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ELEMENT TREND COMMENTS

VALUATION Neutral Equity valuations are not at peak levels but have risen.

INTEREST RATES Positive
Rates have risen signif icantly, though rate hikes may be at an 
end.

INFLATION Positive Inflation remains elevated but is expected to cool further.

VOLATILITY Negative Market volatility has subsided, which is somewhat bearish.

MONETARY POLICY Negative
Fed tightening will dampen near-term economic growth, 
earnings.

DOMESTIC POLICY Neutral Focus on U.S. debt levels, election and growth.

GEOPOLITICAL Neutral China economy slows, Ukraine war drags on.

 July 2023

A Healthy Broadening

Markets continued their powerful rise during July, with all major indices advancing meaningfully. 

With the S&P 500 up 3.2% for the month, the year-to-date rally stood at 20.6% as of July 31. The 

tech-driven NASDAQ has now returned almost 38% year-to-date, and the more traditional Dow 

Jones is now up 8.5%. 

Monthly Market Dashboard
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The excitement regarding artificial intelligence, 

and perhaps the perceived safety of these 

companies versus their more leveraged, 

smaller brethren in an environment of higher 

interest rates, has created an unusually top-

heavy market. While it is normal for large 

components of indices to produce outsized 

and potentially misleading movements, the 

advances of the “Magnificent Seven” (Apple, 

Microsoft, Alphabet, Amazon, Nvidia, Tesla 

and Meta Platforms) have historically been 

significant. These seven names now constitute 

almost 30% of the entire S&P 500. 

While these stocks were up about 3.7% on 

average during July, there emerged some 

disparity in the group. Moreover, shares of 

smaller companies performed better 

last month, with the Russell 2000 advancing 

6.1%. We noted last quarter that Apple had 

become more valuable than the entire 

Russell 2000 Index. Perhaps that might not 
be sustainable after all. Additionally, we 

observed that shares of what are commonly 

referred to as “small-cap value” stocks 
performed even more impressively with 

the Russell 2000 advancing 7.4% for the 

month. With the Magnificent Seven and 

similar “growthy” names having powered so 

much of the market’s advance this year, it is a 

healthy sign for the broader markets to begin 

to close the gap. 

2022 1Q23 2Q23 July YTD

S&P 500 -18.1 7.5 8.7 3.2 20.6

DJIA -6.9 0.9 4.0 3.4 8.5

NASDAQ -32.5 17.0 13.1 4.1 37.7

Russell 2000 -20.5 2.7 5.2 6.1 14.7

Russell 2000 Value -14.8 -0.7 3.2 7.4 10.1

Russell 2000 Growth -26.3 6.0 7.1 4.7 18.8

Russell 3000 -19.2 7.2 8.4 3.6 20.3

Russell 3000 Value -8.0 0.9 4.0 3.7 8.9

Russell 3000 Growth -29.0 13.8 12.5 3.4 32.4

International* 21.0 8.0 3.0 3.0 14.6

Source: Bloomberg 

*MSCI Daily TR Net World Ex USA USD
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There has indeed been much to cheer about in 

the markets this year. Inflation is unmistakably 

cooling, even if going from 4% to the Fed’s 

long-term target of 2% will likely be at least as 

difficult as going f rom 9% to 4%. The economy 

has so far been able to power through the 

Fed’s rate hike campaign, with minimal impact 

on unemployment and growth. Talk of a 

Goldilocks scenario where we miss a recession 

entirely has begun. The outlook for relatively 

smaller companies that would benefit f rom 

a more benign interest rate environment 

is of particular interest, certainly given that 

valuations are far more compelling among 

those stocks. Consider this—the price-to-book 

ratio for the Russell 2000 is slightly more than 

2x, and for the NASDAQ 100, it is almost 8x. 

On the other hand, the whole point of the Fed’s 

actions has been to put a dent in runaway 
price growth fueled by supply/demand 

imbalances, and it remains to be seen if the 

Central Bank can bring about a scenario in 

which falling demand does not align with 

falling supply, which would defeat the whole 

point of the exercise. So far, so good though, 

and markets—or at least the large-cap 

growth neighborhood—seem to be pricing 

in a best-case scenario, which is always a little 

nerve-wracking. At least through the end of 

July, volatility had all but exited the financial 

markets, which are not particularly bullish in 

the near-term. The market needs volatility—a 

proxy for fear—to continue to appreciate. When 

everyone’s so bullish, there’s often trouble 

ahead. The Magnificent Seven are trading at 

The King and I prices. Let’s hope they don’t 

become The Dirty Dozen.
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DISCLOSURES

This communication is for informational purposes only and should not be used for any other purpose, 
as it does not constitute a recommendation or solicitation of the purchase or sale of any security or 
of any investment services. Some information referenced in this memo is generated by independent, 
third parties that are believed but not guaranteed to be reliable. Opinions expressed herein are subject 
to change without notice. These materials are not intended to be tax or legal advice, and readers are 
encouraged to consult with their own legal, tax, and investment advisors before implementing any 
financial strategy. 


