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Volatility across the financial markets remained elevated for the second consecutive month to end the quarter, as 
a hawkish pause by the Federal Reserve (Fed) helped support a further rise across Treasury interest rates and served 
as a primary headwind to performance across many key areas of the investment markets. Global equity 
performance was overwhelmingly negative during the third quarter, particularly among the interest rate-sensitive 
growth indices, as well as smaller capitalization areas of the market. Despite the pullback across equities since 
July and continued upward pressure on the U.S. dollar, emerging market equities relatively outperformed domestic. 
Similar to equities, bond returns were mostly negative, with notable weakness emanating out of the rate-sensitive 
sectors. Absent a sharp trend reversal across interest rates in the final quarter of 2023, the Bloomberg U.S. Aggregate 
Bond Index remains at risk of posting an unprecedented third consecutive annual decline, with a year-to-date total 
return of -1.2% through September. Real asset returns appeared mixed, with the interest rate and economically 
sensitive real estate investment trust (REIT) and global listed infrastructure categories witnessing steep losses. 
However, strong gains were witnessed among commodity and energy-related indices.
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Economic Update
U.S. Treasury Rates Surge to Highest Level since 2007 as Fed Maintains Hawkish Posture 

Global investors endured significant pain throughout the calendar year 2022 as the Fed’s campaign to restore price stability 
resulted in a significant tightening in both monetary and broader financial conditions, which in turn drove volatility sharply 
higher across many key global asset classes and categories. Investors breathed a sigh of relief through the first seven months 
of 2023 as interest rate volatility moderated, the economy continued to expand at a healthy pace, and a potential end to the 
Fed’s tightening cycle seemed to be on the horizon, all of which helped buttress the “soft landing” narrative.

Hopes for a soft landing were further supported by revisions to the Fed’s Summary of Economic Projects (SEP) at the Federal 
Open Market Committee’s (FOMC) late-September policy meeting, which saw upward revisions to forecasts over the coming 
years related to inflation-adjusted growth and the labor market. The upward revisions to the economic forecasts, however, 
were joined with downward revisions related to the likelihood of meaningful cuts to the policy rate in 2024, which supported 
the tighter-for-longer sentiment that has percolated in recent months. Prospects for a slower-than-anticipated reversal in Fed 
tightening have helped push Treasury prices sharply lower—and yields higher—since July, a move which has propelled the 10-
Year Treasury Note yield to its highest level since 2007. 

A  F  T  E  R B  R  E  A  K  I  N  G O  U  T O  F A  40  Y  E  A  R D  OWN  T  R  E  N  D I  N 2022  ,  U  .  S  .  T  R  E  A  S  U  R  Y R  AT  E  S C  ON  T  I  NU  E 
T  O MOV  E H  I  GH  E  R

Data sources: Bloomberg, L.P., NBER, FEG; Data as of September 29, 2023
Shaded areas represent periods of recession.

The relentless rise in Treasury rates since May has come at an incredibly inopportune time, as a deluge of Treasury 
issuance has hit the market since the debt ceiling impasse was resolved in early June. From June 1 to October 3, total 
public debt outstanding swelled to well over $33 trillion, with an astonishing $2 trillion increase in only four months’ time. 
The combination of a ballooning federal debt burden and spiking interest rates compounds an already unstable fiscal 
situation, which includes a Treasury budget deficit that stood at nearly 8% as a share of nominal Gross Domestic Product 
(GDP) as of July, a sobering read on the fiscal situation that could deteriorate further, should the economy buckle under 
the weight of Fed-induced monetary restraint. 

