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Quarterly Market Review: January-March 2023

The Markets

Wall Street proved resilient during the first quarter of the year, despite rising inflation, uncertainty
about the Federal Reserve’s actions, interest-rate hikes and banking concerns. Inflationary data in
January and February seemed to show inflation may have slowed. Stocks and bond prices dipped
as investors responded to concerns that interest rates would continue to rise and for a longer
period of time. In addition to the impact of elevated inflation, two regional banks collapsed in
March, sending bank stocks lower. In this case, the banks suffered from deposit outflows, which is
different from the credit problems banks faced during the Great Financial Crisis. Subsequently,
Credit Suisse Group, nearing failure, was taken over by rival UBS Group, while several U.S. banks
provided funds to keep First Republic Bank afloat. The labor market remained strong, and while
inflation continued to rise, the two primary indicators, the Consumer Price Index and the Personal
Consumption Expenditures Price Index, showed inflation slowed on an annual basis.

Despite all of this apparent turmoil, coupled with the ongoing war in Ukraine, stocks regained their
footing and ended the quarter on the plus side. The tech-heavy Nasdaq led the benchmark
indexes, followed by the S&P 500, the Global Dow, the Russell 2000 and the U.S. Dow. Investors
poured money back into mega cap tech shares, driving them higher during the first quarter of 2023
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after an underperforming 2022. Those gains helped drive the Nasdaq and the S&P 500 higher.
Even with investors taking some gains from the mega caps, other market sectors reaped the
benefits. Energy stocks, which excelled in 2022, fell in the first quarter of 2023, as did crude oil
prices. Auto gas prices rose minimally higher, with regular retail prices averaging $3.421 per
gallon on March 27, $0.14 over prices on Jan. 4. The dollar dipped lower, while gold prices rose
higher.

The quarter kicked off with stocks enjoying their best January performance since 2019, as inflation
data suggested that inflation may have peaked, raising hopes that the Federal Reserve would
scale back interest-rate hikes and temper fears of an economic recession. Nevertheless, Federal
Reserve Chair Jerome Powell cautioned that the battle against rising inflation was far from over
and additional rate hikes were upcoming. In fact, the Federal Reserve raised interest rates 25.0
basis points on the last day of the month. Growth stocks performed best, with mega caps making
solid gains. Consumer discretionary, communication and tech sectors performed well, while
defensive sectors, such as utilities, health care and consumer staples, dipped lower. Bond prices
advanced, pulling yields lower. While 236,000 new non-pharm jobs were added in March, the
unemployment rate remained at 3.5%, according to the U.S. Bureau of Labor Statistics. Average
hourly earnings rose to the lowest annual level (4.6%) since September 2021. However,
manufacturing declined at the fastest rate since May 2020, while services retracted for the third
month running, according to the S&P Global Manufacturing PMI™. Nevertheless, each of the
benchmark indexes listed here added value, led by the Nasdaq (10.7%), followed by the Russell
2000 (9.7%), the Global Dow (7.8%), the S&P 500 (6.2%) and the Dow (2.8%). Ten-year Treasury
yields fell 35.0 basis points, crude oil prices dipped 1.7%, the dollar slid 1.4%, but gold prices
advanced 6.3%.

Stocks gave up some of their January gains in February, with each of the benchmark indexes
losing value. The Dow (-4.2%) fell the furthest, followed by the Global Dow (-2.7%), the S&P 500
(-2.6%), the Russell 2000 (1.8%) and the Nasdaq (-1.1%). Bond prices declined, driving yields
higher, with 10-year Treasury yields advancing 39 basis points. Crude oil prices decreased 2.8%
to $76.86 per barrel. The dollar rose 2.8% against a basket of currencies. Gold prices lost most of
their January gains, falling 5.7% in February.

Consumer prices advanced, with core prices (excluding food and energy prices) climbing 0.6%,
the biggest advance since August. Over 500,000 new jobs were added, nearly three times the
consensus estimates, and the largest increase in six months. The unemployment rate slid to 3.4%,
its lowest level since 1969. Consumer spending rose 1.8%, the most in nearly two years.

