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The first half of 2023 has concluded, and it is one for the record books.  Despite seemingly count-
less reasons to be wary of the markets – regional banks collapsing, core inflation (excluding food 
and energy) stubbornly remaining above or near 5% and a debt-ceiling resolution being pushed 
to the 11th hour– the S&P 500 climbed over 16% on a total return basis to start the first half of 
the year.

US stock performance was bolstered again by sectors 
that declined the most in the 2022 bear market.  Big 
cap technology stocks led the way on a wave of opti-
mism that artificial intelligence could boost global 
GDP and company profits up to $7 trillion over the 
next ten years.

Unemployment has remained steady at historically low 
levels while new jobs created have continued to exceed 
expectations.  With the labor market acting well, it’s 
hard to see why consumer spending would dry up.  At 
the same time, inflation continued to decline to 3% 
as of the June report last week.  This goldilocks setup 
could be why stocks have rallied – earnings estimates 
dropped too much yet corporate profit margins remain 
strong, and it hasn’t been hard for companies to jump a 
low hurdle after the seemingly inevitable recession that 
was looming last fall.

The Federal Reserve and Inflation

Last month, the Federal Reserve (Fed) announced that 
they were pausing their barrage of interest rate hikes.  
Rates are now at a level that are sufficiently “restric-
tive” to economic growth.  Despite their actions, the 
language used by Chairman Jerome Powell signaled 
anything but the fact that they have completed their 
mission to quell inflation.  While the board members 
were split, the indications are that Fed members ex-
pect one to two more interest rate hikes before the end 
of the year and no cuts are forecast for a considerable 
time.  Currently, US Treasuries maturing between 1-18 
months are yielding north of 5% - an excellent substi-
tute for excess cash savings, money market funds and 
CDs.
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One-month percent change in CPI for All Urban Consumers (CPI-U)
Seasonally adjusted, June. 2022 – June. 2023 Percent change

Source: Bureau of Labor Statistics

Historically, when the benchmark rate set by the Fed 
rises above the 2-year yield, there are no more interest 
rate hikes in that cycle.  It is curious why they would 
not just continue hiking rates if they thought they were 
not in a restrictive enough position.  June’s headline 
inflation report came in at 3% which is much more 
normal, however when looking at the monthly data, 
it is hard to see a trend of continued declines coming 
unless there are some months of price declines.  As 
we discussed this winter, year-over-year calculations 
would allow inflation to get below 4% simply because 
high inflation months of early 2022 would no longer be 
part of the current trailing 12-month figure.  Moving 
lower from here however is going to be challenging.

One aspect of inflation that could continue to be a 
thorn in consumers’ side is rent/housing.  This is one of 
the largest components of the CPI Index.  Economists 
often cite the lagging effect that rents have when com-
pared to housing prices.  It is true that housing prices 
briefly topped out and began retreating, however with 

the rise in equity markets, housing prices too have re-
bounded.  Buyers are hungry for opportunities with 
bidding wars nearly impossible to avoid.  The problem 
is that sellers do not want to move – over 60% of home-
owners are locked into mortgages below 4%.  Demand 
for homes due to 7%+ mortgages is weaker, however 
supply has declined faster, keeping prices elevated.  
From a comparative perspective, the cost of owning a 
home relative to renting is still near 2006 levels, which 
means rents may not alleviate the way that many pre-
dict unless housing prices truly do decline meaning-
fully.

The Fed has made incredible progress thus far, howev-
er the last mile – getting core inflation back down be-
low 3% - might just be the hardest.  It’s hard to imagine 
a world where inflation normalizes and higher rates for 
longer do not cause some sort of problem, be it bank 
lending drying up, unemployment rising or a rise in 
consumer credit defaults.