Moreover, the Fed’s 5.4% interest rate paid on more than $3 trillion of commercial banking system reserve assets has 
resulted in a net operating loss exceeding $100 billion. This loss would appear even more dramatic if the Fed were 
required to mark its balance sheet assets to market, as a significant portion of the assets were purchased when interest 
rates were much lower—and bond prices higher—in 2020
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budget deficit. When the Fed is operating at a net loss, 
however, the opposite effect takes hold, exacerbating an 
already-wide Treasury budget deficit.
To conclude, after falling behind the eight ball in the 
management of the price stability half of its dual mandate 
and allowing inflationary momentum to accelerate well 
above its 2% targeted level, the Fed’s quest to restore 
price both stability and credibility has resulted in a sharp 
rise in the policy rate and Treasury rates. In turn, 
negatively impacting the rate-sensitive pockets of the 
financial markets and the broader economy. While 
sentiment for an economic soft landing permeated 
throughout the investment community in the first half of 
the year, this narrative has been increasingly called into 
question since July, as a robust economic situation, 
continued labor market tightness, spiking oil prices, and 
hawkish Fed forward guidance have reintroduced 
concerns for a hard landing. The potentiality of which 
could result in a continuation of the financial market 
volatility investors have endured since July until a reset of 
the business cycle is observed.

F E D E R A L  R E S E R V E  N E T  O P E R AT I N G  G A I N  L O S S
Earnings  Remit tances  Due to  the U. S .  Treasur y
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Data sources: Federal Reserve, Bloomberg, L.P.; 
Data as of September 27, 2023

and early 2021. As of June 30, 2023, the Fed’s 
combined quarterly financial report noted a $1 trillion 
cumulative unrealized loss on its security holdings.

Ordinarily, the Fed’s income from its balance sheet 
assets more than offsets its operating expenses, 
resulting in a net surplus that is remitted to the 
U.S. Treasury, in turn reducing the Treasury

Market Summary
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S M A L L  C A P  S T O C K S  D E C L I N E  T H E  F U R T H E S T
U.S. Style Returns
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Global Equity

After a strong risk-on rally in the summer, equity markets sentiment shifted over the quarter, pressured by a significant 
rise in bond yields and commitments to higher-for-longer monetary policy from central banks globally. The decline in 
equity returns was broad-based, led by rate-sensitive sectors such as real estate and information technology (IT).

Amid the rising rate environment, value stocks outperformed growth stocks, as the growth stocks’ valuations are often 
more sensitive to long-term discount rates. Additionally, large cap outperformed small cap equities, which tend to face 
higher interest rate expenses.

Energy stocks remained resilient over the quarter as oil traded above $90 per barrel. Meanwhile, stock prices of many 
members of the “Magnificent Seven” fell, which weighed on the Russell 1000 and S&P 500 indices due to the significant 
concentration levels in the largest market capitalization stocks.

European stocks declined in the quarter. Consumer discretionary shares were the weakest due in part to concerns 
about elevated interest rates pressuring consumers. IT also declined as higher interest rates influenced the discount 
rate applied to longer-duration positions not only in the U.S. but internationally as well.

Unlike other developed markets, UK equities rose in local currencies. The UK’s significant exposure to the energy and 
materials sector benefited performance as those sectors led the market. Domestically focused small cap and mid cap 
equities rebounded amid a rise in UK consumer confidence. Even domestic banks and real estate equities posted 
modest returns.
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Data sources: S&P, MSCI; Data as of October 10, 2023
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Japanese equities saw continued strong performance in local currency. Solid earnings results were supported by the 
weakening of the yen, and strong domestic demand contributed to solid equity returns. Akin to the U.S., rising interest 
rates negatively impacted growth equities in Japan, particularly in semiconductor-related industries. Meanwhile, value 
stocks, such as regional banks, energy, and auto industries, were additive to the market’s performance.

Emerging markets equities declined over the quarter. The concerns of the Chinese property market resurfaced as two 
of the largest property companies faced difficult financial conditions. Taiwan and Korea underperformed the broader 
index as IT and semiconductors were challenged. Conversely, markets like the United Arab Emirates (UAE) and other 
energy exporters benefited from the increase in oil prices.