March was a very choppy month for market returns. Despite an apparent banking crisis, investors
stayed the course for the most part, driving stocks mostly higher. The Nasdaq and the S&P 500
led the gainers of the benchmark indexes listed here. Several sectors outperformed, including
information technology, communication services, and utilities, while financials fell notably on the
heels of the aforementioned bank failures. Manufacturing retracted, while services advanced,
according to purchasing managers surveyed. Labor remained strong, with 311,000 new jobs
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added. Hourly earnings rose by $0.08 for the month and 4.6% since February 2022. The

Consumer Price Index rose 0.4% after falling 0.5% the previous month. The PCE Price Index

increased 0.3% and 5.0% over the past 12 months. The economy advanced at an annualized rate

of 2.6% in the fourth quarter, short of the 3.2% increase in the third quarter. Crude oil prices and

the dollar declined, while gold prices climbed higher.

Stock Market Indexes

Market/Index 2022 As of Monthly
Close March 31 Change
DJIA 33,147.25 33,274.15 1.89%
Nasdaq 10,466.48 12,221.91 6.69%
S&P 500 3,839.50 4,109.31 3.51%
Russell 2000 1,761.25 1,802.48 -4.98%
Global Dow 3,702.71 3,919.85 0.99%

Fed. Funds Target Rate 4.25%-4.50% 4.75%-5.00% 25 bps

10-Year Treasuries 3.87% 3.49% -42 bps
U.S. Dollar-DXY 103.48 102.59 -2.25%
Crude Oil-CL=F $80.41 $75.57 -1.68%
Gold-GC=F $1,829.70 $1,987.80 8.37%

Chart reflects price changes, not total return. Because it does not include dividends or splits, it

Quarterly
Change

0.38%
16.77%
7.03%
2.34%
5.86%
50 bps
-38 bps
-0.86%
-6.02%
8.64%

should not be used to benchmark performance of specific investments

YTD
Change

0.38%
16.77%
7.03%
2.34%
5.86%
50 bps
-38 bps
-0.86%
-6.02%
8.64%
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Past performance is not indicative to future results. All information provided herein is for
informational purposes only and is not intended to be, and should not be interpreted as, an offer,
solicitation, or recommendation to buy or sell or otherwise invest in any of the
securities/sectors/countries that may be mentioned.

Latest Economic Reports
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o Employment: Job growth remained strong in February with the addition of 311,000 new jobs,
compared with an average monthly gain of 343,000 over the prior six months. Despite
federal interest-rate hikes aimed at slowing the economy and inflation, there is little evidence
that the supply of labor is peaking. In February, notable job gains occurred in retail trade,
government, leisure and hospitality, and health care. Employment declined in information
and in transportation and warehousing. The unemployment rate edged up 0.2 percentage
point to 3.6%. in February, the number of unemployed persons rose by 242,000 to 5.9
million. The employment-population ratio, at 60.2%, was unchanged in February, while the
labor force participation rate, at 62.5%, edged up 0.1 percentage point from the previous
month. Both measures have shown little net change since early 2022. In February, average
hourly earnings increased by $0.08 to $33.09. Over the past 12 months ended in February,
average hourly earnings rose by 4.6%. The average workweek decreased by 0.1 hour to
34.5 hours in February.

e There were 191,000 initial claims for unemployment insurance for the week ended March 25,
2023. The total number of workers receiving unemployment insurance was 1,689,000. By
comparison, over the same period last year, there were 171,000 initial claims for
unemployment insurance, and the total number of claims paid was 1,506,000.

o FOMCl/interest rates: The Federal Open Market Committee met March 21-22, at which time
the Committee increased the federal funds target rate range by 25 basis points to
4.75%-5.00%. The statement from the FOMC indicated that it is “strongly committed to
returning inflation to its 2.0% objective.” The Committee also noted that it would consider
adjusting its policy stance based on “labor market conditions, inflation pressures and inflation
expectations, and financial and international developments.”

