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Key Takeaways 

• Markets performed well in Q1 2023 despite economic threats. The S&P 500 and the Nasdaq finished the quarter +7.5% and +17.1% 

respectively. Yields dropped significantly after Silicon Valley Bank went under, which propelled fixed income markets higher. 

• Growth stocks have had an impressive run so far in 2023. Technology and Telecom sectors were both up over +20.0% for the quarter, 

closely followed by Consumer Discretionary which ended up +16.1%. Meanwhile, Financials, Energy, Healthcare, and Utilities sectors 

are all down so far this year.  

• Developed Non-U.S. equities had a stellar quarter, up +8.6% as the U.S. dollar continued to weaken. EM equities finished the quarter 

up +4.0% despite a tough month of February. Broad European equities were up over +10.5%, Japanese equities were up +6.2%, and 

Chinese equities were up +4.7% during Q1.   

• CPI is down to 6.0% YoY from 6.5% at the end of 2022 and inflation as measured by PCE is down to 5.0% YoY from 5.3%. The Fed’s 

projection for PCE by the end of 2023 is 3.3% which is still above their 2.0% long-term target and is higher than their 3.1% projection 

from last December. The Fed raised the Fed Funds rate by 0.5% during Q1 in the form of two 0.25% hikes to an upper bound of 5.0%. 

Their current projection for the Fed Funds rate at the end of 2023 is still 5.1%. 

• The labor market remains surprisingly resilient as 236k jobs were added in March and over 1m were added in Q1. The excess number 

of job openings to those unemployed is shrinking as is the rate at which employees are quitting their jobs. Job openings peaked in 

March 2022 at 11.9m and as of February are down to 9.9m.      

 

 Index Performance (as of 3/31/2023) 
 

      Q1 2023 One-Year Three-Year   

Equity           

U.S. Large Cap  7.5% -7.7% 18.6%   

U.S. Small Cap  2.7% -11.6% 17.5%   

Developed Non-U.S.  8.6% -0.9% 13.5%   

Emerging Market  4.0% -10.3% 8.2%   

Real Assets           

Real Estate  0.3% -20.5% 6.4%   

Commodities  -5.4% -12.5% 20.8%   

Natural Resource Equities -2.8% 0.7% 38.1% 
 

Fixed Income           

Core Plus       

U.S. High Yield Debt  3.6% -3.3% 5.9%   

Emerging Market Debt  5.7% -0.3% 1.7%   

Core Bonds      

U.S. Aggregate Bonds  3.0% -4.8% -2.8%   

U.S. Treasuries  3.0% -4.5% -4.2%   

U.S. Municipal Bonds  2.0% 1.9% 0.8%   

      Current Prior Month One-Year Ago   

Month-End Values/Yield           

CBOE Volatility Index  18.7 20.7 20.6   

10-Year Treasury Yield   3.5% 3.9% 2.3%   
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Quarterly Commentary 
 

• Now a year into the current rate hiking cycle, we are starting to see some cracks forming. Two banks failed in Q1 2023, Silicon Valley Bank 

and Signature Bank, and were the first bank failures since 2020. While there were a lot of factors that led to the demise of these banks 

and as of now it does not appear to be a systemic issue with the banking system, this is not an issue we should take lightly and is a 

situation we will monitor closely. One factor we monitor every month is lending conditions. Lending standards have tightened considerably 

over the past year and are likely to get even more strict. This puts pressure on businesses and individuals who need access to capital and 

could lead to defaults and bankruptcies.   

• Whether the U.S. economy enters a recession may come down to timing. As long as there is restrictive monetary and fiscal policy, the path 

forward is inevitable. To avoid recession, inflation needs to adequately cool and prices need to stabilize, all while keeping unemployment 

in check. So far so good, but the longer we stay on this path, the higher the probability of recession.  