J  A  P A N  '  S  E  Q U  I  T  Y  M  A  R  K  E  T  H  A  S  B  E  E  N  S  T  R O N G  I  N  Y  E  N  T  E  R M S
Regional Equity Performance (Returns in Local Currency)

Data sources: J.P. Morgan, MSCI
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Fixed Income

The summer’s interest rate sell-off intensified in 
the third quarter as a confluence of fiscal 
policy, monetary policy, and economic 
developments fueled a rise in interest rates. 
The long end of the yield curve bore the brunt 
of the sell-off, leading to a material bear 
steepening of the curve. The 2- and 10-year 
Treasury yields rose to reach 5.12% and 
4.59%, respectively. With the rise in the 10-
year yield outpacing the 2-year, the 10-
year/2-year Treasury spread steepened 0.62% 
to -0.44%, with the majority of the 
steepening—roughly 0.50%—taking place in 
September.

In the 1980s, Economist Ed Yardeni coined 
the phrase “bond vigilante” in response to the 
sell-off in interest rates thought to be caused 
by investors' distaste for the government's 
fiscal policies. Moody’s again highlighted 
governance concerns in September, 
encapsulating growing emphasis on U.S. 
fiscal policy trends. The long end of the yield 
curve is historically correlated to the outlook 
on economic growth, inflation expectations, 
and fiscal health. Contemporary bond 
vigilantes cite mounting fiscal deficits, 
increased Treasury issuance, and the rising 
sovereign interest burden as motivators for the 
recent sell-off in interest rates.  

The broad decrease in risk appetite during 
the quarter hit the credit markets in 
September. The yield to worst (YTW) on the 
high yield index rose roughly 0.5% during 
September to reach 8.9% on the back of 
rising credit spreads and base rates. While 
credit spreads remain tight on a historical 
basis, reflecting minimal compensation for 
credit risk, the YTW on below investment grade 
credit has improved considerably. 

B O N D S  O N  PA C E  F O R  A  T H I R D  Y E A R  O F  N E G AT I V E  R E T U R N S
Fixed Income Returns
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R I S I N G  R AT E S  R E P R I C E  B O N D  I N D I C I E S
The Movement in Rates Leading to Many Bonds Trading at 
Deep Discounts to Par
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Data source: FactSet
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Real Assets
R e a l  E s t a t e

Global Real Estate Investment Trust (REIT) indices declined steeply in August amid a sell-off across risk assets. The 
market is now pricing in higher interest rates for longer due to the Fed’s hawkish stance on inflation, resulting in higher 
borrowing costs for REITs.

All U.S. and global REIT sub-sector returns were negative during the third quarter. Year-to-date, the data center sub-
sector index rose over 16% due to decade-low vacancy rates driven by cloud computing and upbeat expectations for 
artificial intelligence (AI). Single-family REIT returns remained positive for 2023 as consumers chose rental properties 
over home purchases due to rising mortgage rates and elevated home values.

G  L  O B  A  L  R  E  I  T  s  L  A  G  I  N  A U  G U  S  T
Trailing REIT Performance by Geography

Data source: FactSet

D ATA  C E N T E R S  R E S I L I E N T  O N  A I F U E L E D  D E M A N D  G R O W T H
U.S. REIT Trailing Performance by Property Type, Year-to-Date
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N a t u r a l  R e s o u r c e s

Oil prices, as measured by West 
Texas Intermediate (WTI), continued to rise, 
surpassing $93 per barrel and boosting 
commodity returns. WTI’s elevated price 
started to deteriorate into October, falling 
roughly $10 per barrel in 10 days, partly due 
to seasonal demand, despite continued 
production cuts from OPEC+ countries.

Gasoline prices declined to a greater 
magnitude than oil during the same time period, 
as measured by the RBOB Gasoline 
Continuous Contract. The accumulation of 
U.S. gasoline stockpiles at the conclusion of 
the peak summer season, in contrast to 
typical seasonal patterns, led to the downturn 
in gasoline prices.