o GDP/budget: Despite rising interest rates and accelerating inflation, the U.S. economy
advanced in the fourth quarter of 2022. The economy, as measured by gross domestic
product, accelerated at an annual rate of 2.6% in the fourth quarter of 2022, according to the
third and final estimate from the Bureau of Economic Analysis. GDP increased 3.2% in the
third quarter after falling in the first and second quarters, 1.6% and 0.6%, respectively. The
deceleration in fourth-quarter GDP compared to the previous quarter primarily reflected a
downturn in exports and decelerations in consumer spending, nonresidential fixed
investment, and state and local government spending. These movements were partly offset
by an upturn in private inventory investment, a smaller decrease in residential fixed
investment, and an acceleration in federal government spending. Imports, which are a
negative in the calculation of GDP, decreased less in the fourth quarter than in the third
quarter. Consumer spending, which accounted for about 70.0% of GDP, rose 1.0% in the
fourth quarter compared to an increase of 2.3% in the third quarter. Consumer prices
increased 3.7% in the fourth quarter (4.3% in the third quarter). Excluding food and energy,
consumer prices advanced 4.4% in the fourth quarter (4.7% in the third quarter). In 2022,
consumer prices increased 6.3%, compared with an increase of 4.0% in 2021. Overall, GDP
increased 2.1% in 2022, compared with an increase of 5.9% in 2021.
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o February saw the federal budget deficit come in at $262.4 billion, $223.6 billion over the
January deficit and $45.8 billion above the February 2022 deficit. The deficit for the first five
months of fiscal year 2023, at $722.6 billion, is $247.0 billion more than the first five months
of the previous fiscal year. In February, government receipts totaled $262.1 billion and
$1,735.0 trillion for the current fiscal year. Government outlays were $524.5 billion in
February and $2,457.6 trillion through the first five months of fiscal year 2023. By
comparison, receipts in February 2022 were $289.9 billion and $1,806.8 trillion through the
first five months of the previous fiscal year. Expenditures were $506.4 billion in February
2022 and $2,282.4 trillion through the comparable period in FY22.

e Inflation/consumer spending: Inflationary pressures continued to mount in February.
According to the latest Personal Income and Outlays report, the Personal Consumption
Expenditures (PCE) Price Index increased 0.3% in February and 5.0% since February 2022.
Prices excluding food and energy also advanced 0.3%, following increases of 0.5% in
January and 0.4% in December. Prices for goods rose 0.2%, while prices for services
increased 0.3% in February, with prices for food rising 0.2%, although prices for energy fell
0.4%. Since February 2022, consumer prices for food increased 9.7% and energy prices
rose 5.1%. Personal income rose 0.3% in February, while disposable personal income
increased 0.5%. Consumer spending rose 0.2% in February after climbing 2.0% the previous
month.

e The Consumer Price Index (CPI) 0.4% in February after increasing 0.5% in January. Over
the 12 months ended in February, the CPl advanced 6.0%, down from 6.4% for the year
ended in January. Excluding food and energy prices, the CPI rose 0.5% in February and
5.5% over the last 12 months. Prices for shelter, up 0.8%, were by far the largest contributor
to the February CPI increase, accounting for nearly 70.0% of the overall advance. In
February, food prices rose 0.4%, while energy prices decreased 0.6%. For the 12 months
ended in February, energy prices increased 5.2%, food prices rose 9.5%, and prices for
shelter advanced 8.1%.

» Prices that producers receive for goods and services fell 0.1% in February after advancing
0.3% (revised) in January. Producer prices increased 4.6% for the 12 months ended in
February after rising 5.7% (revised) for the 12 months ended in January. In February, the
Producer Price Index (PPI) saw prices for both goods (-0.2%) and services (-0.1%)
decrease. Producer prices less foods, energy and trade services rose 0.2% in February after
increasing 0.5% in the previous month. Prices less foods, energy and trade services
advanced 4.4% for the year ended in February, unchanged from the 12 months ended in
January.
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e Housing: Sales of existing homes increased for the first time in 13 months after vaulting
14.5% in February. Despite the increase, existing-home sales dropped 22.6% from February
2022. According to the report from the National Association of Realtors®, home buyers took
advantage of any interest rate declines, while some areas of the country saw gains where
home prices declined. The median existing-home price was $363,000 in February, higher
than the January price of $361,200 but slightly lower than the February 2022 price of
$363,700. Unsold inventory of existing homes represents a 2.6-month supply at the current
sales pace, marginally lower than the January supply of 2.9 months. Sales of existing single-
family homes rose 15.3% in February but were down 21.4% from February 2022. The
median existing single-family home price was $367,500 in February, up from $365,400 in
January but lower than the February 2022 price of $370,000.

