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Stock Market Performance

Overall, U.S. Stocks kicked off 2023 on a positive note! The
Nasdaq Composite led the way with a 17.1% increase
following a tough 2022, the S&P 500 advanced 7.5%, and the
Dow Jones Industrial Average inched 0.9% higher.

During the quarter, there was a sense of optimism as inflation
numbers continued to moderate, corporate earnings were ok,
and the Fed began to hint that they might be close to ending
their interest rate hikes. These factors appear to have
strengthened investors confidence that the worst-case
scenario was less likely to occur.

Outside the U.S., Global markets saw similar strength during the
quarter, with the MSCI EAFE Total Return index returning 8.6% and
MSCI World Ex USA posting a gain of 8.2%. Emerging Markets trailed
developed markets returning a slightly more modest 4.0%.

Having trailed the domestic markets over the past 10 years, back-to-
back quarters of strong relative performance outside the U.S. is a trend
worth watching.

Domestic Indices

Non-U.S. Indices



U.S. Sector Performance

Last quarter, seven of the eleven S&P Sectors had positive returns. The 
Technology and Communication Services sectors led the way with 21.6% 
and 21.1% returns, respectively. Financials were deepest in the red, 
posting a -5.5% return for the quarter, followed by Energy and Health Care 
at -4.3% each.

Following the collapse of Silicon Valley Bank and Signature Bank, it is 
somewhat surprising that the Financial sector managed not to decline 
further. The government’s commitment to protect bank deposits appears 
to have stemmed a crisis of confidence in the banking system. However, 
reports show many depositors moved their money from smaller 
community and regional banks to the big four banks. The potential fallout 
from this won’t be realized until and if, these smaller banks begin to have 
loans that go bad.

Whether their loan portfolios underperform will ultimately be dependent
on the strength of the local economies in the banks’ respective markets.
Those in weaker markets are likely to have higher defaults than those
smaller banks in geographic areas where the economy remains stronger.
Either way, while the outlook isn’t for a financial crisis, this isn’t the end of
concerns over community and regional bank financial strength.



Asset Class Performance – Trailing Periods

This table shows the performance of various asset classes over
different time frames. As noted by the sector returns, U.S. Growth
stocks led the way to start the year. While Commodities were the best
performer in 2022, the asset class underperformed last quarter
despite Gold’s 8% rise.

The broad bond market as measured by the Barclays U.S. Aggregate
posted a respectable 3.0% gain as longer-term rates moved lower
from the highs of last year.

There was much talk last year about the
return of “Value Investing.” However, the
Value index trailed Growth and the
broader S&P 500 index over 1-, 3-, and 6-
month timeframes. Value stocks have
only outperformed over the trailing 12
months.

Many investment firms build a diversified
portfolio by filling the ”style boxes” and
allocating some assets to growth and
some to value. RiverGlades has avoided
this allocation decision in favor of lower
cost and broad-based or sector specific
decisions.



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
through 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.



Inflation

Year-over-year Inflation rates have been declining since the peak last summer, but both measures remain elevated. Headline CPI was 4.99% in March, and
Core CPI was 5.60%. As highlighted in the last quarterly commentary, there are reasons to believe that the worst may be behind us. RiverGlades outlook
continues to argue that inflation peaked last summer and will keep trending lower throughout 2023. This coincides with our expectation that The Fed will
begin to ease up on the tightening and eventually take a meeting or two off from hiking to evaluate the impact of the tightening actions so far. If inflation
continues to moderate, the Fed should have cover to pause, allowing for additional data to come in and hopefully prevent the Fed from severely
overtightening. It was the fear of overtightening that triggered the steep sell-offs experienced last year.

The chart to the right shows the U.S. Index of Consumer Sentiment continues to rebound from the low in July. This is an indication that long-term inflation has
not become entrenched in the consumer psyche. Consensus seems to be predicting continued moderation but only back to around 4-5%, not the unusually
low levels of the past decade.



Interest Rates

During the 1st Quarter, rates shifted lower across the Treasury yield curve with only the
shortest of durations, those less than one year, increasing. This presented an interesting
opportunity for investors seeking a safe place to wait and see how the next few quarters
will unfold.

For now, the bond market and many Wall Street forecasts are expecting a Fed Funds rate
cut, as soon as late summer. While not RiverGlades base case outlook, it is worth watching.
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Housing Indicators

As intermediate and longer-term interest rates have moderated in
recent months, the average 30-year mortgage rate has declined from
the recent highs of late last year.

