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Summary 

Outlook 

• Inflation remains the key driver of markets and the economy. Although inflation has likely 
peaked, recent data suggests that it will remain elevated compared to recent history. 

• Aggressive tightening by the Fed does appear to be slowing economic growth, which should 
pave the way for a pause in rate hikes.  

• Many asset classes are still attractively priced after a broad-based downturn in 2022. 

Key Risk 

• As the Fed likely approaches the end of its rate hiking cycle, tighter financial conditions could 
make it difficult to engineer a soft landing. 

First Quarter Review 

The US economy proved to be more resilient than many expected to start the year, as some cracks 
began to appear in the first quarter. Stronger than expected economic data and a tight labor market 
raised the risk of a policy induced recession during a historically aggressive rate hiking cycle by the 
Fed. Additionally, the failure of Silicon Valley Bank contributed to an increase in market volatility and 
raised investor concerns about the potential for more widespread issues that would lead to a 
recession. 

On March 22, the Fed raised the federal funds rate by 0.25%, a move which was widely anticipated. 
Moving forward, the Fed faces the difficult task of balancing the recent regional bank crisis with 
combatting inflation. Despite some of the twists and turns presented to start the year, many asset 
classes have posted positive returns in recent months.   

 Q1 1 Year 
Large Cap 7.5% -7.8% 
Mid Cap 3.8% -5.1% 
Small Cap 2.5% -8.9% 
International 9.0% -0.2% 
Emerging Markets 4.1% -10.5% 
1-3 Year Treasuries 1.6% 0.2% 
7-10 Year Treasuries 3.9% -5.8% 
20+ Year Treasuries 7.4% -17.4% 
Aggregate Bond 3.2% -4.6% 
TIPS 3.6% -6.2% 

Source: S&P 500 Index, S&P MidCap 400 Index, S&P SmallCap 600 Index, MSCI EAFE Index, MSCI Emerging Markets Index, ICE Us 
Treasury 1-3 Year Bond Index, ICE US Treasury 7-10 Year Bond Index, ICE US Treasury 20+ Year Bond Index, Bloomberg US Aggregate 
Bond Index, Bloomberg US Treasury Inflation Protected Securities Index 



 
 
Outlook 

As the year progresses, more uncertainty has been added to forecasts. In addition to ongoing issues 
with inflation, the recent bank failures have added more volatility to markets. However, we do not 
believe this will lead to a major disruption. There are some key differences between the bank 
failures in 2023 and those in 2008.  

• The US banks that came under pressure in March are much smaller and less systemically 
important than the institutions that failed during the global financial crisis. The small size of 
the banks made it much easier and less costly to resolve the issues. 

• In 2008, deteriorating asset quality and investor flight from those assets led to a rapid 
downward spiral in asset values. The assets that declined in value in 2023 were US 
Treasuries, which have much less downside risk. Additionally, instead of their value falling 
further, their value has risen. 

Inflation has been a key driver of capital markets and the economy for the past two years. There is 
now a sustained downtrend with lower inflation numbers coming in over the past eight months. 
After Russia’s invasion of Ukraine caused a spike in commodity prices, energy prices have been 
declining. Improved supply chains and lower consumer demand has allowed core goods inflation to 
slow down as well.  

 

Source: JPMorgan Asset Management Guide to the Markets as of 3/31/23 



 
 
If inflation has peaked, that could signal good news for both stocks and bonds. Historically, the 12 
months following a peak in inflation have led to positive asset returns. The average has been 18% 
for stocks and 8% for bonds. Eight months after the inflation peak last June, stocks have returned 6% 
and bonds have returned -3%. 

 

Peak Inflation Next 12 Months 
 Stocks Bonds 
May 1934 4.8% 6.3% 
May 1942 57.6% 2.0% 
March 1947 5.3% 0.9% 
February 1951 13.6% 0.3% 
December 1969 4.0% 16.9% 
December 1974 37.0% 7.8% 
March 1980 40.1% 13.1% 
November 1990 20.3% 14.4% 
July 2008 -20.0% 7.9% 
Average 18.1% 7.7%    

June 2022 6.1% (8 months) -2.6% (8 months) 
 

Source: US Bureau of Labor Statistics. U.S. bonds represented by the IA SBBI US Gov IT Index from 1/1/26 to 1/3/89 and the 
Bloomberg U.S. Agg Bond TR Index from 1/3/89 to 2/28/23.  U.S. stocks are represented by the IA SBBI U.S. LrgStock Tr USD Index 
from 1/1/26 to 3/4/57 and by the S&P 500 Index from 3/4/57 to 2/28/23. 

 

Those historical numbers pair well with the current valuation environment. Last year, elevated 
inflation and tighter financial conditions caused a widespread downturn in most asset classes. Even 
though equity markets have recovered to a degree and bond yields fell in the first quarter, the 
current landscape still presents good opportunities in many asset classes. The below charts shows 
valuations for different asset classes relative to their 25-year average. A value above zero would be 
more expensive than average, a value below zero is less expensive than average. Compared to the 
end of 2021, all these asset classes are more attractively priced, with many trading below their long-
term averages. 



 
 

Source: JPMorgan Asset Management Guide to the Markets as of 3/31/23 

 

 

Conclusion 

Although there continues to be economic uncertainty, there are many data points that suggest the 
global economy may slow but ultimately recover. Economic growth remains positive, inflation is 
slowing, and many asset classes are attractively priced.  

We will continue to monitor trends that we believe could impact your portfolios, such as the pace of 
the recovery, earnings growth, valuation, and inflation. Our goal is always to be efficient and 
selective in portfolio construction to best position clients for success. 

If you have any questions, please don’t hesitate to reach out to your Academy Financial advisor. 
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The S&P 500 Index is the Standard & Poor’s Composite Index of 500 stocks and a widely recognized, unmanaged index of common 
stock prices. You cannot invest directly in an index.  Past performance does not guarantee future results.  The information contained 
in this report does not purport to be a complete description of the securities, markets, or developments referred to in this material.  
The information has been obtained from sources considered to be reliable, but we do not guarantee that the foregoing material is 
accurate or complete.  Any opinions are those of Academy Financial and are not necessarily those of Lincoln Financial Advisors.  
Expressions of opinion are as of this date and are subject to change without notice.  This information is not intended as a solicitation 
or an offer to buy or sell any security referred to herein. Investments mentioned may not be suitable for all investors. Investing 
involves risk, and investors may incur a profit or loss. Forward looking statements may be subject to certain risks and uncertainties.  
Actual results, performance, or achievements may differ materially from those expressed or implied. Registered associates of 
Academy Financial, Inc. are registered representatives of Lincoln Financial Advisors Corp. Securities and investment advisory services 
offered through Lincoln Financial Advisors Corp., a broker/dealer (member SIPC) and registered investment advisor. Insurance 
offered through Lincoln affiliates and other fine companies. Academy Financial, Inc. is not an affiliate of Lincoln Financial Advisors 
Corp.    
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