that 
when it comes to vaccines, nobody is lining up 
for those developed by China or Russia – it’s 
the U.S. that is leading the way in this regard.

Additionally, the U.S. has pledged $47 billion in 
military aid to Ukraine, a significantly larger 

amount than any other country has contribut-
ed. 

This demonstrates commitment to being an ally 
that can be relied on, and for only 6% of our 
defense budget, this aid will be a valuable trade 
in 2023 as it helps us to repel an enemy and 
signal to the rest of the world that the United 
States is a formidable force to be reckoned 
with. 

The United States has used the conflict in 
Ukraine as a training ground for logistics in the 
event of other conflicts on the global stage. It 
has allowed the U.S. military to test and refine 
its logistics and supply chain management 
strategies in a real-world setting and test new 
systems, software and intelligence. Addition-
ally, by providing military aid to Ukraine, the 
U.S. has been able to dispose of old weapon 
systems and provide the Ukrainian military with 
effective equipment. 

This helps to ensure that the U.S. military is 
well-prepared for any future conflicts, while 
also supporting its allies in Europe.
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JOBS

Survivor: White Collar Edition

The business landscape of 2023 will be defined 
by recession, as the effects of inflation in 2022 
continue to be felt. While it may be dishearten-
ing to see people become less wealthy, there 
are worse things to worry about. 

In the tech industry, we have already seen a 
spate of layoffs, with over 90,000 tech sector 
workers in the U.S. and over 150,000 globally 
losing their jobs so far in 2022 – a higher num-
ber than in the previous two years combined. 

Companies such as Goldman Sachs, Airtable, 
Adobe, Plaid, Morgan Stanley, Buzzfeed, Pepsi, 
Gannett, CNN, DoorDash, AMC Networks, Car-
vana, Nuro, Roku, Cisco, Amazon, and Asana 
have all announced layoffs in the past month. 
While these job losses may seem small com-
pared to the 5 million total jobs created in the 
U.S. in 2022, it is likely that the numbers will 
continue to rise in 2023.

The tech industry has seen explosive growth 
over the past 14 years, with many companies 
rapidly expanding headcount. However, with in-
terest rates rising at a rapid pace, tech valua-
tions returning to more realistic levels, and the 
success of companies like Tesla showing that a 
business can thrive with fewer employees, we 
are likely to see more layoffs soon. 

In the face of these challenges, the most im-
portant business strategy for 2023 will be the 
ability to be tough without being unkind along-
side the adoption of artificial intelligence and 
creating resiliency. 

As the average U.S. tech worker is 35 years 
old and has only known the longest expansion in 
American history, the coming recession will be 
a new and difficult experience for many. While 
the resulting layoffs will make for dramatic 
headlines, it is important to remember that the 
upsides of capitalism, such as increased effi-
ciency and innovation, will also be substantial.

Big Tech Employee Growth (2017-2022)

Record Profits for Big Tech?: 

Layoffs can be detrimental to company morale and devastat-
ing for those who are let go, but they can also be beneficial 
for the overall business. The average tech worker costs their 
employer at least $150k in salary and benefits, and reducing 
headcount can lead to substantially higher profits per share. 

For example, companies like Google and Meta, which have 
operating margins of 30%, could either lay off 25,000 people 
each or increase their top-line revenue by $12.5 billion to 
achieve the same level of operating income. Many firms will 
choose the former option. 

Activist shareholders and management teams, whose life-
styles are tied to the share price, are aware of this and will 
push for layoffs to boost profits.

Despite the challenges facing tech giants such as Alphabet, 
Amazon, and Meta, including competition from TikTok and 
Apple’s privacy measures, as well as a slowing economy, it 
is likely that their most profitable quarters will come as a 
result of “efficiencies” achieved through layoffs. As a found-
er or entrepreneur, the key skills needed for success include 
communication, attracting talent, and firing those who are 
not a good fit. 

