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“Send lawyers, guns, and money / Dad, get me out of this” Warren Zevon, “Lawyers, Guns 
and Money”  

U.S. investors breathed a sigh of relief in the first quarter as bonds and stocks started the year with a 
strong January, then powered through some bad inflation and banking sector news to finish the quarter 
in positive territory. Foreign stock markets, despite facing similar headwinds as the U.S., posted very 
strong results, aided by the weakening U.S. dollar. China’s relaxation of its strict COVID policies was 
welcomed by investors and consumers alike, as many Central Bankers are fighting inflation pressures 
similar to those bedeviling the U.S., though a relatively mild winter helped contain energy prices and 
demand. Oil and gold declined on economic news and recession fears. U.S. REITs, coming off a 
punishing year in 2022, staged a mild rebound as attractive valuations and expectations of a peak in 
interest rates initially settled the market in January. February’s inflation print and March’s banking-
sector issues caused some unease, severely affecting Office REITs on concerns over future financing. 
Concerns remain over the Fed’s path of rate hikes – when WILL they end? – and yes, still, a possible 
recession. Slowing growth usually prompts Fed action in the form of lower rates, so the clash of these 
conflicting scenarios might prove quite volatile. Recent results are in the table below: 

 

Index Q1 2023 Q4 2022 2022 2021

BbgBarclays US HY 2% Issuer Cap 3.57% 4.17% <11.18%> 5.26%
BbgBarclays Municipal 2.78% 4.10% <8.53%> 1.52%
BbgBarclays Global Aggregate 2.90% 0.99% <11.22%> <1.39%>
BbgBarclays US Agg Bond 2.96% 1.87% <13.01%> <1.54%>

Russell 1000 [Large-cap Stocks] 7.46% 7.24% <19.13%> 26.45%
Russell 2000 [Small-cap Stocks] 2.74% 6.23% <20.44%> 14.82%
S&P 500 7.50% 7.56% <18.11%> 28.71%

MSCI ACWI Ex USA NR [A ll Stocks] 6.87% 14.28% <16.00%> 7.82%
MSCI EAFE NR [Developed M arkets] 8.47% 17.34% <14.45%> 11.26%
MSCI EM NR [Emerging M arkets] 3.96% 9.70% <20.09%> <2.54%>

U.S. Dollar <0.98%> <7.67%> 7.87% 6.71%
Morningstar US Real Asset Index 8.76% 9.22% <0.13%> <3.51%>
Bloomberg Commodity 2.18% 6.51% <8.24%> 21.49%
S&P GSCI Gold Spot <5.36%> 2.22% 16.09% 27.11%
S&P GSCI Crude Oil Spot <5.72%> 0.97% 6.71% 55.01%
S&P United States REIT 2.72% 5.27% <24.36%> 43.05%
S&P Global Ex US REIT <0.70%> 11.63% <21.91%> 13.53%

Source: Morningstar, Inc. USD data with dividends and interest
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“In every life we have some trouble / But when you worry you make it double / 
Don't worry, be happy” Bobby McFerrin, “Don’t Worry, Be Happy”  

There are numerous issues on the markets’ ‘wall of worry’ that we follow. They range from low-burning 
issues such as the ongoing COVID 19 epidemic (yes, it’s still with us) to what we see as the ‘hottest’ 
issue, fears of a U.S.-led global recession. Some economists’ estimates project the lowest global-
growth rate in many years, the result of higher global interest rates, stubborn inflation and a lower 
growth-plateau in China. The U.S. Fed has remained steadfast in their determination to cool inflation to 
their preferred target of 2%, and their preferred method of pushing prices down is raising interest rates. 
The FOMC is also willing to cause a ‘mild’ recession – their words – in the continuing inflation fight, 
arguing that high long-term inflation is more harmful to the economy than a brief near-term slowdown. 
The graph below demonstrates recent 50-year inflation history and the challenge the Fed is facing: 

Naturally, there are a variety of 
arguments as to why inflation 
remained low for most of the 
period following the Global 
Financial Crisis. A strong case 
is that globalization and 
China’s role in exporting 
disinflation in goods were 
strong contributors to this 
welcome consumer trend. 
Cheap debt financing and slow 
wage growth also contributed 
to low U.S. domestic inflation 
post-GFC. 

