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“No one is so brave that he is not disturbed by something unexpected.” – Julius Caesar 

 

When we wrote our thought piece at the beginning of the year, we generally predicted that equity and debt markets 
would recover during 2023.  Specifically, we opined that, despite an uncertain economic and investment climate, 
the stock market in 2023 could present investors with a long-term opportunity to allocate assets with a focus on 
quality and growth at a reasonable price.  We also, however, expected investment-grade bonds and dividend-paying 
stocks to provide income and risk-mi ga on a ributes for what, we believed, would be a spu ering economy and 
a vola le market. 

Some of what we laid out at the beginning of the year did indeed transpire.  A number of developments that have 
unfolded in the first half of 2023, though, have confounded many ins tu onal investors. 

The Economy: 

With substan ally higher infla on and interest rates over the past 18 months, conven onal wisdom suggested that 
US gross domes c product (GDP), employment, and corporate profits would all dip in 2023.  What’s actually 
occurred, however, is that the economy has con nued to remain resilient.  Personal income, disposable income, 
personal saving, and corporate profits were all revised upward for Q1 2023 in the US Bureau of Economics’ recent 
data release on June 29, 2023.  This chart shows the favorable changes in previous es mates of certain metrics. 

Q1 2023 US GDP and Prices  

 

Source: US Bureau of Economic Analysis @ June 29, 2023 
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Infla on  

Infla on figures have begun to decrease faster than expected from elevated 2022 levels to approximately a 4%-5% 
annualized rate.  Specifically, core CPI came in at 5.3% in May – which is well below the 7.7% annualized rate 
registered a li le more than a year ago, but s ll about 1.4 percentage points higher than the 50-year average of 
3.9% and far above the Federal Reserve’s target of 2%. 

Unemployment  

The most-recently-released data show that the jobless rate in the US actually fell to 3.6% in June (from 3.7% in May).  
This implies a con nua on of an extremely ght labor market, especially when compared to the 75-year average 
unemployment rate of 5.72%. 

Yield Curve 

With rates on the 10-year Treasury bond star ng the year at 3.88%, we thought that long-term rates would peak at 
4.5% in Q2 2023. However, as of June 30, 2023, the yield on the ten-year U.S. government bond was 3.86%, while 
the yield for a two-year bond was 4.94%. This phenomenon, known as an inverted yield curve, occurs when bonds 
of longer maturi es provide a lower income yield for investors than those of short-term maturi es.  The force behind 
this dynamic is decreased appe te for long-term risk-taking from market par cipants, and an expecta on that the 
Federal Reserve will lower rates from current levels in the near future – possibly due to weakening economic 
condi ons.  Market watchers generally take heed of this sort of rate environment as it can some mes portend an 
upcoming recession. The chart below shows several instances where the 10-year treasury bond yielded less than a 
2-year treasury bond - with the gray sec ons showing subsequent periods of an economic recession.  While a yield-
curve inversion does not always precede a recession, it is noteworthy that the current yield-curve inversion is as 
severe as any me in the last 30 years. 
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US Stock Market: 

With interest rates flashing a bright-red check engine light for an imminent recession, one would expect risk assets 
to be somewhat vola le and for investors to be bidding up investment-grade bonds, right?  Wrong! 

Vola lity  

One of the biggest surprises so far in 2023 is that market vola lity has fallen through the floor.   

In 1993, the Chicago Board Op ons Exchange created an index which a empts to measure market sen ment.  The 
now widely-used Vola lity Index is based on a complicated equa on which takes into account the volume of bets 
investors make in the op ons market that the S&P 500 index will go up or down in the near term.  A VIX reading 
above 30 is generally considered to be a market panic, 20 and above is associated with a vola le market, and levels 
below 15 are typically related to calm markets. 

A er a tumultuous 2022 with the VIX registering over 30 as recently as this past October, the index ended the year 
at 21.67.  However, vola lity has declined drama cally during 2023 – hi ng a post-pandemic low in June and ending 
Q2 at 13.59.  To put this all into perspec ve, markets have gone from panicked to complacent in less than a year. 
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Valua on 

According to the Wall Street Journal, as of July 7, 2023, the S&P 500 Index was trading at a forward Price-to-
Earnings Ra o of 20.10x with a 1.58% dividend yield.  That is currently well above the 150-year average of 16.02x, 
and nearly a full standard devia on above the 25-year average of 16.79x.  Its dividend yield is also less than a third 
of what an investor can generate from simply owning a 1-year Treasury bill.  This does not necessarily mean that 
stocks are obscenely overvalued, but it does suggest that they are not historically cheap currently. 

