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Third Quarter Market Recap

After a strong first half to 2023, global equity markets declined in the third quarter. The S&P 500 Index reached a 2023 high at the end of July, but from its intra-quarter high the index declined 6.3% through the end of September. This was the second meaningful decline this year; the S&P 500 fell 7.5% in February and March during the regional banking failures. Despite the decline, the index is still up 13.1% year to date. 

Small-cap stocks also had momentum early in the quarter but changed course and ended the quarter down 5.1%. Year-to-date, small-cap stocks are still up 2.5%, but meaningfully trail large-caps. On a style basis, growth stocks lagged value stocks during the quarter.

With virtually all segments of the stock market posting gains this year through September, one might think that we’re in the midst of a broad-based rally. However, stock gains have remained unusually narrow, with the largest stocks in the index leading the way. The chart below shows the sector performance within the S&P 500 year to date. The standout performers are those sectors with the largest stocks, while most other sectors have been relatively flat. Consumer discretionary has been driven higher by a 51% gain from Amazon.com and a 103% return from Tesla. The information technology sector has outperformed thanks to Apple (32%), Microsoft (33%) and NVIDIA (198%). Communication services has been propelled higher by a 48% return for Alphabet and 149% from Meta Platforms. These seven stocks make up the “Magnificent Seven” that account for the majority of year-to-date returns of the S&P 500. Further illustrating the market-cap effect, the equal-weighted S&P 500 index is roughly flat this year through September.







Within foreign markets, developed international stocks (MSCI EAFE) declined 4.1% in the quarter, and are up roughly 7.1% year-to-date. Emerging-markets stocks (MSCI EM) fell 2.9% in the quarter and are up 1.8% this year through September. The U.S. dollar (DXY Index) surged over 3% during the quarter, resulting in a headwind for foreign markets. Both developed international and emerging-markets stocks outperformed the S&P 500 in local currency terms but underperformed after converting returns to U.S. dollars.

Moving to the fixed-income market, core bonds (Bloomberg U.S. Aggregate Bond Index) fell 3.2% in the quarter as interest-rate rose. The benchmark 10-year Treasury yield climbed nearly 70bps in the quarter, ending the period with a 4.59% yield, the highest level since 2007. High-yield bonds (ICE BofA US High Yield) managed to eke out a small quarterly gain and are up 6% for the year-to-date period.

Finally, multi-alternative strategies (Morningstar Multistrategy Category) and managed futures (SG Trend Index) demonstrated their diversification benefits. Multi-alternative strategies returned 0.2% and managed futures gained 3.8% in the quarter. 

Portfolio Performance and Key Performance Drivers

Returns for models and benchmarks were negative during the quarter—as most major asset classes posted losses. Both global stocks (MSCI ACWI) and U.S. core bonds (Bloomberg US Aggregate Bond Index)  lost more than 3% in value last quarter. Our more conservative models outperformed their benchmarks, while models with higher equity exposure underperformed.

Our overall fixed-income allocation added value during the quarter. Our fixed-income allocation benefited from positions in flexible, actively managed bond funds, which collectively posted modest gains in the quarter. These funds generally benefited from being less interest-rate sensitive and owning higher yielding securities compared to core bonds. Active core bond positions were negative in the period but finished the quarter ahead of the Bloomberg U.S. Aggregate Bond Index. 

The active equity managers we use, in aggregate, underperformed their indexes during the quarter. Value stocks outperformed growth stocks—resulting in most of our growth managers underperforming broader benchmarks. Our tactical overweight to emerging-market stocks was a benefit to model returns, as they outperformed U.S. stocks by a small amount during the quarter. 

For the year-to-date period, our portfolios remain ahead of their benchmarks. Through the first three quarters, our active managers (both stocks and bonds) have added value. Our active fixed-income bond funds have had the biggest positive impact—as most funds have been able to outpace the Bloomberg U.S. Aggregate Bond Index’s year-to-date loss. Active U.S. large-cap funds have, in aggregate, outperformed the S&P 500 thanks to strong gains from growth managers (all up 20% to 30% compared to a 13.1% return for the S&P 500). Our active U.S. small-cap and emerging-market funds have also outgained their respective indexes so far this year—each boosting relative returns for our portfolios. 

Macro Outlook for the Next 6-12 Months

As was the case last quarter, the big questions remain whether we will have a soft landing or a hard landing, and the timing. It goes without saying that the answer will likely lead to meaningfully different market outcomes. If the Fed can manage to guide the economy to a soft landing, we would expect to see the market’s gains broaden out beyond the large-cap technology-related sectors. Conversely, a hard landing would lead to broader-based declines. 

There are reasons to be cautious. We have seen one of the quickest and sharpest tightening cycles in history, and lending standards have tightened considerably. Both factors create recessionary conditions, particularly as the Fed has a history of raising rates too far, tipping the economy into recession. Since 1931, there have been 19 hiking cycles and in only three instances did the economy avoid a recession.
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We have already seen some negative impact of rapidly rising rates. Earlier this year, higher rates played a key role in the regional bank failures, which led to a drying up of liquidity in the real estate sector, pushing property values sharply lower. We have also seen corporate earnings decline, and as a result there has been an increase in bankruptcies particularly among non-public, loan-only issuers (as opposed to issuers of both loans and bonds) that were already struggling. On the consumer front, there is some evidence that low-income consumers are facing stress, while middle-income consumers are becoming increasingly reliant on credit card debt.

