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Quarterly Overview

In quite an eventful start to the year, stocks started
off on a positive note. The largest companies in the
US (S&P 500) were up over 7.5% for the first three
months of the year with technology companies (Nas-
daq 100) leading the way up over 20.8% on a total re-
turn basis. Foreign stocks as measured by the MSCI
EAFE Index outperformed the S&P 500 on a total re-
turn basis, rising 8.6%.

Interestingly, the underperformers of 2022 became
the outperformers in the first quarter. The perfor-
mance of the non-profitable tech areas, like the infa-
mous ARK Innovation ETF (ARKK), exceeded that
of the cash flow kings and dividend payers as renewed
optimism for a soft landing and declining inflation
expectations took hold and investors felt confident
after growth in the fourth quarter of 2022 was robust.

Employment continues to be a difficult situation to
manage with unemployment hovering near a historic
low of 3.5%. Jobless claims have begun to tick up re-
cently, and a more concerning small business survey
has shown that hiring intentions are continuing to
slow rapidly which tend to lead rises in unemploy-
ment by four to six months.

The quarter ended with a series of banks running into
liquidity issues and ultimately being placed into a re-
ceivership by the FDIC. This led to a flurry of concern
and folks clamoring for US Treasuries and protection
in lieu of the $250k max insured in bank accounts - a
wise move in our eyes and something we had been
preaching for months (see “No Man’s Land” Feb 9
and “Market Volatility and Silicon Valley Bank”
Mar 10). The Treasury and Fed instilled confidence
in consumers by offering backstops on savings above
the FDIC limits but not bailing out the banks them-
selves. While there is lingering concern over some of
the “super regional” banks like Silicon Valley, the true
aftermath of these bank failures is yet to be seen.

Inflation started the quarter with a couple of hot-
ter-than-expected reports in January and February,
but the March report (released April 12th) showed
inflation dropping back to 5.6% for the trailing
12-months, levels not seen since 2021. This latest re-
port may give the Fed room or reason to pause with
regard to future rate hikes. There will be one more
inflation report prior to the next Fed meeting, and
we are hesitant to believe they will raise rates above
where the level of inflation should be (e.g. if inflation
is 5% and the Fed raises rates to 5.00-5.25%).


https://www.withumwealth.com/no-mans-land/
https://www.withumwealth.com/special-update-market-volatility-and-silicon-valley-bank/

A Brief Check on Inflation

Source: Bureau of Labor Statistics

What’s more important in our eyes is the trend. Since
the summer, when rate hikes really began to take effect,
inflation has moderated considerably. This could coin-
cide with a switch in consumer spending habits from
goods to services or this could coincide with easing of
supply chains - possibly both. Whatever the case, we
think the Fed will quickly shift its attention to the labor
market and a pause would make a lot of sense to us.
There are clear consequences from the swift and severe
rate increases, which we will dive into in a moment.
With inflation trending in the right direction, and a
weakening labor market, there would be cause for con-
cern that additional rate hikes could tip the economy
into a recession.

*https://www.withumwealth.com/special-update-market-volatility-and-silicon-valley-bank/

Banking Crisis

With so much focus on inflation, the Fed lost sight of
what unintended consequences their rate hikes might
have had on the other important areas of the econo-
my. The quarter ended with a bang when a series of
events led to Silicon Valley Bank - a top 20 bank by
deposits in the country - going under and depositors
being made whole on their uninsured deposits. Next
came Signature, Credit Suisse, and nervousness about
many other smaller banks like First Republic Bank. We
explained the “how” and “why” this happened and dis-
cussed some of the “how was this was not caught” talk
in the hyperlinked articles* if you would like to read
them again, but today the focus will be on what is next.

https://www.withumwealth.com/withum-wealth-minute-should-the-fed-have-seen-this-coming/

withumwealth.com

See important disclosures on last page


https://www.withumwealth.com/special-update-market-volatility-and-silicon-valley-bank/
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Recent Banking Crisis: A Timeline of Events

Shares of SVB are halted after a
pre-market selloff. Soon after
Regulators shut down SVB after a
run-on deposits

March 10

Silicon Valley Bank CEO Greg Becker
sells $3.6m dollars worth of SVB
shares

February 27

First Republic Bank
stock drops 60% on
fears of a broader bank

March 13

The Federal Reserve
raises rates by 0.25% to
a range of 4.75%-5.00%

First Republic receives $30bn
in deposits from large US
banks including JP Morgan
Chase, Wells Fargo and
Morgan Stanley
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Silicon Valley Bank announced it
would book a $1.8B loss after selling
some of its investments to cover
withdrawals.

Source: Withum Wealth Management

The fact of the matter is that this is going to impact
bank lending moving forward. The Fed Chair, Jerome
Powell, noted this during his last press conference,
alluding to tightness in the credit markets coming
from sources other than rate hikes. They are likely
seeing the availability of money dry up and that is not
a good thing. If the banks are losing cash deposits to
US Treasuries their net interest margin is also shrink-
ing. In general terms, the Net Interest Margin is how
banks make money; they keep the spread between
their lending mortgages at higher rates while paying
out interest deposits at lower rates.

