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Market Overview:  

 Markets were generally mixed during May, highlighted by the standout performance of a 

handful of large Technology stocks reacting positively to the future potential of Artificial Intelligence 

(AI). Additionally, the ongoing “on-and-off-and-now-on again” negotiations resulted in a debt ceiling 

deal at the eleventh hour. While the equity markets were generally unbothered by the political 

uncertainty generated over the course of the month, short-term Treasury Bill yields suggested elevated 

default concerns as talks went down to the wire. Those concerns have now dissipated with the proposed 

deal now in the final stages of being signed into law.  

 On the economic front, while many strategists have been predicting an imminent recession, the 

US economy has remained surprisingly resilient. At the end of the month, the Atlanta Fed released its 

GDPNow calculation showing that Q2 ’23 (June-end quarter) is now tracking at a 2.0% annualized rate 

with real personal consumption expenditures (PCE) remaining firmly in positive territory. While the 

recent banking crisis seems to have stabilized, economic pessimists continue to posit that the Federal 

Reserve isn’t finished raising interest rates because inflation isn’t coming down fast enough, with 

markets discounting an additional 25 basis point (0.25%) rate hike at some point to a range of 5.25-

5.50%. As monetary policy acts with a lag, we recognize that the lingering effects from the rapid 

escalation in rate hikes since early last year are still making their way through the economy and 

constitute a legitimate signal that a recession very well may occur later this year. 

 Separately, most recent inflation data – as represented by CPI – rose at only 4.9% in the 12 

months to April, down from 5.0% a month before. The “core” index, which excludes food and energy, 

dipped from +5.6% to 5.5%. Encouragingly, services inflation, which are particularly driven by wages, 

also edged lower from elevated levels. While both price and wage moderation is welcome and lessens 

the risk of a dreaded “wage-price spiral”, their too-high-for-comfort levels do suggest that the Federal 

Reserve will not relent on rates any time soon. 

 

  

A Narrow Market Recovery Continues 
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Asset Performance: 

 While uncertainty reigned across 

US markets during May, better-than-

expected earnings broadly helped stabilize 

stocks. While the S&P 500 posted a gain of 

0.4%, this was entirely fueled by the 

strength of Mega-cap shares. Technology 

stocks, in particular, were back with a 

vengeance after their dreadful 2022. While 

good performance by the biggest 

companies isn’t unusual, so far, the equal-

weighted S&P 500 trails its cap-weighted 

version by the most on record. According to Ned Davis Research, year-to-date, only 24.5% of stocks have 

outperformed the index. If this metric holds through to the end of the year, it would be the lowest percent 

outperforming the index on record, going back to 1973. In short, the year-to-date S&P 500 recovery of 

+9.7% has been exceptionally narrow with the median stock being down 1.6% through the end of May. 

 Fixed income performance was broadly negative as interest rates, on balance, moved higher 

during the month. Within fixed income, we closely monitor credit spreads, which are a useful measure to 

track implied default risk for US corporates carrying debt on their balance sheets. By historical standards, 

credit spreads remain within their long-term averages and have actually lowered (or tightened) – which 

is a positive signal – from their recent March peak when banking sector fears were at their worst. This 

suggests limited carnage wrought to the riskier corners of the US debt markets. At yield levels of just north 

of 8.5% (depending on the benchmark cited), we see semi-liquid credit markets as an opportunity to 

capture equity-like returns over a multi-year horizon. Separately, we remain constructive on short 

duration, high quality/Investment Grade fixed income markets, where yield levels provide a palatable 

return profile with improved diversification benefits relative to the interest-rate backdrop observed prior 

to the Fed’s hiking cycle. 

Summary Thoughts: 

 While relative returns reached extreme levels over the past few months, is a concentrated  market 

recovery a negative sign? From our perspective, not necessarily, yet it does warrant some caution in that 

for a healthy market recovery to be sustained, we need to see a greater breadth of recovery for the 

balance of the market. We sum it up with an old battlefield analogy. In this example, the generals 

represent the narrow set of market leaders, the troops represent everything else. If the troops aren’t on 

the battlefield, the generals need to protect themselves. In order for the ongoing equity recovery to be 

sustained, the rest of the market can’t be permanently missing in action (MIA). 

Warm regards, 

Ash Heatwole, CFA   
Director of Wealth Management & Portfolio Manager    
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DISCLOSURE 
Stocks offer long-term growth potential but may fluctuate more and provide less current income than other investments. An investment in the 
stock market should be made with an understanding of the risks associated with common stocks, including market fluctuations. Stock dividends 
are not guaranteed. Investments primarily concentrated in one sector may be more volatile than those that diversify across many industry 
sectors and companies. The technology industry can be significantly affected by obsolescence, short product cycles, falling prices and profits, 
and competition from new market participants. Global/International investing involves risks not typically associated with U.S. investing, 
including currency fluctuations, political instability, uncertain economic conditions, different accounting standards, and other risks not 
associated with domestic investments. Investments in emerging markets may be subject to additional volatility. Stocks of small and mid-cap 
companies may also be subject to greater risk than that of larger companies because they may lack the management expertise, financial  
resources, product diversification and competitive strengths to endure adverse economic conditions.  
The value of fixed income securities will fluctuate with changes in interest rates, prepayment payment rates, exercise of call provisions, changes 
in the issuer’s credit ratings, market conditions, and other variables such that they may be worth more or less than original cost if sold prior to 
maturity. There is also a risk that the issuer will be unable to make principal and/or interest payments. Although treasuries are considered free 
from credit risk they are subject to other types or risks. These risks include interest rate risk, which may cause the underlying value of the bond 
to fluctuate, and deflation risk, which may cause the principal to decline and treasury securities to underperform traditional securities.  
The material has been prepared or is distributed solely for information purposes and is not a solicitation or an offer to buy any security or 

instrument or to participate in any trading strategy. Past performance is not indicative of future results and there is no assurance that any 

forecasts/targets mentioned in this report will be attained. The indices have been provided for information/comparison purposes only. 

Individual investors cannot directly invest in an Index. 

 

 