Starting a business can be a tough and callous endeavor, but 
it can also be incredibly rewarding. It’s important to re-
member that, while layoffs can be difficult, being a recently 
laid-off tech professional in the U.S. is still a highly desirable 
position – it means you are educated, skilled, and living in a 
democracy. Additionally, a recession can be the best time to 
start a company, as it can be easier to acquire talented em-
ployees and equipment at a lower cost, and consumers may 
be more open to trying new products or services.
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Consumer Is Not Tapping Out

One of the most confusing elements of the 
economy and the attempt to break it comes 
from excess stimulus pumped into economy in 
2020-2021. 

Despite the savings rate being at multi-decade 
low, demand is still fairly strong as confirmed 
by solid spending during the holiday period. The 
consumer does not want to give up the lifestyle 
they are used to. 

One of the reasons why that is still possible 
besides rising consumer debts is the extreme 
stimulus which is still in the system and it will 
take some time for these reserves to deplete.
Until then the FED is fighting uphill battle 
against inflation. 

The rate hikes that would normally crush econ-
omy are still only bending it closer to a break-
ing point.

Breaking Point: Market vs. Economy 

The stock market is forward looking, meaning that it tends to 
anticipate future economic conditions rather than reacting 
to current events. This means that even if the economy is 
worsening, the stock market may rebound in anticipation of 
future improvements.

Historically, the stock market has often rebounded 6-9 
months before the lowest point of the economy. This is 
because investors and market participants look beyond the 
current economic conditions and focus on factors such as 
corporate earnings, interest rates, and expectations for 
future economic growth. 

When these factors are favorable, it can lead to an increase 
in stock prices even if the current economic conditions are 
challenging.

There are several reasons why the stock market may re-
bound before the economy reaches its lowest point. 

First, the market may be influenced by positive news or 
events that suggest a turnaround is coming. For example, 
the announcement of stimulus package could boost investor 
confidence and lead to an increase in stock prices. 

Second, the market may be influenced by the actions of 
central banks and governments, which can help to stabilize 
financial markets and boost investor confidence. 

Finally, the market may simply be reacting to the fact that 
economic downturns are usually temporary and that condi-
tions will eventually improve.

DEMAND



2023 Outlook | Darntons 11 | 13

Tech Supremacy

The largest businesses in the world are global 
industry leaders, with their success reflected 
in shareholder value on the American stock 
market. 

Many of these businesses have already 
reached a saturation point in the US market 
and are still in the early stages of worldwide 
growth. For example, Google’s advertis-
ing business, which is its primary source of 
income, generates significantly less revenue 
from non-US countries due to the wealth and 
development of the ad industry in the US com-
pared to other nations such as Asia or Africa.

However, as these nations continue to develop 
and expand, it is likely that US corporations like 
Google, Microsoft, and Apple will see increased 
earnings from overseas, strengthening US 
hegemony. This is already happening as the 
commercial growth of these companies outside 
of the US is growing at a faster rate than 
inside the US. 

Additionally, the concentration of talent and 
investment in the tech industry in the US, par-
ticularly in Silicon Valley, leads to a brain drain 
from other nations and a self-fulfilling cycle for 
US start-ups and expanding enterprises. Many 
of the brightest young individuals from nations 

such as India, China, Malaysia, or Brazil aspire 
to work for a Silicon Valley corporation in Cali-
fornia. While there are successful tech hubs in 
other nations, it is believed that this shift has 
not yet reached its peak. 

The vast majority of investment for start-ups 
and expanding enterprises is also headquar-
tered in the US, which further reinforces this 
cycle. It is no longer necessary to be based in 
a particular nation, such as India, to sell top 
software or technology. Instead, a Palo Alto 
address is often seen as essential for success. 
While it is possible that this could change in 
the future, for now, the US remains a dominant 
force in the tech industry.