“Casey Jones you better, watch your speed / Trouble ahead, trouble behind / And you 
know that notion just crossed my mind” Grateful Dead, “Casey Jones”  

One of the challenges facing the Fed is 
managing the pace of their inflation-
fighting rate hikes. Chair Powell has 
acknowledged that wage growth is one 
statistic the FOMC is carefully watching 
as they believe it to be a key contributor 
to sticky inflation. The graph below 
demonstrates that wage growth is 
starting to decelerate, even as the job 
market remains hot. It is a 
disappointment to note that the best 
wage-growth numbers in decades are 
being deliberately reined in, particularly 

in the face of dropping inflation leading to positive real-wage growth (wage growth higher than inflation). 
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If these two data concepts are related as the Fed believes and wages and the job market don’t cool 
fairly rapidly, the Fed may be forced to maintain higher rates longer than anticipated. 

This suggests the analogy of two trains, one eastbound (rate hikes) and one westbound (recession), 
both traveling on the same track at high speeds. A catastrophe (severe recession?) seems imminent 
unless a switch is thrown to move one train to a new side track (no recession). Given the persistence of 
some stickiness in housing data, this might bring the two trains very close to one another before the 
switch is thrown and one train (ideally recession) runs in a different direction. 

“The next stop that we make will be soon / Tell all the folks in Russia, and China, too / 
Don't you know that it's time to get on board / And let this train keep on riding, riding on 
through” The O’Jays, “Love Train” 

Several years ago, we heard Michael Bloomberg at Bloomberg Invest New York comment that markets 
will periodically correct and rebound “as usual.” We agreed, but it’s his follow-on observation has stuck 
with us ever since: “What overnight event will cause markets to decline that has always been out 
there?” One issue that we find troublesome is the increasing tensions with Russia and China. Russia’s 
invasion of Ukraine is going to be a long war of attrition, likely destroying much of the country and 
causing disruption in global markets for some time. China’s economy is slowing to levels not seen in 
some years (excluding the COVID pandemic) and is facing pressures both within and from without the 
country. The U.S. set export controls last fall meant to restrict China’s ability to access certain U.S. 
semiconductors, thus hampering China’s economic and military development. Russia and Belarus are 
also subject to U.S. technology restrictions. While these are difficult decisions, imposed on these 
countries for different reasons, they represent a potential severe technology-development handicap. 
These embargoes represent pressure on nations that are facing serious internal challenges. As 
territorial expansions and outright war continues, our concern is escalating rhetoric as economic 
pressures have mounted. In these troubled times, we think that much deeper investment in diplomacy 
and trade policy would be wise investments. Having a strong and vibrant domestic economy is also a 
great defensive policy, according to Robert Gates, former Secretary of Defense to two presidents. 

Despite the gloomy data and geopolitical tensions, we mentioned, we still see a partial ‘silver lining’ in 
the economic clouds. At the Bloomberg Invest New York referenced above, former Bond King Bill 
Gross noted that “optimism is a force of capitalism.” We still see a strong post-pandemic job market, 
strength in our financial system, declining (though not vanquished) inflation, decent equity earnings, 
unprecedented strength in many state-and-municipal balance sheets, and ultimately a return to rational 
capital markets buttressed by higher interest rates. Corporations still have healthy balance sheets and 
interest coverage, supply-chain delays are a distant memory and producer input prices are falling. 

This does not imply that there is only smooth sailing ahead. We still expect turbulence in equities due to 
weakness in future-quarters’ earnings, interest rates still need to ‘settle,’ house prices and financing 
need a recalibration and commercial real estate is undergoing some profound changes due to the 
changing work environment. Author J.A. Shedd once noted that, “A ship in harbor is safe, but that is not 
what ships are built for.” Our portfolios are designed to weather fair winds (bull markets) and storms at 
sea (loss harvesting and rebalancing). Last year was a difficult but necessary recalibration of markets 
after 15 years of unsustainable market conditions. The Fed, after some rocky sailing, will eventually 
change course and steer with the trade winds. 
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As always, we urge our clients to focus on their long-term plan and not allow short-term market events 
to derail them. If there is a short-term goal that needs to be funded, that cash should be set aside in 
anticipation of the withdrawal from the portfolio. If you have invested long enough you know that the 
market tide will ebb and flow, but diversification allows portfolios to weather the storm. If you have any 
questions, feel free to contact our office. 

