
 

 

Now to the markets. I hope you enjoy this newsletter, please reach out if you have any questions or comments, 

 
Justin 
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Zombies. Dread. Hope. 

“Waiting for the infection to take hold is like being trapped in a nightmare with no waking up.” 
 – 28 Days later (2002)i 

Zombies. Bites. The waiting. The turning and the transformation. The torment of uncertainty—knowing what’s 
supposed to happen, yet unsure of the when and how painful it will be. Can we escape the inevitable fate of 
becoming zombies after being bitten? And what does this have to do with a quarterly economic/market newsletter 
from your Financial Advisor and your Wealth Management Team? 
 
During a recent flight, I came across the HBO series “The Last of Us,” (2023) recommended by a friend. Intrigued, I 
continued watching it during my Q2 work travels (solo, as my wife has no interest in horror movies or “zombie 
flicks”). Set in a post-apocalyptic world, the show revolves around one person seemingly immune to the zombie 
plague, and her guardian, and their harrowing attempt to cross the country to the scientists who might save 
humanity. This got me thinking about the real world and the surreal nature (so far) of the markets and the 
Economy so far in 2023. 
 
Our economy has been bitten, and the signs are evident. Heading into 2023, we were bracing for the most 
anticipated recession in history. We were recovering from one of the worst markets in history. Inflation was still at 
decade-high levels, and multiple indicators were pointed in the wrong direction for manufacturing, housing, 
sentiment, and economic growth. Despite this, the Federal Reserve publicly declared its commitment to raise 
rates, acknowledging the likelihood of “real economic pain.” 
 
However, here we are, halfway through 2023, without a “declared” recession. Unemployment remains low, the 
stock market continues to rise, sentiment has improved, and the Fed has (temporarily) paused its hikes. It’s as if 
the market believes our economy can avoid a recession, even achieving what’s called “Immaculate Disinflation.” 
Reliable indicators may be wrong this time, and although inflation remains high, there’s hope for a “soft” or “no” 
landing. 
 
Maybe it’s the recent zombie shows or my decades of studying economies and markets. Perhaps it’s working with 
countless Boomers who lived through challenging times in the ’70s and ‘80s. Whatever the reason, I’m not 
convinced. I see an economy in pain, wobbling and stumbling in certain areas. Like turning into a zombie, an 
economic recession is a process, not an event. I believe we are already in or will experience a “recession” this year. 
Fortunately, I expect it to be shallower compared to 2008 or 2001—a more historically “normal” recession. This is 
why, for money already invested, I believe we stay invested, stay the course, and why I’m revisiting our allocations. 
 
Let me be clear—I hope this time is different. I hope we can “walk it off.” I hope the indicators I’m monitoring will 
turn around, and we won’t revisit the lows of last October. We are holding more cash and money markets than at 
any point in my career. If I’m wrong, I hope you’ll forgive me for missing some upside while waiting for confirming 
data. I hope you’ll forgive my prudence in seeking to preserve your wealth. For now, I don’t want to “catch a falling 
knife,” especially one infected by zombies.  

 

“I don’t worry about zombies. I worry about the people who say they’re not worried about zombies.” – Unknown 



Quarterly Insights – July 2023 
 

Shrugging off Rising Recession Risk, the S&P 500 Surges to 14-Month Highs on Falling Inflation and 
Stable Growth 

 
The S&P 500 ended the second quarter and first half of 2023 at a 14-month high and most major stock 
indices logged solid gains in the second quarter following a pause in the Fed’s rate hike campaign, 
stronger-than-expected corporate earnings (especially in the tech sector) and the relatively drama-free 
resolution of the debt ceiling.   

The second quarter began with markets still in the throes of the regional bank crisis following the March 
failures of Silicon Valley Bank and Signature Bank, and investors started the month of April wary of 
contagion risks. Those concerns proved mostly overdone, however, as throughout most of the month 
regional banks were stable. That stability allowed investors to re-focus on corporate earnings, and the 
results were much better than feared as 78% of S&P 500 companies reported better-than-expected Q1 
earnings, a number solidly above the 66% long-term average. Additionally, 75% of reporting companies 
beat revenue estimates for the first quarter, also well above the long-term average. That solid corporate 
performance was a welcome sight for investors and coupled with general macroeconomic calm, allowed 
stocks to drift steadily higher throughout most of April. However, following an underwhelming earnings 
report, concerns about the solvency of First Republic Bank weighed on markets late in the month and 
the S&P 500 declined into the end of April to finish with a modest gain. 

