
The first quarter of 2023 handed global investors much to digest. The year started with the erratic market performance 
of January and February, with the former witnessing broadly positive performance across most major asset classes 
and the latter generally the opposite. Then March’s banking system turmoil took center stage. By the time the quarter 
concluded, however, substantial gains had been generated for the breadth of the major global financial indices, 
despite lingering banking system concerns and a Federal Reserve (Fed) that reaffirmed its commitment to restoring 
price stability through a 25-basis point hike to the policy rate and hawkish near-term forward guidance. Across the 
equity markets, large cap companies, particularly growth-oriented, generated the most substantial total returns, while 
smaller cap and value-oriented companies struggled. Bond returns were overwhelmingly positive across both rate and 
credit-sensitive sectors, as interest rates declined sharply and credit risk premiums narrowed. Performance across real 
assets for the quarter appeared dispersed yet generally positive for the major asset categories excluding broad 
commodity indices, which faced headwinds of strong downward momentum across crude oil and natural gas spot 
prices.
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Economic Update
Banking System Stress Comes into Focus as Depositors Assess Safety of their Liquidity  
Through the first two months of the year, financial market performance appeared somewhat balanced, with 
February’s broad-based weakness serving as a counterbalance to January’s strong showing. The events 
that unfolded across the U.S. banking system throughout March, however, dominated financial media headlines 
and conversation circles, as the failures of Silicon Valley Bank (SVB) and Signature Bank rekindled fears of contagion 
within the U.S. banking industry and broader financial markets. Across the pond, Credit Suisse’s longer-term 
operating struggles ended abruptly on March 19, with Swiss authorities forcing a merger with rival UBS.

As is often the case when the Fed seeks to tighten the monetary reigns, the most aggressive and over-levered 
players that were previously able to remain a going concern amid accommodative conditions remained exposed 
to higher interest rates. In the current Fed tightening campaign, SVB and Signature Bank appeared to be the first 
dominoes to fall, with others such as First Republic Bank and a number of regional banking institutions suffering 
through challenging operating conditions during the month. 

Central to the growing unease across the banking industry was an increasing divergence between interest 
rates offered by banks to depositors versus yields available on ultra-short-term Treasury securities. Through 
March, for example, the national average rate on savings accounts stood at just 0.37%. In contrast, the yield on 1-month 
Treasury Bills was more than 400 basis points higher, with no associated credit or counterparty risk.
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In the months ahead, investors are likely to tread through continued unsettling market conditions, with persistent 
inflationary and recessionary pressures coalescing with a hawkish Fed and the potential for further banking system 
strains. Prospects for additional monetary restraint in the face of inflation running uncomfortably above the Fed’s 
2% target may result in further downside risks to the near and intermediate-term outlook, placing downward 
pressure on global risk premia and rewarding patient investors with an increasingly compelling investment 
opportunity set.   

To conclude, while the first two months of 2023 offered investors a mixed performance picture across the major 
corners of financial markets, the failure of two major U.S. banking institutions and the forced merger 
between banking giants Credit Suisse and UBS demanded market participants’ attention in March.

Market Summary
First Quarter 2023

In a world dominated by banking access at one’s fingertips and an abundance of real-time financial media news flow, 
fundamental concerns about the soundness of an individual’s or institution’s liquidity increase the risk of a digital 
“run on the bank,” in which depositors flock to larger and presumably more financially sound banking institutions to 
safeguard their deposits. In the first quarter, U.S. commercial bank deposit liabilities declined nearly $500 billion, 
whereas total money market net assets increased $463 billion, according to Investment Company Institute data.    
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Global Equity
Global stock markets finished the first 
quarter with positive returns. Growth equity 
outperformed value equity, and large cap 
stocks outperformed small cap stocks.

S&P 500 earnings-per-share estimates declined 
at a larger-than-average rate for the first quarter, 
decreasing by 6.6%. This marked the most 
significant earnings decline reported since the 
second quarter of 2020 (-31.8%). Full-year 2023 
estimates were also revised lower, decreasing 
3.8%.

 The information technology and communication 
services sectors were the best-performing, as 
growth companies benefitted from declining 
interest rates. Financials finished the quarter as 
the worst-performing sector, down 5.6%, as the 
collapse of Silicon Valley Bank created concerns 
about possible systemic risk within the regional 
banking industry.

