
Stock and bond markets posted positive 
returns in the first quarter of 2023.  High 
inflation continues to come down, giving 
markets a tune of optimism even as 
risks of recession remain elevated. 

Long-t erm  perspect ives:

There is an impor tant lesson in the table above: 

shor t-term uncer tainty can create long-term 

oppor tuni ty.  

The three year  r eturn looks so strong in par t because 

of the star ting point: Apr i l  1, 2020.  That was a ver y 

challenging moment for  stock markets and really the 

wor ld overal l .  I t was just days after  stay-at-home 

orders were issued by many countr ies dur ing the 

onset of COVID-19.  The S&P 500 had fal len 20% in the 

f i r st quar ter  of 2020, making i t ver y di f f icult to stay 

the course and stay invested in stocks.  The three-year  

r eturns above shows the r eward for  those who did.

Total Returns 
Through 3/31/23

1st Qtr 
2023 1 Yr 3 Yr*

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

U.S. Stocks 7.5% -7.8% 18.6%

International Stocks 8.5% -1.4% 13.0%

Sample 60/40 Portfoliô 5.9% -5.4% 9.3%

U.S. Bonds: Bloomberg US Aggregate Bond Index  U.S. Stocks:  S&P 500 Index.  
Int'l Stocks MSCI EAFE TR USD.  *3  year return is annualized. ̂ Portfolio 60% 
stocks (70% S&P 500/30% MSCI EAFE) 40% Bloomberg US Aggregate Bond.

Inf lat ion is cooling, but  st i l l  t oo high:

I t took time to get through the pandemic.  Likew ise, i t 

is taking time to cool off  inf lation.   

The char t above shows inf lation star ting to surge in 

spr ing of 2021 dur ing the r eopening from COVID.  The 

black l ine shows that the Federal Reser ve r aised 

interest r ates nine times in an attempt to br ing dow n 

inf lation.  They raised the Federal Funds rate from 

near  0% to 4.75% in the past 12 months.  As you can 

see, inf lation (orange l ine) has come dow n, but i t is 

sti l l  well  above the Fed's 2% target for  inf lation.

Never theless, inf lation is cooling and the Federal 

Reser ve is expected to be near  the end of their  hiking 

cycle.  This expectation has helped stocks and bonds 

ral ly for  two consecutive quar ter s.
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Bank ing Sect or  Updat e:  

The Federal Reser ve quickly stepped in to calm fear s 

among deposi tor s after  the fai lure of two regional U.S. 

banks (Si l icon Valley Bank and Signature Bank) and 

the government for ced takeover  by Credit Suisse of 

UBS in Sw itzer land. 

This also calmed fear s in the stock market.  The S&P 

500 had given up near ly al l  year  to date gains in ear ly 

March, but r al l ied up 6.5% through the end of March, 

advancing back near  year -to-date highs by the end of 

Apr i l .   The Russell  2000 Small Cap Value index has 

the highest exposure to smaller  r egional banks.  That 

stock index was dow n 3.1% year  to date through Apr i l  

30, 2023.

In the longer  r un, the impact may be that banks 

become more conser vative in their  lending practices, 

which can have a cooling effect on economic grow th.  

    

Federal Reser ve Chair  Jerome Powell indicated in his 

March press conference that tighter  lending by banks 

may reduce the need for  fur ther  interest r ate 

increases.  

On May 3rd, the Fed raised rates by 0.25% for  the 

second time in 2023.  Expectations for  the r emainder  

of 2023 are that the Fed w i l l  hold there through 

summer , w ith a 75% chance the f i r st r ate cut w i l l  

occur  by November  2023 (CME FedWatch Tool, 

4/19/23).

Below , the char t on the left shows that banks are 

general ly well  capi tal ized w ith a healthy  13.7% tier  1 

capi tal r atio, near ly tw ice that of 1990.  On the r ight, 

you can see that 44.8% of U.S. banks are cur rently 

tightening lending standards.  
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One year  lat er ...

There were two major  turning points in the f i r st quar ter  

of 2022, just over  one year  ago.  On Februar y 24, 2022 

Russia invaded Ukraine.  A few  weeks later  on March 

16, the Federal Reser ve kicked off  the f i r st of nine 

interest r ate increases.

What Russia mis-r ead in the decision to invade Ukraine 

is the value of fr eedom and the w i l l ingness of the 

Ukrainian people to f ight for  i t; something that Amer ica 

did 245 years ago dur ing the Revolutionar y War.  What 

helped the U.S. w in that war , was the aide r eceived from 

France, much l ike the suppor t Ukraine is now  receiving 

from the U.S. and NATO all ies.  