» New single-family home sales advanced in February, climbing 1.1% and marking the fourth
consecutive monthly increase. However, sales are down 19.0% from February 2022. The
median sales price of new single-family houses sold in February was $438,200 ($426,500 in
January). The February average sales price was $498,700 ($479,800 in January). The
inventory of new single-family homes for sale in February represented a supply of 8.2
months at the current sales pace, down marginally from the January estimate of 8.3 months.

¢ Manufacturing: Industrial production was unchanged in February, following a 0.3% increase
in January and a 1.4% drop in December. Manufacturing increased 0.1% in February (1.3%
in January) but was 1.0% below its year-earlier level. Mining decreased 0.6%. Utilities, on
the other hand, rose 0.5% over the 12 months ended in February; total industrial production
was 0.2% below its year-earlier level.

o February saw new orders for durable goods decrease 1.0% after increasing 5.0% in
January. Durable goods orders have declined two of the last three months with the January
decrease. Excluding transportation, new orders were virtually unchanged. Excluding
defense, new orders decreased 0.5%. Transportation equipment, also down three of the last
four months, drove the decrease, falling 2.8%.

o Imports and exports: February saw import prices edge down 0.1%, following a 0.4% decline
in January. Import prices have not advanced since June 2022, with the exception of a 0.1%
increase in December. Prices for U.S. imports declined 1.1% over the past year, the first 12-
month decrease since December 2020, and the largest year-over-year drop since
September 2020. Import fuel prices decreased 4.9% in February for the second consecutive
month. Those are the largest monthly drops since September 2022, and import fuel prices
have not risen on a one-month basis since June 2022. Nonfuel import prices climbed 0.4%
in February after advancing 0.2% in January. Nonfuel import prices advanced 0.2% from
February 2022. Export prices rose 0.2% in February, after rising 0.5% in January. Those are
the first monthly increases in export prices since June 2022. Despite the advance, exports
declined 0.8% over the past 12 months, the first year-over-year decrease since the period
ended November 2020.
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» Trade activity weakened in February. The international trade in goods deficit was $91.6
billion in February, up $0.5 billion, or 0.6%, from January. Exports of goods for February
were $167.8 billion, $6.7 billion, or 3.8%, less than January exports. Imports of goods were
$259.5 billion in February, $6.2 billion, or 2.3%, below December. The February decrease in
exports reflected declines in most major categories, with autos falling 11.9% and consumer
goods down 4.6%. In February, auto imports were down 7.1%, while imports of consumer
goods contracted 5.6%.

o The latest information on international trade in goods and services, released March 8, is for
January and shows that the goods and services trade deficit was $68.3 billion, an increase
of 1.6% from the December deficit. January exports were $257.5 billion, 3.4% higher than
December exports. January imports were $325.8 billion, 3.0% more than December imports.
For the 12 months ended in January, the goods and services deficit decreased 21.9%.
Exports increased 13.3%, while imports increased 3.5%.

« International markets: The battle against rising inflation remained at the forefront for most of
the world’s economies. Core inflation (excluding food and energy prices) hit a record high in
the eurozone for March. The European Central Bank hiked interest rates 50.0 basis points
and will likely call for a similar rate increase in May. The Bank of England added 25.0 basis
points to its target interest rate after inflation in February (10.4% annual increase) exceeded
the bank’s expectations. On the other hand, inflation in Canada eased in February, falling 0.7
percentage points to an annual rate of 5.2%. Likewise, Japan’s Consumer Price Index fell a
full percentage point to 3.3% in February, bolstered by government subsidies for electricity
and natural gas. However, food prices continued to rise. For March, the STOXX Europe 600
Index lost 1.4%; the United Kingdom’s FTSE dropped 3.9%; Japan’s Nikkei 225 Index
gained 0.4%; and China’s Shanghai Composite Index fell 1.7%.

o Consumer confidence: The Conference Board Consumer Confidence Index® increased in
March to 104.2, up from 103.4 in February. The Present Situation Index, based on
consumers’ assessment of current business and labor market conditions, decreased to
151.1 in March, down from 153.0 in the previous month. The Expectations Index — based
on consumers’ short-term outlook for income, business, and labor market conditions —
ticked up to 73.0 in March from 70.4 in February. According to the Conference Board’s
report, an Expectations Index reading below 80.0 could signal a recession within the next
year. It has been below this level for 12 of the past 13 months.

