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Market review & outlook

• Global economic growth has been more resilient than most economists expected. In the US, GDP grew at an 
annual rate of 2.6% during the fourth quarter, and economic data tended to surprise to the upside during the 
first quarter. This led the market to price the Fed to stay higher for longer into early March.  

• However, in March signs of a potential banking crisis began to unfold. Silicon Valley Bank became the first in a 
string of banks to come under stress. Regulator intervention looks to have contained the crisis for the time 
being. The causes appear to be poor management at the affected organizations. It appears unlikely to develop 
into a broader, systemic issue. One potential result could be tighter lending standards, increasing the risk of a 
recession. It could also reduce the need for the Fed to tighten policy further. While the bond market has priced 
the potential for one more rate hike, it has priced an easing cycle to begin in the second half of 2023. 

• Encouragingly, inflationary pressures have maintained their downward momentum. The gradual easing of 
supply chain issues and weaker demand resulting from tight policy should slow core inflation. One ongoing 
area of concern for the inflation picture is the continued strength of the labor market, although increases in 
average hourly earnings appear to be moderating.

• A mild recession in the US later in 2023 still appears likely. As long as inflation continues to fall towards the 
target, we do not expect a mild recession to be especially bearish for equities because it will allow the Fed to 
ease policy. Easier monetary policy could offset the negative impact of weak earnings for equities. The biggest 
downside risk we see for balanced portfolios is if inflation remains sticky amid a slowing economy. This could 
require a far more forceful Fed response than what is currently priced by markets and a deeper recession. 
This could result in further weakness in stocks and bonds. 

Stocks and Bonds start the year higher, despite banking stress

Outlook Remains Uncertain

• Global markets moved higher during the quarter as investors appeared to remain hopeful for a soft landing.  
However, volatility was elevated at times as stresses in the banking sector and uncertainty over monetary policy 
weighed on markets.  

• Treasury yields generally finished the quarter lower than where they started the year, as markets repriced the 
outlook for monetary policy following the banking scare.  The 10-year Treasury yield reached 4.1% in early March, 
but ended the quarter at 3.4%.

• The Bloomberg Aggregate Bond Index rose 3.0% in Q1, while the MSCI ACWI index rose 7.3%. During the first 
quarter, a traditional 60/40 portfolio rose 5.6%.  Over the past one-year a 60/40 portfolio remains down 6.1%.
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Past performance is no guarantee of future results



Economic fundamentals

• Economic growth generally remained strong during the 
quarter, although the outlook continues to weaken as 
most developed market central banks maintain their 
hawkish stances. Consensus growth forecasts for 2023 
improved for most regions, while forecasts for 2024 
generally trended lower.

• Manufacturing PMIs remain at contractionary levels for 
most major regions as the demand outlook weakened.

• Despite recent layoffs that have primarily affected the 
tech sector, the US labor market remains tight.  The 
unemployment rate (U-3)1 ended the quarter at 3.5%, 
and the labor force participation rate is nearing pre-
Covid levels. Wage growth, however, appears to be 
slowing.

1 The U-3 unemployment rate represents the percentage of the 
civilian labor force that is jobless and actively seeking employment.

Economic growth remains resilient amid a weakening outlook
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Risk factors

• The challenges in the banking sector that emerged in 
March appear to be contained for now.  However, we 
could see tighter lending standards as a result, which 
would have a similar effect to tightening financial 
conditions.

• US inflation continued its downtrend during the quarter, 
but it remains above the Fed’s targeted level. 

• The VIX volatility index fell from 22 to 19 during the 
quarter, remaining fairly stable outside of a brief spike 
during banking concerns in March1.

• The Goldman Sachs US Financial Conditions Index fell 
modestly during the quarter, suggesting easier financial 
conditions due to falling interest rates, but it may not yet 
fully capture any decline in credit availability from banks.

1 Source: Bloomberg; as of 3/31/23

US inflation slows, but remains elevated.  Banking risks appear contained for now
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Regional equity returns

• Global equities posted gains during Q1, with the MSCI 
ACWI index rising 7.3%.  The index has declined 7.4% 
over the past one-year.

• The S&P 500 gained 7.5% during the quarter, but it 
remains down 7.7% over the past year.

