
Monday, March 27, 2023 

Good afternoon: 

            Ongoing angst in the banking sector last week was not enough to 

alter the Fed’s plan to continue hiking rates as they announced another 

0.25% increase at Wednesday’s FOMC meeting.  However, for the first time 

in this year-long tightening cycle, their forward-looking guidance was 

dovish and signaled a potential near-term conclusion to the rate hikes.  By 

week’s end, equity markets were again higher led by Communication 

Services, as well as rebounding Energy and Materials sectors.  The S&P 500 

added 1.41% and the NASDAQ gained 1.67% despite concerns about a 

growing banking contagion still swirling around among some investors.  

            The response from many banks to this recent stress will likely be to 

tighten lending standards and ultimately write fewer loans.  The economic 

impact will have a dampening effect on growth, adding to the statistical 

likelihood of a recession.  The timing, duration, and severity of such a 

downturn remains to be seen.  After the significant equity price declines of 

last year in anticipation of an economic contraction, further significant 

downside volatility may only result if the recession not only materializes but 

turns out to be far worse than a garden variety recession.  History also has 

shown how equity markets bottom and start the next leg higher in the early 

stages of a recession and are often up significantly one year after a rate 

tightening cycle ends. 



 

            Additionally, now that short-term rates are no longer close to 0%, 

the Fed will have some ammunition to combat a future economic downturn 

by cutting rates again.  Their main priority now, though, is to keep inflation 

trending lower.  Once inflation is closer to the Fed’s 2% target, it is likely 

they may adjust rates bank down anyway to normalize the inverted yield 

curve and remove some of the added costs to borrowers whose loans are 

tied to floating short-term rates.  Bond futures markets have already 

started pricing in a series of rate cuts in the second half of this year. 



 

With all the turmoil impacting the banking sector, particularly 

regional banks, a “flight to quality” led to large amounts of capital flowing 

into short-term treasuries.  The result saw 2-Year treasury bond yields fall 

from a high of over 5.0% to now 3.8%.  Corresponding short-term CD yields 

may also start to decline in response.  If short-term rates on bonds and cash 

equivalents like money markets start to decline significantly, it could be a 

source of fuel to propel the next equity bull market as sidelined capital 

reenters the market seeking superior returns. 

Despite a little profit-taking in some Tech and Communications 

sectors, the broader stock market averages are modestly higher this 

morning led by many of the largest banks and financial institutions signaling 

confidence is starting to return to that part of the sector.  We expect 

markets to remain volatile and jittery as we await this week’s inflation and 

consumer sentiment reports.  



 

Have a great week! 
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Loftus & Preusser Wealth Partners is not a registered broker/dealer and is independent of Raymond 

James Financial Services. Securities offered through Raymond James Financial Services, Inc., Member 

FINRA/SIPC. Investment advisory services offered through Raymond James Financial Services Advisors, 

Inc.  

DISCLAIMER:  

If you no longer want to receive this Monday Outlook email, simply reply to this email with “REMOVE” or 
“OPT OUT” in the subject line and we will remove you from our email list. 

Opinions expressed in this email are those of the author and are not necessarily those of Raymond 
James.  The information contained in this report does not purport to be a complete description of the 
securities, markets, or developments referred to in this material nor is it a recommendation. 

The information has been obtained from sources considered to be reliable, but we do not guarantee that the 
foregoing material is accurate or complete. 

All investments are subject to risk regardless of strategy selected.  Individual investor's results will 
vary.  Past performance does not guarantee future results.  Forward looking data is subject to change at any 
time and there is no assurance that projections will be realized. Diversification and strategic asset allocation 
do not ensure a profit or protect against a loss.  

The Dow Jones Industrial Average (DJIA), commonly known as “The Dow” is an index representing 30 
stocks of companies maintained and reviewed by the editors of the Wall Street Journal. 

S&P 500 Index is an unmanaged, market value-weighted index of 500 stocks generally representative of the 
broad stock market. An investment cannot be made directly in a market index. 

The NASDAQ Composite Index is a broad-based capitalization-weighted index of stocks in all three 
NASDAQ tiers: Global Select, Global Market and Capital Market.  

The Russell 2000 Index measures the performance of the 2,000 smallest companies in the Russell 3000 
Index, which represent approximately 8% of the total market capitalization of the Russell 3000 Index. 

Investing in small cap stocks generally involves greater risks, and therefore, may not be appropriate for 
every investor. 

The companies engaged in the communications and technology industries are subject to fierce competition 
and their products and services may be subject to rapid obsolescence. 

Market return and statistical data obtained from: https://am.jpmorgan.com/blob-
gim/1383452890099/83456/weekly_market_recap.pdf?segment=AMERICAS_US_ADV&locale=en_US 
 
Keep in mind that individuals cannot invest directly in any index, and index performance does not include 
transaction costs or other fees, which will affect actual investment performance. Individual investor's results 
will vary. 

Raymond James and its advisors do not offer tax or legal advice.  You should discuss any tax or legal 
matters with the appropriate professional. 

Every type of investment, including mutual funds, involves risk.  This information is not intended as a 
solicitation or an offer to buy or sell any security referred to herein.   
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