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Callan LLC Perspective
 

Macroeconomic Environment

The Fed encountered a hiccup, or perhaps more of a belch, on 
its path to combat inflation. Nine consecutive rate hikes, the 
most rapid in its history, took the Fed Funds rate from roughly 
0% to 5% in one year’s time. While higher rates are a welcome 
outcome for fixed-income investors (on a going-forward 
basis), they have had deleterious effects on the longer-term 
balance sheet holdings of some banks.

In March, word of losses at a few banks sparked fears for 
depositors and led to a bank run that resulted in regulators 
seizing regional lenders Silicon Valley Bank and Signature 
Bank. The U.S. Treasury, Federal Reserve, and Federal Deposit 
Insurance Corporation quickly stepped in and announced 
measures to provide additional liquidity to banks that needed 
it and further guaranteed depositors would have access to 
funds (beyond the $250,000 insured amount) at both banks. 
A third regional lender, First Republic, also came under 
significant pressure and a group of larger banks came together 
in a spirit of unity to provide liquidity.

As of quarter-end, nerves around the health of the U.S. 
banking system were frayed, but fears of contagion were 
largely allayed. That said, the full impact of the “hiccup” 
is unknown as lending conditions are expected to tighten 
and will likely have an adverse effect on businesses and 
consumers. Despite these events, views are generally that 
large banks in the U.S. are in reasonably good shape and 
that this is not a repeat of 2008. However, it is reasonable to 
expect consolidation among smaller banks and/or increased 
regulatory scrutiny as these banks are not subject to the same 
level of regulation as their larger counterparts. While not in 
the same category, banking woes were on display outside 
the U.S. and exemplified by the Swiss government’s carefully 
orchestrated purchase of 170-year-old Credit Suisse, one of 
the "global systematically important banks," by UBS.

Bond markets swiftly reacted to the banking turmoil in the 
U.S., with the two-year U.S. Treasury Note yield dropping 
about 100 bps in three business days, the most since the 
stock market crash in 1987. Its yield was 5.1% on March 8, and 
dropped to 4.0% by March 13 before closing the quarter at 

4.1%. The S&P 500 Index was down about 3.4% over the same 
period but climbed nearly 7% into quarter-end.

While returns were positive for both stocks and bonds in 
1Q23, there was significant intra-quarter volatility in both 
markets. It was most pronounced within fixed income, partly 
due to the hiccup mentioned above. The ICE BofA MOVE 
Index (commonly used to assess volatility in the U.S. Treasury 
market) spiked to levels not seen since 2008. The VIX, a 
popular measure of volatility in stock markets, was elevated 
but not to the same degree. Notably, stock and bond markets 
are painting two different pictures. The inverted U.S. Treasury 
yield curve suggests that bond market investors are expecting 
both rate cuts and a slowdown while stock markets do not 
appear to be priced for an economic downturn.

The Fed’s 25 bps hike in March was seen as a “dovish” hike 
reflecting the uncertainty around the degree to which tighter 
lending conditions for consumers and businesses could lead 
to slower growth. This hike brought the Fed Funds rate to 
4.75% - 5.0% with a unanimous vote. The last time that the 
Fed Funds rate was at this level was the fall of 2007. Notably, 
Chairman Jerome Powell softened language around the 
potential for future rate hikes, raising the possibility that the 
Fed may take a pause to assess the fallout from the stress 
seen in small/mid-sized banks. That said, the Fed’s median 
expectation for the Fed Funds rate at year-end remains 5.1%, 
while market expectations are lower.   As of quarter-end, 
futures markets were pricing in rate cuts of 50-75 bps before 
year-end. 