European equities finished the quarter with solid 
returns led by the information technology, 
consumer discretionary, and communication 
services sectors. Despite a volatile March, 
financials finished the quarter with positive 
returns as Credit Suisse’s issues were considered 
company-specific.

In the United Kingdom (UK), equity returns were 
mixed by sector. The most recent quarterly gross 
domestic product (GDP) data from the Office of 
National Statistics showed that the UK economy 
did not contract in the fourth quarter of 2022, 
beating consensus expectations, which benefited 
cyclical sectors.

Japanese equities produced positive returns. In 
February, the Tokyo Stock Exchange requested 
companies trading below book value to develop 
capital improvement plans. About 33% of Topix 
100 members have price-to-book ratios below 
one, compared to only 3% of constituents within 
the S&P 500.

Emerging markets equities posted positive 
results despite volatility over the quarter. To start 
the year, China re-opening provided a positive 
backdrop for emerging markets which reversed 
with U.S.-China tensions escalating in February 
and March. Continued optimism around easing 
regulatory pressure served as a tailwind for the 
information technology and communication 
services sectors, supporting returns in both 
sectors. 
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Brazil’s performance weighed on the Latin 
American region as anti-government riots in 
January hurt sentiment coupled with softening 
economic data coming out of Brazil. India, which 
makes up 13% of the MSCI Emerging Markets 
Index, finished the quarter down 6.3%. The 
underperformance was mainly due to allegations 
of fraud and share price manipulation by one of 
India’s biggest conglomerates, Adani Group.

Fixed Income
Investors were greeted to the new year with 
declining rates before hawkish Fed 
commentary dragged rates higher. The 10-year 
and 2-year Treasury yields reached an intra-
quarter high of 4.08% and 5.05%respectively, 
pushing the yield curve further into 
inverted territory. However, these moves were 
swiftly reversed with the collapse of several 
large banks. While rates rallied across the 
curve, the moves were most acute at the front 
end as the 2-year Treasury yield rallied 124 
bps over five trading days. The flight to quality 
was spurred by investor risk aversion and the 
exodus of bank deposits into higher-yielding 
Treasury and money markets.

Economic surprise indices flipped into 
positive territory during the first quarter as 
strong labor, inflation, and housing reports 
surprised the upside as the Citigroup 
Economic Surprise Index ended the quarter at 
the highest since Spring 2022. Fed Chair Powell 
testified to Congress that the data-dependent 
Federal Open Market Committee (FOMC) might 
reaccelerate the pace of rate increases in 
response to the resilient economy, pushing Fed 
Fund Futures priced in a peak rate above 5.5%.

Expectations of the path of interest rates 
were quickly lowered following the 
developments in the banking sector as 
market-based expectations pointed to 
multiple cuts by year-end. This was in stark 
contrast to the Fed’s Dot Plot released after the 
collapse of several large banks. The Dot Plot 
remained unchanged for the FOMC’s 2023 
outlook, with a terminal rate of 5.1%. After falling in 
line with Chair Powell’s outlook in early March, the 
market is again at odds with the Fed regarding 
their interest rate outlooks. 

-800

-400

0

400

800

1200

1600

-50

-25

0

25

50

75

100

 Recession
 Percentage of Banks Tightening Lending Standards (Left Axis)
High Yield Spreads – Basis Points (Right Axis)

Data source: St. Louis Federal Reserve, Factset. As of January 2023

Banks Tightening Credit Boxes Domestic banks tightened credit standards before SVB's collapse, more tightening likely to follow
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Investment grade (IG) and high yield (HY) 
credit experienced a solid start to the new year 
before showing signs of weakness in February 
and March. During the quarter, IG spreads 
widened seven basis points (bps) to 1.45%, while 
HY spreads compressed by 23 bps to 4.58% after 
reaching a peak of 5.22%.

It is anticipated that regulated financial 
institutions, such as banks, will begin to 
tighten credit standards as credit officers 
reduce risk in response to strains in the 
banking sector. While the implications are 
yet to be realized, tighter lending 
conditions increase borrowing costs, which are 
expected to increase investment bank 
sensitivity to hung deals and may push more 
lending activity to the non-regulated private 
credit markets. These developments may take 
months to manifest and will be closely followed 
by credit investors to determine their true impact 
on the real economy and borrower fundamentals.
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2022’s rapid increase in interest rates most acutely 
impacted the residential mortgage-backed securities 
(RMBS) universe as securities repriced to the new rate 
environment. During the first quarter of 2023, attention has 
quickly shifted to commercial mortgage-backed securities 
(CMBS). The Bloomberg U.S. CMBS 2.0 Index rose 1.03% 
during the quarter, underperforming RMBS and the 
Bloomberg U.S. Aggregate Index by -1.55% and -1.93%, 
respectively.

