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Strong risk-on tailwinds that developed throughout the first half of 2023 persisted into July, with global investors 
embracing resilient U.S. economic data, an easing of inflationary pressures, and a potential end in sight for the Fed’s 
historic tightening campaign. Performance across global equities was overwhelmingly positive on the month, 
particularly within the emerging markets, which nearly doubled the return generated by U.S. large cap. The risk-on 
market sentiment was also evident across the bond market, with performance favoring credit-oriented sectors, sending 
credit spreads to well-below historical averages. Real asset returns were similarly positive in July, particularly among 
the commodity indices, as the Bloomberg Commodity Index posted a 6.3% gain, the strongest monthly performance 
since March 2022. A further rise across commodity prices, however, could support a reacceleration in headline 
inflationary pressures, in turn potentially leading the Federal Reserve (Fed) to remain on its tightening path
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Economic Update
Fitch Strips U.S. of 'AAA' Credit Rating, Citing Near- and Long-Term Fiscal Challenges
On August 1, Fitch Ratings stripped the U.S. of its ‘AAA’ long-term credit rating, with a one-notch downgrade to ‘AA+’ 
citing “expected fiscal deterioration over the next three years, a high and growing general government debt burden, 
and the erosion of governance relative to 'AA' and 'AAA' rated peers over the last two decades that has manifested in 
repeated debt limit standoffs and last-minute resolutions.” (Source: Fitch Ratings, 8/1/2023)

Through January, gross government debt as a share of nominal gross domestic product (GDP) stood just below 
120%, a ratio modestly below the 135% peak established during the brief COVID-19 economic downturn and a level 
anticipated to increase further during the next economic downturn. Moreover, at 118.6%, federal debt-to-GDP is more 
than 20 percentage points higher than the last time the U.S. suffered a credit rating downgrade in August 2011 by 
Standard and Poor’s. 

118.6%

61.5%

0%

30%

60%

90%

120%

150%

1967 1974 1981 1988 1995 2002 2009 2016 2023
Data sources: U.S. OMB, Bloomberg L.P.; Data as of January 2023.

U.  S  .  FE  DE  R  AL TOTAL DE  BT-TO  -  GDP

In addition to a growing government debt burden and erosion of fiscal governance, Fitch cited “expected fiscal 
deterioration over the next three years.”  Similar to the current elevated ratio of government debt relative to GDP, the 
Treasury’s budget deficit as a percentage of GDP also paints a worrisome picture of the country’s fiscal health. Despite 
the economy still in the midst of an economic expansion, the Treasury’s budget deficit as a share of GDP has 
deteriorated in recent months and is nearing a double-digit reading.

Through June, the budget deficit, at 8.5% of GDP, is trending in a particularly unfavorable direction. Excluding the 
COVID-era extraordinary fiscal actions aimed at shoring up the U.S. economy and the brief, sharp decline in GDP 
growth, the current outsized budget deficit relative to GDP is closing in on the 10% reading that was breached in 2010 as 
the economy was clawing itself out of the 2008-2009 Global Financial Crisis. Moreover, due to a sharp rise in Treasury 
interest rates and a ballooning debt overhang, the Congressional Budget Office (CBO) anticipates that the U.S. could 
spend more than $1 trillion annually on interest expense over the coming ten years.  
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In summary, financial market performance was significantly positive in July, as risk-on sentiment supported 
performance across most major asset classes and categories, while a modest monthly rise in Treasury rates 
negatively impacted performance across the higher quality, rate-sensitive sectors of the bond market. Despite 12 
years having passed since Standard and Poor’s (S&P's) downgraded the U.S. from ‘AAA’ to ‘AA+', Fitch Ratings finally 
followed in S&P’s footsteps by stripping the U.S. of its ‘AAA’ long-term sovereign credit rating, with an early-August 
one-notch downgrade to ‘AA+’ amid current and anticipated fiscal challenges.

Market Summary
July  2023

3.2% 3.2%

6.2%

-0.1%

1.4% 2.0%

6.3%

1.5% 1.0%

13.0%

16.8%

8.3%

-3.4%

4.4%

-10.2%
-7.9%

5.3%
4.0%

12.2%

4.5%

1.7% 0.7%

3.4%
5.1%

6.5%
5.2%

3.5%

-15%

-10%

-5%

0%

5%

10%

15%

20%

S&P 500
Index

MSCI
EAFE
Index

MSCI
Emerging
Markets

Index

Bloomberg
U.S.

