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FIRST QUARTER HIGHLIGHTS 

FINANCIAL MARKETS 
• Equities rallied early in the quarter as cooling inflation drove expectations for a near-term end to rate hikes, but

stronger than expected economic data shifted those expectations and a bank crisis caused stocks to pull-back
briefly before rallying again late in the quarter as worries eased.

• The bond market had unusually large swings  in reaction to changing forecasts for rate hikes and the flight to
safety after the bank failures.  For example, the 2-year Treasury bond yield hit the highest level since 2007 but
quickly fell back to levels of six months ago.

• Energy prices were sharply lower on weak demand.  Industrial metals prices were mixed.  Gold rose to a near
record high on the flight to safety.

OVERVIEW OF THE ECONOMY 
• Fourth quarter 2022 earnings reports were generally lower than expected due to rising costs and weakening

demand.  Many companies gave a cautious outlook for 2023 and announced various cost cutting measures.
• U.S. payroll employment surged in the first two months of 2023.  The  labor market remains tight despite

headlines of large layoffs at major companies.
• The consumer price index (CPI) in several countries has declined but remains at multi-decade highs.
• Surveys showed slowing growth rates for manufacturing and but services activity is picking up around the world.

NOTABLE EVENTS 
• Central banks around the world continue to battle inflation by raising interest rates.  The Federal Reserve Open

Market Committee (Fed) raised its policy rate twice during the quarter.
• Three banks in the U.S. failed in March and a major bank in Europe collapsed and was bought by a rival fueling

fears about a credit crunch.

FINANCIAL MARKETS WERE VOLATILE ON MIXED ECONOMIC NEWS AND SHIFTING RATE HIKE VIEWS 
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FIRST QUARTER HIGHLIGHTS 

EARLY RALLY IN STOCKS AND CRYPTO REVERSED BRIEFLY ON RATE AND BANK WORRIES BUT GOLD SPIKED 
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FIRST QUARTER HIGHLIGHTS 

Bond prices rose and yields dropped early in the quarter when weak retail sales and subsiding inflation data fueled expectations that the 
Fed may soon be done raising rates.  But stronger labor market data changed that view and rates spiked higher again until the bank crisis 
drove recession worries and renewed expectations for dovish Fed policy which pushed yields lower.   

BOND YIELDS WERE PARTICULARLY VOLATILE AS RATE HIKE EXPECTATIONS FLUCTUATED 
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FIRST QUARTER HIGHLIGHTS 

The Fed raised its fed funds rate twice in the quarter in 
the continuing battle against inflation.  The hikes were 
each a quarter of a percentage point and brought the 
funds rate to the highest since late 2007.  Inflation has 
come down gradually from the peak last summer but 
remains at an historically high level by any measure.  The 
median of Fed member projections points to the funds 
rate peaking at 5.1% in 2023, or one more hike.  Central 
banks in other countries also hiked their policy rates 
again such as Canada, the United Kingdom (U.K.), 
Norway, Switzerland, and in the Eurozone.   

CENTRAL BANKS RAISED KEY INTEREST RATES AGAIN AS INFLATION IS STILL HISTORICALLY HIGH  
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FIRST QUARTER HIGHLIGHTS 

Equities rallied for most of the quarter on cooling inflation, a strong labor market in the U.S., improving economic data in Europe, and the 
impact of China’s reopening.  U.S. small-cap stocks were hurt the most by the banking crisis.  International returns were also boosted by a 
weaker dollar.  The bank crisis drove bond prices up.  A steep drop in energy prices on recession fears drove the commodity index lower. 

MOST ASSET CLASSES POSTED GAINS DESPITE VOLATILITY  
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FIRST QUARTER HIGHLIGHTS 

 
Performance leadership rotated during the quarter with last year’s laggards being the top performers for the quarter and 2022’s winners 
lagging.  Cost cutting and lower interest rates boosted investor sentiment for growth stocks.  Financials were hurt by contagion worries 
from the bank crisis.  Defensive sectors were out of favor in the “risk-on” sentiment for most of the quarter. 
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OUTLOOK 

 
 

• Economic growth in the U.S. is forecast to slow significantly as the year progresses as the impacts of high interest 
rates, persistently high inflation, and now tightening lending standards weigh on consumer and business activity.  If 
such a slowdown occurs, inflation pressures could ease and the Fed could be convinced to end its rate hikes.  But the 
extent of a slowdown is uncertain so rates could stay at the higher levels for a longer time than some forecasters 
currently expect.  Key economic data reports will be watched closely by market participants and could be a source of 
price swings if data surprises investors. 