Overall, as the globe becomes increasingly 
interconnected and other nations continue to 
expand, it is likely that US corporations will see 
increased earnings from overseas, strength-
ening the country’s hegemony. 

At the same time, the concentration of talent 
and investment in the US tech industry will 
continue to attract the brightest individuals 
from around the world, leading to a brain drain 
from other regions.

POWER

The Next 10 years:

The US technology industry is likely to maintain its dominance 
in the global market in the coming years. 

Commerce will continue to operate on a global scale, with 
global leaders able to outcompete local providers. The US is 
currently home to the majority of the world’s top finance and 
technology companies, as well as many of the most skilled 
and talented individuals in these fields. Many of the brightest 
and most ambitious young individuals from nations such as 
India, China, Malaysia, or Brazil aspire to work for an Amer-
ican corporation. While there are successful tech hubs in 
other nations, the top percentile is US based.

This makes it an attractive market for investment, with the 
potential for significant growth over the next 10 to 20 years. 
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Back to the Roots of Crypto

Cryptocurrency sector is a relatively new “in-
dustry”, one fuelled by zero percentage inter-
est rates, mass levels of stimulus, in conjunc-
tion with minimal fee rate trading applications. 
Furthermore, this industry has yet to live up to 
hopes, instead revealing a more negative and 
darker side, one perhaps analogous to that of a 
“Wild West” trading group. 

Whilst the name of cryptocurrency has been 
tainted, peeling back the layers, it is clear to 
see that the philosophical notion of Bitcoin and 
cryptocurrency in general is one of optimism, 
and truth. However, as reiterated many times, 
there is a divorce between the philosophical 
idea of Bitcoin and technological implementa-
tion of this philosophy. 

In 2008, Satoshi aimed to solve a long debated 
computer science debate, known as the double 
spend problem. The double spend problem is a 
complex philosophy, in which prior to invention 
of Bitcoin, had not been solved. The problem 
solely asks – as to how does one ensure that 
a single digital token can not be spent more 
than once? Whilst this may sound trivial at 
first, in reality this is a complex issue in which 
highlights the potential flaws in a digital cash 
protocol.

Furthermore, how can one solve the double 
spend problem, and do so within a decentral-
ised manner? How can society do this, whilst 
also ensuring that the ledger is accurate?

Satoshi notes within the Whitepaper that soci-
ety wants to make commerce on the internet 
a reality. Currently, the typical person on the 
internet does not have the ability to spend a 
dollar online. The notion of microtransactions 
is not possible. This is specifically true if one 
is based within a poor nation, in which micro-
transactions would have major utility. Bitcoin 
solves this – the idea of small, and casual 
transactions.

It seems evident that this philosophy of Bitcoin 
– as written by Satoshi – is optimistic, and in 
fact is a radical technological breakthrough. 
However what is present over the past years 
is the fact that this technological breakthrough 
has mostly been ignored, in an attempt to get-
rich-quick, via arbitrary coins or images with 
no underlying utility. 

Similarly analogous to the early DOTCOM 
inception, usually radical technological break-
throughs have been achieved solely prior to a 
mass level of speculation and gambling. 

CRYPTO

The Original:

Whilst bubbles have their disadvantage – often disruptive 
technologies appear from these bubbles. The question is, 
can investors have nuance and thus determinism, in order to 
truly understand how to use blockchain for societal good? 

Interestingly, the Original Bitcoin Protocol (BSV) – has 
achieved more acknowledgement recently. Its community 
states that BTC is divorced from the Whitepaper, and BTC is 
only a ticker symbol associated with a system that is emulat-
ing components of Bitcoin while passing itself off as Bitcoin. 

Outside of the gambling and speculation, the BSV community 
argues that BSV is the “real” Bitcoin, a radical technological 
breakthrough which shall achieve micro transactability with 
declining costs. This far, it could be argued that perhaps – 
all along- BSV was the Original Bitcoin protocol, and a truly 
disruptive technology.
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