Eye on the Quarter Ahead

The second quarter is likely to see fed funds rates move higher, given
the Federal Reserve’s focus on heightened inflation. However, we are
likely to see peak fed funds rates at 5.5% in the quarter, from today’s 5%
target rate. Whether the Federal Reserve starts cutting rates shortly after,
as the market implies currently, depends on how well the economy
weathers the elevated rate environment and reduced financial
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accommodativeness. The labor sector should remain solid, although the
unemployment rate is likely to rise marginally. This, combined with
resilient consumer confidence and subsequent consumption, may help
buffer the downtrend in earnings from lower employment and economic
conditions. Key metrics to follow will be manufacturing and services
spending expectations from official surveys in the coming months.

Data sources:

Economic: Based on data from U.S. Bureau of Labor Statistics (unemployment, inflation); U.S.
Department of Commerce (GDP, corporate profits, retail sales, housing); S&P/Case-Shiller 20-City
Composite Index (home prices); Institute for Supply Management (manufacturing/services).
Performance: Based on data reported in WSJ Market Data Center (indexes); U.S. Treasury
(Treasury yields); U.S. Energy Information Administration/Bloomberg.com Market Data (oil spot
price, WTI Cushing, OK), www.goldprice.org (spot gold/silver); Oanda/FX Street (currency
exchange rates). News items are based on reports from multiple commonly available international
news sources (i.e., wire services) and are independently verified when necessary with secondary
sources such as government agencies, corporate press releases, or trade organizations. All
information is based on sources deemed reliable, but no warranty or guarantee is made as to its
accuracy or completeness. Neither the information nor any opinion expressed herein constitutes a
Solicitation for the purchase or sale of any securities, and should not be relied on as financial
advice. Forecasts are based on current conditions, subject to change, and may not come to pass.
U.S. Treasury securities are guaranteed by the federal government as to the timely payment of
principal and interest. The principal value of Treasury securities and other bonds fluctuates with
market conditions. Bonds are subject to inflation, interest-rate, and credit risks. As interest rates
rise, bond prices typically fall. A bond sold or redeemed prior to maturity may be subject to loss.
Past performance is no guarantee of future results. All investing involves risk, including the
potential loss of principal, and there can be no guarantee that any investing strategy will be
successful.

The Dow Jones Industrial Average (DJIA) is a price-weighted index composed of 30 widely traded
blue-chip U.S. common stocks. The S&P 500 is a market-cap weighted index composed of the
common stocks of 500 largest, publicly traded companies in leading industries of the U.S.
economy. The NASDAQ Composite Index is a market-value weighted index of all common stocks
listed on the NASDAQ stock exchange. The Russell 2000 is a market-cap weighted index
composed of 2,000 U.S. small-cap common stocks. The Global Dow is an equally weighted index
of 150 widely traded blue-chip common stocks worldwide. The U.S. Dollar Index is a geometrically
weighted index of the value of the U.S. dollar relative to six foreign currencies. Market indexes
listed are unmanaged and are not available for direct investment.
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Broadridge Investor Communication Solutions, Inc. does not provide investment, tax, legal, or
retirement advice or recommendations. The information presented here is not specific to any
individual’s personal circumstances.

To the extent that this material concerns tax matters, it is not intended or written to be used, and
cannot be used, by a taxpayer for the purpose of avoiding penalties that may be imposed by law.
Each taxpayer should seek independent advice from a tax professional based on his or her
individual circumstances.

These materials are provided for general information and educational purposes based upon
publicly available information from sources believed to be reliable — we cannot assure the
accuracy or completeness of these materials. The information in these materials may change at
any time and without notice.

The information contained herein represents the views of Westwood Holdings Group, Inc. at a specific point in time and is based
on information believed to be reliable. No representation or warranty is made concerning the accuracy or completeness of any data
compiled herein. Any statements non-factual in nature constitute only current opinion, which is subject to change. Any statements
concerning financial market trends are based on current market conditions, which will fluctuate. Past performance is not indicative
of future results. All information provided herein is for informational purposes only and is not intended to be, and should not be
interpreted as, an offer, solicitation, or recommendation to buy or sell or otherwise invest in any of the securities/sectors/countries
that may be mentioned.
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