
 
 

3rd Quarter 2023     

2023 3rd Quarter in Review & Outlook 

"The key to making money in stocks is not to get scared out of them."  —Peter Lynch 

Markets give back some gains 

Hawkish commentary by the U.S. Federal Reserve board resulted in a partial retracement of year-to-date gains for stocks 

during the third quarter and net year-to-date losses for bonds (below) as investors perceive that the Fed may hold short 

term rates higher for longer. Higher energy prices, rising interest rates, the United Auto Workers strike, and renewed 

concerns over a government shutdown also fueled asset price declines. Mid- and small-cap stocks and REITs lead the 

declines in equity prices. 

 

This year’s rally in the broader U.S. stock market has been unusually concentrated with the so-called Magnificent 7 

technology-oriented stocks accounting for 69% of year-to-date returns. According to global investment management 

firm VanEck, the expanding dominance of the "Magnificent Seven" mega-cap technology stocks has raised eyebrows in 

financial circles, leading to growing concerns about concentration risk in the U.S. equity market. These behemoths, 

which include Apple, Amazon, Microsoft, Google, Nvidia, Tesla, and Meta have seen their market values soar, making 

them pivotal players in the stock market's performance. Today, the Magnificent Seven make up over 25% of the S&P 500 

Index.  

While their spectacular rise underscores the transformative power and profitability of technology in today's digital age, 

it also poses a potential risk, according to VanEck. If any of these companies were to falter, the ripple effect on the 

broader market could be significant. Diversification is a cornerstone of risk management in investing, and the increasing 

reliance on a handful of stocks for market returns challenges this foundational principle.  

Protecting against concentration risk 
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We continue to be impressed with the 

performance and methodology of the 

Morningstar Wide Moat Focus index 

(the Moat Index). Our largest equity 

Exchange Traded Fund (ETF) holding, 

the VanEck Morningstar Wide Moat 

ETF (MOAT), tracks this actively 

managed index that uses Morningstar’s 

proprietary quality and valuation 

screening factors and an equal-weight 

methodology that protects against 

concentration risk. We also use similar 

screening factors in building and 

managing our Core Equity portfolio segment for our larger portfolios. 

The Moat Index was not resistant to market troubles, finishing down 5.44% in September, while the S&P 500 Index 

declined 4.77%. However, year-to-date the Moat Index continues to lead the S&P 500 by over 300 basis points, 

according to Morningstar. Smaller-cap companies also saw a modest decline during the month, yet the Morningstar US 

Small-Mid Cap Moat Focus Index (the “SMID Moat Index”) weathered the storm better than both the small- and mid-cap 

broad benchmark indexes. We have been adding a new ETF recently that tracks this index into portfolios. 

The Moat Index saw its technology exposure increase to the largest overweight in quite some time at the end of 2022, 

following the drastic declines in valuations for the sector that year, according to VanEck. Now, with the incredible rally 

that many of these companies experienced in the first half of the year, their valuations have become less attractive. 

During the September review, the Moat Index continued its shift away from growth stocks, which began in June 2023, to 

more of a blend/value posture. 

The technology sector saw the largest reduction in exposure, signaling growth as an overvalued segment of the U.S. 

market, according to VanEck. Tech stocks are now the largest underweight in the Moat Index, about 12% relative to the 

S&P 500 Index. This technology sector void was filled by companies from more value-oriented sectors such as 

industrials, financials, and consumer staples. 

 

Valuations of the Moat Index are significantly more attractive than a market cap-weighted broad market index like the 

S&P 500. According to VanEck, the weighted average price-to-fair value of the Moat Index fell from 0.81 to 0.77 

http://www.scadvisors.net/
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following the September rebalance, signaling a 23% discount to Morningstar’s fair value estimate. This is in contrast to 

the S&P 500 Index, which featured a weighted average price-to-fair value ratio of 0.96 as of the same date. 

We own a number of the Magnificent 7 with a low cost basis in non-qualified accounts. These tax constraints prevent us 

from rebalancing in the same manner that the Moat Index and the ETF that tracks it. However, we have trimmed 

positions to control risk yet keep capital gains consequences to a minimum. 

September blues for stocks 

Apparently, the biggest headwind for stocks during the quarter was that it contained the month of September. Below, 

Blackrock collected nearly 98 years of monthly returns dating back to 1926. The only month that has averaged a 

negative return is September. A lot of people would probably guess that October would be the worst month given some 

of the historical down drafts of that month such as the Crash of ’87. But, no, it is September which also has the lowest 

percentage of up months dating back to 1926. Of course, only a speculator would attempt to avoid losses by going to 

cash prior to September. And that would be a 50-50 proposition. The proper mentality is to use the occasion to add 

quality names at more reasonable prices. 

