
 

 

 

Introduction  

The first financial quarter of the year has been a challenging one for the financial 
markets, with a range of economic events causing volatility. Notably, interest rate and 
inflation predictions, realities, and anticipations have been a big focus. The realities 
have caused some interesting financial events to occur. The NYSE has halted over 200 
stocks after Silicon Valley Bank needed to raise a massive amount of debt to cover its 
losses from Treasury securities that were no longer worth valuable due to interest rate 
hikes (CNBC, 2023). Other banks like First Republic and Credit Suisse had similar issues 
to face and were subsequently “bailed out” (Barons, 2023). 

With increased volatility and market divergences, there is a flight to quality, with 
money moving to commodities, crypto, high dividend equities and other “safe haven” 
assets. This shift from financials has also catalyzed energy, technology, and 
semiconductors sectors to mobilize (Barons, 2023). 

The Federal Reserve has since 2022 indicated that it may raise interest rates due to con- 
cerns about inflation. If rates continue to be raised, it could impact the banks further,  
borrowing costs for individuals and businesses, and ultimately the stock market. We are  
already seeing how housing prices are starting to drop (Chartr, 2023). Despite the Fed  
stating that any changes will be gradual and depend on economic data, it is important to  
monitor the portfolios closely and make informed decisions.  
 
We remain optimistic and calm that as long as we maintain a balanced approach and stick 
to our methodology our portfolios can weather any choppy waters.  
 

  

Figure 1. Figure on home prices (Chartr, 2023) 
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Opportunities in Value Sectors 

Towards the end of the previous year, there was a shift in the performance of value 
stocks, with sectors such as energy, industrials, materials, and financials leading the 
way over their higher-risk counterparts. This may be indicative of the beginning 
stages of a period of value outperformance, but it appears that numerous investors 
are failing to acknowledge this possibility due to their fond recollections of the 
profitable gains associated with investing in high-growth stocks. (Morgan Stanley, 
2023). 

In the aftermath of the dotcom bubble collapse in 2000, the tech sector 
experienced a significant decline of 60% within the first year. Despite this, investors 
attempted to buy shares at a lower price. The Technology Select Sector Index then 
indicated another 22% decrease in tech stocks during the second year. In contrast, 
bank stocks, industrials, and materials witnessed a positive trend. Sadly, investors 
missed out on these sectors since they were only focused on the previous bull run. 
A similar pattern has emerged this year with investors flocking back to tech stocks 
too early and demonstrating less interest in value stocks (Morgan Stanley, 2023). 

 

 

Figure 2. Toggle.ai's table on rate hike cycles and market performance 

 

 

 

 

 

 

 

 



 

Why generating income is an important strategy 

The conclusion for portfolio construction can be to focus on yield whether correlated 
with the market or from uncorrelated sources to boost fixed income returns. 
Focusing on yield can consistently generate returns in an unstable, changing market, 
such as one undergoing an interest rate hike cycle, as well as in a flat one.  
 
It takes money off the table when there is volatility and generates income when 
clients often need it most. In the current environment, we are more focused than 
ever on maintaining yield for the purposes of generating consistent income for our 
clients, striving to outperform the indices, and making sure losses are contained by 
realizing the returns from dividends and other forms of yield.  
 
 

  

 

Figure 3. A chart comparing rate hikes over the years 

 

 

 

 

 

 



 

Final words  

 

 

 

Figure 4. A chart from Morningstar showing upcoming GDP forecasts  

 

We do have optimism brewing for factors of the economy in later 2023. In the middle of 2023, there is predicted to be a 
shift towards more risk in the markets by Bank of America researchers (Bank of America, 2023). It is important to note 
that this would be due to the peak of inflation, U.S. Dollar, and hawkishness from the Federal Reserve in the first half of 
the year. Bonds may appear more attractive in the first half of 2023, while stocks are expected to do better in the later 
half. Typically, the S&P 500 reaches its bottom six months prior to the end of a recession. It is predicted that the S&P will 
end the year at 4000, and S&P earnings per share will amount to $200 for the year (Bank of America, 2023).  
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Disclosure 

The material represents an assessment of the market environment at a specific point in time and is not intended to be a 

forecast of future events, or a guarantee of future results.  This information should not be relied upon by the reader as 

research or investment advice regarding any funds or stocks in particular, nor should it be construed as a recommendation 

to purchase or sell a security.  Past performance is no guarantee of future results.  Investments will fluctuate and when 

redeemed may be worth more or less than when originally invested. Any companies mentioned are for illustrative 

purposes only. It should not be considered a solicitation for the purchase or sale of the securities. Any investment should 

be consistent with your objectives, timeframe, and risk tolerance. The forecasts or forward-looking statements are based 

on assumptions, subject to revision without notice, and may not materialize. 

Investing involves risks, and investment decisions should be based on your own goals, time horizon and tolerance for risk. 

The return and principal value of investments will fluctuate as market conditions change. When sold, investments may be 

worth more or less than their original cost. The market indexes discussed are unmanaged and generally considered 

representative of their respective markets. Individuals cannot directly invest in unmanaged indexes. Past performance 

does not guarantee future results. 


