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Market Review
Q1’23 Returns, %

Past performance is not a reliable indicator of current or future results. Indexes are unmanaged and not subject to fees. It is not 
possible to invest directly in an index. Note: views are from a U.S. dollar perspective. This material represents an assessment of the market 
environment at a specific time and is not intended to be a forecast or guarantee of future results. Source: Kestra Investment Management with data from 
FactSet. Index proxies: Bloomberg U.S. AGG Bond Index, ICE BofA U.S. Corporate, ICE BofA U.S. High Yield, S&P 500, MSCI EM, MSCI World ex US 
Index, Dow Jones U.S. Select REIT, and Bloomberg Commodity Index. Data as of March 31, 2023.
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• The Federal Reserve is nearing the end of its rate hiking 
spree. We expect rates to hold at that level, even as the 
lagged effects of previous monetary tightening filter through 
the economy

• Leading indicators suggest significant economic slowing 
ahead; we anticipate a recession in 2023

• Earnings estimates for 2023 have declined yet are still likely 
too optimistic and will have to be revised down

• While the recent banking crisis has largely been addressed, 
credit is likely to become harder for businesses to find 

• Relatively robust consumer and commercial balance sheets 
will help prevent this downturn from becoming deep

• Heightened sovereign debt around the developed world 
remains a risk

• With equity and bond markets down significantly from their 
peaks, much of the damage of this slowing has already 
occurred

• Any sign of an economic soft landing could prove to be a 
positive catalyst for markets

March 2023
Landing in Turbulence



Economic Overview





Negative Neutral Positive

Driven by progressively 
tighter monetary policy, 
many leading economic 
indicators have 
decelerated, pointing to 
tougher economic 
conditions ahead. 
Offsetting these 
pressures are a strong 
consumer and labor 
market. We continue to 
expect a moderate 
recession. 

Source: Kestra Investment Management

Economic Dashboard
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The labor market remains at its tightest levels in 
decades, though some signs suggest slower 
wage gains ahead

Manufacturing indicators remain in negative 
territory, signaling likely economic contraction 
ahead
Consumers have spent down savings, yet 
balance sheets remain relatively healthy and 
spending continues
While mortgage rates remain high and 
affordability low, homebuilder sentiment has 
rebounded somewhat

The Federal Reserve is nearing the end of its 
interest rate increases, though continues to 
wind down its bond portfolio
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Treasury Yield Curve Flashing a Warning Signal
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Yields on the 10-year Treasury bond have dropped well below 2-year yields. 
In previous periods when this has happened, a recession has typically 
followed within 6 months to 2 years.

Forward looking projections may not come to pass. Source: Kestra Investment Management, Federal Reserve System and FactSet. Index proxies: 2 Year and 
10 Year Treasury Indexes. Data as of April 10, 2023.

Yield curve has been inverted since 
May 2022 and is currently inverted 

by more than 60 basis points



Slowing Manufacturing Activity Points to Likely Recession

11Forward looking projections may not come to pass.
Source: Kestra Investment Management, Institute For Supply Management and FactSet. Data as of March 31, 2023.
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ISM Manufacturing Index remains weak, suggesting that the economy is headed toward 
recession. Its companion index, ISM Services has also weakened, though to a lesser extent.
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Fed Rate Hikes – and then Cuts?
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• Futures markets currently 
predict that the Federal 
Reserve will begin cutting the 
fed funds rate in the second 
half of 2022

• Previous Fed rate cuts have 
typically followed some sort of 
crisis

Fed Funds Rate: Current and Projected, Year End

Source: Kestra Investment Management data from Federal Reserve Bank of St. Louis, U.S. Federal Open Market Committee (Median). Data as of 
April 12, 2022.
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Bank Failures Jolted Financial Markets
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U.S. 2-Year Treasury Yield, Daily Change
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Lehman 
Brothers 
failure

Forward looking projections may not come to pass. Source: Kestra Investment Management, Federal Reserve System, Bloomberg and FactSet. Index proxies: 2 
Year Treasury Indexes. Data as of April 12, 2023.

SVB 
failure

Treasury yields moved dramatically in the wake of 
SVB and Signature Bank failures and have since 
settled down. 

NFIB Small Business Credit Conditions
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Financial conditions for small businesses have 
tightened, making credit harder to come by.



Inflation Below Recent Highs 
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• Broad measures of consumer 
prices continue to show 
deceleration in inflation

• Even with that slowing, inflation 
remains much higher than the 
Federal Reserve’s target of 2%

Source: Kestra Investment Management data from Bureau of Labor Statistics. Data as of April 12, 2023.
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A Monetary Feast Turns To Famine 
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M2 Money Supply Growth
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Source: Kestra Investment Management, Board of Governors of the Federal Reserve System with data from Federal Reserve Bank of St. Louis. 
Data as of April 12, 2023. 

