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As we reflect on the first six months of 2023, it feels as if we have been caught in a turbulent sea of both market 
movements and emotions.  In January, as waves of interest rate hikes continued to crash upon us and fears of a 
recession grew, only 20.5% of all individuals reported that they were optimistic, or “bullish,” on the stock market’s 
future performance. This pessimism seemed to be temporarily validated by the surprising banking crisis when Silicon 
Valley Bank and First Republic declared bankruptcy.  Fast forward a mere six months, however, and the winds have 
seemed to change unexpectedly, with an astounding 46.4% of individuals now reporting that they are optimistic.(1) 

So, what has caused such a large and unprecedented rise in confidence? 
 
The simple answer is artificial intelligence (AI).  While it may be tempting to throw these two words into the pile of 
other buzzwords, such as NFTs, Dogecoins, Peloton, and other meme stocks that have sparked strong but temporary 
interest since the pandemic began, we believe they should be treated differently.  A McKinsey Global Institute 
analysis concluded that “45% of [all] paid activities could be automated using ‘currently demonstrated [AI] 
technologies’”. (2) While possibly concerning from a societal standpoint, the potential for increased efficiencies and 
profits has led investors to rapidly increase their exposure to the select few companies that are perceived to be well-
positioned for such an AI technological revolution.  In fact, throughout the majority of 2023, a mere seven companies 
(Nvidia, Amazon, Apple, Microsoft, Google, Tesla, and Meta) accounted for 80% or more of the S&P 500’s 
performance.(3)   The stock market has become so overconcentrated in these few companies that Apple alone is now 
worth more than the 100 largest companies listed on London Stock Exchange combined.(4) 

 
This excitement around artificial intelligence and the companies that may be able to leverage it is exciting, but most 
corporations, large and small, are still in the process of researching its capabilities.  We believe we are now exiting 
the initial phase of public excitement around AI and entering the next phase of corporate exploration.  This is 
supported by the fact that desktop and mobile web traffic to the renowned AI website ChatGPT dropped 9.7% from 
May to June as the novelty of artificial intelligence waned, even as the planned capital investments by companies 
into the technology continued to grow. (5) 
 
Some analysts have viewed the positive AI-driven performance of the stock market as an indicator that the economy 
as a whole may be showing resilience and will be able to avoid the recession that so many feared might come at the 
start of this year.  This conclusion, however, incorrectly links the positive performance of the stock market to the 
health of the economy, even though they are not directly related.  As we have discussed in previous newsletters, the 
stock market is more reflective of forward-looking sentiment, whereas the economy is indicative of today’s day-to-
day environment.  As a result, we need to look at these two crucial variables separately: 
 

• Economy:  The reality is that the risks to the economy have not fundamentally changed since the start of the 
year. The Federal Reserve is still maintaining interest rates at their highest level in over a decade, and the 
impact of the policy is only now starting to be felt by consumers and companies.  Credit card delinquencies 
are rising, restaurant bookings are dropping, and bankruptcy filings for companies with at least $10 million 
in liabilities have jumped from around 30 companies on a 6-month moving average before the pandemic to 
over 55 companies today.(6)  We are still likely to have a recession, albeit a moderate one, in the next 12-18 
months. 
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• Stock Market: Although historical performance never predicts the future performance of the stock market, 
it is often helpful to analyze when looking at what has been possible previously.  From this perspective, the 
current overconcentration of the market in just a few stocks does not necessarily imply an impending stock 
market drop.  We reached similar levels of overconcentration in 1999 and 2020, and the stock market 
continued to rise further.(7) Additionally, since the 1950s, the stock market has risen 20% from its bear market 
lows (as it has done so far this year) 13 different times.  In all but one case, the stock market was even higher 
over the following year.(8)  

 
With the above understanding, it becomes clear that it is possible that we may soon be in an environment in which 
the economy is slowing, but the stock market is growing.  In fact, as the economy slows, the Federal Reserve may be 
forced to respond by decreasing interest rates in order to avoid pushing the economy into an even deeper recession.  
This decrease in interest rates will act as another tailwind for companies, particularly those with strong revenue 
growth, as it has for the better part of the past decade. In this context, we recommend that investors focus on two 
ideas for the next several months: 
 

1. Safety Still Has Risk:  The word recession leads many individuals to fear the worst.  This is one reason 
why investors have put a record $5.2 trillion into the safety of money market funds that are providing annual 
yields of over 4%.  While this may seem like an attractive yield today, it is unlikely to feel that way in the 
future.  The last two times there was a record peak in the amount of money placed in money market funds 
(2003 and 2009), the stock market went on to have an average annual return over the next three years of 
16.4% and 19.2%, respectively, while the average money market fund return over the same period was a 
mere 1.4% and 0.1% (failing to beat even inflation).(9)   
 

2. Quality Wins Long-term: As the economy slows down, consumers spend less in the areas of life they have 
discretion over (eating out, buying cars, traveling, etc.).  Yet, there are other areas of spending that are more 
insulated due to how integral they are to people or corporations.  We specifically like sectors of the economy 
that are continuing to benefit from long-term trends, such as the aging demographic (healthcare) and the 
increasing focus on workforce automation (technology).  Finding companies in these areas that have strong 
cash flows, low levels of debt on their balance sheet, and recurring revenue growth will provide long-term 
benefits. 

 
As we conclude our newsletter, we are keenly aware of the fact that there remains a significant amount of uncertainty 
around what the future will bring, and we are still very much riding through a raging storm.  It seems as if every day, 
a new piece of data or information seems to come out that moves the stock market in an abrupt way and leads us to 
either feel a glimmer of hope or increased doubt and uncertainty.  As experienced investors, however, we need to 
keep a balanced perspective with a long-term outlook that transcends these daily fluctuations, knowing full well that 
all storms end and sunny days are ahead. 
 
Wishing you and your family a calm and relaxing summer season, 
The Glen Eagle Investment Team 
 
Disclosure: This commentary is furnished for the use of Glen Eagle Advisors, LLC, an SEC Registered Investment Advisor;  Glen Eagle Wealth, LLC, Member FINRA 
& SIPC. The information presented is believed to be factual and up to date, but we do not guarantee its accuracy and is subject to change without notice.   
Commentary is for informational purposes only and is not meant to be investment advice or a recommendation of securities to any individual . It is not prepared 
with respect to the specific objectives, financial situation, or particular needs of any specific person. Investors reading this commentary should consult with their 
Glen Eagle representative regarding the appropriateness of investing in any securities or adapting any investment strategies discussed in this commentary. 
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