Fears of a First Republic Bank failure were realized on May 1st, as the bank was seized by regulators and 
the FDIC was appointed its receiver. However, that same day, JPMorgan announced it was acquiring the 
bank from the FDIC, and that move helped to calm investor anxiety about financial contagion risks. The 
Federal Reserve also helped to distract investors from the First Republic failure, as the Fed hiked rates at 
the May 2nd FOMC meeting, but importantly altered language in the statement to imply it would pause 
rate hikes at the next meeting. That change was expected by investors, however, and as such it failed to 
ignite a meaningful rally in stocks. Instead, the tech sector helped push the S&P 500 higher in mid-May, 
thanks to an explosion of investor and financial media enthusiasm around Artificial Intelligence (AI), 
which was highlighted by a massive rally in Nvidia (NVDA) following a strong earnings report. However, 
like in April, the end of the month saw an increase in volatility. This time it was thanks to the lack of 
progress on a U.S. debt ceiling extension and rising fears of a debt ceiling breach and possible U.S. debt 
default. However, a two-year debt ceiling extension was agreed to by Speaker McCarthy and President 
Biden on May 28th and was signed into law a few days later, avoiding a financial calamity. The S&P 500 
finished May with a slight gain. 

With the debt ceiling resolved, a Fed pause in rate hikes expected and continued stability in regional 
banks, the rally in stocks resumed in early June and was aided by several potentially positive 
developments. First, inflation declined as the Consumer Price Index (CPI) hit the lowest level in two 
years. Second, economic data remained impressively resilient, reducing fears of a near-term recession. 
Finally, in mid-June, the Federal Reserve confirmed market expectations by pausing rate hikes and that 
helped fuel a broad rally in stocks that saw the S&P 500 move through 4,400 and hit the highest levels 
since April 2022. The last two weeks of the month saw some consolidation of that rally thanks to mixed 
economic data, political turmoil in Russia and hawkish rhetoric from global central bankers, but the S&P 
500 still finished June with strong gains. 



In sum, markets were impressively resilient in the second quarter and throughout the first half of 2023, 
as better-than-feared earnings, expectations for less-aggressive central bank rate hikes, more evidence 
of a “soft” economic landing and relative stability in the regional banks pushed the S&P 500 to a 14-
month high.       

 
Second Quarter Performance Review 

The second quarter of 2023 saw an acceleration of the tech sector outperformance witnessed in the first 
quarter, as “AI” enthusiasm drove several mega-cap tech stocks sharply higher. Those strong gains 
resulted in large rallies in the tech-focused Nasdaq and, to a lesser extent, the S&P 500 as the tech 
sector is the largest weighted sector in that index. Also like in the first quarter, the less-tech-focused 
Russell 2000 and Dow Industrials logged more modest, but still solidly positive, quarterly returns.   

By market capitalization, large caps outperformed small caps, as they did in the first quarter of 2023. 
Regional bank concerns and higher interest rates still weighed on small caps as smaller companies are 
historically more dependent on financing to maintain operations and fuel growth.    

From an investment style standpoint, growth handily outperformed value again in the second quarter, 
continuing the sharp reversal from 2022. Tech-heavy growth funds benefited from the aforementioned 
“AI” enthusiasm. Value funds, which have larger weightings towards financials and industrials, relatively 
underperformed growth funds, as the performance of non-tech sectors more reflected the broad 
economic reality of mostly stable, but unspectacular, economic growth. 

On a sector level, eight of the 11 S&P 500 sectors finished the second quarter with positive returns. As 
was the case in the first quarter, the Consumer Discretionary, Technology, and Communication Services 
sectors were the best performers for the quarter. The surge in many mega-cap tech stocks such as 
Amazon (AMZN), Apple (AAPL), Alphabet (GOOGL), Meta Platforms (META), and Nvidia (NVDA) drove 
the gains in those three sectors, and they handily outperformed the remaining eight S&P 500 sectors. 
Industrials, Financials, and Materials saw moderate gains over the past three months, thanks to rising 
optimism regarding a “soft” economic landing.   