Growth is expected to slow; the questions are how much, for 
how long, and, more importantly, what the impact on inflation 
will be. The U.S. economy grew 2.6% in 4Q, down slightly from 
the initial estimate of 2.9%. As of quarter-end, the Atlanta 
Fed’s GDPNow forecast for 1Q GDP growth was 2.5%. Fed 
projections released at its March meeting show a 0.4% GDP 
real growth rate for the full year, implying a sharp slowdown 
in future quarters from the likely 1Q print. The Congressional 
Budget Office (CBO) projects a similar paltry 0.1% rate for 
the full year. The Fed expects inflation to fall; the median 
expectation for the Core PCE Index is 2.6% in 2024 and 2.1% 
in 2025. Markets also expect inflation to trend lower; the 
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five-year breakeven spread (the difference in yields between 
five-year U.S. Treasuries and five-year U.S. Treasury Inflation 
Protected Securities) was 2.4% as of quarter-end.

While inflation has moderated, it remained well above the 
Fed’s 2% target. The CPI rose 6.0% in February (year-over-
year) but this was the least since September 2021. Ex-food 
and energy, the Index climbed 5.5% over the past 12 months, 
also the least since fall of 2021. The Fed’s favored measure 
(Core PCE) was up 4.6% for the same period, down just a tad 
from 4.7% in January. Much of the inflation has come from 
the services sector, as consumers have been spending money 
saved during the pandemic. February service sector inflation 
was 7.6%, the highest since 1982, and it accounts for about 
60% of the broad index. Shelter costs, which comprise a 
significant part of the CPI, were up 8.1%.

The labor market continued to show resilience despite large 
layoffs in the tech sector. Unemployment was 3.6%, not far 
from the February 54-year low of 3.4%. Employers added 
311,000 jobs in February, well above expectations though less 
than the massive 504,000 gain in January. The Fed expects 
unemployment to climb; the median projection is 4.5% in 
2023 and 4.6% in 2024 and 2025. Over the past 12 months, 
average hourly earnings grew 4.6%, but the February increase 
was the smallest in one year.

The World Bank estimates that global growth will slow to 1.7% 
for 2023, about half of the rate expected just six months ago 
and the third weakest in nearly 30 years. The outlook is driven 
largely by the global effort to tame inflation through higher 
policy rates and the potential for negative shocks. That said, 
so far economies have weathered the impact of higher rates 
reasonably well, outside of the recent hiccups in the banking 
sector, but inflation remains elevated around the globe.

In Europe, a warm winter helped to avoid the potentially 
devastating impact of higher energy prices, but inflation 
remains stubbornly high. According to Eurostat, inflation in 
the euro zone was 8.5% (year-over-year) and the estimate for 
March is 6.9%. The decline reflects a drop in energy inflation 
from 13.7% in February to -0.9% in March (both year-over-year). 
In March, the European Central Bank raised its benchmark 
deposit rate 50 bps, bringing it to 3.0%. The U.K. central bank 
has raised rates 11 times since December 2021, with a 25 bps 

increase in March bringing its rate to 4.25%. Inflation in the 
country surged 10.4% in February (year-over-year). Even Japan 
has experienced inflation, though modest in comparison. 
Japan’s annual inflation rate fell to 3.3% in February, down 
from a 41-year high of 4.3%. Core inflation was up 3.1%, above 
the Bank of Japan’s 2% target for the 11th consecutive month.

China is recovering and benefiting from the end of its “zero-
COVID” policy in December 2022. The International Monetary 
Fund projects that China’s economy will expand 5.2% in 
2023, one of the world’s few growth engines this year and, 
importantly, contributing roughly one-third of global growth. 
However, challenges remain in the beleaguered property 
sector and over longer periods in China’s slowing population 
growth and declining productivity.

Global Equity

U.S. stock indices posted positive returns in 1Q but it was not 
smooth sailing; strong returns in January were followed by 
negative results in February and mixed performance across 
sectors and styles in March. The S&P 500 Index rose 7.5% for 
the quarter and the tech-heavy Nasdaq 100 soared 20.8%. 
Within the S&P 500, Technology (+22%), Communication 
Services (+21%), and Consumer Discretionary (+16%) rose 
sharply while Financials (-6%), Energy (-5%), Health Care (-4%), 
and Utilities (-3%) fell. Growth stocks trounced value for the 
quarter (Russell 1000 Growth: +14.4%; Russell 1000 Value: 
+1.0%) due largely to the sharp outperformance of Technology 
relative to Financials. Technology makes up just over 40% of 
the Russell 1000 Growth Index versus Financials at just under 
7%. Within the Russell 1000 Index, just five stocks: Apple 
(+27%), Meta (+76%), Microsoft (+21%), NVIDIA (+90%), and 
Tesla (+68%) accounted for 60% of the 1Q return and made 
up about 15% of the Index. Small value (Russell 2000 Value: 
-0.7%) was the one sector to post negative returns, hurt by 
its exposure to smaller banks. Banks make up just under 20% 
of this Index and were down 17% for the quarter. Small cap 
stocks underperformed mid and large (Russell 2000: +2.7%; 
Russell MidCap: +4.1%; Russell 1000: +7.5%) across the style 
spectrum.

