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What Clients Should Know:
1) We expect heightened market volatility to persist; recession fears, inflation, and stress within 

the banking industry will likely dictate stock price movements for the foreseeable future.

2) In terms of stocks, we don’t think either of the value or small-cap outperformance cycles are 
over even though both areas underperformed during Q1’23.  Importantly, international stocks 
outperformed.  We continue to favor value, small-cap, and international equities.

3) Shorter-Term Bonds Are The Most Interesting Area of Fixed Income.

4) Indexing Not So Easy—Major Changes to S&P 500 Value and Growth Categories have 
complicated positioning but we found solutions to maintain our desired market characteristics.

5) We Do Not Intend To Change Our Portfolio Positioning (“Look Different Than S&P 500”) But We 
Have Our Eyes Open 



Markets Enjoyed Solid Q1’23 Performance
S&P 400 (Mid-Cap), S&P 600 (Small-Cap) enjoyed positive returns. 

Large tech stocks (Growth) dominated with international stocks (EAFE) close behind.  
Bonds continued to recover while commodities slipped.

Q1’23 Total Return (TR)

Source: Black Diamond, S&P, MSCI, Bloomberg



Winning Stocks Were The Mirror Image of 2022’s Results.  Outperforming Stocks During Q1’23 
Were Characterized By Riskier Attributes, Such As Higher Valuations and Price Volatility (Beta), 

While High Dividend Yielders And Less Volatile Earnings Lagged.



While recessionary fears persist, the GDPNow estimate (based upon the economic data released 
so far for a given quarter) shows that current economic growth remains positive. The consensus 

analyst EPS estimate for the S&P 500 has stabilized.



Economic forecasts are less optimistic 
than earnings forecast. Whichever side is 
correct will have a significant impact on 
future asset and security performance. If 
the economic prognosis proves correct, 

we would expect earnings forecasts to be 
lowered, negatively impacting stock 

returns.



Historically, financial crises 
have a mixed record in terms of 
forthcoming recessions and/or 
bear markets (see upper right).

At present, inflation appears to 
be moderating with a number of 

forecasters calling for annual 
inflation run-rates of 2% or so 

by this fall. While possible, such 
moderation from high 

inflationary conditions would 
track more of the exception 

rather than the rule, as shown 
by the lower end of the 

historical ranges in the charts 
on the bottom right of the page.



Will The Current Bear Market Involve A Recession?  If Yes, History Suggests That 
Stocks Will Likely Experience A New Low Below The S&P 500’s Current Cycle 

Trough of 25% In The Fall.

Source: Bespoke



Value stocks underperformed 
the market during the March-end 

quarter. While historical 
precedent along with current 

market conditions support 
owning Value-oriented securities 
over Growth, intra-period bouts 

of underperformance are 
common, as illustrated by the 

charts on the right.

Source: GMO



Based on historical precedent, Value has outperformed during both weak 
markets and the subsequent recovery



Small-Caps Still Attractive.  We Remain Comfortable With The Well-Diversified Composition of the S&P 600 
Small-Cap Index.  Nonetheless, We Are Paying Attention To Possible Knock-on Effects From Further 

Banking Industry Turmoil and Potential Stress From Commercial Real Estate Lending



Shorter-Term Fixed Income Remains Interesting as Entry Yields are Much Higher than Last Year. We 
Continue to Prefer Higher Quality Bonds, Where Starting Yields Provide Greater Confidence for Positive 

Multi-Year Returns



Indexing Is More Complicated. 
At the end of 2022, index provider S&P enacted a major reconstitution of their Value and Growth indices, resulting in a 

significant shift in both valuations and industry representation. Passive Value and Growth funds may now look and behave 
materially different from historical precedent. We have spent significant time ensuring client portfolios are capturing 

desired targeting.



Historically, stocks have enjoyed 
strong performance even during 

profit declines (outside recessionary 
periods). However, it is unlikely for 
prospective market valuation (P/E 

multiples) to expand and offset 
potential profit declines unless we 

were to witness inflation that is 
significantly lower.



International stocks remain attractively priced relative to domestic 
stocks (e.g. Price/Earnings and higher dividend yields) and have 
recently started to outperform. We may have entered a new cycle



Bonds have become more attractive
10-Year Maturities Have Enjoyed Positive Total Returns Year-To-Date Due To Their Price Sensitivity To 

Falling Interest Rates (i.e. Duration Effect). Bonds With Maturities Shorter Than Five Years Should Enjoy 
Better Total Returns Over Their Remaining Maturities, Unless Interest Rates Drop Materially From Here.



Higher Interest Rates Provide Greater Buffer for Fixed Income.  If Interest Rates 
Rise, Bonds Have An Improved Income Buffer To Withstand A Price Shock.

Beginning of 2022: End of March, 2023:
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