
WALKING A NARROW PATH TOWARD VICTORY

This quarter, equity markets continued their positive ascent, maintaining the trend established during the first 
quarter. The rash of bank insolvencies we saw in Q1 came to a halt, likely due to the Bank Term Funding Program 
announced in March by the Federal Reserve. This lifeline, designed to assist banks with liquidity needs, stood in 
contrast to the Fed’s decision to hike the fed funds rate once again. 

While we believe the risk of bank runs has been addressed (taking the chance of systematic bank contagion off the 
table), a difficult industry environment remains as stricter regulation looms and an inverted yield curve seems likely 
to result in a credit contraction. This scenario would largely impact small-to-medium-sized businesses that rely on 
regional bank lending for their capital needs. 

Nevertheless, the annual stress test results released by the Fed in June solidly demonstrated the soundness and 
resiliency of the U.S. banking system. All 23 of the tested banks passed the exam’s draconian scenarios, which 
included a 40% decline in commercial real estate values, an increase of the unemployment rate to 10% (6.4% higher 
than today’s actual rate), and a 10% concurrent fall in gross domestic product (GDP).  

FIGURE 1

As shown in Figure 1, above, equity performance has been strong, and the markets are reclaiming last year’s losses. 
The stark differences in index performance, specifically the effects of mega-cap technology listings and their 
disproportionately large weights in the S&P 500, are also worth highlighting. 
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"The man who can do the average thing when everyone else around him is losing his mind."    
—French emperor Napoleon I (born Napoleon Bonaparte, 1769-1821), defining the trait of a military genius.  

Napoleon’s quote acknowledges that a conflict’s outcome is often decided by a misstep made on one side versus 
the other. In investing, we see clear corollaries to this statement. 

Lately, the hand-wringing over what could go wrong in the economy seems endless, with Wall Street analysts 
constantly updating their forecasts on near-term market performance. We believe this behavior should be ignored 
by long-term investors. Equity markets are justifiably high risk investments, given the historically high returns they 
afford investors over long investment horizons. 

As asset allocators, studying the past helps us see the investment landscape for what it is—not what we wish it to be. 
By referencing history, we gain perspective, which ensures we don’t “lose our minds” (in the words of Napoleon). We 
believe staying focused on the long-term is the best way to help our families grow and protect their wealth. 

RETURNS (AS OF JUNE 30, 2023) MRQ YTD 1 YEAR 3 YEAR

S&P 500 8.74% 16.89% 19.59% 14.60%

Dow Jones Industrial Average 3.97% 4.94% 14.23% 12.30%

Russell 2000 5.21% 8.09% 12.31% 10.82%

MSCI EAFE 2.95% 11.67% 18.77% 8.93%

MSCI EM 0.90% 4.89% 1.75% 2.32%

Bloomberg US Aggregate -0.84% 2.09% -0.94% -3.96%

Bloomberg US Municipal 5 Year -0.72% 1.19% 1.45% -0.61%

HFRX Equity Hedge 2.14% 2.96% 4.62% 7.66%

Barclay BTOP50 3.70% -0.20% -1.52% 10.85%
Source: eVestment



This year’s market performance has been narrow, emphasizing the top-heavy nature of the benchmark index. 
Some of this weightiness can be seen in the performance disparity to date between the S&P 500 and the Dow Jones 
Industrial Average. To quantify this precisely, 10 specific issues out of the S&P 500* have generated nearly 80% of the 
index’s returns thus far for 2023. We’ve created two graphics to illustrate this situation. 

Figure 2, breaks down the influences of these top 10 contributors in relation to the remaining 491 issues in the 
benchmark index. Obviously, it’s very lopsided.

Figure 3, showcases the divergence between the S&P 500® Equal Weight Index and the standard S&P 500® Index, 
which is weighted based on market capitalization. Here, we see the effects caused by large-return contributors 
versus those in an equally-weighted variation. This type of market bifurcation has made it challenging for active 
equity management to add value.
*Today, despite the number 500 in its name, the benchmark index is actually composed of 501 components.

ARTIFICIAL INTELLIGENCE AND MARKET IMPLICATIONSARTIFICIAL INTELLIGENCE AND MARKET IMPLICATIONS

In our previous newsletter, we introduced a new investment theme: the implications of artificial intelligence (AI) on 
the global economy. In our view, AI has the potential to reshape our world, and its effects are already being noticed. 
While these technological developments are exciting, we believe some of the share re-rating that’s occurred could be 
overdone. Over the next few years, we expect AI to be a significant deflationary force.

Additionally, many of the S&P 500 components we noted above as generating outsized returns are beneficiaries of AI, 
either directly or indirectly. Note: FineMark has direct exposure to these impacts through our own proprietary equity 
solutions and also through our external investment managers. 

Meanwhile, a rapidly-evolving geopolitical landscape is emerging around highly-advanced AI chips, along with 
a global interest in containing their export. As reported in the June 27, 2023, Wall Street Journal article entitled, 
“U.S. Considers New Curbs on AI Chip Exports to China,” the Biden administration is considering new restrictions 
on the export of these chips to China. The Netherlands, home to ASML, the largest technology company in Europe 
and a key equipment supplier to advanced chip makers, has also taken action. The Dutch government recently 
announced a similar export-restricting initiative.