Turning to the laggards, traditional defensive sectors such as Consumer Staples and Utilities declined 
slightly over the past three months, as resilient economic data caused investors to rotate to sectors that 
would benefit from stronger than expected economic growth.  Energy also posted a slightly negative 
return for the second quarter, thanks to weakness in oil prices.    

 
US Equity Indexes Q2 Return  YTD 

S&P 500 10.32% 16.89% 

DJ Industrial Average 5.28% 4.94% 

NASDAQ 100  17.33% 39.35% 

S&P MidCap 400 6.70% 8.84% 

Russell 2000 7.24% 8.09% 
Source: YCharts 



Internationally, foreign markets lagged the S&P 500 thanks mostly to the relative lack of large-cap “AI” 
exposed stocks in major foreign indices, combined with some late-quarter worries about the EU 
economy and pace of Bank of England rate hikes, although foreign markets did finish the second quarter 
with a modestly positive return. Foreign developed markets outperformed emerging markets thanks to 
a lack of significant economic stimulus in China, which weighed on emerging markets late in the quarter.     

International Equity Indexes Q2 Return  YTD 

MSCI EAFE TR USD (Foreign Developed) 3.63% 12.13% 

MSCI EM TR USD (Emerging Markets) 1.50% 5.10% 

MSCI ACWI Ex USA TR USD (Foreign Dev & EM) 3.13% 9.86% 
Source: YCharts 

 

Commodities saw modest losses in the second quarter as most major commodities declined over the 
past three months. Oil prices witnessed a moderate drop despite a surprise production cut from Saudi 
Arabia and an increase in geopolitical tensions in Russia, as concerns about future economic growth and 
oversupply weighed on oil. Gold, meanwhile, posted a modestly negative return as inflation declined 
while the dollar failed to meaningfully drop.   

Commodity Indexes Q2 Return  YTD 

S&P GSCI (Broad-Based Commodities) -1.45% -7.54% 

S&P GSCI Crude Oil -5.21% -12.40% 

GLD Gold Price -3.08% 5.23% 
Source: YCharts/Koyfin.com 

 
Switching to fixed income markets, the leading benchmark for bonds (Bloomberg Barclays US Aggregate 
Bond Index) realized a slightly negative return for the second quarter of 2023, as the resilient economy 
and hope of a near-term end to Fed rate hikes led investors to embrace riskier assets.    

Looking deeper into the fixed income markets, shorter-duration bonds outperformed those with longer 
durations in the second quarter, as bond investors priced in a near-term end to the Fed’s rate hike 
campaign, while optimism regarding economic growth caused investors to rotate out of the safety of 
longer-dated fixed income. 

Turning to the corporate bond market, lower-quality, but higher-yielding “junk” bonds rose modestly in 
the second quarter while higher-rated, investment-grade debt logged only a slight gain. That 
performance gap reflected investor optimism on the economy, which led to taking more risk in 
exchange for a higher return.   

  



US Bond Indexes Q2 Return  YTD 

BBgBarc US Agg Bond -0.38% 2.09% 

BBgBarc US T-Bill 1-3 Mon 1.23% 2.33% 

ICE US T-Bond 7-10 Year -1.32% 1.62% 

BBgBarc US MBS (Mortgage-backed) -0.41% 1.87% 

BBgBarc Municipal 0.04% 2.67% 

BBgBarc US Corporate Invest Grade 0.40% 3.21% 

BBgBarc US Corporate High Yield 2.60% 5.38% 

Source: YCharts 
 
Third Quarter Market Outlook 

As we begin the third quarter of 2023, the outlook for stocks and bonds is arguably the most positive it’s 
been since late 2021, as inflation hit a two-year low, economic growth and the labor market remain 
impressively resilient, the Fed has temporarily paused its historic rate hiking campaign, the debt ceiling 
extension is resolved, and we’ve seen no significant contagion from the regional bank failures from 
earlier this year. 

That improvement in the fundamental outlook has been reflected in both stock and bond prices so far 
this year, as the S&P 500 hit the best levels since last April and more cyclically focused sectors led 
markets higher late in the quarter on rising hopes for a broad economic expansion.   

However, while clearly the past quarter brought positive developments in the economy and the 
markets, leading the financial media to proclaim a “new bull market” has started, it’s important to 
remember that potentially significant risks remain to the economy and markets. Put more bluntly, the 
market has taken a decidedly positive view on the ultimate resolution of multiple macroeconomic 
unknowns, but their outcomes remain very uncertain and thanks to the strong year to date rally in 
stocks, there is now little room for disappointment. 

