
Economic 
Update

A Closer Look at Q4 2023 Data
Released: January 2024 



Stock Market Performance

US stocks rallied during the fourth quarter of 2023 
following the weakness of the prior few months. The Dow 
Jones Industrial Average jumped 13.1%, the S&P 500 
climbed 11.7%, and the Nasdaq Composite led the way 
returning 13.8%. 

During the 4th quarter, the 10-year U.S. Treasury rate 
reversed course following a move up to 5% and quickly 
dropped to 3.8% by late December. This buoyed the 
markets and sent stocks higher into year-end.

Outside the U.S., global markets followed a similar trend. The 
Emerging Markets index ended the quarter up 7.9% while both 
the World Ex-USA and EAFE indexes moved higher by around 
10.5%.

2023 turned out to be a strong year for the major equity 
indexes. While there were many doubters entering the year, 
there was good reason to believe the worst case inflation 
scenario was off the table, the economy remained fairly 
strong, and it was the third year of a presidential election cycle 
– all reason’s RiverGlades had cited encouraging investors to 
stay invested.

Domestic Indices

Non-U.S. Indices



U.S. Sector Performance

Ten of the eleven S&P Sectors posted positive returns in Q4 of 2023. The Energy 
sector was the only one to decline. This was the opposite of Q3 when Energy was 
the only sector to post a gain. The reversal in market interest rates saw the Real 
Estate and Technology sectors benefit the most, with each rising almost 20% 
during the quarter.

Broadly speaking, the Cyclical Sectors performed the best followed by the 
Sensitive Sectors and then the Defensives.

Throughout the year we noted that the sharp rally in sectors with highest 
valuation sensitivity and greatest dependence on corporate spending was 
counterintuitive given that many investors believed a recession was looming on 
the horizon. 

Instead of one “traditional” recession, it appears that various industries and 
geographies have been impacted in differing ways and at different times over the 
past 18-24 months. We had referred to this type of scenario as a series of rolling 
recessions. As of now, this looks like how things played out and while there are 
always issues facing the market, we might already be on the other side of what 
many investors are still waiting to arrive.

Sensitive Sectors Q4 2023 
Return

Energy Select Sector SPDR® ETF -6.36%

Communication Services Select Sector SPDR® ETF 11.08%

Industrial Select Sector SPDR® ETF 13.05%

Technology Select SPDR® ETF 17.67%

Cyclical Sectors Q4 2023 
Return

Financial Select Sector SPDR® ETF 13.91%

Materials Select Sector SPDR® ETF 9.66%

Consumer Discretionary Select SPDR® ETF 11.27%

Real Estate Select Sector SPDR® ETF 18.83%

Defensive Sectors Q4 2023 
Return

Health Care Select Sector SPDR® ETF 6.41%

Consumer Staples Select Sector SPDR® ETF 5.47%

Utilities Select Sector SPDR® ETF 8.48%



U.S. Equity Market and Headlines

Source: www.bespokepremium.com; Bespoke Report: 2024 Outlook

I have included this 2023 chart of the S&P 500 
Index overlayed with various headlines from the 
year to remind us that as it often does, the 
market “climbed a wall of worry” in 2023.

Following the market correction in 2022, the year 
began with an overwhelmingly negative outlook 
from Wall Street strategists with most calling for 
further declines in 2023. The range of estimates 
for the S&P 500 was from 3,675 to 4,575 with an 
average of 4,097. It ended the year at 4,770 after 
starting at 3,839.

Their forecasts seemed validated in March when 
several banks collapsed seemingly overnight. By 
the end of July, Fed Funds rates were the highest 
they had been in 22 years! In early October, the 
Speaker of the House was removed, and Israel 
suffered an unthinkable terrorist attack.

However, October 20th Federal Reserve Chair 
indicates rate hikes may be done and the market 
rallied further into year-end.

http://www.bespokepremium.com/


S&P 7 vs. S&P 493

In last quarter’s commentary we introduced “The 
Magnificent Seven” comprised of Apple, Amazon, Alphabet, 
Meta Platforms, Microsoft, NVIDIA, and Tesla. These 7 
companies were accounting for almost all of the 
performance of the S&P 500 index through September.

Looking at the chart, you can see that the S&P 7 (top line) 
significantly outpaced the S&P 493 (bottom line) throughout 
2023. The line in the middle is the S&P 500 index. 