Bad Breadth 

Many investors do not realize that the S&P 500 is not as diversified as the name implies. As a market-cap weighted 
index, the cons tuents with the highest market valua on have outsized weights and the smaller companies have a 
much lower impact.  So far in 2023, the performance of US Megacap growth stocks have far exceeded that of any 
other sector as demonstrated in this chart below.  
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Because the largest tech companies have market values in the trillions of dollars, their share performance has an 
outsized influence on the overall performance of the S&P 500 index.  As of June 30, 2023, the top 10 holdings of the 
S&P 500 (most of which are tech companies) represented 31.7% of the index, yet those same companies only 
contribute 21.5% of the index’ earnings.  Furthermore, those same 10 holdings are trading at a combined mul ple 
of 29.3x their forward earnings versus an average of 20.1x for the index’ top 10 holdings since 1996.   

To graphically illustrate the point, David Kos n from Goldman Sachs recently created this chart showing how the 
majority of the return in the S&P 500 for 2023 has come from just a handful of stocks.   
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Let’s further evaluate the performance of the S&P 500 index rela ve to a por olio of dividend-paying stocks.  Below 
is a comparison of the S&P 500 index versus the iShares Core High Dividend ETF.  Unlike the S&P 500 index, this ETF’s 
dividend-oriented por olio is largely made up of companies in the energy, healthcare, financial, consumer, u lity, 
and telecom sectors.  Since these areas of the market are some mes considered defensive equity plays in an 
uncertain economy, perhaps the momentum in growth stocks is depressing valua ons in these areas of the market.  
As one can see from the chart below, the disparity in performance so far this year has been drama c.   

 

This outcome was another surprise compared to what many market analysts expected.  The outperformance of 
technology may, in part, be the result of the strength of tech firms’ minimally-leveraged balance sheets.  It could 
also be a ributable to the enthusiasm around tech companies’ ability to market new products and services in the 
area of Ar ficial Intelligence.  We are not disparaging tech companies at all.  In fact, we currently own a number of 
them in client accounts.  However, when the 6-month performance in growth stocks exceeds our mul -year 
poten al-return assump ons, we suspect that further returns in 2023 for that sector may be harder to come by.  If 
the market is to go higher from here, then we think the breadth of companies par cipa ng in the rally will probably 
need to expand.   
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The US Bond Market 

Intermediate-term investment-grade bonds (typically tracked by the Bloomberg Aggregate Bond Index) have 
produced a posi ve return in 42 of the past 47 years.  A er losing roughly 13% in 2022 (the worst return for that 
asset class in more than 5 decades), the index has not rebounded much in 2023.  In fact, the index has produced a 
total return of only 2.09% through June.  Even though such bonds tend to outperform treasuries by a wide margin 
at the end of a rate- ghtening cycle, their performance has not even beaten that of many money-market funds thus 
far in 2023.  While many industry par cipants have been calling this year The Golden Age Of Fixed Income Inves ng, 
the actual market results for tradi onal bonds with longer dura ons have been anemic (whether those bonds be 
corporates, governments, munis, or otherwise.) 

On the other end of the risk spectrum, further defying ins tu onal managers’ expecta ons, non-investment grade 
junk bonds (as tracked by the Bloomberg US Corporate High Yield Index) have produced a 5.38% return through Q2.  
Perhaps this outperformance is due to the con nued strength of the US economy, the below-average rate of 
corporate defaults year-to-date, and rela vely a rac ve yields rela ve to investment grade credit.  
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Our expecta ons for the balance of 2023 

The first half of 2023 was marked by the outperformance of high-Beta parts of the equity and fixed income markets 
such as large cap growth and junk bonds, as well as low levels of overall market vola lity.  In our opinion, this seems 
to be due to the enthusiasm around the poten al for Ar ficial Intelligence as a new economic growth engine, the 
avoidance of a recession thus far (despite higher rates), and a lack of an cipated corporate defaults. 

For the back half of 2023, we think that con nued higher rates should ul mately begin to have both an economic 
effect and a market outcome.  In recent days, comments from the Federal Reserve and stronger-than-expected 
employment figures seem to suggest that the interest-rate ghtening cycle is not yet over.  This past week, the 10-
year Treasury bond cked over 4% and the 2-year Treasury bond moved to a 16-year high of 5.12%. As rates con nue 
to climb and then peak, we think the disparity between growth stocks and defensive dividend stocks should move 
towards more tradi onal valua on metrics as interest expenses impact corporate profits, consumer spending, and 
capital expenditures.  Using the 25-year average S&P 500 earnings mul ple of 16.79x and projected 2024 earnings 
of $250, our base case is for the S&P 500 to end the year at 4197.  (That would represent roughly a 10% increase 
versus year-end 2022, but a move roughly 4-5% lower than the S&P’s level as of this wri ng.)  We envision a blue-
sky scenario where stocks end higher than that base case if corporate profits remain robust and a recession is 
avoided.  Logically, we also have a grey-cloud scenario where the equity market moves lower than our assump ons 
because the opposite occurs.  Regardless, as the US large-cap market’s rally matures, we will con nue to search for 
equity opportuni es in different market caps and areas of the globe in an effort to uncover value and diversify 
por olios. Furthermore, we believe tradi onal bonds should begin to a ract more investment fervor in the coming 
12 months as the economy begins to cool and the ghtening cycle winds down at some point.  In the mean me, as 
the market for bonds of longer dura ons sorts itself out in the coming months, we note that short-dura on US 
Treasury bills currently provide yields above 5% for rela vely low risk.  And finally, we would not be surprised to see 
market vola lity (i.e. the VIX) move up to levels more reflec ve of the current environment’s true economic and 
geopoli cal reali es.   