With tighter money and credit conditions, it’s likely that the impact of higher rates is just beginning, and we expect it will be a drag on consumers and corporations. Higher rates should result in less spending, which eats into consumption. It’s also possible, if not likely, that bank lending will remain constrained in the near- to intermediate- term, further constraining growth. 

With the Fed in inflation-fighting mode, and interest rates high, our base case is that there will be a recession, particularly if rates nudge even higher and remain elevated. There are many market indicators that support the recession outlook. The Treasury yield curve has been and remains steeply inverted, and this has historically been a good (but not bulletproof) predictor of recession. The Conference Board’s Leading Economic Index (LEI) fell again in August. The LEI index has now declined for nearly a year and a half straight, indicating the economy is heading into a challenging growth period and possible recession over the next year. Meanwhile, there is some clear evidence that the tighter monetary policy is impacting the housing market and lending conditions, which impacts business investment. 

For the Fed to cut rates, it’s likely they’ll want to see cracks on the labor front. We are seeing some early signs of slack, but overall, conditions remain relatively tight. This labor backdrop is generally good for consumption, which makes up roughly two-thirds of U.S. GDP, and if this persists, it could extend the current cycle. Strong employment is typically correlated with wage growth, and high wages generally add to inflationary pressures. It’s quite possible that until employment metrics erode, we could see rates remain at or near current levels. 

While we anticipate a recession, our base case is that it will be relatively mild. One consideration is that the economy has been experiencing a “rolling recession,” where slowdowns are spread across industries over time, dampening the impact compared to a recession when industries experience a simultaneous slowdown. For example, housing has already experienced a slowdown and detracted from GDP for several consecutive quarters. Some market observers refer to a “richession,” where job cuts have occurred in higher-paying industries like technology, where employees generally have a financial cushion to withstand a period of unemployment and therefore are better positioned to sustain spending and helps support the economy.

A perhaps counterintuitive point is that because this recession has been so widely anticipated for so long now, it may actually reduce the risk of a deep recession. According to New York Federal Reserve data there has been a 60% chance of recession occurring in the next twelve months. (See chart below.) Historically, probabilities at these levels are associated with recessions. And going back to late 2022 and early 2023, the press termed this the “most-anticipated recession ever.” Amid all this built-up anticipation, some companies, especially tech have laid off workers and slowed hiring. These corporate moves help to loosen the labor market and potentially ease inflation pressures. 


What about Inflation?
Inflation has come down meaningfully from its June 2022 high of 9.1%, thanks in part to the Federal Reserve’s rapid rate hikes. At this point, it is clear the rate-hike regime is close to an end. In late September, the Federal Reserve maintained the target range for the federal funds rate at a 22-year high of 5.25%-5.5%, following a 25bps hike in July. The September pause was in line with market expectations. But Fed Chair Powell signaled there could be another hike this year saying that the FOMC cannot allow inflation to get entrenched in the U.S. economy, and they will do what it takes to get it down to their target of 2% over time. The most recent year-over-year inflation number was 3.7%, almost twice the Fed’s long-term target. Projections released in the Fed’s dot plot showed the likelihood of one more 25bps increase at the November 1 meeting, then two cuts in 2024.
 
While the Fed continues to be concerned about inflation, there are signs that the effects of Fed policy are working their way through the system. We believe that the Fed has gotten the upper hand on inflation and that the remarkable impact that the pandemic had on prices due to supply shortages and the dramatic shift consumer behavior is clearly over.
 
While there are a variety of opinions around inflation, it seems clear that one driver was the massive amount of money supply growth that started in early 2020. Pandemic-related stimulus payments were in the trillions. The chart below shows the dramatic increase in Money Supply (or M2) that occurred. Arguably, the supply chain issues and the flood of money that went into the economy is what pushed inflation to unexpected levels. If we compare the year-over-year money growth to year-over-year core CPI, one could surmise that inflation is a lagging indicator and inflation could continue decline from current levels. 




The chart below illustrates the year-over-year inflation and year-over-year inflation excluding shelter costs, which is a key CPI input. While year-over-year inflation recently came in at 3.7%, this number drops to 1.97% when excluding shelter. We also look at more recent trends by annualizing the latest six months of inflation data, to get a sense for shorter-term trends. Annualizing the latest six months, inflation is 3.0% and inflation ex-shelter is 1.8%. These levels are not far from the Fed’s goals, and suggest that the Fed’s policy has been working, and with time inflation could continue to fall, particularly if shelter continues to decline. 



Looking at shelter, below is a chart showing that year-over-year housing prices have historically led inflation, with a lag. Housing makes up a 34% weight of CPI, so if this relationship holds, it suggests that inflation will continue to decline in subsequent months.

Another metric is the GDP Deflator, which is a broad measure of the changes in prices for all goods and services produced in an economy. By comparison, CPI is based on a fixed basket of goods. (Both measures have their pros and cons.) The chart below illustrates the quarterly annualized rate of inflation according to the GDP deflator, and the most recent reading was 1.7%.