• International developed stocks gained 8.5% in Q1, and
are down 1.4% over the past year. A weaker dollar 
added 100 bps to US$ returns during the quarter.

• Emerging market equities rose 4.0% in Q1, and have 
declined 10.7% over the past year.  Asian emerging 
markets were the best performing EM region over the 
quarter and the past year, while emerging European and 
Middle Eastern countries have lagged.

Global equities deliver another quarter of strong gains

0

0

0

0

0

1

1

1

1

1

1

0.0

0.2

0.4

0.6

0.8

1.0

1.2

1.4

1.6

1.8

2.0

2.2

19
69

19
72

19
75

19
78

19
81

19
84

19
87

19
90

19
93

19
96

19
99

20
02

20
05

20
08

20
11

20
14

20
17

20
20

Ratio of MSCI US to MSCI EAFE (Relative Performance)

Source: Datastream; as of 3/31/23

7.3%

7.7%

7.5%

8.5%

7.5%

10.6%

6.2%

2.2%

4.3%

4.0%

3.8%

4.8%

3.9%

-1.2%

-1.0%

1.3%

2.0%

-1.3%

1.9%

-7.4%

-7.0%

-7.7%

-1.4%

3.8%

1.4%

-5.2%

-7.4%

-13.1%

-10.7%

-6.6%

-9.4%

-11.1%

-16.6%

4.3%

-2.0%

-6.1%

-8.4%

-5.1%

-40% -30% -20% -10% 0% 10% 20%

MSCI ACWI

MSCI World

S&P 500

MSCI EAFE (US$)

MSCI EAFE (Local)

Europe

Japan

Pacific ex-Japan

Canada

MSCI EM (US$)

MSCI EM (Local)

EM Asia

EM Latin America

EM Europe & M/East

Dollar Index

Euro

GB Pound

Japanese Yen

JPM EM Currency Index

Eq
ui

tie
s

C
ur

re
nc

ie
s

Global Performance

Qtr

1-Year

Source: Bloomberg, Datastream; as of 3/31/23

0

0

0

0

0

1

1

1

1

1

1

0.0

0.2

0.4

0.6

0.8

1.0

1.2

1.4

1.6

1.8

2.0

2.2

1969 1973 1977 1981 1985 1989 1993 1997 2001 2005 2009 2013 2017 2021

Ratio of MSCI US to MSCI EAFE (Relative Performance)

Source: Datastream; as of 3/31/23

7.3%

7.7%

7.5%

8.5%

7.5%

10.6%

6.2%

2.2%

4.3%

4.0%

3.8%

4.8%

3.9%

-1.2%

-1.0%

1.3%

2.0%

-1.3%

1.9%

-7.4%

-7.0%

-7.7%

-1.4%

3.8%

1.4%

-5.2%

-7.4%

-13.1%

-10.7%

-6.6%

-9.4%

-11.1%

-16.6%

4.3%

-2.0%

-6.1%

-8.4%

-5.1%

-40% -30% -20% -10% 0% 10% 20%

MSCI ACWI

MSCI World

S&P 500

MSCI EAFE (US$)

MSCI EAFE (Local)

Europe

Japan

Pacific ex-Japan

Canada

MSCI EM (US$)

MSCI EM (Local)

EM Asia

EM Latin America

EM Europe & M/East

Dollar Index

Euro

GB Pound

Japanese Yen

JPM EM Currency Index

Eq
ui

tie
s

C
ur

re
nc

ie
s

Global Performance

Qtr

1-Year

Source: Bloomberg, Datastream; as of 3/31/23

Past performance is no guarantee of future results



US equity factor and sector returns

• Small-caps underperformed large-caps during Q1 and 
over the past year. Growth stocks outperformed value 
stocks during the quarter.  Large-cap growth was the 
best performing style segment during Q1.

• The quality factor produced the strongest results during 
the quarter, while the momentum and value factors 
lagged.  Minimum volatility has been the best 
performing factor over the past year.

• Technology, communication services and consumer 
discretionary were the best performing sectors during 
Q1, while the energy and financials sectors lagged.  
Energy has been the best performing sector over the 
past year, returning almost 13%.