What does this show? First, that ”The Magnificent Seven” 
gained over 75% for the year. This is can be largely attributed 
to rebound from last year’s overreaction selling and the 
growth of ”AI” in 2023.

Second, the rest of the market, the S&P 493, had a good year 
returning over 10% but nothing close to the 75% of the S&P 
7.

Finally, that the S&P 7 represent such a large component of 
the S&P 500 overall, they were able to drive the index’s 
return up to almost 25% for the year.



S&P 500 Performance

Source: www.bespokepremium.com; Bespoke Report: 2024 Outlook

Continuing to analyze the S&P 500’s return last year, you can see that the 
top 5 names provided over half the index’s return, while the top 25 
accounts for over 80% of the benchmark’s performance. The other 
approximately 475 positions in the S&P 500 only generated 16.4% of the 
returns.

You have likely already heard the negative rhetoric around this narrow 
leadership from various “financial gurus” and “professional money 
managers.” Much of this is them just trying to explain why their forecasts 
at the beginning of the year were so wrong and why their actively 
managed portfolios trailed their benchmark yet again this year. 

While the impact of the 7 large tech companies is certainly 
disproportionate, it highlights less what is wrong with the market than it 
does what is wrong with so many advisory firms approach to portfolio 
construction. If you owned less than the benchmark exposure or perhaps 
your money manager eschewed owning those names at all, your 
portfolio likely trailed the market by a significant margin last year.

At RiverGlades, we believe in thoughtful allocation and prudent 
diversification through the use of low cost, indexed exchange traded 
funds. This ensures our clients have adequate exposure to the broad 
markets at any given time. That strategy works in years with narrow 
leadership as well as years when the gains are more broad-based.

http://www.bespokepremium.com/


Growth vs. Value

As the outperformance of the Technology sector continues, so does the outperformance of Growth style of investing compared to Value investing. In our 
past commentaries RiverGlades has described a preference for avoiding the growth/value distinction. Instead favoring a sector level allocation or 
embracing the index as a whole.

As captured in the chart above left, those investors that focused on Value over Growth last year saw their performance trail by almost 4 times! Over the 
past five years, Growth stocks have outperformed Value by more than double on a cumulative basis (above right). 

Many investors have been anticipating a recovery in Value for years and have only experienced short periods of relative outperformance by Value.



Asset Class Performance – Trailing Periods

This table shows the performance of various asset classes over different 
time frames. As noted by the sector returns, US Real Estate led the way 
in the fourth quarter helped by declining interest rates while 
Commodities tumbled, losing 10.7%.

For the year, most equity categories saw returns between 10% to 20%. 
Bonds managed to rebound following a terrible 2022 and posted a 
reasonable 5.5% total return. 

Commodities were the sole asset class to decline in 2023 dropping 4.5%.

 The take-away from this chart is that 
despite the volatility of various asset 
classes and all the uncertainty both in the 
U.S. and around the world, returns have 
been roughly in-line with what an investor 
might expect given an asset class’s 
historical risk/return profile.



Asset Class Performance – Quarter by Quarter

This visual shows historical quarterly 
asset class performance for the last 15 
quarters. 

Looking at the results on a quarterly 
basis makes a strong case for 
maintaining a well diversified portfolio 
especially during periods of market 
volatility. 

While there may be short-term trends 
that persist for a while, the market’s 
tendency to shift towards mean 
reversion makes “timing the market” 
very challenging.

RiverGlades investment strategy seeks 
to “own a little more” of the asset 
classes that have a positive outlook and 
“own a little less” of the asset classes 
that might be facing headwinds or have 
had overly strong recent performance.



Interest Rates

During the fourth quarter, yields dropped across the board, from U.S. Treasuries to high yield 
bonds. This had the impact of shifting the yield curve down by around 0.70%. This is approximately 
the same amount the Fed seemed to indicate they might cut in the coming year. 

The 2-year to 10-year part of the curve is still inverted (longer maturities have lower yields). As we 
discussed in the past, this is often viewed as a recessionary indicator. 