Down the capital structure, BBB-rated CMBS have seen 
spreads widen by roughly 200 bps to 6.79%, and their dollar 
price decrease to $72.62. The option-adjusted spread on 
AA-rated CMBS relative to AA-rated corporate credit has moved 
to levels only witnessed during the Great Financial Crisis and the 
Covid-induced selloff in 2020, as CMBS markets price in a 
much more draconian picture than credit markets.
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Real Assets
Real Estate
Global real estate returns were lackluster in the 
first quarter of 2023. In early March, the markets 
had widespread concerns that regional and mid-
sized banks would fail in part due to their 
exposure to commercial real estate. The FTSE 
NAREIT All Equity REITs index fell almost 9% from 
the beginning of the month until March 23 before 
recovering substantially by the end of the month.

The FTSE EPRA/NAREIT Developed Europe 
index fell more than 10% during the same 
period but was unable to recover. The forced sale 
of Credit Suisse, paired with rating agency 
Moody stating that refinancing risk in the 
European real estate sector had “significantly 
increased,” had a substantial impact in Europe 
relative to other regions.

Extra Space Storage (EXR) purchased Life 
Storage (LSI) for $12.4 billion in an all-stock deal. 
LSI previously rejected an $11 billion bid from 
Public Storage (PSA), arguing the offer 
“significantly” undervalued the company. Self-
storage benefited from the pandemic as 
people wanted more space while working 
from home. Demand and pricing power have 
recently started to soften with a growing new 
supply pipeline.

Natura l  Resources

1.
7%

-1
9.

4%

10
.2

%

1.
0%

-2
0.

6%

7.
6%

2.
9%

-1
9.

2%

12
.0

%

-2
.8

%

-3
7.

7%

-4
.8

%

-1
.4

%

-1
1.

4%

4.
4%

-2
.5

%

-1
6.

4%

-4
.8

%

-50%

-40%

-30%

-20%

-10%

0%

10%

20%

QTD 1 Year 3 Year

All U.S. Equity REITs Global Developed Developed Americas
Developed Europe Developed Asia Emerging Markets

First Quarter

R E I T  P E R F O R M A N C E  L A C K L U S T E R  I N  2 0 2 3 
Trai l ing REIT Per formance by Geography 

Data source: FactSet

-15.9%
-3.1%

-2.1%
-1.5%
-0.9%

0.1%
0.3%

1.1%
1.4%
1.7%
2.0%

3.0%
3.3%

5.8%
7.0%

9.9%
13.2%

-20% -15% -10% -5% 0% 5% 10% 15%

Office
Regional Malls

Shopping Centers
Retail

Diversified
Health Care

Free Standing
Manufactured Homes

Apartments
FTSE NAREIT All Equity Index

Residential
Lodging/Resorts

Specialty
Single Family Homes

Data Centers
Industrial

Self Storage

S E L F  S T O R A G E  S E C T O R  O U T P E R F O R M S 
First  Quar ter  REIT Sec tor Per formance 

Data source: FactSet

On Sunday April 2, OPEC+ unexpectedly 
announced additional production cuts of more 
than one million barrels per day (MMbpd). The 
cut brings the total volume of cuts by OPEC+ 
to 3.66 MMbpd, or 3.7%of global demand, 
according to Reuters. West Texas 
Intermediate Crude Oil (WTI) prices jumped 
5%+ Monday following the announcement, 
pushing oil prices back above $80/barrel.

The U.S. Department of Energy (DOE) 
stated it could start re-stocking the 
Strategic Petroleum Reserve (SPR) when oil 
prices were in the target range of $67-72/
barrel, but no sales were announced after WTI 
prices were in range in March. The DOE is 
conducting a 26-million-barrel SPR sale 
mandated by Congress, and two of the four SPR 
sites in Texas and Louisiana were down for 
maintenance for life extension work, delaying 
buybacks.
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Throughout the end of the quarter, banking 
uncertainty, a weakening dollar, and 
continued inflation concerns helped boost 
prices for silver and gold. Additionally, 
mergers and acquisitions (M&A) activity in the 
metals and mining space increased, with Swiss-
based Glencore PLC proposing a ~$23 billion 
offer for Canadian-based Teck Resources 
(Teck). The offer was rejected.