Additional tightening in credit markets due to this
banking crisis could be the straw that breaks the
economy’s back.

Economic Implications and Forward Outlook
Several leading economic indicators have been point-
ing towards contraction for some time now and with

less lending, which could further impede an already
slowing economy. If the economy slows, what might

withumwealth.com

March 12

Regulators seize Signature Bank to
prevent further contagion.
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UBS announces take over of
Credit Suisse for $3.2bn

Credit Suisse announces it will

borrow 50 billion Swiss francs

from the Swiss National Bank

to bolster its liquidity. Shares
fall 24% on the news.

FDIC agrees to sell the 40
branches of Signature Bank
to NY Community Bancorp

that look like? Manufacturing tends to be one of the
first areas that shows weakness. Eventually lending
becomes harder and harder to obtain and business
slows. Once businesses revenues start to fall, they
must cut costs and employees are let go.

From a valuation standpoint, we look at markets as
expensive or cheap relative to history. Typically, when
valuations are too rich, there are better times to invest
and when valuations are cheap, you should put mon-
ey to work in stocks. At this moment, if earnings are
going to decline in a recessionary environment, then
valuations may be too expensive. Earnings are pro-
jected at $210 for the S&P 500 in 2023 which, for an
index hovering around 4,100 as of this writing, results
in a 19.5x P/E multiple. Historically, markets bottom
around 15-16x earnings so maybe there is still room
to fall if both earnings decline more than expected,
and investors lose confidence and are not willing to
pay such a high multiple.

However, we reached a 16x earnings multiple in Sep-
tember of 2022. At that point, the market was around
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27% from the highs which is in line with bear market
bottoms. The problem is that the market has never
bottomed before a recession has started. It is possible
we do not have a recession or, if there is ever a time to
say, “this time is different”, maybe it is now.

Regardless of what the future holds, recession or not,
lower markets or not, what is most important is un-
derstanding the companies we invest in on behalf of
client portfolios. Sticking to profitable companies
with consistent cash flows in predictable lines of busi-

ness is something that has steered us well through the
last 15 months of volatility and should continue to do
sO.

As always, if you would like to discuss ways to earn
more yield on your excess cash, want to review your
financial plans, or simply want to discuss an update
for your portfolios, we are available for you.

Thank you and enjoy the spring and beginning of

summer.

For Additional Market Insight and Analysis, Join Our Quarterly Economic Webinar

Withum Wealth Management presents its quar-
terly near-term and long-term economic out-
look during this webinar on Tuesday, April 25th
at 2PM.

withumwealth.com

Q&A Session will be hosted at the end of the pre-
sentation. For more information or to register
for the event, click the image above or visit us at
withumwealth.com/events.
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Need More Information? Please do not hesitate to contact a member of the Withum Wealth
Management team with any questions or concerns:

T (732) 450 0147
infowwm@withumwealth.com
withumwealth.com

Important Disclosure Information: Please remember that past performance may not be indicative of future results. Different types of investments
involve varying degrees of risk, and there can be no assurance that the future performance of any specific investment, investment strategy, or product
(including the investments and/or investment strategies recommended or undertaken by Withum Wealth Management ("WWM"), or any non-invest-
ment related content, made reference to directly or indirectly in this newsletter will be profitable, equal any corresponding indicated historical perfor-
mance level(s), be suitable for your portfolio or individual situation, or prove successful. Due to various factors, including changing market conditions
and/or applicable laws, the content may no longer be reflective of current opinions or positions. Moreover, you should not assume that any discussion
or information contained in this newsletter serves as the receipt of, or as a substitute for, personalized investment advice from WWM. WWM does
not make any representations or warranties as to the accuracy, timeliness, suitability, completeness, or relevance of any information prepared by any
unaffiliated third party, whether linked to WWM's web site or newsletter or incorporated herein and takes no responsibility for any such content. All
such information is provided solely for convenience purposes only and all users thereof should be guided accordingly. To the extent that a reader has
any questions regarding the applicability of any specific issue discussed above to his/her individual situation, he/she is encouraged to consult with the
professional advisor of his/her choosing. WWM is neither a law firm nor a certified public accounting firm and no portion of the newsletter content
should be construed as legal or accounting advice. A copy of the WWM's current written disclosure Brochure discussing our advisory services and
fees is available for review upon request or at www.withumwealth.com. If you are a WWM client, please contact us in writing, if there are any changes
in your personal/financial situation or investment objectives for the purpose of reviewing, evaluating, or revising our previous recommendations and/
or services, or if you would like to impose, add, or to modify any reasonable restrictions to our investment advisory services. Unless, and until, you
notify us, in writing, to the contrary, we shall continue to provide services as we do currently. Please also remember to advise us if you have not been

receiving account statements (at least quarterly) from the account custodian.
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