• Economic data in Europe was better than expected in the first quarter.  However, inflation remains high so further 
rate hikes are likely which may slow growth. 

• China’s reopening continues to expand with service activity booming.  However, the rebound in manufacturing 
activity has been more muted so has not caused a marked pick-up in demand for, or prices of, commodities.  The 
government has been taking measures, such as cutting bank reserves and easing the crackdown on technology 
companies to boost the economy.  Other countries, especially in Asia, are likely to benefit from a pick-up in the 
Chinese economy.  

• In contrast to 2022 when most central banks around the world were raising interest rates to fight inflation, it is likely 
there will be more divergence in policy between countries going forward as inflation and growth trends become 
more differentiated.  If the Fed soon pauses its series of rate hikes, the interest rate difference between the U.S. and 
other countries, particularly Europe, may lessen causing the dollar to decline.  This could provide a boost to U.S. 
exporters as well as a boost to the return of international investments for U.S. investors. 

• The recent decision by Saudi Arabia and other oil producers to cut output by over a million barrels per day to push 
prices higher may complicate central banks fight against inflation. 

FINANCIAL MARKET VOLATILITY LIKELY AS ECONOMIC GROWTH SLOWS AMID TIGHT MONETARY POLICY 
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THE LABOR MARKET REMAINS TIGHT WHICH FUELS INFLATION BUT SUPPORTS ECONOMIC ACTIVITY 
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The Institute of Supply Management’s purchasing 
managers index of service activity is well into expansion 
territory with a value over 50 in both January and 
February.  Importantly, the new orders index was 
strong as well.  Consumers continue to spend on 
services at a relatively steady pace.  The 8.7% cost-of-
living adjustment to Social Security likely provided a 
boost to spending.  Further increases in spending may 
be limited due to the recent rise in credit card debt.  
 
 

 
 

 

   
 

 
 

THE SERVICES SECTOR IS SHOWING MODERATE GROWTH DESPITE HIGHER INTEREST RATES 
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COMMODITY PRICES HAVE BEEN MIXED, BUT GENERALLY LESS OF AN INFLATION IMPACT THAN IN 2022 
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The Fed raised its policy interest rate sharply and over a short time to fight inflation but has not been as aggressive in using its other tool, 
which is to reduce its balance sheet.  Its balance sheet remains at a historically high level.  A modest reduction was seen in 2022 but the 
response to the recent banking crisis reversed the trend. 

THE FED HAS NOT BEEN AGGRESSIVE IN REDUCING ITS BALANCE SHEET TO TIGHTEN MONETARY CONDITIONS 
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WORRIES PERSIST THAT THE FED WILL TIGHTEN TOO MUCH GIVEN SIGNS OF STRESS IN SOME INDICATORS 
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The effect of higher interest rates and tighter lending 
standards are likely to weaken demand resulting in 
businesses slowing investment and cutting costs 
including reducing their labor force.  Rising 
unemployment would presumably slow spending.  
Forecasts point to slower and even almost no growth.  
 
Real gross domestic product (GDP) increased at an 
annual rate of 2.6% in the fourth quarter of 2022.  The 
Federal Reserve of Atlanta’s GDPNow forecast for first 
quarter 2023 GDP growth was 2.5% at the end of 
March.  Since then, manufacturing, construction, and 
international trade data have come in weaker than 
expected suggesting downward revisions to that 
forecast.  At its March meeting, the Fed lowered its 
projection for GDP growth for 2023 to 0.4% and 
lowered its 2024 forecast also.  Various private 
company forecasts also point to GDP growth of less 
than 1% for 2023.  This means the Fed and others are 
expecting negative growth for at least one quarter 
after positive first quarter growth.  

 

 

   
 

 
 

ECONOMIC GROWTH IS FORECAST TO SLOW AS IMPACTS OF RATE HIKES FLOW THROUGH 
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Lending standards have been tightening consistent with prior recessionary periods.  The new Fed bank term funding program incentivizes 
banks to hold Treasury and mortgage backed bonds and cut back on other loans.  Tighter standards and less lending could strain businesses 
and consumers and slow economic growth. 

WILL THE RECENT BANK CRISIS LEAD TO A DEEPER CREDIT CRUNCH AND HURT THE ECONOMY? 