First, the economy has not yet felt the full impact of the Fed’s historically aggressive hike campaign, and 
while the economy has proved surprisingly resilient so far, we know from history that the impacts of 
rate hikes can take far longer than most expect to impact economic growth. Put in plain language, it’s 
premature to think the economy is “in the clear” from recession risks, and we should all expect the 
economy to slow more as we move into the second half of 2023. The key for markets will be the 
intensity of that slowing, as at these valuation levels stocks are not pricing in a significant economic 
slowdown.   

On inflation, clearly there’s been progress in bringing inflation down, as year-over-year CPI has fallen 
from over 9% in 2022 to 4% in less than a year’s time. However, even at 4%, CPI remains far above the 
Fed’s 2% target. If inflation bounces back, or fails to continue to decline, then the Fed could easily hike 
rates further, like the Bank of Canada and Reserve Bank of Australia did in the second quarter, following 
pauses of their own. Those higher rates would weigh further on economic growth.   



Turning to banks, markets have taken the regional bank failures in stride, as the collapse of First 
Republic Bank caused minimal volatility in the second quarter. However, it’s likely premature to consider 
the crisis “over” and at a minimum, reduced lending by regional banks poses an additional threat to the 
commercial real estate market and small businesses more broadly. Bottom line, measures taken by the 
Fed in March have “ringfenced” the regional bank stress for now, but this remains a risk to the economy. 

Finally, markets are trading at their highest valuation in over a year, and investor sentiment has turned 
suddenly, and intensely, optimistic. The CNN Fear/Greed Index ended the second quarter at “Extreme 
Greed” levels, while the American Association for Individual Investors (AAII) Bullish/Bearish Sentiment 
Index hit the most bullish level since November 2021, right before the market collapse started in early 
2022. Positive sentiment does not automatically mean markets will decline, but the sudden burst of 
enthusiasm needs to be considered in the context of what is a still uncertain macroeconomic 
environment and markets no longer have the protection of low expectations and valuations to cushion 
declines.   

In sum, clearly there have been positive macro developments so far in 2023 that have helped the stock 
market rebound. However, it’s important to remember that multiple and varied risks remain for the 
economy and markets.   

As such, while we are happy with the market’s performance, we remain vigilant towards economic and 
market risks and are focused on managing both risk and return potential. We understand that a well-
planned, long-term-focused, and diversified financial plan can withstand virtually any market surprise 
and related bout of volatility, including bank failures, multi-decade highs in inflation, high interest rates, 
geopolitical tensions, and rising recession risks. 

At Impact Financial Strategies, we understand the risks facing both the markets and the economy, and 
we are committed to helping you effectively navigate this challenging investment environment. 
Successful investing is a marathon, not a sprint, and even intense volatility or a normal recession is 
unlikely to alter a diversified approach set up to meet your long-term investment goals.   

Therefore, it’s critical for you to stay invested, remain patient, and stick to the plan, as we’ve worked 
with you to establish a unique, personal allocation target based on your financial position, risk tolerance, 
and investment timeline.  

We remain focused on both opportunities and risks in the markets, and we thank you for your ongoing 
confidence and trust. Please rest assured that our entire team will remain dedicated to helping you 
successfully navigate this market environment. 

Please do not hesitate to contact us with any questions, comments, or to schedule a call. 
 
Sincerely, 
 
Justin 
 
Justin G. Davis, MBA, CFP®, CPWA®, CEPA® 
Founder/CEO & Managing Director,  
Impact Financial Strategies 
3711 JFK Parkway, Ste 340 | Fort Collins, CO 80525 
970.829.1240 office | 800.630.2799 toll-free  
970.829.0350 fax 
Justin.Davis@ImpactFinancialStrategies.com  

mailto:Justin.Davis@ImpactFinancialStrategies.com


DISCLOSURES 
 
Any opinions are those of Justin G Davis, MBA, CFP®, CPWA®, CEPA®  and may not necessarily express the opinions of Raymond James.  
Economic commentary courtesy of Seven Seas Report, an independent third party. The information contained in this article does not purport to be 
a complete description of the securities, markets, or developments referred to in this material. There is no assurance any of the trends mentioned 
will continue or forecasts will occur. The information has been obtained from sources considered to be reliable, but Raymond James does not 
guarantee that the foregoing material is accurate or complete. Any information is not a complete summary or statement of all available data 
necessary for making an investment decision and does not constitute a recommendation. Investing involves risk and you may incur a profit or loss 
regardless of strategy selected. Past performance is not indicative of future results. 
 