Infrastructure
Global listed infrastructure sectors posted 
disparate performance in the first quarter. 
Adani Ports, one of the largest port 
operators globally, announced it handled 32 
million metric tons of cargo, implying a 
year-over-year growth of 9.5%, yet port 
performance was relatively weak. Airports 
continued to outperformed, as some airports 
have announced increased travel. The Italian 
Bologna Guglielmo Marconi Airport recorded a 
21% increase in passengers in March 2023 
compared to March 2021, but still 7.5% lower 
and pre-pandemic.
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Diversifying Strategies
Over the quarter, hedge funds provided 
positive returns, with the HFRI Fund 
Weighted Composite Index up 1.2%. The only 
strategy in negative territory was global 
macro, which continued its string of poor 
performance.

Hedged equity was the best-performing 
strategy, up 3.4% over the quarter. 
Fundamental value and fundamental 
growth performance led all other indices. 
Quantitative directional notably had a 
positive first quarter, even after a particularly poor 
performance in February. However, the 
Energy/Basic Materials Index reversed from 
last quarter’s positive performance, down 
almost 2%.

Trend-following managers’ performance 
varied throughout the quarter. The 
divergence in performance was primarily 
driven by market volatility, specifically in 
equity markets. The equity exposure of 
systematic investors last month surpassed 
discretionary funds for the first time in 
almost 18 months.

Due to interest rate uncertainty, multi-strategy 
funds operated at lower gross leverage multiples. 
Multi-strategies maintained large cash balances, 
intending to capitalize on an increase in deal flow 
or distressed opportunities. Opportunistic 
strategies shifted allocations towards relative 
value trades due to reduced merger and 
acquisition activity, particularly among large cap 
companies.
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IMPORTANT DISCLOSURE INFORMATION
This document is for information purposes only and is not intended as an offer or solicitation, or as the basis 
for any contract to purchase or sell any security, or other instrument, or to enter into or arrange any type of 
transaction as a consequence of any information contained herein.

The information enclosed in this presentation is confidential. By accepting it, you agree to treat it is as such and any 
unauthorized use or disclosure of this presentation or the information enclosed herein is strictly prohibited.

This presentation does not take into account your particular investment objectives, financial situation or needs, 
and should not be construed as financial or legal advice. The information contained herein is preliminary, is 
merely a summary, and is subject to change without notice.

Certain information contained herein has been obtained or derived from unaffiliated third-party sources believed 
by Certuity to be reliable. Neither Certuity nor any of its affiliates or representatives makes any 
representation or warranty, express or implied, as to the accuracy or completeness of the information 
contained herein and nothing contained herein may be relied upon as an indicator or representation as to prior or 
future performance. Some of the materials contained herein may be characterized as “forward-looking 
statements”, which can be identified by the use of forward-looking terminology such as “may”, “will”, “should”, 
“expect”, “anticipate”, “target”, “project”, “estimate”, “intend”, “continue” or “believe” or the negatives thereof or 
other variations thereon or comparable terminology, and which may include, among other things, projections of 
future performance, estimates, forecasts, scenario analysis, or pro forma information. Such forward-looking 
statements are based on assumptions with respect to significant factors that may not prove to be correct and 
you should understand the assumptions and evaluate whether they are reasonable and appropriate for your 
purposes.

All analyses and projections depicted herein are for illustration only, and are not intended to be 
representations of performance or expected results. The results achieved by individual clients will vary and will 
depend on a number of factors including prevailing dividend yields, market liquidity, interest rate levels, 
market volatilities, and the client's expressed return and risk parameters at the time the service is initiated and 
during the term. Past performance is not a guarantee of future results.

Investors should seek financial advice regarding the appropriateness of investing in any securities, other 
investment or investment strategies discussed in this report and should understand that statements 
regarding future prospects may not be realized.

Although information in this document has been obtained from sources believed to be reliable, we do not guarantee 
its accuracy, completeness or fairness, and it should not be relied upon as such. This document may not be 
reproduced or circulated without our written authority.

All data is as of March 31, 2023 unless otherwise noted.
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Providing guidance, knowledge and access to solutions that 
empower clients to approach life with certitude.

This document is confidential and intended solely for the addressee. This document may not be published nordistributed
without the written consent of Certuity, LLC. Advisory Services offered through Certuity, LLC,  an SEC registered Investment Advisor.
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