Duration Rate QoQ Δ

1-Month 5.60% ▲ 5 bps

3-Month 5.40% ▼ 15 bps

6-Month 5.26% ▼ 27 bps

1-Year 4.79% ▼ 67 bps

2-Year 4.23% ▼ 80 bps

3-Year 4.01% ▼ 79 bps

5-Year 3.84% ▼ 76 bps

10-Year 3.88% ▼ 71 bps

20-Year 4.20% ▼ 72 bps

30-Year 4.03% ▼ 70 bps

1-10 Years 30 Years



Interest Rates and Headlines

Source: www.bespokepremium.com; Bespoke Report: 2024 Outlook

I have included this 2023 chart of the 10-year 
U.S. Treasury yield overlayed with various 
headlines. Like the earlier chart with the S&P 
500, I think this warrants some reflection 
given all that occurred last year. 

Early in 2023 inflation continued to cool but 
there wasn’t consensus around that 
continuing.

Fed pauses rate hikes in June but raises again 
in July.

In September, Big Three auto workers launch 
employment strike. Fed pauses again but 
indicates future hikes might be warranted.

As 10-year approaches 5% in October, Federal 
Reserve Chair indicates rate hikes may be 
done and rates begin to decline to below 4% 
by year-end.

http://www.bespokepremium.com/


Where Are Interest Rates Headed?

Source: www.bespokepremium.com; Bespoke Report: 2024 Outlook

Over the past 18-24 months, RiverGlades opinion was 
that the Fed, while late to the game, would appropriately 
manage some version of a “soft landing.” We remained 
confident in their ability to take prudent action while 
talking the equity markets up and down as needed along 
the way.

However, throughout the process, investors seemed 
bound and determined to either go all in on a doomsday 
recession or were able to convince themselves the Fed 
will immediately reverse course and begin to aggressively 
cut rates…

This remains the case in 2024. The chart to the left shows 
the market expects Fed Funds to drop below 4% by year-
end when the Fed itself is indicating rates may only 
decline to 4.5-4.75%.

Especially in an election year, the Fed will want to 
maintain the appearance of independence. This means 
not doing too much and not doing it too close to the 
election.  Ignoring whether or not the Fed even needs to 
cut, it seems unlikely that the Fed will be able to cut 
more than 0.50-0.75% by summer. 

http://www.bespokepremium.com/


Commodities

RiverGlades’ strategy seeks to identify opportunities to increase expected risk-adjusted return at the margin. This is done by shifting or “tweaking” our 
asset allocation over time. Incorporating commodity exposure in the mix is one way that this may be achieved. Commodity exposure has been a part of 
our portfolio strategy since inception and has at times had varying levels of exposure to a diversified bucket of commodities and/or gold.   Recently our 
preference has been for gold, but a broad mix of hard and soft commodities could make sense in the coming years.



Leading Indicator Summary & Trends

This table is a heatmap of various economic data points which are considered leading indicators and shows their trends over time. The first four columns show 
a quarter-by-quarter change, whereas the following columns show annual changes in the data. 

Economic data remains mixed, but overall, the U.S. economy continues to do well. Many Wall Street strategist expected an impactful recession in 2023 and 
while the economy was somewhat muted, recession was avoided. RiverGlades continues to see the economy growing in the coming year and does not 
anticipate a widespread recession.



Housing Indicators

Mortgage rates spiked last year as interest rates rose. However, in the past 
few months, mortgages appear to be topping out, at least for now.

At left, the middle chart shows a slight uptick in mortgage originations as 
rates have eased off recent highs. Increased activity is likely to remain if 
rates settle in around this levels or potentially decline further in the 
coming months.

While many homeowners now feel trapped due to their extraordinarily low 
mortgage rates that were locked in over the past few years, one can expect 
that with time homeowners looking to move, move-up or access the 
growing equity in their homes will accept these higher rates.

How long it takes for the mortgage market to adjust to these new rates is 
unknown, but life goes on and as much as those with unusually low 
interest rates won’t like it, they will need to move. As this begins to occur, 
more homeowners will feel comfortable making similar decisions.



Inflation

Year-over-year Inflation rates have been declining since they 
peaked during the 2022 summer. Core CPI has continued to 
trend lower to 3.9% and Headline CPI has dropped to 3.4%.

RiverGlades outlook anticipated inflation cooling to the 4-5% 
range, so 3.4-3.9% is below our expectation. While we certainly 
welcome this news, we don’t want to celebrate as if inflation 
has been defeated. 

One of the major lessons of the 1970’s was that inflation can 
quickly reappear if given a chance. It is important that the Fed 
remain vigilant and keep the pressure on inflation. This 
contributes to our opinion that the Fed will likely cut less than 
most investors think. 