While we expect inflation to grind lower over the course of 2024, we don’t expect inflation to return to the persistently low levels we saw pre-pandemic. Internally, we have been talking about the effects that the pandemic has had on economic data, and why some of the traditional economic indicators are proving less reliable than prior cycles. For example, there’s the level of volatility we’ve seen within the services component of inflation, which is usually relatively stable, but was unprecedentedly volatile during and after the pandemic. We saw a dramatic drop in services during the lockdowns and then a record spike. The point being that in the near-term, we think it’s likely there will be some near-term seasonal impacts, resulting in some pockets of higher inflation, but not to concerning levels.

Although we expect near-term inflation to remain under control, longer-term we expect there will be upward pressure on inflation, and it will be more of a moving target. One factor we must consider shifting geopolitics. The global economy is undergoing a transformation with the shifts to supply chain resilience, clean energy transition, artificial intelligence, among others. Christine Lagarde, President of the ECB in an April 2023 speech said, “We are witnessing a fragmentation of the global economy into competing blocs, with each bloc trying to pull as much of the rest of the world closer to its respective strategic interests...” and that this fragmentation could have two profound effects: More instability as global supply chain elasticity wanes and the potential for more geopolitical tensions. She also cites an analysis suggesting that if the global value chains fragment along geopolitical lines, “the increase in the global level of consumer prices could range between around 5% in the short run and roughly 1% in the long run.” 

Financial Markets Outlook for 2023 and Beyond

Equity Markets
The aggressive hiking cycle that started roughly 18 months ago was finally put on pause in late-July—although one more 25 basis point hike could still happen. Since March 2022, the Federal Reserve increased rates from zero to a target level of 5.25%-5.5%. Around the same time that the Fed hiked for what might be the final time in this cycle, the S&P 500 also hit an intra-year high and started to decline. Since the end of July, the S&P 500 has fallen 7.5%. The Index remains up a solid 13.1% so far this year—defying many expectations in what was widely anticipated to be a year in which the economy hit the skids. 
As noted earlier, despite stalling over the third quarter, the year-to-date outperformance of the seven largest stocks in the S&P 500 continues to explain most of the U.S. equity returns. These seven mega cap companies make up close to 30% of the index and have a combined value of $10.7 trillion! These “magnificent seven” have increased more than 80% this year. The other 493 stocks are basically flat. Given those figures, it is unsurprising to see a record low percentage of S&P 500 stocks outperforming the index. Ned Davis Research data shows just 28% of S&P 500 constituents have a return better than the 13.1% index return this year. 




The concentration within the S&P 500 has soared past where it was in 2021 and the tech bubble. It is closing in on a level last seen during the early-1970s—a period known for the leadership of the Nifty Fifty stocks. The chart below shows the top 10 stocks accounting for one-third the total market capitalization of the S&P 500.   


Profits Troughing?
Last year S&P 500 profits (GAAP) fell by nearly 13%. The consensus going into 2023 was for a recession and that profits would likely fall further in that scenario. With the recession having been avoided (for now), profits are showing signs of troughing. Should the current consensus numbers for the third quarter be accurate, earnings will be flat year-over-year. And the fourth quarter has the potential for year-over-year growth in the double-digit range. 



Better than expected profit growth in recent quarters has been bolstered by strong revenue growth. S&P 500 sales (which are nominal) are growing at a double-digit pace thanks to a stronger than expected consumer and price increases that are still being pushed through. Profit margins have fallen back to 10%, which was where they stood prior in 2019. But despite lower margins, companies can continue to decent earnings growth if revenues remain robust. Not until there is a recession will revenues and GDP take a hit.

If The Fed Has Paused, What’s Next for Stocks?
Historically, the track record for what happens for stocks over the next six to 12 months following a pause in a tightening cycle is mixed. The table below shows the tightening cycles over the last 70 years. On average, the market has been flat over the subsequent six months and up mid-single digits over the next year. However, to be fair, “on average” does not happen in markets and there is a variation of outcomes depending on a multitude of factors. Even a short six-month time frame shows returns ranging from negative 20% to positive 20%.

Equity returns following the end of a tightening cycle have differed depending on the inflation environment. Most of the negative outcomes in the table below occurred during bouts of elevated inflation (particularly through the 60s and 70s). Because of higher inflation, the Fed will typically maintain a more restrictive policy—i.e., it will take them longer to pivot and cut rates. On the other hand, when inflation is not historically elevated, the Fed can move to a more accommodative stance much sooner. This can be seen in the table in terms of the much shorter time between the final rate hike and the following rate cut in the post-80s period. 

Today, inflation remains elevated but on a clear path downwards. However, the S&P 500’s current 7.5% drawdown that started right around the day of the (potentially) final rate hike could be a sign that equity markets are finally starting to believe the Fed’s “higher for longer” mantra. 

	Final Rate Hike
	S&P 500 Return
Three Months Later
	S&P 500 Return 
Six Months Later
	S&P 500 Return 
Nine Months Later
	S&P 500 Return
One Year Later

	Jan 53
	-5.4%
	-6.4%
	-7.2%
	-2.3%

	Aug 57
	-8.2%
	-8.7%
	-1.4%
	7.2%

	Sep 59
	2.6%
	-5.5%
	1.0%
	-2.9%

	Dec 65
	-2.8%
	-6.4%
	-15.7%
	-9.8%

	Apr 69
	-1.1%
	-7.4%
	-7.2%
	-11.2%

	Apr 74
	-8.0%
	-21.7%
	-18.5%
	-3.3%

	Feb 80
	-7.0%
	8.9%
	18.8%
	10.0%

	May 81
	1.8%
	-5.9%
	-10.0%
	-8.9%

	Feb 89
	11.2%
	22.1%
	19.8%
	12.9%

	Feb 95
	9.5%
	18.8%
	25.4%
	35.2%

	May 00
	2.0%
	-6.7%
	-11.2%
	-12.1%

	Jun 06
	4.9%
	11.4%
	11.6%
	18.1%

	Dec 18
	12.7%
	17.8%
	19.4%
	28.5%

	Jul 23
	?
	?
	?
	?

