
During the first quarter, large-cap technology names resumed their leadership position and helped 
the S&P 500 Index register solid gains as risk markets displayed surprising resilience to stress in the 
banking system. Foreign markets also delivered positive returns, modestly outpacing domestic equity 
markets. Economic data in Europe came in better than feared and Chinese stocks benefited from 
expected stronger economic growth as the economy fully reopens.

Treasury yields moved sharply lower and the yield curve steepened during March as the failures 
of Silicon Valley Bank and Signature Bank ignited a flight-to-safety among investors…Despite 
mounting risks of contagion from the second and third largest bank failures on record in the 
United States, the Federal Reserve (Fed) remained focused on reining in high inflation and 
delivered its ninth consecutive rate hike during its March meeting.  

Investment-grade corporate credit spreads widened by eight basis points (bps) during the 
quarter but modestly outperformed duration-matched Treasuries, while the high yield bond 
market registered a gain of 3.57%…Agency residential mortgage-backed security spreads also 
moved wider as the prospect of reduced bank demand and heightened interest rate volatility 
weighed on valuations. 

Labor market conditions remain historically tight despite pockets of weakness in the U.S. 
economy. Payrolls increased by more than 800,00o during January and February while the 
unemployment rate remains near the lowest levels in the last half-century…The more interest 
rate-sensitive sectors of the economy, such as housing and construction, continue to feel the 
pinch of the Fed’s aggressive monetary tightening.

QUARTER IN REVIEW AND HIGHLIGHTS

The Short Duration Bond Strategy outperformed its benchmark, the Bloomberg Capital U.S. Government/Credit 
1-3 Year Bond Index, during the first quarter. Despite stress emerging in the banking system during March, in 
part resulting from more attractive money market interest rates, the Fed maintained its commitment to rein in 
high inflation by delivering two additional 25-basis-point rate hikes. The 2-year Treasury note yield declined by 
40 bps during the period, closing March at 4.03%.  

Financial markets witnessed heightened volatility during March as the failures of Silicon Valley Bank, Signature 
Bank and Credit Suisse rattled already fragile investor confidence. Financial markets displayed surprising 
resiliency in light of the uncertain economic outlook and extended monetary tightening cycle. 

We are maintaining our overweight to short-duration spread sectors and keeping duration, or interest risk, in 
line with the benchmark. Strategy sector overweights include high-quality collateralized loan obligations and 
investment-grade corporate credit.

CORE PLUS BOND STRATEGY
The Core Plus Bond Strategy outperformed its benchmark, the Bloomberg Capital U.S. Aggregate Bond Index, 
during the first quarter. Treasury yields remained volatile during the quarter as investor focus started to shift 
from high inflation to risks of an economic downturn. 

The 10-year Treasury peaked above the 4% mark in early March but fell materially for the remainder of the 
month, closing the quarter at 3.47%. The Fed’s extended tightening cycle is likely nearing a close as tightening 
credit conditions are expected to weigh down both growth and inflation in the second half of the year.

After challenging results in 2022, credit markets started the year strongly in response to improving inflation 
trends and solid economic growth. The favorable risk-asset performance proved to be short-lived as 
disappointing inflation prints in February, followed by turmoil in the banking sector during March, weighed on 
valuations. 

New purchase activity during the quarter included agency guaranteed mortgage-backed securities and 
high-quality corporate debt. Our focus remains up in credit quality, as the economic headwinds are likely to 
build during 2023 in response to the Fed’s aggressive tightening campaign. For sector positioning, Strategy 
overweights include Treasury Inflation-Protected Securities, multi-family property commercial mortgage-backed 
securities and investment-grade corporate bonds.
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STRATEGIC INCOME STRATEGY
The Strategic Income Strategy outperformed its benchmark, ICE BofA 3-Month U.S. Treasury Bill Index, during the first quarter. Inflation continues 
to moderate from the highest levels in over four decades but remains stubbornly above the Fed’s 2% target. 

Government money market funds were the beneficiary of turmoil in the banking sector, experiencing significant cash inflows. Financial markets 
displayed surprising resiliency in light of the uncertain economic outlook and extended monetary tightening cycle. 

Strategy sector overweights include high-quality collateralized loan obligations, multi-family property commercial mortgage-backed securities and 
short–duration, high yield corporate credit. We remain conservatively positioned with duration, or interest rate risk, but extended duration modestly 
to take advantage of attractive opportunities in short- to intermediate-duration fixed-income assets.

HIGH YIELD BOND STRATEGY
The High Yield Bond Strategy outperformed its benchmark, Bloomberg U.S. High Yield BA/B 2% Issuer Capped Index, during the first quarter.

2023 started with a strong rally in risk markets driven by lower Treasury rates across the curve. Similar to 2022, the market narrative shifted abruptly 
— this time in response to labor and inflation readings in February indicating the economy remained resilient and the Fed would likely need to 
tighten further to soften wage pressure. China’s reopening also held out the promise of an improved global demand picture and helped put a floor 
on previously declining energy prices. The Fed terminal rate moved higher as well as the timeline for additional rate hikes, and 10-year Treasuries rose 
60 bps in February. Fourth quarter earnings season was generally in line with expectations, with outlooks from management teams subdued but not 
overly bearish.  