Global ex-U.S. markets also posted solid results. The MSCI 
ACWI ex USA Index gained 6.9% (Local: +6.2%).
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Closing Thoughts

After a grim 2022, stock and bond markets provided a 
reasonable start to the year despite the unforeseen swoon 
in the banking sector that muddies the picture going forward 
as it relates to both the impact of tighter lending conditions 
for businesses and consumers and the Fed’s next moves. 
Perhaps not surprisingly, equity and fixed income markets 
appear to differ in their views, with equity investors being 
more sanguine/optimistic than bond investors. Thus far, the 
economy appears to have weathered the most rapid Fed rate 
hikes in history with only a hiccup, but it remains to be seen 
if deeper and more profound effects will be revealed. At the 
very least, we believe that the Fed has been forced to add a 
third consideration to its twin mandates of managing inflation 
and employment—financial stability. Further, geopolitical 
tensions, weakness in Europe, a continuing war in Ukraine, 
and a looming debt ceiling provide additional fodder for 
an uncertain and likely volatile remainder of the year. With 
this in mind, Callan continues to recommend a disciplined 
investment process that includes a well-defined long-term 
asset-allocation policy.

Results were mixed across developed markets but most 
delivered positive returns. Europe ex-U.K. (+12%) outperformed 
Japan (+6%), the U.K. (+6%), and Canada (+4%).

Emerging markets (MSCI Emerging Markets: +4.0%; Local: 
+3.8%) were mixed; India (-6%) and Brazil (-3%) weighed on 
broad market returns while China (+5%) and Korea (+10%) 
outperformed. Quarterly returns were positive across regions: 
Latin America (+3.9%), Emerging Europe (+1.5%), and Emerging 
Asia (+4.8%).

Global Fixed Income

Following the worst year ever for core fixed income, the 
Bloomberg US Aggregate Bond Index rose 3.0% in 1Q. As with 
equities, it was a bumpy ride with solid returns in January 
and March sandwiching a negative February. The yield curve 
remained inverted as of quarter-end, by 58 bps for the 
2-year/10-year and 116 bps for the 1-year/10-year. Historically, 
a yield curve inversion has been a good indicator of a coming 
recession. High yield (Bloomberg High Yield Index: +3.6%) 
performed well as defaults remained low, supply subdued, 
and equity markets climbed. Munis also had a good quarter. 
The Bloomberg Municipal Bond Index rose 2.8% and the ratio 
of AAA municipal yields to the 10-year U.S. Treasury fell to 65%, 
well below its 10-year average (88%).

While short-term rates were broadly higher, longer-term 
rates fell across developed markets in 1Q. The Bloomberg 
Global Aggregate ex USD Index rose 3.1% (hedged: +2.9%). 
Emerging markets debt indices were also up (JPM EMBI Global 
Diversified: +1.9% and the local currency JPM GBI-EM Global 
Diversified: + 5.2%). Emerging market currencies, broadly, did 
well vs. the U.S. dollar during the quarter.