	Average
	0.9%
	0.8%
	1.9%
	4.7%

	Median
	1.8%
	-5.9%
	-1.4%
	-2.3%

	Source: iM Global Partner and Board of Governors of the Federal Reserve System.
Data as of 9/30/2023. S&P 500 Index price returns shown.

	
	



International and Emerging-Markets Stocks 
The U.S. dollar (DXY Index) appreciated 3.1% during the quarter and was a major headwind for unhedged foreign assets. The local currency indexes for MSCI EAFE and MSCI Emerging Markets both outperformed the S&P 500 with losses a little more than 1%.

The appreciating U.S. dollar has been a significant deterrent for international stocks (see chart below). In the current regime of U.S. dollar strength that started in 2011, U.S. stocks have significantly outperformed foreign stocks. There was a short reprieve from dollar strength from 2017 into early 2018 during which European stocks outperformed by nearly four percentage points and emerging-market stocks did nearly 20 percentage points better. When the dollar declines again, we would expect foreign equities to outperform—much like in other cycles over the past 50 years. 
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Source: Bloomberg LP and Morningstar Direct. Data as of 9/26/2023. Annualized returns in U.S. Dollars. U.S. Stocks: S&P 500. Non-U.S. Stocks: MSCI World ex. U.S. Index.


While U.S. earnings are potentially troughing—or, at a minimum, the rate of decline slowing—earnings overseas are at different points. Earnings in Europe remain close to cycle highs despite a stagnant German economy. Emerging markets, on the other hand, have seen their earnings fall roughly 17% from their high in early 2022. China has struggled to meaningfully reignite its economy, and consequently, earnings have not moved much higher from their cycle lows. Given China’s weight in the broader index (roughly 30% of MSCI EM), their sluggish earnings continue to weigh on index level earnings. 

The Chinese stock market (MSCI China) has bounced higher from its lows almost one year ago. However, Chinese stocks remain more than 50% lower than where they stood in early 2021. Since 2021, China has experienced a number of rolling crisis’s—from their property bubble to regulatory crackdowns on for-profit education and technology companies to a zero-COVID policy that lasted into late 2022. The government has resisted their old stimulus playbook of showering money into capital intensive investments. Instead, Chinese officials have used targeted easing policies, such as lowering key interest rates. As China moves away from investment-led economic growth, there will be a high bar for the government to undertake the same level of stimulus as in years past. 

Valuations of foreign equities remain attractive relative to U.S. valuations and explain our slight overweight to emerging market equities. The S&P 500 trades at roughly a 19x forward P/E compared to just over 12x for emerging markets and 13.5x for European stocks. U.S. stocks are trading at their largest premium in the current cycle of outperformance by U.S. stocks. 



Fixed-Income
Inflation and Fed policy will continue to be major drivers of bond market returns. Our expectation is that the yield curve will continue to flatten and perhaps even steepen out over the course of 2024, particularly if signs of economic weakness prompts the Fed to lower short-term rates. But for now, investors continue to benefit from today’s higher yields and an inverted yield curve. Despite higher short terms rates, we continue to maintain some exposure to the longer-end of the curve with core bonds. The Bloomberg U.S. Aggregate Bond Index is currently yielding 5.4%, which is above the current 3.7% inflation level. So, bonds are finally providing a positive real (after-inflation) yield. We also continue to hold core bonds as a ballast to balanced portfolio, as they will likely provide protection via price gains in the event of a recession. 

We continue to be positive on corporate bonds. Overall, credit fundamentals are still holding up despite higher debt costs. Interest coverage, the level of leverage, and cash levels all look better than in historical periods heading into a recession. In addition to core bonds, we continue to have meaningful exposure to higher-yielding, actively managed, flexible bond funds run by experienced teams with broad opportunity sets. There are several fixed-income sectors outside of the traditional parts of the bond market that provide attractive risk-return potential, and we access them through active managers. Some of these funds are currently yielding in the high single digits, while maintaining an eye on capital preservation. In fact, some of our bond holdings have incrementally become defensive through the year. 

Marketable (Liquid) Alternatives Investments
Our highest conviction alternative strategy in terms of diversifying traditional assets remains managed futures. While the (artificially) low volatility of most private asset classes is understandably comforting to investors, and they have performed well in absolute terms over time, they can’t be relied upon to provide instant liquidity to rebalance in the way liquid managed futures strategies can. Managed futures stand a reasonable chance of generating positive absolute performance during periods of losses for equities and/or bonds, and in the case of standout years like 2022, sometimes huge spreads of 20, 30, or even 50 percentage points of difference, creating valuable opportunities to add to beaten down assets, in addition to the psychological benefits of having something in a portfolio that’s “working” even when almost everything else is showing losses.
 