In terms of risks and opportuni es, the themes we outlined in our original 2023 thought piece largely con nue to 
exist – and they can be reviewed here: h ps://investmentpartners.com/wp-content/uploads/2023/01/IPAM-
OUTLOOK-2023-FINAL.pdf .  As the current year wears on, we will be upda ng our longer-term thoughts and sharing 
them in our 2024 Outlook thought piece. 

As a par ng note, you may be interested to know that we gave ChatGPT an opportunity to write the conclusion to 
this mid-year update using AI.  We were very excited to see its results, but unfortunately the verbiage it produced 
was unclear and its interpreta ons were difficult to follow.  Maybe AI s ll has a long way to go before it can be used 
to summarize complicated financial concepts… or perhaps it correctly learned that using confusing language is the 
hallmark of most economists and market prognos cators.    

We are honored and privileged that you have entrusted us to guide you in your pursuit of achieving your long-term 
financial goals. Speaking of which, it’s always a good me to reassess your risk profile and objec ves. If they have 
changed, or you would like to modify risk in your por olios, please let us know. 
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Sources:     www.bea.gov 
   yriearningsforecast.pdf (yardeni.com) 
   www.bls.gov 
   www.fred.stlousfed.org 
   www.bloomberg.com 
   www.wsj.com 
   www.cboe.com 

www.mul pl.com 
www.cnbc.com 
JPMorgan Q3 2023 Guide to the Markets 

   Factset, Goldman Sachs Global Investment Research 
General Disclaimer  

Opinions and views expressed in this presenta on are solely those of the presenter and not necessarily the opinions of Investment Partners Group, its affiliates, employees, or subsidiaries 
(Collec vely “The Company”, “We”, “Us”, or words of similar import). Disclaimer pertains to all documents provided to client in conjunc on with presenta on. This presenta on does not cons tute 
or form part of any offer to issue or sell, or any solicita on of any offer to subscribe or purchase, any shares or other security, in 

vestment interest or provide investment advice - nor shall it form the basis of, or be relied on in connec on with any contract thereof. Any informa on contained in this presenta on should not be 
considered a complete analysis of every material fact with respect to any company, industry, security or strategy. Any and all investments discussed herein may not be suitable for all investors and 
may be subject to a high degree of risk. For this and other reasons, Investment Partners Group does not recommend that investors buy or sell any securi es men oned in this presenta on, if any. 
Furthermore, there is no certainty, and we make no guarantee, that any strategy discussed in this presenta on may be executable in an appropriate size or amount and/or at the prices described 
herein, if any. Moreover, although the informa on contained herein has been obtained from sources believed to be reliable, its accuracy and completeness cannot be guaranteed. Investment 
Partners Group and/or its affiliates (including but not limited to Investment Partners Asset Management (“IPAM”)) may effect transac ons, including transac ons contrary to any views expressed 
herein for themselves or their clients (including but not limited to pooled investment vehicles or funds managed by IPAM and or its affiliates.) Furthermore, Investment Partners Group and/or its 
affiliates (including but not limited to IPAM) may have posi ons in securi es men oned herein (or op ons with respect thereto), and may also have performed investment banking services for the 
issuers of such securi es. In addi on, Investment Partners Group and/or its affiliates (including but not limited to IPAM) , their employees, employee‘s families, and other affiliated persons may 
have posi ons and effect transac ons including transac ons contrary to any views expressed herein in the securi es or op ons of the issuers men oned herein, if any, and may serve (or may have 
served) as directors of such issuers. Accounts are not FDIC insured. Inves ng involves risk. Past performance is not a guarantee of future results.  

Forward-Looking Statements  

This discussion and analysis contains certain forward-looking statements and projec ons that involve a number of risks and uncertain es. Actual events or results may differ materially from the 
expecta ons and projec ons in this presenta on. Past performance does not guarantee future results. Market and other risks may affect the actual results achieved by investors.  