2020: Record 
growth in M2, 

+26% year over 
year 2022: First time 

M2 growth has 
been negative 

since the 1930s

Growth in the money supply typically predicts inflation two years ahead. Huge 
growth in M2 during Covid led to very high levels of inflation. Recent declines in 
M2 suggest significant deceleration in inflation going forward.
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Commercial Real Estate Delinquencies Broadly Stable

*30 Days or More Delinquent. Source: Kestra Investment Management, Trepp Inc with data from commercial mortgage-backed securities (CMBS). 
Data as of April 10, 2023
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Delinquency Rates by Major Property Type*
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Office delinquency 
rates remain low, 
but are increasing
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Consumers Continue to Spend

Source: Kestra Investment Management, U.S. Bureau of Economic Analysis with data from St. Louis Fed, Federal Reserve Bank of New York with data 
from FactSet. Data as of April 12, 2023.

After soaring in 2020-2021, personal savings rates 
are near recent lows

Personal Savings Rate

After dropping in 2020 and 2021, credit usage is 
back to new highs as Americans ramp up spending 
and cope with higher prices
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The Fed’s Primary Remaining Challenge: Wage Gains

18Source: Federal Reserve Bank of Atlanta, Department of Labor Statistics, Challenger, Gray and Christmas Inc. and FactSet . Data as of April 12, 2023. 
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• The labor market remains very tight with few Americans looking for work

• Recent data suggests that while jobs remain plentiful, wage gains have 
slowed but remain sticky

Wage Growth Tracker
Three-month moving average of median wage growth, hourly data
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Stocks and Bonds
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Bond Volatility at Extremes

Bond Volatility: Bloomberg U.S. Aggregate Stock Volatility: Russell 3000

Past performance is not a reliable indicator of current or future results. Indexes are unmanaged and not subject to fees. It is not possible to 
invest directly in an index. Source: Kestra Investment Management with data from FactSet. Index proxies: Russell 3000 and Bloomberg U.S. Agg Index. 
Data is 200-day rolling realized standard deviation (annualized) from 1/02/90-4/11/23.

Average level 
of volatility 
from 1990

Average level 
of volatility 
from 1990

Bond volatility is at extremes relative to 
historical levels

Stock volatility, while high, is not at 
extreme levels

200-Day Rolling Risk 200-Day Rolling Risk

0%

1%

2%

3%

4%

5%

6%

7%

8%

9%

'90 '95 '00 '05 '10 '15 '20



22

Poor Performance in 2022 Means Yields More Attractive

Past performance is not a reliable indicator of current or future results. Forward looking estimates may not come to pass. Indexes 
are unmanaged and not subject to fees. It is not possible to invest directly in an index. Index proxy: S&P 500 Index and Bloomberg U.S. 

Aggregate. Source: Kestra Investment Management, S&P Global, Bloomberg with data from FactSet. Data as of April 12, 2023.
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Revenge of the Stock Laggards
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Past performance is not a reliable indicator of current or future results. Indexes are unmanaged and not subject to fees. It is not possible to 
invest directly in an index. The chart above shows the S&P 500 split into deciles (10 groups of 50 stocks each) based on how stocks performed in 2022. Decile 
1 contains the 50 stocks that performed the best in 2022, decile 2 contains the 50 next best, and so forth. Source: Kestra Investment Management and Bespoke 
Research. Index proxies: S&P 500. Data as of March 31, 2023.
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S&P 500 Deciles: Q1 2023 Average Performance Based on 2022 Performance

The 3 deciles of best 
performing stocks in 
2022 were all down on 
average in Q1 2023.

The decile of the 
worst performing S&P 
500 stocks in 2022 
significantly 
outperformed in Q1 
2023.
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Corporate Earnings Expectations Have Softened
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S&P 500 Calendar Year Bottom-Up EPS 
Actuals & Estimates

*Estimates. Forward looking estimates may not come to pass. Source: Kestra Investment Management and FactSet. Index: S&P 500. Data as of April 12, 
2023.

+1.3%
• Earnings estimates for 2023 have 

moderated over the last six months

• Current estimates represent 1% 
growth over 2022 earnings levels

• Given the continued tightening in 
business conditions, we expect 
earnings estimates to decline 
somewhat further
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Valuations Rebounded in Early 2023

25Past performance is not a reliable indicator of current or future results. Forward looking estimates may not come to pass. Indexes are 
unmanaged and not subject to fees. It is not possible to invest directly in an index. Index proxy: S&P 500 Index. Source: Kestra Investment 

Management, S&P and FactSet. Data as of April 12, 2023.
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Value Outside the US
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US stocks are more 
expensive and have 
lower dividend yields 
than many other 
countries around the 
world

Forward Price to Earnings Ratio of Different Countries

Past performance is not a reliable indicator of current or future results. Indexes are unmanaged and not subject to fees. It is not possible to 
invest directly in an index. Source: Kestra Investment Management with data from FactSet. Index proxies: S&P 500 Index, MSCI Canada, U.K., Germany, 
France, Russia, India, Japan, China, and Australia Index. Data as of April 12, 2023.

