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MARKET ENVIRONMENT
We conclude the ( tumultuous) period with 
fed funds at 4.75% to 5.00%, the highest 
s ince September 2007 (source: Bloomberg), 
when rates were at their peak on the eve of 
the f inancial cr is is. We are on the lookout for 
additional cracks in our economy as the most 
aggressive monetary policy t ightening cycle 
in 40 years leaves economist less certain of 
what is around the corner.

Fed Chair Powell  emphasized in his March 
22 press conference the U.S. banking system 
is sound and resi l ient. Investors wil l  cont inue 
to be on the lookout for t rouble in small and 
regional banks that are not under the same 
capital and l iquidity requirements as larger 
banks and are thus seen as r iskier.
Overall, there wil l  be t ighter credit  
restr ict ions as banks loan volume wil l  
decrease which wil l  contribute to the s lowing 
of the economy— the same impact as 
increasing the fed funds rate.

Powell cont inued to s tress that Fed off icials 
do not expect rate cuts th is year. As of th is 
wri t ing, fed funds futures are priced for rate 

cuts by the 4th quarter of th is year af ter a 
possible f inal increase in May (source: 
Bloomberg).  Recent test imony about the 
FOMC seeing the need for more t ightening 
is supported by the new FOMC forecast ( the 
dot plot) . The Fed sees a l i t t le more inf lation 
this year and next and cont inues to see a 
need for a higher unemployment rate to s low 
the economy and thus inf lation. We wil l have 
a better understanding of the direct ion of the 
Fed’s mandates by the 3rd quarter of th is 
year.

PORTFOLIO REVIEW

Treasuries
The yield curve has s teepened the most th is 
f inal month of the period since October 
2008 (source: Bloomberg). Investors 
lowered the ant icipation for fur ther interest 
rate hikes this year and ramped up their 
expectations for rate cuts . Fed Chair Powell 
indicated last week that rate reduct ions are 
not his base case this year are not expected 
unt i l  2024. The period ended with yields 
increasing sl ightly due to reduced j i t ters 
regarding contagion from the banking 

sector.

Corporates
We had seen issuance ramp up immediately 
in f ront of the March 22 Fed meeting. Firms 
are locking in rates before a perceived hike 
in rates. From an investors perspect ive, 
higher rates and fal l ing profits will increase 
the importance of monitoring credit r isk. 
Before Si l icon Valley Bank hi t  the headlines, 
investors had not been at tent ive enough to 
the consequences of th is higher rate 
environment.

Municipals
State revenue col lections cont inue to 
increase as both sales and property tax 
col lections remain s trong. Relat ive value 
within the sector has held in al l  along the 
curve, ending the period at less than 68% of 
Treasury yields. As the calendar approaches 
Apri l  15, we are observing outf lows from 
municipal mutual funds. This is  seasonal as 
investors l iquidate these funds to pay income 
taxes. The f l ight-to-quality has benefi ted 
performance in the sector as volati l i ty has 
negatively impacted every sector except
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municipals and U.S. Treasuries. Municipals 
cont inue to be seen as a haven asset class, 
with low default  rates and high credit quality.

Oil
Oil  hi ts a 15-month low as banking turmoil 
has shaking conf idence that a recovery in 
China wil l  be enough to reinvigorate global 
demand. There are fears that near - term 
demand will be diminished due to r is ing 
recession concerns. This sent iment is  in direct 
contradict ion to the bul l ishness expressed by 
traders. Cheaper oi l  wi l l benefit  consumers in 
the near term and should reduce pressure on 
inf lation and ease the Federal Reserve’s job 
of gett ing broader price increases under 
control.

PORTFOLIO OUTLOOK
Markets wil l  remain focused on the banking 
crisis and threats to economic growth from 
the most aggressive pace of rate t ightening 
in decades. Last quarter, we heard “pause & 
pivot” across headlines, while some have 
been hopeful of a sof t  landing. The 
plummeting of rates in the front -end of the 
Treasury curve signals that a severe 
economic s lowdown is just  around the 
corner. This is  in direct contradiction to the 
Fed’s Summary of Economic Projections 
which projects more rate hikes, as inf lation 
has not decreased, and unemployment has 
not increased appreciably.
One area we are watching is the amount of 
lending by local and regional banks over the 
coming months. The transfer of deposits f rom 
small local banks to banks deemed too-big-

to-fail will impact the scale and dis tribution 
of overal l lending. This could become a big 
issue for local communities, regions and 
sectors that fear their access to loans wil l be 
cut because their t radit ional banking partners 
wil l have to shr ink their balance sheets af ter 
losing deposi ts.
Ult imately, t ighter lending standards could 
have as big an impact as any move by the 
Federal Reserve. Sent iments at the end of the 
period were s l ight ly higher as fears of 
contagion within the banking sector eased 
amid renewed prospects of fur ther U.S. 
support for the industry. As is usual ly the 
case, the next few months wil l shed 
additional l ight on the Fed’s thoughts and 
any change in direct ion.

This material represents an assessment of the 
market and economic environment at a 
specif ic point in t ime and is not intended to 
be a forecast of future events, or a 
guarantee of future resul ts. Forward-looking 
statements are subject to certain r isks and 
uncertainties.  Actual resul ts, performance, or 
achievements may dif fer materially f rom 
those expressed or implied. Information is 
based on data gathered from what we 
believe are rel iable sources. I t is not 
guaranteed as to accuracy, does not purport 
to be complete and is not intended to be 
used as a primary basis for investment 
decisions. I t should also not be construed as 
advice meeting the part icular investment 
needs of any investor. Past performance 
does not guarantee fu ture results.

Fixed income securit ies are subject to 
increased loss of principal during periods of 
r ising interest rates.  Fixed income investments 
are subject to various other r isks, including 
changes in credit quali ty, l iquidity, 
prepayments, and other factors. REIT r isks 
include changes in real estate values and 
property taxes, interest rates, cash f low of 
underlying real estate assets, supply and 
demand, and the management ski l l  and 
creditworthiness of the issuer.
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Source: FactSet

U.S. TREASURY YIELDS 12/31/2022 3/31/2023 YTD Change

2 YR 4.420% 4.065% 0.355%

3 YR 4.236% 3.830% 0.406%

5 YR 4.004% 3.608% 0.396%

7 YR 3.968% 3.563% 0.405%

10 YR 3.878% 3.495% 0.383%

20 YR 4.142% 3.822% 0.320%

30 YR 3.970% 3.688% 0.282%

10S MINUS 2S  -54.2bps  -57.0bps