– Your Wealth Management Team at JJ Burns & Company 

 
Disclosure: J.J. Burns & Company, LLC is a registered investment adviser with the U.S. Securities & Exchange Commission and maintains notice filings with the States of New York, Florida, 
Pennsylvania, New Jersey, Connecticut, and California. J.J. Burns & Company, LLC only transacts business in states where it is properly registered or excluded or exempted from 
registration. Follow-up and individualized responses to persons that involves either the effecting or attempting to effect transactions in securities, or the rendering of personalized investment 
advice for compensation, as the case may be, will not be made absent compliance with state investment adviser and investment adviser representative registration requirements, or an 
applicable exemption or exclusion.
 
Unless otherwise stated performance numbers refer to indexes, which cannot be invested in directly and have no fees or trading expenses associated with them. All index data provided by 
Morningstar, Inc. 
 
Russell data © Russell Investment Group 1995–2018, all rights reserved. Dow Jones data provided by Dow Jones Indexes. MSCI data © MSCI 2018, all rights reserved. S&P data provided 
by Standard & Poor’s Index Services Group. © 2018 Merrill Lynch, Pierce, Fenner & Smith Inc.; all rights reserved. Citigroup bond indices © 2018 by Citigroup. Barclays data provided by 
Barclays Bank PLC. Indices are not available for direct investment; their performance does not reflect the expenses associated with the management of an actual portfolio. 
 
Past performance is no guarantee of future results. This information is provided for educational purposes only and should not be considered investment advice or a solicitation to buy or sell 
securities. 
 
Investing risks include loss of principal and fluctuating value. Small cap securities are subject to greater volatility than those in other asset categories. International investing involves special 
risks such as currency fluctuation and political instability. Investing in emerging markets may accentuate these risks. Sector-specific investments can also increase these risks.  
 
Fixed income securities are subject to increased loss of principal during periods of rising interest rates. Fixed-income investments are subject to various other risks, including changes in 
credit quality, liquidity, prepayments, and other factors. REIT risks include changes in real estate values and property taxes, interest rates, cash flow of underlying real estate assets, supply 
and demand, and the management skill and creditworthiness of the issuer. 
 
The Russell 1000 Index measures the performance of the large-cap segment of the U.S. equity universe. It includes approximately 1000 of the largest securities based on a combination of 
their market cap and current index membership. The Russell 2000 Index measures the performance of the small-cap segment of the U.S. equity universe. It includes approximately 2000 of 
the smallest securities based on a combination of their market cap and current index membership. 
 
The Barclays U.S. Corporate High-Yield Index covers the USD-denominated, non-investment grade, fixed-rate, taxable corporate bond market. The Barclays U.S. Aggregate Index covers the 
USD-denominated, investment-grade, fixed-rate, taxable bond market of SEC-registered securities. 
 
The Citi World Government Bond Index (WGBI) provides a broad benchmark for the global sovereign fixed income market. It measures the performance of fixed-rate, local currency, 
investment grade sovereign bonds, currently includes sovereign debt from over 20 countries denominated in a variety of currencies. 
 
The Morningstar® US Real Asset Index is a diversified portfolio of four different asset classes that have historically displayed high sensitivity to inflation. Real assets are defined as TIPS, 
commodity futures-based strategies, real estate investment trusts, and inflation-sensitive equities such as upstream commodity stocks and master limited partnerships 
 
The S&P U.S. REIT Index defines and measures the investable universe of publicly traded real estate investment trusts domiciled in the United States. The S&P Global REITis a 
comprehensive benchmark of publicly traded equity REITs listed in both developed and emerging markets. The S&P 500® index includes 500 leading companies and captures approximately 
80% coverage of available market capitalization. 
 
The MSCI ACWI index captures large and mid-cap representation across 23 Developed Markets (DM) and 23 Emerging Markets (EM) countries. The MSCI EAFE Index is an equity index 
which captures large and mid-cap representation across Developed Markets countries around the world, excluding the US and Canada. The MSCI Emerging Markets Index captures large 
and mid-cap representation across 23 Emerging Markets (EM) countries. 
 
The Bloomberg Commodity Total Return index is composed of futures contracts and reflects the returns on a fully collateralized investment in the BCOM. The index currently represents 20 
commodities, which are weighted to account for economic significance and market liquidity. 

 

 