Region Country Forward Price to 
Earnings

Dividend 
Yield

North America
United States 16.7 1.7%

Canada 12.0 3.2%

Europe

United Kingdom 10.0 3.7%

France 12.1 2.9%

Germany 11.0 3.7%

Russia 4.1

Asia

India 21.7 1.3%

China 10.0 2.6%

Japan 12.0 2.4%

Oceania Australia 13.9 4.6%



Stocks for the Long Run

27Past performance is not a reliable indicator of current or future results. Indexes are unmanaged and not subject to fees. It is not possible to 
invest directly in an index. Source: Siegel, Jeremy, Stocks for the Long Run (2022), 6th edition. 

“Stocks are the most volatile asset class in the short run, 
but the most stable in the long run.” 

Professor Jeremy Siegel
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Invest Wisely,
Live Richly



Disclosure
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This material is intended for information purposes only, and does not constitute investment advice, a recommendation or an offer or solicitation to purchase or sell any securities to any person in 
any jurisdiction in which an offer, solicitation, purchase or sale would be unlawful under the securities laws of such jurisdiction. Reliance upon information in this material is at the sole discretion of 
the reader. Investing involves risks. Asset allocation does not assure a profit or protect against a loss in declining financial markets. Different asset classes present different risks. Past 
performance is no guarantee of future results.

The opinions expressed in this commentary are as of April 14, 2023, and are those of the author and may not necessarily reflect those held by Kestra Advisor Services Holdings C, Inc., d/b/a
Kestra Holdings, and its subsidiaries, including, but not limited to, Kestra Advisory Services, LLC, Kestra Private Wealth Services, LLC, Kestra Investment Services, LLC, Kestra Investment 
Management, LLC, Bluespring Wealth Partners, LLC, and Grove Point Financial, LLC. The material is for informational purposes only. It 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. It is not guaranteed by any entity for accuracy, does not purport to be complete and is not 
intended to be used as a primary basis for investment decisions. It should also not be construed as advice meeting the particular investment needs of any investor. Neither the information 
presented, nor any opinion expressed constitutes a solicitation for the purchase or sale of any security. This material was created to provide accurate and reliable information on the subjects 
covered but should not be regarded as a complete analysis of these subjects. It is not intended to provide specific legal, tax or other professional advice. The services of an appropriate 
professional should be sought regarding your individual situation. Kestra Advisor Services Holdings C, Inc., d/b/a Kestra Holdings, and its subsidiaries, including, but not limited to, Kestra Advisory 
Services, LLC, Kestra Private Wealth Services, LLC, Kestra Investment Services, LLC, Kestra Investment Management, LLC, Bluespring Wealth Partners, LLC, and Grove Point Financial, LLC 
does not offer tax or legal advice.

This communication does not take into account the investment objectives, risk profile or financial situation of any particular person and as such, investments mentioned in this document may not 
be suitable for all investors. Kestra Investment Management, LLC (“Kestra IM”) is not acting as an investment or other advisor, fiduciary or agent. The information contained herein is not intended 
to be an exhaustive discussion of the strategies or concepts mentioned herein or tax or legal advice. Recipients of this communication should obtain advice based on their own individual 
circumstances from their own tax, financial, legal and other advisors about the risks and merits of any transaction before making an investment decision, and only make such decisions on the 
basis of their own objectives, experience, risk profile and resources.

The information contained in this communication is based on generally available information and, although obtained from sources believed to be reliable, its accuracy and completeness cannot be 
assured, and such information may be incomplete or condensed. Any assumptions or information contained in this communication constitute a judgment only as of the date of this document or on 
any specified dates and is subject to change without notice. Insofar as this communication may contain historical and forward looking information, past performance is neither a guarantee nor an 
indication of future results, and future results may not meet expectations due to a variety of economic, market and other factors. Further, any projections of potential risk or return are illustrative 
and should not be taken as limitations of the maximum possible loss or gain. Any prices, values or estimates provided in this communication (other than those that are identified as being historical) 
are indicative only and may change without notice.

Kestra IM is under no duty to update this document and accepts no liability for any loss (whether direct, indirect or consequential) that may arise from any use of the information contained in or 
derived from this communication. Investments in financial instruments or other products carry significant risk, including the possible loss of the principal amount invested. Financial instruments or 
other products denominated in a foreign currency are subject to exchange rate fluctuations, which may have an adverse effect on the price or value of an investment in such products. This 
communication does not purport to identify all risks or material considerations which may be associated with entering into any transaction.

© 2023 Kestra Investment Management, LLC. All Rights Reserved.
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