MONETARY POLICY AND MACRO REALITYMONETARY POLICY AND MACRO REALITY

In earlier letters, we shared our expectation that the Federal Reserve would stop hiking rates during the second 
quarter. This came to pass in June as the Fed paused its rate-hiking cadence, which began in March 2022. 

Given the economic data, the Fed also had a more hawkish rate-tightening outlook than expected. From our 
vantage point, the inflationary dragon that Chairman Powell and the Fed sought to slay last year appears to be 
in retreat. We’re seeing this manifest through a variety of inflationary indicators including wages, rents, shipping 
container freight rates, service and commodity prices and, most importantly, energy costs.

If current trends reversed at this juncture, we believe the lion’s share of this rate-hiking campaign would move into 
the rearview mirror. In large measure, the hawkish tone of the Fed is driven by moral suasion and, to a lesser degree, 
recent economic data.
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Another deflationary force on the horizon is the resumption of student loan payments, scheduled to occur in 
the fourth quarter. In March 2020, at the onset of Covid in the U.S., these payments were suspended to provide 
financial relief to borrowers. At the time, interest rates were also set to zero. 

This past May, President Biden signed a 
federal spending bill that ended the student 
loan pause. Though Biden’s administration 
sought to forgive up to $20,000 each for 
millions of borrowers, the U.S. Supreme 
Court ruled against this plan in late June. 
Now, the administration is attempting to 
help through the Department of Education. 
While we can’t predict the outcome of 
this effort, restarting payments without 
assistance from the administration would 
result in payments of approximately 
$383 a month for an estimated 30 million 
borrowers. If this occurs, we believe 
consumer spending will be negatively 
impacted, particularly among younger 
consumers who have fueled travel-related 
spending post-pandemic. 

OUR CURRENT TACTICAL POSITIONING

Our current views are expressed in Figure 5, below. You’ll notice our positioning hasn’t changed since our last letter. 
With the risk of a recession still looming, we remain defensive when considering market valuations and our outlook 
for a deteriorating macro view. 

Additionally, rising rates on cash have made allocations there more attractive as real rates (those adjusted for the 
effects of inflation) become positive. Note: While these views won’t be uniformly expressed in every portfolio due to 
the high degree of customization FineMark provides, these are our current, broad views on the major asset classes 
employed in family allocations. 

FINDING RESPITE FROM SUMMER SWELTER

As we close this letter, summer is at its peak and unprecedented heatwaves are moving across the United States. 
Whether you’re at the shore or in the mountains, we hope you’ll be able to unplug and cool off throughout the 
season. Wherever your travels take you, please know we’re always available to offer guidance and support. 

Thank you for your continued confidence and trust in us. We look forward to serving you and your family whenever 
needed, now and in the future. 
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How Sophisticated Have Online Scams Become?

By Read Sawczyn

Senior Vice President & Private Wealth Advisor, Trust

In our last trust newsletter, we discussed common financial scams 
and how to avoid them. Due to the importance of recognizing 
cyber fraud and how pervasive it has become, we decided to 
provide some additional information on online fraud to help 
protect you from falling victim to these scams. In this newsletter, 
we will go more in depth on a couple of scams we have recently 
seen that go far beyond a phone call or single email.

While many of us have received emails asking, “are you busy?” 
or informing us we have won the Nigerian lottery, there are 
cybercriminals that have become much more sophisticated and 
the types of fraud they are perpetrating are more believable and 
subject the victims to larger losses.

Cybercriminals are creating relationships with unsuspecting 
victims and have fake websites and contacts to create a feeling 
of legitimacy to the scam. In one scenario, a woman, Jane, meets 
a man, John, in an online dating website. After a couple of months 
of online chats, John asks Jane to transfer money from his bank 
account to a vendor to purchase supplies because he is out of the country and the bank’s security will not let him 
access his account. Jane uses John’s username and password and sends the funds as requested. 

A couple of weeks later, John reports to Jane that he is locked out of his bank account and needs to pay another 
vendor. Because John cannot log into his account, he cannot pay the vendor and asks Jane to send the $15,000 
payment. To convince Jane that he is good for the money, he reminds Jane that she has been in his account and 
that he has more than $2 million.

As it turns out, the entire bank website was fake. The website was designed to look like a legitimate bank’s website 
but the logging in and transfer of funds was all part of the scam.

In another scam, a man, George, met a woman, Kelly in an online dating site. After a couple of weeks of talking, Kelly 
informed George that she learned about an inheritance from a relative. The inheritance involves gold and diamonds 
in a safe deposit box in the Netherlands. Unfortunately, Kelly did not have the funds to open the probate action to get 
her inheritance. Kelly asked George for the money, approximately $22,000, to pay for the probate proceeding.

Recognizing that George would need additional convincing, Kelly provided George with a website for the bank where 
the gold and diamonds were held, a website for the law firm in the Netherlands that would handle the probate and 
a phone number for the lawyer. Kelly also provided George a picture of her passport. Having reviewed the websites 
and passport and having talked to the lawyer, George was ready to assist, but still had a couple of questions.

Upon discussion with his friend, George decided to dig a little deeper into the request. Upon such digging, George 
learned that the bank and law firm did not exist. Someone created websites for them, but neither could be verified 
through a search of corporate or banking records. Also, Kelly’s passport was a forgery.

These cautionary tales are a reminder that anyone can create a website. If you are unsure if something is legitimate, 
do not hesitate to do additional research or contact your private wealth advisor at FineMark for assistance.


