
 
 

2nd Quarter 2023     

2023 2nd Quarter in Review & Outlook 

“Forecasts are difficult to make—particularly those about the future.” —Burton G. Malkiel 

Markets defy expectations 

Stocks continued to defy Wall Street consensus expectations in the 2nd quarter as the rally in equities continued, 

boosted by cooling inflation, the prospect of a shift in monetary policy, and enthusiasm over Artificial Intelligence (AI). 

After a year in which 94% of global asset classes finished 2022 with negative total returns and many equity asset classes 

down 20 percent or more, investors continued to see value in stocks in the second quarter with the U.S. bond market 

taking a breather.  

 

Growth stocks, among the worst performers in 2022, reversed course and posted the best returns in Q2 with the Nasdaq 

Composite index gaining 12.8 percent. The S&P 500 was up 8.2 percent for the quarter with the Dow Jones Industrial 

Average posted a gain of 3.4 percent, according to Morningstar. The quarter did not escape without some volatility, 

driven by a drawn-out political battle 

over raising the debt ceiling.  

Despite nervousness over recession 

expectations, however, investors 

should be sleeping a bit better this 

year as overall volatility has dropped 

significantly, according to Blackrock. 

2022 saw 46 trading days where the 

stock market was up or down by 2% or 

more. This was the largest number of 

+or- 2% trading days since 2009. There 

have only been 2 such trading days 

thus far in 2023 through June 30.  
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Strong equity returns are often associated with low volatility environments, according to Blackrock. They looked at any 

calendar year in which there were 10 or less 2% trading days since 2001. The average return was 17% for U.S. stocks in 

those calendar years of 10 or less +or- 2% trading days. There were no negative calendar year returns among that mix. 

Calendar year returns were flat on average when volatility exceeded 10 +or- 2% trading days since 2001. 

Inflation breaks 

The June inflation report released on July 12 showed that year-over-year inflation remained on a downward path, 

although inflation may not be falling as fast as the Federal Reserve board prefers. The Fed has currently paused further 

monetary policy tightening. According to Morningstar, in only 2 cycles of monetary tightening in the past 35 years has 

the Fed paused and then resumed raising interest rates. The Fed had not paused and resumed rate hikes in the past 3 

monetary policy tightening cycles. Many Fed watchers expect one more quarter point rate hike.  

Corporate earnings reports supported market strength in the 2nd quarter. With 99 percent of the companies comprising 

the S&P 500 reporting, 78 percent reported a positive earnings surprise, while 75 percent reported a revenue surprise. 

The earnings beat percentage was the best performance relative to Wall Street estimates since the fourth quarter of 

2021, according to Factset.  

The second quarter brought in a 

renewed focus on AI and the 

significant potential in 

productivity increases in the 

years to come. However, it also 

resulted in a market rally that 

was unusually concentrated and 

driven by a relatively few stocks 

that Morningstar dubbed the 

“Magnificent 7.” These seven 

stock drove 75% of the 13.2% 

gain in the Morningstar U.S. 

Market index return through June 

26th. Four of these companies are 

in our Core Equity portfolio.  

According to Morningstar, sectors that were the most undervalued last year have outperformed this year: 

Communications, 31.8%; Consumer Cyclicals, 25.4%; and Technology, 37.2%. Overvalued sectors at the end of last year 

have struggled: Energy, -8.4%; Utilities, -5.5%; and Healthcare, -2%. The Financial sector was also down 1.7% having 

absorbed the regional bank fallout. We think financial stocks have bottomed out. 

Overweight to growth 

With the recent runup in the market, large cap indices, especially the S&P 500 and Russell 1000, are very overweight 

growth. The S&P 500 is now tilted 41% to growth-oriented stock versus 23% value style box. The large cap blend 

category is almost a quarter of all assets in mutual funds and exchange-traded funds. The next largest category is 9%. 

Even these Core or blend funds and ETFs have become more heavily titled towards riskier growth stocks. 

http://www.scadvisors.net/


3 | P a g e  I n v e s t o r  I n s i g h t s        2 n d  Q u a r t e r  2 0 2 3  

 

info@scadvisors.net www.scadvisors.net Phone: 760-776-1488 
 

 

The graphic below shows just how much you would have to shift an S&P 500 portfolio toward value just to become style 

neutral, according to Blackrock. We could certainly see volatility in growth-oriented stocks going forward if mutual funds 

and ETFs re-balance away from growth sectors simultaneously. 

 

http://www.scadvisors.net/
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Although we still think there are plenty of attractively priced investment opportunities in Core individual equities, we 

began trimming over- and fairly-valued positions last quarter and are seeing less attractive ideas in Technology, Cyclicals, 

and other growth sectors. Referencing our ETF returns chart on the next page, it has been a terrific year for our largest 

ETF holding, the VanEck Morningstar Wide Moat Focus ETF which was up 22.9% in the first half of the year. We use this 

ETF to represent Core Equity in our smaller all-ETF portfolios. We use similar quality and price screening factors in 

managing Core Equity for larger portfolios.  

Finally, maturities of a year or less are considered a “cash” asset class, and short-term yields are as attractive as they 

have been in a long time. Treasury bills and notes are providing excellent yields for short term spending liabilities. 

However, for long term portfolios it makes sense to extend duration or average maturities after interest rates have 

risen, and we have done so in our fixed income portfolios. Per Blackrock, three conditions are currently present: 1) The 

yield curve is inverted (short term rates higher than long term), 2) the Fed has paused Monetary tightening, 3) The 

current Fed Funds rate is higher than inflation. Historically, when these conditions exist longer term bonds have always 

outperformed cash returns. 

 

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 
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, 

http://www.scadvisors.net/
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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