• The U.S. economy added over 1m jobs in the first quarter of 2023. The labor force participation rate for prime age workers (25-54) is back 

to pre-Covid levels and the unemployment rate is at multi-decade lows of 3.5%. Average hourly earnings are trending lower after a spike 

in early 2022. The labor market does have its own cracks. Initial jobless claims are up 25% from the low in September. Continuing claims 

for unemployment are up 40% over the same period. Job openings have come down and job cut announcements have increased. While 

the rate of change of these data points is high, current levels are still remarkably strong.  

• If the unemployment rate stays low, jobs keep being added, and growth stays within reasonable levels, the Fed can keep interest rates 

high enough to ensure inflation does not rear its head again. Market expectations for where interest rates will go have varied widely this 

year. At the end of Q1, markets believed (or hoped) that rate cuts will start as soon as September. The chart below shows how quickly 

things can change and the delicate nature of the balance between employment, inflation, and growth.   

• Earnings reported during Q1 for Q4 2022 were unimpressive for the S&P 500. Companies reported a -4.6% YoY decline in earnings and a 

relatively moderate +5.3% YoY growth in revenues. Analyst projections for Q1 earnings are even lower at -6.8% YoY and revenue growth 

estimates are +1.8% YoY according to FactSet. Materials, Healthcare, and Technology sectors are projected to have the steepest drop in 

earnings growth for the quarter.   

• Yields and interest rate expectations came down significantly during March. Long-duration bonds and fixed income in general benefited 

massively and rallied as a result. Intermediate and long-term bonds are usually a good hedge during a recession as the Fed decreases 

rates to help stimulate the economy. We might be months away from any rate cuts, but bonds are yielding much higher than in the past 

and should provide better returns than we have seen for some time.  
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Disclosures  

Past Performance Is No Guarantee of Future Performance.  Any opinions expressed are current only as of the time made and are subject to 

change without notice. This report may include estimates, projections or other forward looking statements, however, due to numerous factors, 

actual events may differ substantially from those presented. The graphs and tables making up this report have been based on unaudited, 

third-party data and performance information provided to us by one or more commercial databases. Additionally, please be aware that past 

performance is not a guide to the future performance of any manager or strategy, and that the performance results and historical information 

provided displayed herein may have been adversely or favorably impacted by events and economic conditions that will not prevail in the 

future. Therefore, it should not be inferred that these results are indicative of the future performance of any strategy, index, fund, manager 

or group of managers. While we believe this information to be reliable, Pathstone bears no responsibility whatsoever for any errors or 

omissions.  Index benchmarks contained in this report are provided so that performance can be compared with the performance of well-

known and widely recognized indices. Index results assume the re-investment of all dividends and interest. Moreover, the information 

provided is not intended to be, and should not be construed as, investment, legal or tax advice. Nothing contained herein should be construed 

as a recommendation or advice to purchase or sell any security, investment, or portfolio allocation. Any investment advice provided by 

Pathstone is client specific based on each clients' risk tolerance and investment objectives. This presentation is not meant as a general guide 

to investing, or as a source of any specific investment recommendations, and makes no implied or express recommendations concern ing the 

manner in which any client's accounts should or would be handled, as appropriate investment decisions depend upon the client's specific 

investment objectives.  

  

U.S. Large Cap Equity is represented by the S&P 500 Index, with dividends reinvested. U.S. Small Cap Equity is represented by  the Russell 

2000 Index. Developed Non-U.S. Equity is represented by the MSCI EAFE Index. Emerging Market Equity is represented by the MSCI EM Index. 

Real Estate is represented by the S&P Global Property Index. Commodities are represented by the Bloomberg Commodity Index. Natural 

Resource Equities are represented by the S&P North American Natural Resources Index. U.S. High Yield Debt is represented by the Bloomberg 

Barclays U.S. Corporate High Yield Index. Emerging Market Debt is represented by the JPM GMI-EM Global Diversified Index. U.S. Aggregate 

Bonds is represented by the Bloomberg Barclays U.S. Aggregate Bond Index. U.S. Treasuries is represented by the Bloomberg Barclays U.S. 

Treasury Index.  U.S. Municipal Bonds is represented by the Bloomberg Barclays Municipal 1-10yr Index. 