Should the Fed become confident that inflation has been 
beaten and begin to cut rates or signal they intend to cut rates 
too aggressively, inflation can and likely will resume. Each time 
the Fed allows inflation to come back they lose credibility with 
the markets and with U.S. consumers. In the 70’s the Fed 
allowed this to occur, making it increasingly more difficult to 
curb inflation each time. We should all be hoping the Fed 
stands its ground, leaves rates unchanged, and talks about 
being prepared to take further action if necessary.



Where Do Things Go From Here?

A recent report from the well-respected Bespoke Investment Group (www.bespokepremium.com) summarized their take on the current “Pros and Cons” for 
the stock market going forward. Many of these have been touched on in this presentation, but RiverGlades’ team is always available to elaborate or answer 
questions.

The Pro’s and Con’s appear to be fairly even at this time. While an argument can be made for both sides, it also becomes important to take into account the 
time over which these factors are considered. From where we sit, RiverGlades forecasts that 2024 will be a good but not great year with returns being more 
in-line with average historical levels. We anticipate some market weakness early in the year, some volatility into the summer, and a rally in equities as the 
market begins to decipher who will win not only the presidential election but control of the House and Senate.

Pros: While valuations for the headline S&P 500 are high, outside of the largest stocks, they look much more attractive. Credit markets have 
seen a massive loosening which historically has translated to strong markets going forward. While economic data has shown some signs of 
weakness, other areas are holding up well, and if there’s no further slowing, the market should hold up just fine. No one besides the media 
is looking forward to next November’s election, but election years have historically been positive. Lastly, semiconductors, our favorite 
leading indicator of the economy and the market, have broken out to new highs on a relative strength basis after trading in a range for more 
than two years.

Cons: In the short-term, sentiment has turned bullish (contrarian indicator) and the yield curve is still inverted, so a recession can’t be ruled 
out. Economic data has been showing weaker trends, interest rates are still high, and based on current inflation readings, at restrictive levels. 
Some have even argued that the Fed is just as behind the curve now (in terms of being too tight) than it was in late 2021 (in being too loose). 
Lastly, now that the Fed has pivoted, we’re back in a market where bad news is bad for the markets.  

Source: Bespoke Investment Group, The Bespoke Report, 12/22/23

http://www.bespokepremium.com/


Where Do Things Go From Here? cont.

The chart to the left shows the S&P 500 Shiller CAPE Ratio going back 20 years. Yale Professor Robert Shiller created this variation of the traditional P/E Ratio 
to account for the cyclicality of earnings. Rather than simply taking the trailing year’s earnings as is done with the traditional P/E, the CAPE Ratio averages the 
past 10 years earnings and adjusts for inflation. This provides another lens, a longer term one, through which valuation can be analyzed. The chart shows just 
how far valuations have declined since the beginning of 2022, dropping from 38.5 to 30.8. While the ratio is still above the 20-year average, it looks much 
more reasonable than 24 months ago. Above right, you can see the forward P/E ratio at around 24.8 and that forward earnings estimates remain strong.

RiverGlades’ outlook remains relatively constructive all things considered. Inflation is moderating, rates are adjusting higher, and earnings remain okay. While 
there are always plenty of reasons for concern, the economy appears to be taking everything in stride and it is reasonable to expect the broader investment 
markets to do the same. This suggests that most investors stick to their long-term plan with the understanding that there will always be ups and downs in the 
market. Investors should be “taking inventory” and putting together a strategy to take advantage of what this year will have to offer. 
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For more information, please visit  https://rivergladesfo.com/

•All investment strategies have the potential for profit or loss. Changes in investment 
strategies, contributions or withdrawals may materially alter the performance and 
results of your portfolio. 

•Different types of investments involve varying degrees of risk, and there can be no 
assurance that any specific investment will either be suitable or profitable for a client’s 
investment portfolio. 

•Economic factors, market conditions, & investment strategies will affect the 
performance of any portfolio there are no assurances that it will match or outperform 
any particular benchmark. 

•The information contained herein has been obtained from sources believed to be 
reliable, but the accuracy of the information cannot be guaranteed. 

•This is not to be considered a solicitation for the purchase or sale of any individual 
security or investment strategy.

https://ycharts.com/about/disclosure
https://rivergladesfo.com/