Growth stocks rebound and outperform during Q1
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Past performance is no guarantee of future results



Equity fundamentals

• Valuations worsened during the quarter due to the 
general increase in equity prices.  The trailing P/E ratio 
on the MSCI US Index rose from 19.4 to 21.91. We 
estimate that the equity risk premium over long-term 
Treasuries rose slightly during the quarter2, as declining 
rates outweighed the increase in equity valuations. 

• International developed stocks remain more reasonably 
valued than US stocks in our view.  Energy prices have 
continued to move lower in Europe, which should help 
to mitigate inflation concerns.

• Emerging market valuations continue to appear more 
attractive than developed markets. 

1 Source: Refinitiv; as of 3/31/23
2 Source: MSCI, Refinitiv, Mercer; as of 3/31/23

Valuations worsened due to higher equity prices
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Interest rates and fixed income

• The Bloomberg Aggregate gained 3.0% during the 
quarter.  Treasuries gained 3.0%, lagging corporate 
bonds which gained 3.5%. With the exception of the 
short-end of the curve, the yield curve generally shifted 
lower during the quarter.  The 2-year yield fell 35 bps, 
while the 30-year yield fell 30 bps1.  

• Credit spreads on investment-grade corporate bonds 
rose 8 bps during the quarter to 1.4%, which is roughly 
25 bps above the long-term median level2. 

• High yield bonds gained 3.6% during the quarter, as 
credit spreads fell 14 bps to 4.5%.  High yield spreads 
are 6 bps below the long-term median level of 4.6%2.  
Local currency EMD gained 5.2% during Q1.

1 Source: Federal Reserve; as of 3/31/23
2 Source: Bloomberg, Mercer; as of 3/31/23

Fixed income posts gains as yields fall

Past performance is no guarantee of future results
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Monetary policy

• In both its February and March meetings, the Federal 
Reserve raised rates by 25 bps.  This brought its policy 
rate to 4.75% - 5.0%.  The market has priced the 
potential for one more rate hike. However, the market 
expects an easing cycle to begin in 2H23 with overnight 
rate falling to nearly 3% by late-2024.

• US inflation breakeven rates saw modest changes 
during the quarter, with 10-year inflation breakeven 
rates rising 2 bps to 2.3%, slightly below the Fed’s 
target of 2% PCE (roughly equivalent to 2.5% CPI)1.

• Overseas, most other central banks also raised rates, 
including the ECB and BOE.  The notable exception 
was China, where easing was announced in March to 
stabilize borrowing costs.  The BOJ kept rate targets 
unchanged during the quarter.

1 Source: St. Louis Fed; as of 3/31/23
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Alternative investment performance

• Global developed REITs gained roughly 1% during Q1, 
lagging broader equity markets.  Infrastructure stocks 
gained 0.6% during the quarter.

• Commodities generally declined during the quarter.  
Gold was an exception, rising almost 9% on safe haven 
demand during the banking scare and falling real rates.  
Natural resource stocks declined almost 3% during Q1, 
while MLPs gained over 4%.

• The HFRI FOF Composite Index gained 1.6% in Q1, 
leaving it with a 1.1% decline over the past year1.  
Equity hedge strategies outperformed during the 
quarter, while macro strategies lagged.

• Global private equity outperformed global developed 
stocks over the most recent trailing periods2.

1 Source: Hedge Fund Research; as of 3/31/23
2 Source: Burgiss, Bloomberg; as of 9/30/22
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Past performance is no guarantee of future results