Real Assets

Real assets were mixed in 1Q but generally underperformed 
global equities. Gold (S&P Gold Spot Price Index: +8.8%), 
REITs (MSCI US REIT: +2.7%), infrastructure (DJB Global 
Infrastructure: +2.5%), and TIPS (Bloomberg TIPS: +2.0%) all 
posted positive returns. The S&P GSCI Index fell 4.9% with oil 
down about 7%. WTI Crude closed the quarter at $74/barrel, 
just before OPEC announced its intention to cut production in 
May.
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Callan Family Office Perspective

Introduction to the CallanFO Equity Dashboard

At Callan Family Office we employ various tools to assist in 
the investment decision-making process. One of the tools we 
rely on is our Equity Dashboard, a compilation of thoughtfully 
selected market and economic-based indicators. These 
indicators are configured to provide timely and consistent 
dashboard summaries that help us to consider the “weight 
of the evidence” for the overall risk positioning in client 
portfolios. We have developed this practice over more than a 
decade of experience. 

Currently, we believe that the total of the evidence suggests 
remaining slightly risk averse as tension remains between 
the contrarian forces looking for a rebound against the stark 
realities faced in fundamentals.  Here’s a breakdown of the 
components and other key observations:

• Technicals - Don't fight the tape. After advancing higher 
to start the year, moving averages hit resistance midway 
through the quarter due to a higher-than-expected 
inflation report, in addition to market angst related to 
recent bank failures. The S&P 500 reached a high point of 
4,180 on February 2 and then fell to 3,855 by March 13. The 
markets recovered some lost ground in the second half 
of March to finish the quarter in positive territory. Despite 
the recent reprieve, our technical indicators are showing 
mixed signals and until we see more durability in both 
breadth and momentum, we believe patience continues 
to be warranted. 

• Valuations - Stuck in the mud. After a significant drop in 
equity multiples over the past year due to rising inflation 
and interest rates (the "P" in price-to-earnings), the 
markets will need to continue deciphering the impact to 
earnings (the "E" in price-to-earnings). While we recognize 
that broad equity markets at current levels are not 
cheap by most metrics, valuations alone have historically 
been poor timing indicators. We will be looking forward 
to earnings guidance and the potential for earnings 
estimates to trough over the coming quarters. We believe 
that this would be a sign of too much pessimism, which 
would bode well for future returns. 

• Sentiment - So bad it is good. Overall market sentiment 
remains depressed, which we believe has been a reliable 
contrarian indicator. For example, we believe that when 
sentiment polls are high, this usually means the "crowd" 
is overly optimistic and future returns are below average 
while the converse is true. One additional component 
of sentiment we are watching closely is earnings growth 
expectations, as earnings have been moving lower over 
the last year. Low expected earnings growth rates are 
associated with above-average market returns as low 
growth rates may induce buying as investors look ahead 
to when growth rates rise back to normal levels. 

• Macro - The end is near? With a 25-basis-point rate hike  
at the March FOMC meeting, the Federal Reserve appears 
near the end of its aggressive rate-hike campaign. The 
Fed's aggressive posturing has kept short-term yields 
above long-term rates. The yield curve remains inverted, 
which historically has been a reliable indicator of a future 
recession. This is evident in the U.S., as the probability of 
a recession has moved higher over the course of the first 
quarter. Also, the 12-month change to Leading Economic 
indicators remains negative, which does not bode well for 
future economic growth. 

Silicon Valley Bank - Fallout & Opportunities

Between March 8 and March 10, a series of announcements by 
Silicon Valley Bank regarding the declining value of their fixed-
income portfolio and the need to acquire additional capital 
caused concern among investors that resulted in significant 
deposit withdrawals, and ultimately the closure of SVB. The 
concern soon spread to other banks, especially other regional 
banks, and resulted in the U.S. Government stepping in and 
taking measures to calm fears about the banking system. 
These measures helped lead to equity markets rallying over 
the last several weeks of the first quarter. However, the 
impact of tightening financial conditions caused by a more 
conservative banking sector will create new  implications and 
opportunities going forward.



CallanFamilyOffice.com
© 2023 Callan Family Office

6

Watching The Fed

The Fed now has new material information to be quickly 
digested. The troubles of Silicon Valley Bank and the regional 
banking system are now a focal point for investors and, 
importantly, the Federal Reserve as well. This recent series 
of events appears to have changed the thinking of the Fed 
Governors and for just reasons. Their main transmission 
tool for monetary policy is through the banking system. Our 
Central Bank needs its constituents functioning and calibrated 
to judge whether the appropriate interest rate and liquidity 
levels are appropriate.

