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Market Overview 

All major stock indices experienced second quarter gains as  the regional banking crisis settled down. The annual percent change 
in the Consumer Price Index (CPI) continued to decline, contributing to bullish sentiment for growth stocks as investors anticipated 
a pause in the rate hiking cycle. The Nasdaq1 led second quarter stock returns finishing up 13.05%, with the S&P 500 Index2 and 
the Dow Jones Industrial Average3 ahead by 8.74%, and 3.97%, respectively. 
  
In the second quarter of 2023, Technology was the top performing sector rising 15.37% followed by Consumer Discretionary at 
13.78%, and Communication Services by 12.45%. These sectors are currently the best performing sectors for 2023. In terms of 
performance, U.S. large cap stocks led the way, finishing the 1st half of 2023 ahead by15.5%. However, despite the rally, returns 
have been mostly driven by the market’s largest stocks, with the top 10 companies in the S&P 500 accounting for over 95% of the 
index’s year-to-date performance. Elsewhere, U.S. small caps lagged behind their large cap peers in the first half of 2023 due to 
the lower quality of earnings and their greater exposure to cyclical sectors, which have underperformed this year. 
  
The Federal Reserve (“the Fed”) continued to hike interest rates in the second quarter with a 25 basis point increase in May and a 
pause in June. These moves brought the Federal funds rate range to 5.00% to 5.25%. The Fed has now changed the trajectory of 
their rate hiking cycle. Fed Chair Powell is expected to increase rates two more times before the end of the year and the market 
doesn’t see rate cuts until 2024. While there has been a notable softening in manufacturing and declines in real consumer spend-
ing, labor market conditions have remained resilient. Workers continue to have jobs, and there are plenty of job openings. Howev-
er, credit conditions have tightened further and student loan payments are due to resume in October. Though some think this will 
lead to a consumer recession, current economic data still do not point that way. 
  
Ten-year Treasury bond yields rose 32 basis points (.32%) during the second quarter as the bond market expected the Fed to con-
tinue hiking rates but at a slower pace. Even as bond yields rose, equities pushed higher. This was partly due to earnings surprises 
to the upside as well as a declining volatility seen in the VIX index.  
  
International and emerging markets were positive for the second quarter of the year as the falling US dollar and stronger foreign 
economic data bolstered returns.  
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U.S. Equity Returns Table 
Source:  Thomson Reuters  

U.S. Treasury Yield Table 
Source:  Bloomberg 

Other Indices Table 
Source:  Thomson Reuters  

Index Q1 2020 2019 4/2020 1/2020 1/2019 Q1 2020 2019 

Dow Jones  -22.73% 25.34% 3 month 0.09% 1.82% 2.42% Gold (GLD) 6.82% 17.86% 

S&P 500 -19.6% 31.49% 2 year 0.23% 1.56% 2.49% Crude Oil (OIL) -53.90% 32.54% 

NASDAQ -13.96% 36.69% 5 year 0.37% 1.51% 2.47% U.S. Dollar Index (UUP) 5.08% 4.09% 

Russell 2000 -30.58% 10 year 0.62% 1.65% 2.66% International Equity Markets (EFA) -26.70% 22.03% 25.52% 

30 year 1.27% 2.11% 2.98% Emerging Equity Markets (EEM) -26.16% 18.20% 

Please remember that past performance may not be indicative of past results and no portion of 
this newsletter should be construed as personalized investment, legal, or accounting advice.  

Please go to the following link to read an important disclosure:    
www.bfsg-az.com/disclosure.pdf 
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U.S. Equity Returns Table 
Source:  Tamarac  

U.S. Treasury Yield Table 
Source:  Treasury 

Other Indices Table 
Source:  Morningstar 

Index 
Q2 2023 
Returns 

2023 
Returns 06/2023 06/2022 06/2021 

Q2 2023 
Returns 

 2023 
Returns 

Dow Jones  3.97% 4.93% 3 month 5.17% 1.66% 0.05% Gold (GLD) -2.70% 5.09% 

S&P 500 8.74% 16.89% 2 year 4.87% 2.92% 0.25% Brent Oil (BNO) -4.18% -9.94% 

NASDAQ 13.05% 32.32% 5 year 4.13% 3.01% 0.87% U.S. Dollar Index (UUP) 1.79% 2.05% 

Russell 2000 5.20% 10 year 3.81% 2.98% 1.45% Int’l Equity Markets (EFA) 3.25% 12.49% 8.09% 

30 year 3.85% 3.14% 2.06% Emerging Equity Markets (EEM) 1.04% 5.20% MSCI World 6.35% 14.26% 

http://www.bfsg-az.com/disclosure.pdf


The Two Faces of First Half Stock Returns 

 