Both the current and near-term outlooks for home sales have
rebounded off their lows set at the end of Q4, according to data from
the National Association of Home Builders (NAHB) and Wells Fargo.

As noted last quarter, while home prices will likely weaken in the
coming months/quarters, this appears to be a “normal correction” or
adjustment in the housing market. As evidenced by the recent uptick
in pending homes sales in response to mortgages rates declining
towards to 6%.



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.

RiverGlades has adopted a framework for our economic outlook that puts the the U.S. in a series of rolling industry/sector recessions. What we believe is that
the sudden increase in interest rates is impacting different segments of the economy in different ways and at different speeds as opposed to a widespread
slowdown of the total economy. This idea was suggested last year by well-known, independent economist Ed Yardeni and things seem to be progressing in-
line with his original thesis.



State of the Consumer

Both the U.S. Consumer Sentiment Index and the Consumer
Confidence Indicator rose slightly in Q1. Consumer Sentiment
remains well below its 85.7 average, and the Consumer
Confidence indicator is 2.7 points below 100, indicating
weakened consumer confidence.

Additionally, the U.S. Net Percentage of Banks Reporting
Increased Willingness to Make Consumer Installment Loans
declined by 12.5% in Q1.

Obviously, the general feeling about the economy is currently
quite negative. However, the “glass half full” view is that
sentiment is often a contrary indicator for future investment
market returns.

Looking at the U.S. Index of Consumer Sentiment (top chart) it
is evident that over the past 70 years the highest high was in
late 90’s Tech Boom and the prior low was during the 2008-
2009 financial crisis. In both cases, shortly after reaching those
extremes, the market made a significant move in the opposite
direction of the current sentiment.

While a significant rally to new highs by year-end is not likely,
the negative sentiment may indicate that all the “bad news” is
already reflected in the market declines of last year.



Historical Reference

At left, you see the S&P 500 (blue) and the 10-2 Year
Treasury Yield Spread (orange) going back to 1977. The
shaded areas (gray) represent periods of U.S. recessions.

The 10-2 Year Treasury Yield Spread is an often-noted
recession indicator. A negative 10-2 Spread has always
been followed by a recession (eventually).

Currently, the 10-2 Treasury Yield Spread has been
inverted since July 2022. In March 2023, the 10-2 Spread
inverted to -1.03%, its lowest point in over four decades.

Looking at this chart, two things stand out in RiverGlades
analysis: 1) if we are not in a recession already, we will be
shortly and 2) in all but the early 2000’s, the market was
already trending higher by the time the recession ended.

This presents the possibility that the U.S. is currently in a
recession that started last year and may continue for a
period, but that the market might already be looking past
it and beginning a recovery with more upside in the
future.



Where Do Things Go From Here?

A recent report from the well-respected Bespoke Investment Group
(www.bespokepremium.com) noted that the Conference Board’s “bull-
bear” spread has remained negative for the past 16 months straight. In
doing so, it becomes the second longest streak since 1987. The only streak
that has run longer is the 18 months during the Financial Crisis that ended
in April 2009.

The Conference Board’s “bull-bear” indicator is based on a survey that
asks for views on stock prices and is calculated by subtracting the
percentage of those responding with a bearish outlook from those with a
bullish opinion.

In short, a negative reading indicates a greater negative view of stocks and
a positive result indicates a more optimistic opinion.

What might investors make of this information? Bespoke’s research
showed that for each of the prior streaks lasting nine or more months, the
S&P 500’s performance in the year after they ended was positive and with
gains ranging from 11% to 36%.

While this appears to be positive news for the equity markets, it remains
to be seen how long this streak will continue… In each case, the sentiment
indicator did not turn positive, thus breaking the streak, until after the
ultimate bottom had been reached and stocks had already resumed a
positive direction.

Source: Bespoke Investment Group, Chart of the Day, 4/24/23



Where Do Things Go From Here? cont.

The chart to the left shows the S&P 500 Shiller CAPE Ratio going back to 2003. 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. While the ratio is still above the 20-year average, it looks much more
reasonable. While it might be slightly above the 20-year average the ratio does remain below the 10-year average of 29.

RiverGlades’ outlook remains relatively constructive all things considered. While late to the game, the Fed has been taking steps to address inflation and
inflation continues to moderate. Their strategy of talking the market up when it has a few bad weeks and talking the market down when it begins to get overly
bullish has kept the market range bound while the economy adjusts to the new higher rate environment. As mentioned over the past few quarters, an
outcome more along the lines of a “soft-landing” continues to look like a reasonable base case.
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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.
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