The S&P 500 is an unmanaged index of 500 widely held stocks that is generally considered representative of the U.S. stock market. 
 
The Dow Jones Industrial Average (DJIA), commonly known as "The Dow" is an index representing 30 stocks of companies maintained and 
reviewed by the editors of the Wall Street Journal. 
 
The NASDAQ Composite Index is an unmanaged index of securities traded on the NASDAQ system. 
 
The S&P MidCap 400® provides investors with a benchmark for mid-sized companies. The index, which is distinct from the large-cap S&P 500, 
measures the performance of mid-sized companies, reflecting the distinctive risk and return characteristics of this market segment.. 
Russell 2000 Index measures the performance of the 2,000 smallest companies in the Russell 3000 Index, which represent approximately 8% of 
the total market capitalization of the Russell 3000 Index. 
 
The S&P GSCI is a composite index of commodities that measures the performance of the commodity market.  S&P GSCI Gold is an index 
tracking changes in the spot price for gold bullion.  S&P GSCI Crude Oil is an index tracking changes in the spot price for crude oil.  GLD is a 
gold index fund based on gold and holds gold and/or cash as its only assets, but shareholders are not guaranteed to receive physical gold 
in exchange for their shares. 
 
The MSCI EAFE (Europe, Australasia, and Far East) is a free float-adjusted market capitalization index that is designed to measure developed 
market equity performance, excluding the United States & Canada. The EAFE consists of the country indices of 22 developed nations. 
 
The MSCI Emerging Markets is designed to measure equity market performance in 25 emerging market indices. The index's three largest 
industries are materials, energy, and banks. 
 
The MSCI ACWI (All Country World Index) is a free floating-adjusted market capitalization weighted index that is designed to measure the 
equity market performance of developed and emerging markets. 
 
The Barclays US Aggregate Bond Index is a broad-based flagship benchmark that measures the investment grade, US dollar-denominated, 
fixedrate taxable bond market. 
 
The Barclays US T-Bill index measures the performance of public obligations of the U.S. Treasury that have a remaining maturity of greater than 
or equal to 1 month and less than 3 months. 
 
The ICE U.S. Treasury 7-10 Year Bond Index is market value weighted and is designed to include U.S. dollar denominated, fixed rate securities 
with minimum term to maturity greater than or equal to seven years and less than ten years. 
Barclays Capital U.S. MBS Index measures the performance of investment grade fixed-rate mortgage-backed pass-through securities of GNMA, 
FNMA, and FHLMC. 
 
The Barclays Capital Municipal Bond is an unmanaged index of all investment grade municipal securities with at least 1 year to maturity. 
The Bloomberg Barclays US Corporate Bond Index measures the investment grade, fixed-rate, taxable corporate bond market. It includes 
USDdenominated securities publicly issued by US and non-US industrial, utility and financial issuers. 
 
The Bloomberg Barclays U.S. Corporate High Yield Bond Index is composed of fixed-rate, publicly issued, non-investment grade debt, is 
unmanaged, with dividends reinvested, and is not available for purchase. The index includes both corporate and non-corporate sectors. The 
corporate sectors are Industrial, Utility and Finance, which include both U.S. and non-U.S. corporations. 
 
Keep in mind that individuals cannot invest directly in any index, and index performance does not include transaction costs or other fees, which 
will affect actual investment performance. Individual investor's results will vary. Diversification and asset allocation do not ensure profit or 
protect against loss. Holding investments for the long term does not insure a profitable outcome. Investing involves risk and you may incur a 
profit or loss regardless of the strategy selected. Links are being provided for information purposes only. Raymond James is not affiliated with 
and does not endorse, authorize or sponsor any of the listed websites or their respective sponsors. Raymond James is not responsible for the 
content of any website or the collection or use of information regarding any website's users and/or members. 
 

 
i Garland, Alex. 28 Days Later. Directed by Danny Boyle, N/A, 2003, N/A. 
 