14



 

35

45

55

65

IN
DE

X
VA

LU
E

GLOBAL SERVICES PMI1

China Eurozone Japan

40

50

60

70

IN
DE

X
VA

LU
E

GLOBAL MANUFACTURING PMI1

China Eurozone Japan

-10

0

10

20

30

PE
RC

EN
T

CH
AN

GE
FR

O
M

YE
AR

AG
O

RETAIL SALES1

Eurozone Japan

OUTLOOK 

 
 

 
Lower energy costs because of a warmer than normal 
winter in Europe are providing a boost to economic 
activity.   The reopening of China’s economy is fueling an 
uptick in business activity particularly in the services 
sector, but the manufacturing uptick is slower than 
expected.  Other Asian countries are also benefiting 
from a return of Chinese tourists and improving export 
orders.  Japan’s service sector is trending up but the 
manufacturing sector is in a downtrend due to weak 
demand. 
 

 

 

    

 

 

 
 

ECONOMIC DATA OUTSIDE THE U.S. IS SHOWING SOME IMPROVEMENT 
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Yields on all but the shortest maturity bonds ended the 
quarter modestly lower due to the flight to safety 
caused by the bank crisis.  However, yields remain at the 
highest levels in years, particularly for bonds with a 
short time to maturity, and continue to offer more 
income opportunity than dividends on most stocks.  For 
example, Treasury bond yields are significantly higher 
than the yield on the popular SPDR S&P 500 Trust ETF 
(SPY).  Bonds may also provide capital appreciation 
potential if the economy slows enough that interest rate 
hikes end.  
 

 

 
 

    

 

 

 
 

FIXED INCOME YIELDS ARE ATTRACTIVE ESPECIALLY IF EARNINGS GROWTH SLOWS 
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TECHNICAL INDICATORS IMPROVED INTO QUARTER END EXCEPT FOR SMALL-CAP STOCKS 
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VOGEL TACTICAL RECOMMENDATIONS 

 
ASSET CLASS  ACTION  COMMENTARY  
      Domestic Large-Cap Equity  EQUAL WEIGHT  Prices could be pressured if earnings growth slows hurt by inflation, high interest rates, 

and tighter lending, but maybe near the end of the rate hike cycle.  Volatility is likely. 
 

      
Domestic Mid-Cap Equity  EQUAL WEIGHT  Prices could be pressured if earnings growth slows hurt by inflation, high interest rates, 

and tighter lending, but maybe near the end of the rate hike cycle.  Volatility is likely.   
 

      
Domestic Small-Cap Equity  EQUAL WEIGHT  Wider than average valuation gap with large-cap stocks but also expect wider price 

swings in reaction to news.    
 

      
International Developed Equity  

EQUAL WEIGHT 
 Inflation is slowing but still high in many regions so likely more rate hikes to come, but 

economic activity is improving.  A declining dollar could provide a boost to 
international market returns. 

 

      
International Emerging Market Equity  

EQUAL WEIGHT 

 A rebound in the Chinese economy and stocks is expected to continue which is likely to 
provide a boost to other Asian markets.  Slowing developed country economies could 
pressure heavy export oriented industries and countries.  A declining dollar could 
provide an additional boost to emerging market returns. 

 

      
Fixed Income   

EQUAL WEIGHT 
 Yields are the highest in several years so are a source of income and diversification.  

Still is a risk that prices fall as the Fed tightens policy but after market moves much has 
likely been priced in already.  Corporate fundamentals remain solid so credit risk is low. 

 

      
      Hedge Strategies  

UNDERWEIGHT 
 The flexibility to position for various risk scenarios can provide return opportunities, 

but rapid and sharp market swings can be challenging for some strategies.  
Opportunity set for distressed investing strategies may be improving.    

 

      
Real Assets  

EQUAL WEIGHT 
 Attractive dividend yields offer inflation protection.  The outlook for certain sectors is 

positive since demand is strong and supply remains tight, but volatility is likely.   
 

      
Cash  OVERWEIGHT  Keep 12 months of reserves for liquidity needs since periods of volatility are a risk if 

consensus expectations are not met or interest rates move higher.     
 

 

FIXED INCOME YIELDS ARE ATTRACTIVE.  SLOWER GROWTH A RISK TO EQUITIES. OVERWEIGHT CASH. 
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Important Disclosures: 
This report is being provided to you for your review and consideration and does 
not constitute a recommendation to purchase, sell or hold any security, and 
should not be construed as investment advice.   Past financial performance is 
no guarantee of future results.  
 

The statistical information contained in this report was derived from sources 
that Vogel Consulting LLC (Vogel) believes are reliable, and such information 
has not been independently verified by Vogel.  The information contained in 
this report represents the opinion of the author(s) as of its date and is subject 
to change at any time due to market or economic conditions. 
 

Russell Investment Group is the source and owner of the trademarks, service 
marks and copyrights related to the Russell Indexes.  Russell® is a trademark of 
the Russell Investment Group. 
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