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Q3 Total Return

Q3 in Review
Equities took a step back but are mostly still positive. Meanwhile, fixed income is staring down another year of losses.

Source: Morningstar Direct, 9/30/2023

Year-to-Date Total Return

Source: Morningstar Direct, 9/30/2023

Notes: Asset classes represented by the following benchmarks: Bloomberg Commodity TR USD, Bloomberg Municipal 1-10Y Bend 1-12Y TR, Bloomberg US Agg Bond TR USD, Bloomberg US 
Treasury US TIPS TR USD, Credit Suisse Hedge Fund USD, FTSE WGBI NonUSD USD, ICE BofA US High Yield TR USD, MSCI EAFE NR USD, MSCI EM TR UISD, MSCI US REIT GR USD, Russell 2500 TR USD, 
S&P 500 TR USD, FTSE Treasury Bill 3 Mon USD, Bloomberg Treasury 5-7 YR TR USD, MSCI ACWI NR USD, JPM EMBI Global Diversified TR USD, Morningstar LSTA US LL TR USD, Russell 3000 TR USD, 
Bloomberg HY Muni TR USD.
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Consumption
Rising real wages bolster consumer spending, even as pandemic savings dwindle.

Average Hourly Earnings % YoY Growth - CPI % YoY

Source: FRED, 9/30/2023

Personal Consumption Expenditures vs. Personal Savings Rate

Source: Factset, 9/30/2023
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Housing
Single-family housing starts are responding to strong demand. Cooling rents and expensive financing may be impacting multi-family. 

Housing Starts (Thousands)

Source: FRED, 9/30/2023

Rents vs. CPI

Source: Zillow, FRED, 9/30/2023
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Labor Market
Openings and quits are down, but job gains remain above average. 

Job Openings and Quits Headed Down

Source: FRED, 9/30/2023

Non-Farm Payrolls

Source: FRED, 9/30/2023
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Rebounding Energy Prices
Tight supply out of Russia and Saudi Arabia, but non-OPEC producers are trying to fill the gap. 

WTI Crude Oil: $/Barrel

Source: Factset, 10/13/2023

US Crude Oil Production: Barrels per Day (1,000s)

Source: U.S. Energy Information Administration, 7/31/2023
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Contributions to Year-Over-Year  CPI Inflation

Inflation
At this point, most of the inflationary pressures are coming from shelter 

7

Source:  BLS
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Manufacturing
Weakness here should be short-lived, and in the meantime, offset by services strength

Purchasing Managers Index: Manufacturing

Source: Factset, 9/30/2023

Industrial Production: YoY% Growth

Source: FRED, 8/31/2023
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Labor Fights Back
Keeping an eye on the auto strike

9

Started at 13,000, then ~18,600; now 34,000 
across 6 plants

8,700 walked out of Ford Louisville; Ford F-
250 and Lincoln Navigator

Strike fund is still $770m but workers won’t  
get profit sharing checks 

Ford at 23% wages; GM and Stellantis at 20%

Ford & Stellantis agree to COLA
Not showing up in claims….IP next month?

JOIN AN ACTIVE PICKET LINE
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Dollar Strength
Reaching its limits
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Growth and interest rate differential 
currently in favor of U.S. Dollar

But creates inflation problems 
elsewhere

Source: Factset, 10/10/2023
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Europe: A Changing World
Bonds and stocks on the move

11

• Challenges: Cheap Gas, China markets 

& defense

Source: Factset, 10/10/2023 Source: Factset, 10/10/2023
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China: Same Problems…No New Answers
Property slump drags on

12

Lower export markets

Energy prices

Government controls

But consumer has no power

Stocks need a reason to go up 

Source: Factset, 10/10/2023
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Japan: Different and the Same
Remarkable year for Japanese equities

13

New shareholder friendly 
regulations 

A change from chronic deflation

Value opportunities

Source: Factset, 10/10/2023



Confidential & Proprietary

Emergency Funding: Still There
Big drop the week of Oct 5th, 2023 

14

Down $170 
billion from 

peak

More FDIC loans sold off: $165 billion 
since May

BTFP is increasing!

Was 25% of total, now 60%

Recent yield moves will probably hit 
banks HTM portfolio…so head to BTFP?

$560 billion of unrealized bond losses in 
Q2…now? 