I n f r a s t r u c t u r e

Global infrastructure, excluding 
midstream energy and marine ports, 
underperformed in September. Master 
Limited Partnership (MLP) energy 
infrastructure was the only sub-sector with 
positive returns. Midstream energy 
infrastructure has benefitted this summer due 
to the rally in oil prices as OPEC+ continued 
to cut back on supply.
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M I D S T R E A M  I N F R A S T R U C T U R E  O U T P E R F O R M S 
Q U A R T E R T O D AT E
Listed Infrastructure Trailing Returns
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Diversifying Strategies
Hedge fund returns were slightly positive over the quarter, adding to solid year-to-date performance. The HFRI Equity-
Hedge Index was the largest detractor to composite index performance. The HFRI Event-Driven Index, the HFRI Relative 
Value Index, and the HFRI Macro Index all posted positive returns. Hedged equity started the quarter with strong 
performance but quickly reverted in the back half.

Hedged Equity benefited from a market rally, which coincided with an increase in long-net equity positions. However, 
the increase was primarily an outcome of covering short positions rather than adding to long positions. Hedge funds 
began re-building their short book as equities began to sell off.  

Following a disappointing August, macro-funds ended the quarter on a high note. Macro’s success in the third quarter 
was primarily driven by crude oil tailwinds. The HFRI Macro Commodity Index was up 4.8% compared to the HFRI 
Currency Index, up 1.2%. Systematic macro outperformed discretionary in September as trend-followers were able to 
ramp up positions and take advantage of considerable momentum swings.

H  E  D G  E  F  U N D  S  A  D  D  T  O  P  O  S  I  T  I  V  E  Y  E  A  R T O   D A T  E  P  E  R  F  O R M A N  C  E
HFRI Indices Performance Returns (U.S. Dollars)
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IMPORTANT DISCLOSURE INFORMATION
Certuity, LLC, a Delaware limited liability company (“Certuity”), is a United States Securities and Exchange 
Commission (“SEC”) registered investment adviser. Certuity® is a registered trademark of Certuity Holdings, 
LLC. Alts Plus, AltsPlus and Alts+ are trade names of Certuity, LLC.

This document is for information purposes only and is not intended as an offer or solicitation, or as the basis 
for any contract to purchase or sell any security, or other instrument, or to enter into or arrange any type of 
transaction as a consequence of any information contained herein.

The information enclosed in this presentation is confidential. By accepting it, you agree to treat it is as such and any 
unauthorized use or disclosure of this presentation or the information enclosed herein is strictly prohibited.

This presentation does not take into account your particular investment objectives, financial situation or 
needs, and should not be construed as financial or legal advice. The information contained herein is 
preliminary, is merely a summary, and is subject to change without notice.

Certain information contained herein has been obtained or derived from unaffiliated third-party sources 
believed by Certuity to be reliable. Neither Certuity nor any of its affiliates or 
representatives makes any representation or warranty, express or implied, as to the accuracy 
or completeness of the information contained herein and nothing contained herein may be relied upon as 
an indicator or representation as to prior or future performance. Some of the materials contained 
herein may be characterized as “forward-looking statements”, which can be identified by the use of 
forward-looking terminology such as “may”, “will”, “should”, “expect”, “anticipate”, “target”, “project”, 
“estimate”, “intend”, “continue” or “believe” or the negatives thereof or other variations thereon or comparable 
terminology, and which may include, among other things, projections of future performance, estimates, 
forecasts, scenario analysis, or pro forma information. Such forward-looking statements are based on 
assumptions with respect to significant factors that may not prove to be correct and you should 
understand the assumptions and evaluate whether they are reasonable and appropriate for your purposes.

All analyses and projections depicted herein are for illustration only, and are not intended 
to be representations of performance or expected results. The results achieved by individual clients will 
vary and will depend on a number of factors including prevailing dividend yields, market liquidity, 
interest rate levels, market volatilities, and the client's expressed return and risk parameters at the time 
the service is initiated and during the term. Past performance is not a guarantee of future results.

Investors should seek financial advice regarding the appropriateness of investing in any securities, 
other investment or investment strategies discussed in this report and should understand that 
statements regarding future prospects may not be realized.

Although information in this document has been obtained from sources believed to be reliable, we do not 
guarantee its accuracy, completeness or fairness, and it should not be relied upon as such. This 
document may not be reproduced or circulated without our written authority.

All data is as of September 30, 2023 unless otherwise noted.
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