Aggregate
Index

Bloomberg
High Yield

Index

FTSE
NAREIT

All Equity
Index

Bloomberg
Commodity

Index

HFRI
Fund

Weighted
Composite

Index

HFRI
Fund

of Funds
Index

July 1 Yr 5 Yrs Annualized

D I V E R S I F Y I N G 
S T R AT E G I E SR E A L  A S S E T S F I X E D  I N C O M E G L O B A L  E Q U I T Y 

Data sources: Lipper, HedgeFund Research

3® 2023 Certuity, LLC. All Rights Reserved 



0%

20%

40%

60%

80%

100%

Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2
2021 2022 2023

Earnings Scorecard  S&P 500 Earnings Report as of 8/6/2023

Beat Missed Met

E A R N I N G S  B E AT I N G  E X P E C TAT I O N S  A S  A N 
I M P R O V E D  R AT E 
S & P  5 0 0  I n d e x  E a r n i n g s  v s .  E x p e c t a t i o n s

Data source: Bloomberg, L.P.; Data as of August 6, 2023.

3.4% 3.7%

6.1%

3.4%

0%

2%

4%

6%

8%

U.S. Style Returns - Second Quarter

Source: FTSE Russell

Growth Value Small Large

S M A L L  C A P S  O U T P E R F O R M S 
U. S .  E q u i t y  S t y l e  R e t u r n s

Data source: FTSE Russell

Global Equity
Global equity markets produced positive 
returns over July, with emerging markets 
outperforming developed markets. In the U.S., 
small cap performance was strong and beat 
large caps stocks. Positive economic data 
supporting the soft-landing narrative has 
boosted the risk-on sentiment in recent months, 
and earnings beats have improved from levels 
witnessed in the latter half of 2022.

U.S. equity markets showed breadth as every 
sector produced positive returns. The energy and 
communication services sectors finished as the 
top performers. Improving economic growth 
data and expectations of a tighter oil 
supply drove energy’s performance.

Eurozone shares rose, as the real estate 
sector posted the most significant gains, up 
13.0%, supported by falling inflation and 
economic growth data surprising to the upside. In 
the UK, equity performance was positive as the 
country experienced easing inflationary 
pressures, with June’s headline Consumer Price 
Index (CPI) producing the first positive inflation 
surprise in nearly a year. 

Japanese equities underperformed their 
developed peers. The Bank of Japan (BoJ) 
loosened its yield curve control framework, 
leading the yen to rally. During its July meeting, 
the BoJ raised its 10-year yield limit. This news 
positively impacted financials as a potential for 
higher rates would benefit Japanese banks. With 
positive economic data and a rallying yen, small 
and mid cap stocks were the strongest 
performers.

Emerging markets were the best-performing 
global region in July, with all sectors producing 
a positive return. Country performance had wide 
breadth as well. The real estate and consumer 
discretionary sectors were top performers, 
backed by Chinese authorities indicating support 
for the real estate sector and consumption 
through policy easing and possible stimulus. 
Latin America was the worst performing region, 
a reversal from the first half of 2023, as market 
sentiment tempered.
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Fixed Income
Appetite for risk and continued strength 
spurred rates higher. Interest rates pushed year-
to-date highs before rallying on a softer-
than-expected CPI reading from June. The 
10-year Treasury yield rose to 3.97% after
trading within a roughly 0.25%range in July. The
inversion between the 10-year and 2-year
Treasury reached cycle lows in early July
before modestly steepening in the final weeks
of the month in a bear steepener. The majority
of the yield curve remains in inverted territory.
As previously mentioned, Fitch downgraded
their rating of U.S. debt on August 1, citing
worsening fiscal conditions. Yields have been
on an upward trend, differing from the direction
of yields during S&P’s 2011 U.S. credit rating
downgrade.

After pausing in their June meeting, the Fed voted 
to increase the policy rate by 0.25%to 
5.25-5.50%. While the increase in policy rate was 
in line with market expectations, fixed income 
investors were surprised by the BoJ tweak 
to yield curve control. After the BoJ widened 
the tolerance bands for Japanese Government 
Bonds (JGBs) earlier this year, Governor Kazuo 
surprised markets by raising the band once 
more to an upper limit of 1.0%. This sparked a 
selloff in the intermediate and long end of 
the Japanese yield curve as JGP yields 
reached the highest levels in over nine 
years. Despite the tweak in policy, the BoJ again 
unexpectedly intervened in the bond market 
with unscheduled purchases to dampen 
volatility.