 

Yields get real 

Prior to the start of this current central bank tightening cycle, a major theme in the investment industry was the “death 

of the 60/40 portfolio.” This meant that a traditional conservative allocation of 60% stocks and 40% bonds would not 

provide adequate required returns for long term investors due to low and even negative real, or after inflation, yields on 

bonds. In the chart below from Blackrock, as of August 2023, the rise in bond yields has resulted in the highest real yield 

for bonds since the financial crisis of 2008-09. Real yields on core bonds hit 1.9% and have even improved a bit more 

since then. 

http://www.scadvisors.net/
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Higher yields do provide competition for stocks. In the right half of the chart above, Blackrock looks at returns of both 

stocks and bonds 12 months after periods in which real bond yields were high (>1.5%), medium (0-1.49%), and negative. 

With real yields currently greater than 1.5%, this certainly bodes well for bonds and perhaps less so for stocks. However, 

a real yield of 2% on bonds is still less than half of the long-term average “risk premium” for stocks, which is 5-5.5% 

more than the 10-year Treasury bond over a 30-year time horizon, according to Investopedia.com. High current real 

yields certainly do not warrant a dramatic shift from stocks to bonds. It just means that perhaps talk of the “death of the 

60/40 portfolio” can be put on the back burner for now. 

In closing, we are deeply saddened by the recent terrorist attacks in Israel and the tragic loss of innocent lives. It is a 

painful reminder of the senseless violence that affects people of all backgrounds and beliefs. Our thoughts are with the 

victims and their families during this difficult time. May those affected find strength and support in the face of this 

adversity, and may we all work toward a future where such acts of violence become a distant memory. 

Please let us know if you have any questions. We look forward to talking with you soon. 

—Dana L. Crosby, CFA, CFP® 
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IMPORTANT DISCLOSURES: 
 
Educational use Only. The market update published by SC Capital Advisors (“SC Capital”) is intended to be educational 
in nature and is not intended to be a recommendation for any specific investment product, strategy, plan feature or other 
purposes. Accordingly, it should not be construed by any consumer and/or prospective client as solicitation to effect, or 
attempt to effect transactions in securities, or the rendering of personalized investment advice for compensation. 
 
Advertising and Marketing. Communications such as this are not impartial and are provided in connection with 
advertising and marketing. This material is not suggesting a specific course of action or any action at all. Prior to making 
any investment or financial decisions, an investor should seek individualized advice from a personal financial, insurance, 
legal or tax professional that takes into account all of the particular facts and circumstances of an investor's own situation. 
No person associated with SC Capital is a licensed attorney or tax professional and the information contained herein 
should not be considered tax or legal advice. 
 
Links to Third Party Content. This Market Update contains links to articles or other information maintained by unrelated 
third parties. You acknowledge and agree to the following: All such information is provided solely for convenience 
purposes only because we believe that it may provide useful content and all users thereof should be guided accordingly. 
We disclaim any responsibility for the link’s performance or interaction with your computer, its security and privacy policies 

http://www.scadvisors.net/
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and practices, and any consequences that may result from visiting it. We do not control the content published by the third-
party; we do not guarantee any claims made on it, nor do we endorse its sponsor or any of the content, policies, activities, 
products or services offered by any advertiser on the site. SC Capital assumes no liability for any inaccuracies, errors or 
omissions in or from any data or other information provided by the third party and inclusion or reference by SC Capital to 
any third-party link should not be construed by any consumer and/or prospective client as a solicitation to effect, or 
attempt to effect transactions in securities, or the rendering of personalized investment advice for compensation, over the 
Internet. 
 
Important Information regarding Registration. SC Capital Advisors offers Investment advisory and financial planning 
services through Belpointe Asset Management, LLC, 500 Damonte Ranch Parkway, Building 700, Unit 700, Reno, NV 
89521 (“Belpointe), an investment adviser registered with the Securities and Exchange Commission (“SEC”). Registration 
with the SEC should not be construed to imply that the SEC has approved or endorsed qualifications or the services 
Belpointe Asset Management offers, or that or its personnel possess a particular level of skill, expertise or training. SC 
Capital Advisors is not affiliated with Belpointe Asset Management, LLC. Additional information about Belpointe Asset 
Management is available on the SEC’s website at www.adviserinfo.sec.gov. 
 

http://www.scadvisors.net/
https://adviserinfo.sec.gov/firm/summary/143440