~3.10% annualized
Seasonally Adjusted
(July 22’ – June 23’)
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Artificial Intelligence & Technology Stocks

Artificial Intelligence (AI) has taken the world by storm.  
ChatGPT popularized the amazing strides being made 
in generative AI which is the practice of creating some-
thing new based on a simple prompt.  The ability for AI 
to help make workers more efficient is likely being un-
derestimated today as humans have always had a hard 
time evaluating technological potential.  The fear of jobs 
being lost is a popular one but likely years away.  It is also 
worth noting that 85% of jobs today were not around 
prior to 1940 and are from technological improvements 
– surely the same trend will hold true with AI as it did 
with the prominence of combustion engines, TVs and 
the internet.

While the potential to change our lives is substantial, 
so too are the profits for companies that are heavily in-
volved in this space.  Some of the largest companies in 
the world have been involved in this space for some time 

and experienced amazing returns through the first half 
of the year.  Below are just a few riding the AI wave.

• Microsoft (MSFT) – Originator of OpenAI 
(ChatGPT).

• Alphabet (GOOGL) – Bard AI embedded in Google 
search.

• Nvidia (NVDA) – Prominent chip maker necessary 
for computing power.

• Adobe (ADBE) – Products which automate work-
flows and image forensics.

• Amazon (AMZN) – AI to help users find the right 
products faster.

• Tesla (TSLA) – Autonomous driving could unlock 
hours of potential for commuters globally.

Seven stocks have driven market returns in 2023

Source: FactSet
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It is no wonder why technology stocks have had their 
best first half since the early 1980s.  As we mentioned, 
the S&P 500 started the year up over 16%, however the 
Nasdaq Composite surged nearly 32% during the same 
time period.  Recall that the Nasdaq was down over 
33% last year, but the performance of the top holdings 
in the index have rebounded significantly:

A lack of market breadth, the term for how broad or 
concentrated the returns are, is often cited as a concern.  
Looking deeper at similar periods in history of outper-
formance by mega cap companies (see graph) we see 
that the overall index continues to perform well. When 
the top five companies in the S&P 500 (currently tech-
nology companies) outperform, the next three, six and 
twelve months exhibit above average returns.  Most as-
sume that when a small percentage of companies are 
responsible for most of an index’s performance, the 
greater number of companies are more likely “telling 
the truth” about the underlying economy.  Contrary to 
that assumption, the adjacent chart shows after periods 
of concentrated performance in the top five companies 
in the index, like this last six months, the broader mar-

S&P 500 Average Price Performance Following 
Mega Cap Outperformance Streaks
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Looking ahead to the back half of 2023 and 2024

Be it the slower pace of rate hikes, the realization that 
inflation is normalizing, or the potential of AI, the stock 
market is not focused on any sort of profit decline or re-
cession ahead.  There are several underlying datapoints 
suggesting that a recession may be ahead, but that seems 
to be playing second fiddle to the reasons why profits 
might be higher than expected.

As with many other times of panic and market selloffs, 
people tend to extrapolate worst case scenarios without 
assigning the probabilities of those bad scenarios tak-
ing hold.  Looking ahead to the remaining months of 

2023 and 2024, a recession seems likely, and most pun-
dits acknowledge that.  The only thing that could upset 
markets in the months and years ahead is if the expecta-
tions for a short, mild recession are met with something 
worse.  It almost seems like the longer it takes to have 
a recession, the further the Fed can push rates higher 
or retain a tight monetary posture to restrain economic 
growth and lending.  Eventually something may break, 
but the market is signaling that whatever may break (or 
may have broken in the case of regional banks) is not 
enough to override the AI tidal wave of potential effi-
ciency and greater profits for corporations.

We hope you are enjoying a wonderful summer and as always, we are available to 
discuss any questions, thoughts or concerns that you may have.  

ket has above average periods of return. This suggests 
that the rest of the stocks and economy are likely to 
catch up to what the leaders have done.  The month of 
June showed signs of this type of improvement.
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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. 

WEALTH MANAGEMENT

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

Missed our quarterly webinar? 

Stream it on-demand on YouTube now by  
clicking here. 

Be sure to subscribe to our channel so you 
don’t miss a future update!

https://bit.ly/473mPd3
https://bit.ly/473mPd3