Managed futures bounced back in the second quarter after a very challenging first quarter of the year. Through June, the Trend Index was up 0.1% and the CTA Index was flat. (The SG Trend Index is a subset of the SG CTA Index that includes only trend followers, while the broader index includes strategies other than trend, such as mean reversion, carry, discretionary trading, etc., although the two indexes are highly correlated.) The third quarter saw mild losses through the first two months, with the Trend Index down 1.6% and the CTA Index down 1.1% in July. 

August was another challenging month as there were significant reversals in currencies and equity markets, leading to additional losses of 1.0% and 0.5% for the Trend and CTA indexes, respectively. September was a different story for managed futures, however, while proving to be a challenging month for traditional assets. During September, the Trend Index gained 3.7% and the CTA Index returned 3.6%, leaving them in positive territory for the quarter (1.2% for Trend and 2% for CTA). They are also positive by approximately the same amount this year. The strong trends of higher Treasury yields, a stronger U.S. dollar, and higher oil prices contributed to gains for the strategies, while core bonds fell by more than 3% and broad global equity indexes were down between 3% to 4%.
 
More broadly, the HFRI Fund of Funds Composite Index was up less than 1% through the first two months of the third quarter, leaving the index up 3.2% on the year through August. The Equity Hedge index was up 0.9%, following the same pattern as the S&P 500, up in July and down in August, though by less in both directions. Year-to-date it was up 6.6%, although it is likely to be down by a decent amount in September. 

As usual, there is broad dispersion by sector/style, with technology-focused funds up significantly more than the broader index through August, but likely to fall sharply in September when performance is reported. Event-driven funds, and merger arbitrage specifically, suffered a challenging environment in the first half of the year due in part to the difficult regulatory climate. The FTC and DOJ’s explicit attempts to block some major deals created an environment of high uncertainty, leading to wider deal spreads and likely lower volume of announced deals than would otherwise have been the case. 

The HFRI Merger Arbitrage Index was down almost 3% through the first half of the year, but up almost 4% in the first two months of the third quarter as fears over regulatory challenges subsided significantly, driven in part by a U.S. appeals court’s denial of the FTC’s attempt to block Microsoft’s acquisition of Activision Blizzard. Year-to-date through 9/27, public funds/ETFs in the space are up between 1% and 4% for the quarter, and between 1% and 5% for the year.

Closing Thoughts

As we look ahead, a mild recession is still our base-case looking out to 2024. Of course, the timing and magnitude of the Fed’s response to economic data will be critical to the outcome. Currently, the Fed is signaling 50 basis points of rate cuts in 2024, but it’s quite possible that they will cut more meaningfully. Therefore, we can’t rule out the possibility that the Fed does thread the economic needle and successfully guides us to the rare soft landing. Given the uncertainty, we expect volatility, and we think that it will be more critical than ever to keep our pencils sharp and be ready to take advantage of market dislocations. This is not to suggest that we are changing our stripes as long-term investors. We continue to believe that taking a disciplined long-term view is the path to successful investing. We will maintain a balance of offense and defense, seeking attractive risk-reward opportunities that are supported by thorough analysis. We thank you for your continued confidence. 

We also want to acknowledge the departure of Jeremy DeGroot, our long-time friend and colleague. In June 2021, Litman Gregory became part of global asset management firm iM Global Partner (iMGP). The strong alignment in investment philosophy, expansion in research capabilities, and strengthening of investment solutions were among the key drivers in the decision. iM Global Partner’s research focus is global in nature and the expertise of the global group includes analysts in London, Paris, Luxembourg, and the U.S. Following the merger, the U.S. research team was integrated, with iMGP Global Chief Investment Officer (CIO) Philippe Uzan leading the group and Jeremy DeGroot becoming Chief Investment Officer, Asset Management U.S. and reporting to Philippe.

After 24 years with Litman Gregory/iMGP, Jeremy departed effective September 20, 2023. We are grateful to have benefited from Jeremy’s keen intellect, deep investment knowledge and discipline during his long tenure. It is never easy to say goodbye to a long-time colleague but given the strength and breadth of our team, we believe our overall asset management framework continues to be strong. Looking ahead, it is our goal to continue to enhance our research capabilities as we seek to deliver on our mission to help clients achieve their financial goals.
				



Note: For discretionary use by investment professionals. This document is provided by iM Global Partner Fund Management, LLC (“iMGPFM”) for informational purposes only and no statement is to be construed as a solicitation or offer to buy or sell a security, or the rendering of personalized investment advice. There is no agreement or understanding that iMGPFM will provide individual advice to any investor or advisory client in receipt of this document. Certain information constitutes “forward-looking statements” and due to various risks and uncertainties actual events or results may differ from those projected. Some information contained in this report may be derived from sources that we believe to be reliable; however, we do not guarantee the accuracy or timeliness of such information. Past performance may not be indicative of future results and there can be no assurance the views and opinions expressed herein will come to pass. Investing involves risk, including the potential loss of principal. Any reference to a market index is included for illustrative purposes only, as an index is not a security in which an investment can be made. Indexes are unmanaged vehicles that do not account for the deduction of fees and expenses generally associated with investable products. Returns shown for individual securities holdings are calculated on a gross and unrealized basis and do not account for the deduction of iMGPFM’s management fees, which would adversely impact net results. A list of all recommendations made by iMGPFM within the immediately preceding one year is available upon request at no charge. For additional information about iMGPFM, please consult the Firm’s Form ADV disclosure documents, the most recent versions of which are available on the SEC’s Investment Adviser Public Disclosure website (adviserinfo.sec.gov) and may otherwise be made available upon written request.
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S&P 500 Performance Continues to be Driven by the "Magnificent Seven"
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Historic Money Supply Growth Helped Fuel Inflation
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Inflation Has Fallen Towards Fed's 2% Goal
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Housing Prices Work Through CPI With a Lag
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GDP Deflator