Performance and Model Disclaimer  

Investment Partners Asset Management (“IPAM”) is an SEC registered investment adviser principally located in Metuchen, New Jersey. Please remember that past performance may not be indica ve 
of future results. Different types of investments involve varying degrees of risk, and there can be no assurance that the future performance of any specific investment or investment strategy 
(including the investments and/or investment strategies recommended by IPAM) made reference to directly or indirectly in the above presenta on will be profitable, equal any corresponding 
indicated or suggested historical performance level(s), or be suitable for your por olio. Moreover, you should not assume that any discussion or informa on contained in this presenta on serves 
as the receipt of, or as a subs tute for, personalized investment advice from IPAM or any other investment professional. Should you become a client of IPAM, please remember to contact IPAM, in 
wri ng, if there are any changes in your personal/financial situa on or investment objec ves for the purpose of reviewing/evalua ng/revising our previous recommenda ons and/or services, or 
if you want to impose, add, to modify any reasonable restric ons to our investment advisory services. A copy of IPAM’s current wri en disclosure statement discussing our advisory services and 
fees con nues to remain available for your review upon request. Investment Partners Asset Management (“IPAM”) has indicated its objec ves and strategies depicted herein as of a specific period 
in me. There is no assurance, and we make no guarantee, that we will achieve the objec ves described herein, if any, or that such strategy will even result in a profitable outcome over any period 
of me. Furthermore, alloca on models discussed herein, if any, are samples only, and should not be considered investment advice for anyone. Such models can and do change over me based 
on many factors including market condi ons, and are subject to change without no ce. Actual client por olios may differ materially from models shown herein. Client por olios are generally 
customized and may not adhere directly to any par cular model. Please consult your own financial advisor. Please Note: Past performance is not indica ve of future results. Therefore, no current 
or prospec ve client should assume that future performance will be profitable, equal the performance results a empted by this strategy, or equal any corresponding historical benchmark index 
or Exchange Traded Fund (ETF) referenced in this presenta on, if any. The historical index performance results for all historical benchmark indices or ETFs may not reflect the deduc on of transac on 
and custodial charges, or, in some cases, the deduc on of an investment management fee, the incurrence of which would have the effect of decreasing indicated historical performance results. 
Furthermore historical benchmark indices or ETFs may not include the impact of reinvested dividends or other investment income which would have the effect of increasing those indices historical 
performance results. The historical performance results for any/all indices and ETFs, if provided, are supplied exclusively for comparison purposes only, so as to provide general compara ve 
informa on to assist an individual client or prospec ve client in determining whether IPAM’s objec ves meet, or con nues to meet, his/her investment objec ve(s). For example, the S&P 500 
Index (the “S&P”) is a market capitaliza on-weighted index of 500 widely held stocks o en used as a proxy for the stock market. Standard & Poor’s chooses the member companies for the S&P 
based on market size, liquidity, and industry group representa on. Included are the common stocks of industrial, financial, u lity, and transporta on companies. A corresponding descrip on of 
the index (i.e., a domes c equity index) is available from IPAM upon request. It should not be assumed that IPAM por olio holdings will correspond directly to any such compara ve index. 

 The IPAM performance results that it may seek to achieve do not reflect the impact of taxes or fees. For reasons including variances in the investment management fee, differing client investment 
objec ves and/or risk tolerance, market fluctua on, the date on which a client engaged IPAM, investment tax rates, management services, and any account contribu ons or withdrawals, the 
performance of a specific IPAM client's account may vary substan ally on a net basis from por olio performance results IPAM a empts to achieve. In the event there has been a change in a client's 
investment objec ves or financial situa on, he/she/it is encouraged to advise IPAM immediately.  

Different types of investments and/or investment strategies involve varying levels of risk, and there can be no assurance that any specific investment or investment strategy (including the 
investments purchased and/or investment strategies devised or undertaken by IPAM) will be profitable. Informa on pertaining to IPAM's advisory opera ons, services, and fees is set forth in IPAM's 
current disclosure statement, a copy of which is available from IPAM upon request.  

Client performance results included herein, if any, have been compiled exclusively by IPAM (or a vendor contracted by IPAM). The results have not been independently verified, nor should they be 
considered to be AIMR or GIPS compliant. IPAM a empts to show client results net of its fees, if and when possible for the systems u lized. In some instances, a client may choose to pay its fees 
by methods which are not captured by the performance calcula ng systems, (e.g. from an outside account, by check). In such instances, the results calculated herein would exclude the impact of 
fees. Results for accounts, certain indices or ETFs, if any, for periods prior to those shown herein were not calculated and therefore were not included in this presenta on. If the returns for periods 
prior to those shown were calculated and included it might have the effect of changing the historical performance, if any, as it is depicted herein. Under certain circumstances deposits or withdrawals 
in a client account may alter the performance figures calculated using me-weighted methodologies. The results u lized in this presenta on may be different if other methods are u lized or if they 
are calculated by other systems than the ones actually used.  