As the war  goes into a second year , food and energy 

expor ts from Russia and Ukraine w i l l  be l imited and 

remain an inf lationar y challenge.

As discussed on the the f i r st page, the Fed raised 

interest r ates nine times over  the last 12 months 

through March.  I t has been the fastest r ate hiking cycle 

since the late 1970s.

In spi te of both of these major  events taking place over  

the last 12 months, the S&P 500 U.S. stock index f inished 

dow n 7.7% and the Bloomberg U.S. Aggregate Bond 

Index f inished dow n 4.8% ending March 31, 2023.   

  

A Weakening Dollar  Helps Int ernat ional: 

The char t above shows the di f ference between the 

MSCI EAFE international stock index in local cur rency 

vs the U.S. dol lar. 

The U.S. dol lar  peaked last fal l  (2022) at multi -decade 

highs against several cur rencies such as the Euro, 

Japanese Yen and Br i tish Pound.  

A weakening dollar  adds to r eturns for  U.S. investor s 

ow ning foreign stocks.  In the last six months the 

weakening dollar  added 11% to international r eturns.

 

Source: Morningstar, Total Return
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Consum er  Sent im ent : 

High inf lation, r ising interest r ates and a r isk of 

r ecession have consumers feel ing less confident about 

the economy.  

Ironical ly, the char t below  shows that may be good 

news for  stock markets.  As War ren Buffett says "be 

greedy when others are fear ful, and fear ful when 

others are greedy."  

The char t shows for ward 12-month stock market 

r eturns were typical ly much better  when people were 

feel ing lousy about the economy, such as 1975 and 

1980 when the U.S. had high inf lation and interest 

r ates. When sentiment bottomed in those years, the 

S&P 500 gained over  20% in the next 12 months.

Compare that to when sentiment peaks, the for ward 

r eturns are often low  or  even negative (see Januar y of 

2000).  

 

 

St ay Balanced:  

The hope is that inf lation w i l l  cool, the Fed can lower  

interest r ates and we w i l l  avoid r ecession.  In past 

instances, that has not been the case.  Former  Treasur y 

Secretar y Lar r y Summers l ikens the idea of avoiding 

r ecession to a second mar r iage: "second mar r iage is 

the tr iumph of hope over  exper ience."

Stocks typical ly bottom dur ing r ecession, not before i t.  

So i f  a r ecession is on the way, we could see new  lows 

in stocks.  I f  that should happen, r emember , the stock 

market doesn't settle dow n, i t settles up.  Stay balanced 

and avoid the temptation to sel l  dur ing tough times.

On May 6, 2023 a team from Spectrum w i l l  be 

attending the Berkshir e Hathaway shareholder  

meeting in Omaha for  the 18th consecutive year.  The 

meeting, as always, w i l l  be hosted by War ren Buffett 

(92) and Char l ie Munger  (99).  We look for ward to 

sending you our  "Woodstock of Capital ism" r eview  of 

the event in May.

 

 

Spectrum Investor®  Quarterly Newsletter



Morningst ar  Cat egory Averages 1st  Qt r 1 Year 3 Year

 Intermediate-Core Bond 2.99% -5.07% -2.26%

 Allocation 50%-70% Equity 3.78% -6.50% 9.83%

 Large Cap Value 0.87% -5.10% 18.93%

 Large Cap Blend 5.67% -7.36% 17.68%

 Large Cap Growth 11.65% -12.67% 14.80%

 Mid Cap Value 1.42% -6.31% 22.61%

 Mid Cap Blend 3.37% -6.85% 19.55%

 Mid Cap Growth 7.65% -11.95% 14.85%

 Small Cap Value 1.66% -6.65% 25.45%

 Small Cap Blend 3.20% -7.94% 20.92%

 Small Cap Growth 6.10% -12.05% 16.23%

 Foreign Large Cap Blend 7.79% -2.32 12.54%

 Real Estate 2.31% -19.94% 10.47%

 Natural Resources 2.56% -8.53% 30.22%
Source: Morningst ar , 3 yr  ret urn is annualized. Morningst ar  classif ies cat egor ies 
by under lying holdings and t hen calculat es t he average per form ance of  t he 
cat egory. Past  per form ance is not  an indicat ion of  fut ure result s. Ret urns in 
Blue = Best , Ret urns in Red = Worst . Please see Benchm ark  Disclosures on pg. 5

As of  Apr i l  30, 2023

DOW:  34,098 10 Yr  T-Not e: 3.44%

NASDAQ: 12,227 Inf lat ion Rat e: 5.0% (March)

S&P 500: 4,169 Unem ploym ent  Rat e: 3.5% (March) 