Corporate earnings came in broadly in line 
with expectations as corporate fund-amentals 
remain resilient, supporting credit markets. 
Positive earnings outlook and strong risk 
appetite drove spreads tighter across 
investment grade (IG) and high yield (HY), 
offsetting the negative impact of interest 
rates. Spreads remain historically tight, with IG 
and HY spreads falling to 1.19% and 3.79%, 
respectively.
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Real Assets
Real Estate

Global real estate transaction volumes remain 
suppressed to the lowest quarterly level in 
five years, according to Preqin, while the 
National Council of Real Estate Investment 
Fiduciary (NCREIF) Private Property Index 
(PPI) index returned its third straight negative 
quarterly return.

All U.S. real estate investment trust (REIT) 
sectors, excluding apartments, cell towers, and 
self-storage, had positive returns in July. The 
office sector was the top-performing sector, as 
market participants looked to capitalize on 
significant discounts to net asset value (NAV). 
The office sector remained challenged by the 
shift towards hybrid work schedules. 
Alternatively, the telecommunications 
infrastructure sector (cell tower companies) 
underperformed for the month and year-to-date 
due partly to concerns about slower spending on 
5G.

Natura l  Resources

West Texas Intermediate (WTI) crude oil rose 
more than 15% in July, and gasoline prices 
reached their highest level in eight months. 
Global oil demand hit an all-time high of 
102.5 million barrels per day, surpassing the pre-
COVID high. The U.S. oil rig count fell to its 
lowest level in 16 months, and Saudia Arabia 
extended its voluntary one million barrels per 
day crude oil production cut into September. 

Global food commodity prices rose modestly in 
July after Russia terminated the Black Sea Grain 
Initiative. The deal was brokered to alleviate a 
global food crisis due to Russia’s invasion of 
Ukraine, one of the world’s top exporters of 
grains.
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Infrastructure

Nearly all global infrastructure subsectors 
were positive during July, excluding marine 
ports and communications. Midstream 
energy master limited partnerships (MLPs) 
outperformed in July, and year-to-date, as 
the crude oil price rally gained momentum 
and company fundamentals continued to 
improve. The telecommunications sector 
remained challenged by rising interest rates 
and concerns about a slower 5G rollout.

Diversifying Strategies
Hedge fund returns were positive over the 
month, with the HFRI Fund Weighted 
Composite Index up 1.5%. Each major 
strategy ended July in positive territory, with 
the strongest performer being the HFRI 
Event-Driven Index, followed by the HFRI 
Equity Hedge (EH) Index and the HFRI Fund 
Weighted Composite Index.

HFRI Macro Index combined two consecutive 
positive months for the first time in 2023. Long 
positions in gasoline, crude oil, and heating oil 
were notable contributors to macro strategies. 
The short Japanese yen against the U.S. dollar 
position struggled in July due to a choppy 
trade environment caused by Bank of Japan 
policy change speculation, improved U.S. 
inflation data, and higher wage growth. The 
weakening dollar, due partly to cooling 
inflation, may challenge traders to change their 
conviction about the short yen position.

Within hedged equity, only the HFRI EH: Multi-
Strategy Index had negative performance in July. 
The highest-performing indexes were the HFRI 
EH Technology Index, the HFRI EH: Quantitative 
Directional Index, and the HFRI EH: Fundamental 
Value Index. Throughout July, hedged equity 
funds accounted for most of the net selling of 
long equities, while hedge funds, as a whole, 
positioned themselves directionally longer in 
equity markets. The overall movement long was 
primarily achieved via funds covering short 
positions as opposed to adding longs.
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IMPORTANT DISCLOSURE INFORMATION
Certuity, LLC, a Delaware limited liability company (“Certuity”), is a United States Securities and Exchange 
Commission (“SEC”) registered investment adviser. Certuity and its representatives are in compliance with the 
current registration and notice filing requirements imposed upon SEC registered investment advisers by those 
states in which Certuity maintains clients. Certuity® is a registered trademark of Certuity Holdings, LLC. 
Camden Capital, Alts Plus, AltsPlus and Alts+ are trade names of Certuity, LLC.

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 July 31, 2023 unless otherwise noted.
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