The Fed Futures markets have also been signaling that the 
Fed must reorient its approach. In fact, as of March 29, there 
was a 63% chance forecast of no additional interest rate hikes 
at the next Fed meeting on May 3. This comes just weeks 
after the prospects of 50 bps hikes were being considered to 
reduce the current levels of inflation.

While new policies have been enacted to support the liquidity 
levels within the banking system, we anticipate a reduction 
in lending activities as banks, big and small, learn the lessons 
of Silicon Valley Bank and reflect on their own balance sheet 
risks and the unique characteristics of their own depositor 
base. This may be the equivalent of another monetary policy 
tightening event and doing the Fed’s inflation-fighting work for 
them.

Although the reduction in lending activity will impact the 
economy, it may lead to new investment opportunities. Private 

credit funds are one opportunity we are closely monitoring in 
the aftermath. As traditional banks become more conservative 
in their lending decisions because of the Silicon Valley Bank 
fallout, opportunities are likely to increase for private credit 
funds to step in and fill the void. The increased need for 
funding may result in one of the best opportunities for private 
credit funds since the Great Financial Crisis.

Conclusion

Experience and access are critical elements to have during 
times such as this. Our experience, coupled with the extensive 
resources of Callan, LLC, will allow us to provide our clients 
with access to institutional-quality private credit funds, 
as well as other strategies that may be employed to take 
advantage of opportunities we see in today’s markets. Since 
2018, Callan, LLC has sourced over $13 billion of private credit 
commitments. From the broad array of choices, we cull 
through the various strategies that best align with our clients’ 
goals and investment objectives.  

Contact your relationship team to discuss how we can best 
incorporate these perspectives into your portfolio. Thank you 
for being a client of Callan Family Office. 

 
For More Information  
Please visit us online at CallanFamilyOffice.com.

Information contained herein has been contributed in joint effort by Callan, LLC and Callan Family Office.
Callan Family Office (CFO) is the exclusive trademark licensee of Callan LLC. Callan LLC provides products and services to CFO. Clients of CFO are not clients of Callan LLC, and the parties are 
not affiliated. CALLAN, CFO and the other Callan trademarks and service marks are registered and/or unregistered trademarks of Callan LLC and may not be used without its permission. The 
initial sections of this piece were written by Callan, LLC and branded by CFO.  Callan, LLC is a third-party source and also used other third-party sources in drafting the piece.  Although CFO 
believes these sources to be reliable, CFO makes no representations as to their accuracy or completeness.  
INVESTMENT ADVISORY SERVICES AND PRODUCTS PROVIDED TO CLIENTS OF CFO ARE PROVIDED SOLELY BY CFO AND NOT BY OR ON BEHALF OF CALLAN LLC. REPRESENTATIVES OF CFO 
ARE EMPLOYEES AND AGENTS OF CFO AND NOT EMPLOYEES OR AGENTS OF CALLAN LLC. 
This communication contains certain forward-looking statements that indicate future possibilities. Due to known and unknown risks, other uncertainties and factors, actual results may differ 
materially.  As such, there is no guarantee that any views and opinions expressed herein will come to pass.   
Any reference to a market index is included for illustrative purposes only as it is not possible to directly invest in an index. The figures for each index reflect the reinvestment of dividends, 
as applicable, but do not reflect the deduction of any fees or expenses, or the deduction of an investment management fee, the incurrence of which would reduce returns. It should not be 
assumed that your account performance or the volatility of any securities held in your account will correspond directly to any comparative benchmark index.
CFO is an SEC registered investment adviser. Registration as an investment adviser does not imply a certain level of skill or training. The publication of this content should not be construed by 
anyone as a solicitation or attempt to effect transactions in securities, or the rendering of personalized investment advice. A copy of CFO’s current written disclosure statement as set forth on 
Form ADV, discussing CFO’s business operations, services, and fees is available at www.adviserinfo.sec.gov.
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