Valuations and yields

Valuations

MSCI USA 3/31/2023 12/31/2022 9/30/2022 6/30/2022

Index Level 18184.1 16879.3 15757.5 16534.2

P/E Ratio (Trailing) 21.9 19.4 18.3 18.9

CAPE Ratio 27.2 25.5 24.7 26.6

Dividend Yield 1.6 1.7 1.8 1.7

P/B 4.0 3.9 3.6 3.8

P/CF 14.4 13.0 12.6 14.1

MSCI EAFE 3/31/2023 12/31/2022 9/30/2022 6/30/2022

Index Level 7140.7 6583.4 5610.4 6189.6

P/E Ratio (Trailing) 15.1 13.7 13.0 13.9

CAPE Ratio 15.4 14.7 14.0 15.6

Dividend Yield 3.1 3.3 3.6 3.4

P/B 1.7 1.6 1.5 1.6

P/CF 8.1 7.3 5.5 6.4

MSCI EM 3/31/2023 12/31/2022 9/30/2022 6/30/2022

Index Level 505.3 486.1 443.1 501.1

P/E Ratio (Trailing) 12.4 12.2 11.5 12.5

CAPE Ratio 11.4 11.0 10.1 11.6

Dividend Yield 3.3 3.4 3.6 3.1

P/B 1.6 1.6 1.5 1.7

P/CF 7.5 8.2 6.7 7.6

12

Ending March 31, 2023

Source: Bloomberg, Thomson Reuters Datastream

Source: Bloomberg, Thomson Reuters Datastream

Yields

Global Bonds 3/31/2023 12/31/2022 9/30/2022 6/30/2022

Germany – 10Y 2.29 2.57 2.11 1.34

France – 10Y 2.79 3.12 2.72 1.92

UK – 10Y 3.49 3.67 4.09 2.23

Switzerland – 10Y 1.25 1.62 1.23 1.07

Italy – 10Y 4.10 4.72 4.52 3.26

Spain – 10Y 3.30 3.66 3.29 2.42

Japan – 10Y 0.35 0.42 0.24 0.23

Euro Corporate 4.22 4.32 4.24 3.24

Euro High Yield 8.18 8.32 9.01 8.08

EMD ($) 8.50 8.55 9.57 8.56

EMD (LCL) 6.59 6.86 7.31 7.06

US Bonds 3/31/2023 12/31/2022 9/30/2022 6/30/2022

3-Month T-Bill 4.85 4.42 3.33 1.72

10Y Treasury 3.48 3.88 3.83 2.98

30Y Treasury 3.67 3.97 3.79 3.14

10Y TIPS 1.16 1.58 1.68 0.65

30Y TIPS 1.44 1.67 1.74 0.91

US Aggregate 4.40 4.68 4.75 3.72

US Treasury 3.83 4.18 4.13 3.09

US Corporate 5.17 5.42 5.69 4.70

US Corporate High Yield 8.52 8.96 9.68 8.89
Source: Bloomberg, Thomson Reuters Datastream

Past performance is no guarantee of future results



Performance summary
This report, which has been prepared by NEIRG Wealth Management (“NEIRG”), contains confidential and proprietary information of Mercer 
(which, as used herein, shall be construed to include Mercer LLC and/or its associated companies) with Mercer’s permission (“Information”). The 
Information is intended for the exclusive use of only the parties to whom NEIRG directly provides the report. The Information may not be modified, 
sold or otherwise provided, in whole or in part, to any other person or entity without Mercer's prior written permission. Mercer retains exclusive 
and sole ownership of the Information. 

The Information may have been obtained from a range of third-party sources. While the Information is believed to be reliable, Mercer has not 
sought to verify it independently. As such, Mercer makes no representations or warranties as to the accuracy of the Information and takes no 
responsibility or liability (including for indirect, consequential or incidental damages) for any use of the Information, including any error, omission 
or inaccuracy in the Information. 

The Information does not constitute investment, tax or legal advice or an offer to purchase or sell any securities. The Information is subject to 
change without notice. The Information is not intended to convey any guarantees as to the future performance of any investment products, asset 
classes or capital markets. 

NEIRG is a fee-only, registered investment advisor (RIA) firm that provides investment management and financial planning services to high-net-
worth individuals and institutions. See more on our website: www.neirg.com.

Any opinions expressed or implied herein are not necessarily the same as those of NEIRG and are subject to change without notice. The 
information herein has been obtained from sources believed to be reliable, but we cannot assure its accuracy or completeness. The report herein 
is not a complete analysis of every material fact in respect to any company, industry, or security. Any market prices are only indications of market 
values and are subject to change. The material has been prepared or is distributed solely for information purposes and is not a solicitation or an 
offer to buy any security or instrument or to participate in any trading strategy. Any reference to past performance is not to be implied or construed 
as a guarantee of future results.

http://www.neirg.com/
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