17258	17349	17441	17533	17624	17715	17807	17899	17989	18080	18172	18264	18354	18445	18537	18629	18719	18810	18902	18994	19085	19176	19268	19360	19450	19541	19633	19725	19815	19906	19998	20090	20180	20271	20363	20455	20546	20637	20729	20821	20911	21002	21094	21186	21276	21367	21459	21551	21641	21732	21824	21916	22007	22098	22190	22282	22372	22463	22555	22647	22737	22828	22920	23012	23102	23193	23285	23377	23468	23559	23651	23743	23833	23924	24016	24108	24198	24289	24381	24473	24563	24654	24746	24838	24929	25020	25112	25204	25294	25385	25477	25569	25659	25750	25842	25934	26024	26115	26207	26299	26390	26481	26573	26665	26755	26846	26938	27030	27120	27211	27303	27395	27485	27576	27668	27760	27851	27942	28034	28126	28216	28307	28399	28491	28581	28672	28764	28856	28946	29037	29129	29221	29312	29403	29495	29587	29677	29768	29860	29952	30042	30133	30225	30317	30407	30498	30590	30682	30773	30864	30956	31048	31138	31229	31321	31413	31503	31594	31686	31778	31868	31959	32051	32143	32234	32325	32417	32509	32599	32690	32782	32874	32964	33055	33147	33239	33329	33420	33512	33604	33695	33786	33878	33970	34060	34151	34243	34335	34425	34516	34608	34700	34790	34881	34973	35065	35156	35247	35339	35431	35521	35612	35704	35796	35886	35977	36069	36161	36251	36342	36434	36526	36617	36708	36800	36892	36982	37073	37165	37257	37347	37438	37530	37622	37712	37803	37895	37987	38078	38169	38261	38353	38443	38534	38626	38718	38808	38899	38991	39083	39173	39264	39356	39448	39539	39630	39722	39814	39904	39995	40087	40179	40269	40360	40452	40544	40634	40725	40817	40909	41000	41091	41183	41275	41365	41456	41548	41640	41730	41821	41913	42005	42095	42186	42278	42370	42461	42552	42644	42736	42826	42917	43009	43101	43191	43282	43374	43466	43556	43647	43739	43831	43922	44013	44105	44197	44287	44378	44470	44562	44652	44743	44835	44927	45017	5.6727403285163014E-2	6.7262589609700107E-2	9.8529027765688504E-2	3.1600407747196968E-2	3.6072482090180991E-2	7.3838957567657459E-2	1.213811203149362E-2	-2.1259198691741865E-2	-4.0115084258117495E-2	-1.8267873453458261E-2	3.3366700033443664E-4	-6.3391442155311672E-3	1.3700918964076436E-2	8.692032303721664E-2	7.4967405475880433E-2	0.14429691249400012	2.6557554234540426E-2	2.4541759337370905E-3	4.5680999463478145E-2	-1.8187329493786208E-3	4.8521607278244616E-3	4.4828108435559066E-2	1.0783285906844853E-2	8.9619118745343229E-4	8.0639139849170149E-3	1.6691505216095415E-2	7.4205995844458528E-3	1.2739797052070401E-2	3.5440047253390006E-3	5.3113012688106309E-3	1.0903197288935296E-2	1.8808316802585878E-2	1.6380255941498945E-2	2.7965916539217872E-2	3.9632602878426404E-2	4.0103122314522288E-2	2.3539421440726294E-2	5.0186790723902419E-2	1.6150365471632178E-2	5.4912292865561874E-2	2.7905068052801241E-2	2.3908170889084701E-2	2.7006954290733631E-3	4.3451858848930769E-2	1.1480443198505164E-2	2.44925124792017E-2	1.9051399087119947E-2	9.2171966554746021E-3	6.3058328954284093E-3	1.5477439664218551E-2	1.5679101064872469E-2	1.5878180516691209E-2	1.0111485610577731E-2	1.3706601150836661E-2	1.1855670103092741E-2	8.7369908775531968E-3	9.2307692307693756E-3	1.0232796111537823E-2	1.2503189589180508E-2	2.0604133545309544E-2	6.5797798304441102E-3	8.3375442142497036E-3	8.3202017018590979E-3	1.7360674298654288E-2	7.0144673388865542E-3	5.2516411378551453E-3	3.2467532467532756E-2	1.2634708286881846E-2	9.137494597765361E-3	1.6015769372920374E-2	1.8160623351126226E-2	2.0032981127465099E-2	1.8474627772713248E-2	1.5486056499908862E-2	2.7478156071105708E-2	2.5614938057334058E-2	3.2825880114176975E-2	3.8692933820926534E-2	3.3415118588620452E-2	1.6685012455824655E-2	2.0308082847747322E-2	3.8344526720624827E-2	4.4575847168523808E-2	4.4309491677913648E-2	4.2266837217061592E-2	3.9183314071872921E-2	5.6460842552727541E-2	4.1272570937231023E-2	5.0851063829787435E-2	5.6305478228898309E-2	5.158750712176996E-2	5.6453262425853801E-2	5.5667607906413785E-2	3.2822757111596879E-2	5.287821240073054E-2	6.0756535709069581E-2	5.2558384884668463E-2	4.0706205329672507E-2	3.3361446912191894E-2	6.0966542750929165E-2	2.4899304284145884E-2	3.8209606986899125E-2	5.1004776065603608E-2	4.6091560261601217E-2	6.1576354679802492E-2	7.7796066880361003E-2	7.9711068621202585E-2	7.548741876353926E-2	9.4533262460645417E-2	0.11727581386059516	0.11766075517094254	9.09262261092465E-2	5.94176188720974E-2	7.0606181672901336E-2	6.6954566544130678E-2	4.2263409154732479E-2	4.0293167529264373E-2	5.1721173355342209E-2	