The Strategy remains positioned with shorter spread duration than its benchmark and underweight lower-quality credit risk given the uncertain 
outlook. We continue seeking to add risk and duration opportunistically in anticipation of a scenario of moderating inflation and the end of the Fed’s 
tightening cycle, which could be bullish for risk assets in 2024. We remain overweight the energy, healthcare, gaming and airline sectors, and 
underweight telecom/media/cable and retail.  

BALANCED INCOME STRATEGY
The Balanced Income Strategy outperformed its benchmark, the Morningstar Moderately Conservative Target Risk Total Return USD Index, during 
the first quarter. Once again, despite the Strategy’s relatively conservative positioning, its absolute and relative returns were positive. Both the 
Strategy’s equity and fixed-income allocation generated solid, positive returns.

While the gains in the bond market were generally broad across both investment-grade and high-yield bonds — the gains experienced in the stock 
market became increasingly concentrated. For example, the S&P 500 Index was up nearly 7.5% while small-cap stocks, as measured by the Russell 
2000 Index, was up a modest 2.7%. Further, the Dow Jones Industrial Average was up less than 1%. This was due to the fact that 88% of the gain in the 
S&P 500 Index this quarter could be attributed to only seven stocks — Apple, Microsoft, Amazon, Google, Meta, Tesla and Nvidia. Despite this 
mega-cap Tech company outperformance, the Strategy’s equity portfolio produced an even higher total return in the first quarter, with 10 stocks up 
20% or more. 

Overall allocation, in terms of stock, bond and cash weightings, did not change much in the first quarter. However, the fixed-income portfolio 
duration was extended recently through the purchase of both long maturity U.S. Treasury and corporate bonds. If we are near the peak of this 
inflationary cycle and consumer and producer prices moderate from here; and/or, if economic growth faces a slowdown, then this positioning 
should help to support the net asset value. Additionally, on the corporate bond side, the Strategy has focused primarily on companies that possess 
net debt free balance sheets. Companies with this attribute will be much less sensitive to the current level of interest rates in terms of interest 
expense. Further, companies with significant cash balances are witnessing higher levels of interest income earned which will give them room to 
maneuver from a financial standpoint.

The Strategy’s positioning should provide the potential for higher portfolio yields while its focus on great balance sheets should help to protect 
future downside volatility. The current portfolio has maintained an overweight to fixed income and an underweight to equities. We will continue to 
monitor our investable universe for any opportunity to add value. We believe this focus on individual security selection will help to decrease the 
portfolio’s exposure to market beta while allowing for positive alpha generation.

OUTLOOK
Tightening financial conditions, including emerging stress in the banking system, are expected to weigh on economic growth for the remainder of 
2023. The Fed will likely be forced to follow the lead of the bond market and pivot toward easier monetary policy by year-end.



INDEX DEFINITIONS:
Bloomberg U.S. Aggregate Bond Index – An index that is a broad-based flagship benchmark that measures the investment grade, US dollar 
denominated, fixed-rate taxable bond market. The index includes Treasuries, government-related and corporate securities, MBS (agency fixed-rate and 
hybrid ARM pass-throughs), ABS and CMBS (agency and non-agency).

Bloomberg U.S. Government/Credit 1-3 year Bond Index- The Bloomberg U.S. Government/Credit Bond Index is a broad-based benchmark that 
measures the non-securitized component of the US Aggregate Index. It includes investment grade, US dollar-denominated, fixed-rate Treasuries, 
government-related and corporate securities.

Bloomberg U.S. High Yield Ba/B 2% Issuer Capped Index – This index measures the performance of fixed-rate dollar-denominated debt securities with 
rating Ba/B. The securities instruments are non-investment grade. There is a limit of 2% maximum exposure to any one issuer.

ICE BofA 3-Month U.S. Treasury Bill Index – This index measures the performance of a single issue of an outstanding treasury bill which matures closest 
to, but not beyond, three months from the rebalancing date.  The issue is purchased at the beginning of the month and held for a full month; at the end 
of the month that issue is sold and rolled into a newly selected issue.

Morningstar Moderately Conservative Target Risk Total Return USD Index – The Morningstar Target Risk Index family is designed to meet the needs of 
investors who would like to maintain a target level of equity exposure through a portfolio diversified across equities, bonds and inflation-hedged 
instruments. The Morningstar Moderately Conservative Target Risk Index seeks approximately 40% exposure to global equity markets.

DISCLOSURES:
The views expressed in this material are the views of PMAM through the quarter ending March 31, 2023 and are subject to change based on market and 
other conditions without further notice. 

This material contains certain views that may be deemed forward-looking statements. The inclusion of projections or forecasts should not be regarded as 
an indication that PMAM considers the forecasts to be reliable predictors of future events. Any forecasts contained in this material are based on various 
estimates and assumptions, and there can be no assurance that such estimates or assumptions will prove accurate. Actual results may differ significantly.

Past performance is not indicative of future results. The views expressed do not constitute investment advice and should not be construed as a 
recommendation to purchase or sell securities. All information has been obtained from sources believed to be reliable, but accuracy is not guaranteed. 
There is no representation or warranty as to the accuracy of the information and PMAM shall have no liability for decisions based upon such information.
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Offering a wide range of tailored investment strategies and solutions to help meet the investment 
goals of our clients, while focusing on our mission to provide exceptional experience and service.