Source: Factset, 10/10/2023
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Fed Balance Sheet
Continues to run off

15

Just hit the $1 
trillion mark

MBS down $240 billion

Treasuries down $831 billion

Orderly run off

Continues the tightening theme 

Source: Factset, 10/5/2023
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Interest and Dividend Income
Stocks and bonds earning more

16

Dividend Income is up +34% since 
pre-Covid-19 

Interest Income +20%

And households seem very 
comfortable with Treasuries 

Source: Factset, 9/27/2023



Confidential & Proprietary

Deficits Haven’t Mattered for a Time
They may become an issue now

17

The relationship of deficits and rates 
is mixed one

Deficits aren’t growing but neither are 
they shrinking

Rates have moved higher for several 
reasons

Source: Factset, 10/10/2023
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Treasury Issuance
Record amounts incoming

18

Since 2020:

• Total Debt: +40%

• Public Debt: +47%

• Public Debt less Fed and bank 
holdings: +41%

Crowding out and level of rates not always 
driven by issue size

Source: Factset, 10/10/2023
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Federal Funds Rate

The Path for Fed Funds
Markets are finally getting the message

19

Source: Factset, FOMC, 9/30/2023. Market expectations derived from Fed Funds Futures
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Federal Funds Target Rate
Fed Projections
Market Expectations

2023 2024 2025 2026 Long Run
FOMC Forecasted Fed Funds Rate 5.6% 5.1% 3.9% 2.9% 2.5%
Market Expected Fed Funds Rate 5.4% 4.7% 4.3% 4.3% N/A
FOMC Forecasted  PCE Inflation 3.3% 2.5% 2.2% 2.0% 2.0%
FOMC Forecasted Unemployment 3.8% 4.1% 4.1% 4.0% 4.0%
FOMC Forecasted Real GDP Growth 2.1% 1.5% 1.8% 1.8% 1.8%
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Treasury Yield Curve: June 30th to September 30th 

The Yield Curve
“Higher for longer” positioning becoming evident at the long end

20

10-Year Treasury Yield Minus 2-Year Treasury Yield

Source: Factset, 9/30/2023 Source: FRED, 9/30/2023
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10-Year Treasury Yield vs. Nominal GDP

Estimating “Fair Value" for Treasury Yields
How much higher can they go?

21

10-Year Treasury Yield vs. Fed Funds Rate

Source: Factset, 9/30/2023 Source: Factset, 9/30/2023
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Yield to Worst

Yields and Duration
With the hiking cycle likely near its end, fixed income finally offers a coupon to clip and the risk/reward is positive for most maturities.

22

US Treasury Yield Curve
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Option Adjusted Spreads

Spreads and Default Rates
Spreads and default rates may be starting to turn up

23

Historical Default Rates 

Source: Factset, 9/30/2023 Source: Moody’s, 12/31/2023
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Breakdown of High Yield Bond Universe

High Yield Bonds
Risk increasing in the high yield market

24

Bank Lending Standards vs. High Yield Spreads

Source: Factset, 9/30/2023

Source: Charles Schwab, Standard and Poor’s Financial Services LLC, using 
monthly data as of 6/30/2023
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Municipal Bond Yields

Municipal Bonds
Investment grade tax-equivalent yields approaching 7%

25

Tax-Equivalent Yields*

Source: Factset, 9/30/2023 Source: Factset, 9/30/2023. *Assuming 37% tax bracket + 3.8% ACA

4.0% 4.3%

6.0%

6.8%

6.0%

7.3%

6.1%

10.2%

8.9%

0%

2%

4%

6%

8%

10%

12%

Short Duration
Muni

Short Duration
Corporate

Broad Muni Broad
Corporate

High Yield Muni High Yield
Corporate

Yield to Worst Taxable Equivalent Yield



Confidential & Proprietary

10-Year Treasury Yield

Bond Yields: A Longer-Term Perspective
Back to "normal?"

26

Source: Before 1964: Robert Schiller website; After 1964: Factset, 9/30/2023 
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2023 Has Not Been A Good Year in the Stock Market 
A handful of stocks have rallied.  The rest of the market has sputtered.

Large Cap Equal Weighted vs. Large Cap Market Cap Weighted vs. Large Cap Tech

Source: Factset, 9/30/2023
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2023 Has Not Been A Good Year in the Stock Market 
A handful of stocks have rallied.  The rest of the market has sputtered.