Bar rel of  Oil: $76.78 Source: Yahoo Finance, bls.gov, eia.gov

Data as of 3/31/23 unless otherwise noted. The Dow Jones 
Industrial Average is comprised of 30 stocks that are major 
factors in their industries and widely held by individuals and 
institutional investors. The S&P 500 Index is a capitalization 
weighted index of 500 stocks designed to measure 
performance of the broad domestic economy through 
changes in the aggregate market value of 500 stocks 
representing all major industries. The NASDAQ Composite 
Index measures all NASDAQ domestic and non-U.S. based 
common stocks listed on The NASDAQ Stock Market. Barrel 
of Oil: West Texas Intermediate. Inflation Rate: CPI. The 
market value, the last sale price multiplied by total shares 
outstanding, is calculated throughout the trading day, and is 
related to the total value of the Index. Indices cannot be 
invested into directly. 

To determine which investment(s) may be appropriate for you, 
consult your financial advisor prior to investing. All performance 
referenced is historical and is no guarantee of future results. All 
indices are unmanaged and cannot be invested into directly.

In closing, we always encourage investors to 
think long-term. The chart to the left shows 
most categories are still up over the last three 
years despite the recent downturn. For those 
of you who wish to revisit your portfolio, please 
contact us at 800-242-4735. For more on the 
markets, click on the resources tab on our 
website www.spectruminvestor.com.

Spect rum  Invest or ® Updat e 
As of  March 31, 2023

Benchmark Disclosures: Morningstar Category Averages: Morningstar classifies mutual funds into peer groups based on their holdings. The Category Average 
calculates the average return of mutual funds that fall within the category during the given time period. The following indexes and their definitions provide an 
approximate description of the type of investments held by mutual funds in each respective Morningstar Category. One cannot invest directly in an index or category 
average. Index returns do not reflect trading, advisory and other fees and expenses which are incurred in your actual investment accounts and would reduce your 
returns. Intermediate-Term Bonds: Bloomberg US Agg Bond Index?Measures the performance of investment grade, US dollar-denominated, fixed-rate taxable bond 
market, including Treasuries, government-related and corporate securities, MBS, ABS and CMBS. Allocation 50%-70% Equity?These funds invest in both stocks and 
bonds and maintain a relatively higher position in stocks. These funds typically have 50%-70% of assets in equities and the remainder in fixed income and cash. Large 
Cap Value: S&P 500 Value Index?Measures the performance of value stocks of the S&P 500 index by dividing into growth and value segments by using three factors: 
sales growth, the ratio of earnings change to price and momentum. Large Cap Blend: S&P 500 Index?A market capitalization-weighted index composed of the 500 
most widely held stocks whose assets and/or revenue are based in the US. Large Cap Growth: S&P 500 Growth Index?Measures the performance of growth stocks 
drawn from the S&P 500 index by dividing it into growth and value segments by using three factors: sales growth, the ratio of earnings change to price and 
momentum. Mid Cap Value/Mid Cap Growth: S&P MidCap 400 Index?A market cap weighted index that covers the complete market cap for the S&P 400 Index. All S&P 
400 index stocks are represented in both and/or each Growth and Value index. Mid Cap Blend: S&P MidCap 400 Index?Measures the performance of mid-sized US 
companies, reflecting the distinctive risk and return characteristics of this market segment. Small Cap Value: Russell 2000 Value Index?Measures the performance of 
small-cap value segment of Russell 2000 companies with lower price-to-book ratios and lower forecasted growth values. Small Cap Blend: Russell 2000 
Index?Measures the performance of the small-cap segment of the US equity universe. It includes approximately 2000 of the smallest securities based on a 
combination of their market cap and current index membership. Foreign Large Cap Blend: MSCI EAFE NR Index?This Europe, Australasia, and Far East index is a 
market-capitalization-weighted index of 21 non-US, developed country indexes. Small Cap Growth: Russell 2000 Growth Index?Measures the performance of small-cap 
growth segment of Russell 2000 companies with higher price-to-value ratios and higher forecasted growth values. Real Estate: DJ US Select REIT Index?Measures the 
performance of publicly traded real estate trusts (REITs) and REIT-like securities to serve as proxy for direct real estate investment. Natural Resources: S&P North 
American Natural Resources Index? Measures the performance of US traded securities classified by the Global Industry Classification Standard (GICS) as energy and 
materials excluding the chemicals industry and steel but including energy companies, forestry services, producers of pulp and paper and plantations. Past 
performance is no guarantee of future results. This report is for informational purposes only and should not be construed as a recommendation or solicitation to buy 
or sell any security, policy or investment. PE Ratio is the measure of the share price relative to the annual net income earned by the firm per share.
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