7.1702597182143002E-2	6.430310509288617E-2	5.6458230756605943E-2	4.8681016345686778E-2	8.6469892232419632E-2	5.8096221867468323E-2	7.6517231804016816E-2	6.7936181163149811E-2	8.1805191712312819E-2	7.2930948977508514E-2	9.7983039193215049E-2	8.7474481948599525E-2	7.4218001696724656E-2	8.4043096268034745E-2	9.5155390647614801E-2	8.934584243670507E-2	0.10418866596268916	0.10536633178142552	7.9264653217142822E-2	7.5289710874399951E-2	6.9119235276546398E-2	5.5024734024530453E-2	5.1960784313725306E-2	5.6749444603303445E-2	4.146785807235176E-2	3.0223672347916342E-2	2.9656142144957265E-2	4.2549591845366663E-2	3.0299859800372531E-2	4.0539137297252559E-2	3.4211229671662124E-2	3.5551931505453105E-2	2.9904427067547701E-2	3.9549948857825257E-2	2.5737776542081647E-2	2.4152492205691267E-2	2.235995606464769E-2	1.9895063293608573E-2	1.5138576197499809E-2	1.6396295365339597E-2	2.1798155244459494E-2	2.5587007316045352E-2	2.7708000304483171E-2	3.0314484426972932E-2	3.1887156978597453E-2	3.13372287766569E-2	3.8922432098081217E-2	4.7836740664886968E-2	3.4550054210336079E-2	4.1706976244221927E-2	4.2624113475176806E-2	2.9192470307538798E-2	2.8493303377048917E-2	4.3163974682668638E-2	4.4824636441402887E-2	3.4244141781575088E-2	2.979315898072521E-2	3.9164099575389244E-2	2.9352109889022593E-2	3.129910948140413E-2	2.3714387811454074E-2	1.4855242124300005E-2	2.4066536896124369E-2	1.9573039098105482E-2	2.7497971069842642E-2	2.2442432001011703E-2	2.3825988558496825E-2	2.3747402627837033E-2	2.1805643996458457E-2	1.9154128950539473E-2	1.9308818103553449E-2	2.2949114164193318E-2	2.1662077673152424E-2	2.1726960495059622E-2	1.9201829892253386E-2	1.970915517215488E-2	1.9254843517138909E-2	1.9221927235513192E-2	1.6591140567109974E-2	1.3112247897923979E-2	2.1333020761599819E-2	2.390147926838182E-2	7.9391524809855341E-3	1.7466238685983626E-2	1.3301854197857566E-2	5.6818997058618592E-3	9.4564002636330358E-3	1.6924198459096651E-2	1.1273218987972733E-2	1.3001575518430286E-2	1.5109928977674159E-2	1.4151009880336574E-2	2.2191011235954683E-2	2.6594035896361667E-2	2.4919870683076439E-2	2.3386651958080762E-2	2.1550778679534588E-2	2.6453222793406006E-2	2.4057868927961579E-2	1.5727250693453598E-2	1.2553984817189168E-2	1.2568189111134664E-2	1.3968304743626092E-2	1.9179428601788118E-2	2.3212161269001719E-2	1.9556046209044275E-2	1.4072533709995838E-2	2.2885442460575334E-2	2.4362114320517492E-2	2.8542356290008897E-2	3.2279104267645131E-2	2.537298284786349E-2	3.101205183803124E-2	3.1974380465104701E-2	2.8791977959244264E-2	3.647206683259796E-2	3.2870155559354686E-2	2.8339247435540393E-2	3.4922314685650768E-2	2.794401659474044E-2	1.4301273855187091E-2	3.8032322755691794E-2	2.7811535944658239E-2	2.1863503963049702E-2	1.6204612081899938E-2	1.480578897152629E-2	1.9378113726164159E-2	3.0135175180651785E-2	9.6833674589076324E-3	-3.1598072517571296E-3	-6.6408411732155059E-3	4.7513462147605878E-3	1.2655224234754847E-2	1.1488944706637305E-2	1.9542656902825861E-2	1.2160364810943847E-2	2.3221866886554032E-2	2.0473278383408733E-2	2.6453276899675693E-2	2.4089525436349568E-2	4.7455265793026058E-3	2.3482089471110079E-2	1.6514455552552931E-2	2.1957441312280501E-2	2.0039179164392351E-2	1.5891782499866558E-2	8.6146533981201756E-3	1.9605974952626504E-2	2.1153765117357004E-2	1.5174061576509246E-2	2.2633315237817087E-2	1.6443475552787135E-2	3.9699770485706054E-3	-2.1895850116706583E-3	2.2982566731081455E-2	1.0603647572565933E-2	-8.1981492678018242E-5	-3.4842848505345358E-3	2.720111594321839E-2	1.022830305932132E-2	1.9347627273650581E-2	2.0387112432498355E-2	1.0463829359090404E-2	2.0551931761164433E-2	2.4600147760628133E-2	2.5442060767230323E-2	2.8278724893757712E-2	1.727108952768841E-2	1.7235832594051814E-2	1.3822692901308997E-2	1.9850060459492447E-2	1.2436470044662862E-2	1.2666609091170677E-2	1.8978199940693052E-2	-1.6108609347182501E-2	3.5329879366050143E-2	2.7933066762683367E-2	5.2430016466713525E-2	6.0816584314745015E-2	5.9100681579067782E-2	6.952758745041443E-2	8.1064795122642863E-2	8.8105267729187808E-2	4.3885069388378994E-2	3.8028950421143293E-2	3.8903183366223892E-2	1.6658282547562742E-2	
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A Weaker U.S. Dollar Has Historically Provided a Tailwind to Foreign Equities
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Foreign Stock Valuations Remain Attractive Relative to U.S. Stocks
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MTD QTD YTD