Small Cap vs. Large Cap. Vs. Large Cap Tech

Source: Factset, 9/30/2023
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2023 Has Not Been A Good Year in the Stock Market 
A handful of stocks have rallied.  The rest of the market has sputtered.

Large Cap Value vs. Large Cap. Vs. Large Cap Tech

Source: Factset, 9/30/2023
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Change in S&P 500 Earnings Forecasts

Is the Market Expensive?  A Debate
Year-Over-Year Earnings Growth Projected at 12% in both 2024 and 2025

Source: Factset, 10/13/2023
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Is the Market Expensive?  A Debate
On a P/E basis, the market is neither cheap nor expensive

Large Cap Valuations Small Cap ValuationsMid Cap Valuations

Source: Factset, 9/30/2023 Source: Factset, 9/30/2023 Source: Factset, 9/30/2023
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Is the Market Expensive?  A Debate
A little deeper dive may indicate the market is (arguably) cheap

32
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10-Year Treasury Yield vs. S&P 500 Returns

Is the Market Expensive?  A Debate
Higher interest rates are not sufficient on their own to call the market expensive

Source: Factset, 12/31/2023
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Why Are We Bullish? 
After the U.S. Federal Reserve is done raising rates, the markets may focus on this:

Source: Strategas
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Why Are We Bullish?

35
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Important Notes

Cerity Partners LLC (“Cerity Partners”) is an SEC-registered investment adviser with office locations throughout the United States. Registration of an Investment Advisor does not imply any level of skill 
or training. The information presented is limited to general information pertaining to Cerity Partners’ services, views, outlooks, and opinions and is for informational purposes only. You should not 
construe the information contained herein as personalized investment, tax, or legal advice. There is no guarantee that the views and opinions expressed in any Cerity Partners content will come to pass.  
The information presented is subject to change without notice and should not be considered as an offer to sell or a solicitation of an offer to buy any security.

Certain portions of Cerity Partner’s website may contain a discussion of material economic conditions and/or events that may affect future results. All information is deemed reliable as of the date 
presented but is not guaranteed and is subject to change.

Certain information is based on or derived from independent third-party sources that, in certain cases, may not have been updated through the date of this information. While such information is 
believed to be reliable for the purposes used herein, Cerity Partners has not independently verified the assumptions on which such information is based nor assumes any responsibility for the accuracy 
or completeness of such information. Such information is subject to change without notice to you.

References to indices or other financial benchmarks are provided for illustration purposes only. Indices are unmanaged, statistical composites and an individual cannot directly invest in an index. Any 
returns portrayed do not reflect the deduction of underlying investment expenses and third-party fees to purchase the securities they represent. Past performance is no guarantee of future results. 
Data from indices (i.e., the S&P 500) are supplied by third party suppliers. Cerity Partners does not attest to the accuracy or reliability of these numbers nor the methods of calculation from which they 
are derived. Investing in the financial markets involves risk, including the loss of the principal amount invested; and may not be appropriate for everyone.

Awards, rankings, ratings, and/or recognition by unaffiliated rating services and/or publications are not indicative of Cerity Partners future performance or its clients’ investment success; should not be 
construed by a client or prospective client as a guarantee that such client will experience a certain level of results if Cerity Partners is engaged, or continues to be engaged to provide investment 
advisory services; nor should it be construed as a current or past endorsement of Cerity Partners by any of its clients. Rankings published by unaffiliated rating services and/or publications are often 
based on various timeframes, criteria and categories submitted by the recognized adviser. Working with a highly rated or ranked adviser does not ensure that a client or prospective client will 
experience a higher level of performance or service. To see additional criteria, please refer to our award disclosures and methodology.

For information pertaining to the registration status of Cerity Partners, please contact us or refer to the Investment Adviser Public Disclosure website (www.adviserinfo.sec.gov). For additional 
information about Cerity Partners, including fees, conflicts of interest, and services, send for our disclosure statement as set forth on Form CRS and ADV Part 2 using the contact information herein. 
Please read the disclosure statement carefully before you invest or send money.

Contact Us

©2023 Cerity Partners LLC, an SEC-registered investment adviser. All Rights Reserved.
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https://ceritypartners.com/contact/

