
 

Markets held up surprisingly well through a very tumultuous first quarter.  In the face of banking sector 

turmoil, inflation pressures and an uncertain interest rate environment, equities provided a second 

straight quarter of strong returns.  Although interest rates were highly volatile, bonds also provided solid 

returns for the quarter.   

The first three months of 2023 were notable for very wide swings in the market’s perception of the 

outlook for inflation, monetary policy and economic growth.  The economy is clearly slowing, but so 

far overall has been holding up better than expected and inflation is not coming down as quickly as 

anticipated.  At this time the banking sector issues appear to be stabilized, but events have increased 

concerns that the economic slowdown will be more severe as banks become more cautious and tighten 

lending standards. 

The Federal Reserve remains committed to fighting inflation, continuing to raise interest rates even in 

the middle of elevated stress in the banking system.  We are watching closely to see whether other issues 

caused by the extremely rapid rate hikes will emerge as the impact of higher interest rates ripples through 

the economy.  First quarter earnings releases will be an important indicator as investors consider whether 

2023 corporate profit estimates should be cut further.   

We remain cautious in our outlook for the next several months. We expect to have more clarity on the 

path of interest rates from upcoming Fed meetings and inflation reports.  Once the Fed pauses rate 

increases, fixed income market volatility should decline.  Given the current environment in Washington, 

the upcoming battle over the debt ceiling could cause more market disruption.  Historically, market 

impacts from debt ceiling events have been short-lived.  If that is the case this time, investors will be 

able to focus on 2024 corporate earnings estimates and interest rates.   