EQUITY BENCHMARKS

S&P 500 Index -4.77% -3.27% 13.07%

Russell 1000 Index -4.70% -3.15% 13.01%

Russell 1000 Value Index -3.86% -3.16% 1.79%

Russell 1000 Growth Index -5.44% -3.13% 24.98%

Russell 2000 Index -5.89% -5.13% 2.54%

NASDAQ Composite -5.77% -3.94% 27.11%

MSCI ACWI Index -4.14% -3.40% 10.06%

MSCI EAFE Index -3.42% -4.11% 7.08%

MSCI Emerging Markets Index -2.62% -2.93% 1.82%

FIXED-INCOME BENCHMARKS

Bloomberg U.S. Aggregate Bond Index -2.54% -3.23% -1.21%

Bloomberg Municipal 1-15 Year Index -2.25% -2.85% -1.05%

Bloomberg U.S. Treasury TIPS Index -1.85% -2.60% -0.78%

ICE BofA Merrill Lynch U.S. High Yield Cash 

Pay Index

-1.17% 0.53% 5.90%

Morningstar LSTA Leveraged Loan index 0.96% 3.46% 10.16%

Morningstar Nontraditional Bond Category -0.66% 0.18% 2.73%

ALTERNATIVE BENCHMARKS

Bloomberg Commodity Index -0.69% 4.71% -3.44%

SG Trend Index 3.75% 1.15% 1.29%

3-Month LIBOR 0.47% 1.45% 4.11%

U.S. Dollar (DXY Index) 2.41% 3.12% 2.51%

Morningstar Multistrategy Category -0.86% 0.32% 3.40%

Source: Morningstar Direct.

Benchmark Returns as of September 30, 2023
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Beginning of 

tightening cycle

End of tightening 

cycle

Duration of 

tightening cycle 

(Months)

Total FED Funds 

increase over 

tightening cycle (%)

Following recession

Months between 

end of tightening 

and recession's 

start

Feb 1928 Jul 1928 5 1.5 Aug 1929 13

Jan 1948 Jan 1953 60 1 Nov 1948 *

Apr 1955 Aug 1957 28 2 Aug 1957 0

Sep 1958 Sep 1959 12 2.25 Apr 1960 7

Jul 1963 Dec 1965 29 1.5

Nov 1967 Apr 1969 17 2 Dec 1969 8

Jan 1973 Apr 1974 15 3.5 Nov 1973 *

Aug 1977 Feb 1980 30 7.75 Jan 1980 *

Sep 1980 May 1981 8 4 Jul 1981 2

Sep 1987 Feb 1989 17 1.5 Jul 1990 17

May 1994 Feb 1995 9 2.25

Aug 1999 May 2000 9 1.5 Mar 2001 10

Jun 2004 Jun 2006 24 4.25 Dec 2007 18

Dec 2015 Dec 2018 36 2.25 Feb 2020 14

Mar 2022 Jul 2023 16 5.25

21 2.83 9.89

17 2.25 10

iM Global Partner

Source: Board of Governors of the Federal Reserve System, IMF,  National Bureau of Economic Research (NBER)

Average

Median
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Jan. 1971 - Oct. 1978 Nov. 1978 - Feb. 1985

U.S. Stocks: 169%

Non-U.S. Stocks: 60%

Non-U.S. Stocks: 179%

U.S. Stocks: 38%

Mar. 1985 - Jul. 1995

Non-U.S. Stocks: 404%

U.S. Stocks: 336%

Aug. 1995 - Jan. 2002

U.S. Stocks: 123%

Non-U.S. Stocks: 10%

Feb. 2002 - Jul. 2011

Non-U.S. Stocks: 104%

U.S. Stocks: 38% Non-U.S. Stocks: 66%

Aug. 2011 - Sept. 2023

U.S. Stocks: 320%
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