 
The first half of this year was outstanding for most of the major market averages, but not so much 
for the average stock. While the S&P 500 advanced by 16.8% and the Nasdaq Composite index 
rose 32.2%, the average stock represented by the equal-weighted S&P 500 Index gained only 
6.9%. And dividend oriented stocks represented by the iShares Select Dividend ETF declined 
4.5%.
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But in 2022, things went the other way. There was a significant return difference between the cap 
weighted stock indexes and those that have equal-weighted stocks. Technology stocks are 28% 
of the S&P 500. And these were the stocks that declined 50% on average last year, resulting in an 
18% decline in the overall S&P 500 and a 39% decline in the Nasdaq Composite index versus a 
11.6% decrease in the S&P equal-weighted version.
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The combination of a long called-for recession and rising interest rates are especially harmful to 
technology-linked returns, and supportive of more defensive stocks such as consumer staples 
and healthcare to which the equal weighted index has higher exposure. As the Wall Street 
recession consensus took hold, investors sought out those defensive sectors in 2022. The result 
was market beating returns in those stocks, and sharp declines in technology stock prices, whose 
movements are closely tied to low interest rates and positive economic growth. 
 
But as 2023 progressed, it became apparent that the economy refused to buckle under rapid 
increases in Federal Reserve-induced interest rates. Unemployment remained near historic lows, 
inflation was declining, and corporate earnings shortfalls were much milder than expected. As a 
result, investor expectations began to shift. The mild recession/soft landing scenario started to 
take hold. And Federal Reserve comments about “pausing” their increases in interest rates in the 
Spring of this year added to the growing chorus. 
 
So, in the first half of this year, the tables turned, and technology was buyable again. While this 
result has plenty of historical parallels, the spread of Artificial Intelligence (AI) has amplified the 
“mean reversion”. The potential for that software to become imbedded chiefly in the largest 
technology companies and be made available to economy-wide applications amplified investors’ 
movement into large cap technology. Meta’s 66% decline last year is set against its 138% return 
this year through June 30, and Nvidia’s 50% decline in 2022 has been followed by an 189% return 
so far this year.
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But investors’ mad rush into what many believe as “game-changing” technology has inflated their 
valuation metrics to all-time highs, which should give pause to investors chasing the other face of 
first half returns. 

 

Thomas J. Steffanci, PhD  -  Senior Portfolio Manager  
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 Disclosures 

Sources: 

 
1. The Nasdaq Composite is a stock market index that includes almost all stocks listed on the Nasdaq 

stock market and is heavily weighted towards companies in the information technology sector.  
2. The S&P 500 Index is designed to be a leading indicator of U.S. equities and is commonly used as a 

proxy for the U.S. stock market.  
3. The Dow Jones Industrial Average (DJIA), or simply the Dow, is a stock market index of 30 prominent 

companies listed on stocks exchanges in the U.S.  
4. https://www.ishares.com/us/products/239500/ishares-select-dividend-etf  
5. https://investor.morningstar.com/quotes/0P000003RE 
6. https://investor.morningstar.com/quotes/0P00002D7X  

 

  
 
Disclosure: Please remember that past performance is no guarantee 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 Benefit Financial 
Services Group [“BFSG]), or any non-investment related content, made reference to directly or indirectly in this commentary will be 
profitable, equal any corresponding indicated historical performance 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 
commentary serves as the receipt of, or as a substitute for, personalized investment advice from BFSG. BFSG is neither a law 
firm, nor a certified public accounting firm, and no portion of the commentary content should be construed as legal or accounting 
advice. A copy of the BFSG’s current written disclosure Brochure discussing our advisory services and fees continues to remain 
available upon request or at www.bfsg.com. Please Remember: If you are a BFSG client, please contact BFSG, in writing, if there 
are any changes in your personal/financial situation or investment objectives for the purpose of reviewing/evaluating/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.  
 
Historical performance results for investment indices, benchmarks, and/or categories have been provided for general informational/
comparison purposes only, and generally do not reflect the deduction of transaction and/or custodial charges, the deduction of an 
investment management fee, nor the impact of taxes, the incurrence of which would have the effect of decreasing historical 
performance results. It should not be assumed that your BFSG account holdings correspond directly to any comparative indices or 
categories. Please Also Note: (1) performance results do not reflect the impact of taxes; (2) comparative benchmarks/indices may 
be more or less volatile than your BFSG accounts; and, (3) a description of each comparative benchmark/index is available upon 
request.  
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