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Stocks managed to perform surprisingly well in the first quarter 
despite the double whammy of hawkish talk from the Fed and 
turbulence in the banking system. However, it wasn’t always 
smooth sailing. In early February, the S&P 500® Index was up 
9% and looked to be on its way to a swift recovery from 2022 
losses. However, this proved too good to be true, as recession 
fears ultimately resurfaced and prompted stocks to decline from 
early February to mid-March. After a late-March rally, the S&P 
500 and Russell 2000® Index finished the quarter up 7.5% and 
2.7%, respectively. Growth-oriented areas like technology (up 
21.8%) dramatically outperformed more cyclical sectors such 
as energy (down 4.7%) and financials (down 5.6%) as recession 
risks grew.

What caused the wild ride? Stocks started the quarter with a bang as hopes for an economic “soft landing” sprung 
eternal. But, inflationary pressure proved more persistent than hoped and prompted the Federal Reserve to renew its 
commitment to containing price increases with interest rate hikes. “Hawkish” policy aimed at subduing inflation naturally 
raises the risk of economic slowdown. As an important aside, higher interest rates have also made fixed income vehicles 
(Treasuries, CDs, money market funds etc.) more competitive when compared to stocks. For sure, it makes more sense to 
consider a 6-month T-bill when yielding nearly 5% as compared to roughly 1% a year ago.  

Later in the quarter, stress in our banking system took center stage. Silicon Valley Bank (SVB) collapsed after large 
investment losses and deposit flight caused its equity value to evaporate. While a somewhat unusual situation, SVB’s 
failure led to pressure elsewhere in the regional banking system and created fear of broader financial contagion. The 
mess appears to have been contained with the help of the federal government. Nonetheless, it has brought about an 
incremental threat to the economy. Indeed, deposit flight and heightened regulation may impair the ability for many 
banks to lend, and capital could become more expensive. This is not to mention the negative impact to consumer 
confidence created by these recent headlines. 

Recession risks have clearly risen as a result of the banking debacle and most economists now believe there’s greater 
than a 50% chance economic growth turns negative before year end. However, there is a positive flipside to this coin 
that supported stocks late in the quarter. While still focused on quelling inflation, the Federal Reserve now seems more 
attuned to heightened economic risks and may start to slowly back away from restrictive policy if inflation subsides 
alongside economic duress. At a minimum, it already appears the pace of interest rate hikes is peaking. Some are even 
predicting interest rate cuts within the next 12 months. Barring a severe recession, “looser” policy and lower interest rates 
should be a positive for asset classes such as stocks. 

Putting it all together creates a tricky conundrum for investors. On one hand, we clearly have ongoing inflation pressures 
as well as heightened economic risk. On the other hand, the interest rate hikes that were the primary headwind for stocks 
in 2022 may be coming to an end. Acknowledging these fighting forces, we reiterate our comments from year end. We 
noted that the stock market’s overall valuation level seemed fair (i.e. not overly cheap or expensive) and returns should 
moderate when compared to the turbo-charged “cheap money” era. Adding to that, we also think investing in high 
quality business models with durable growth and low debt levels makes more sense than ever. We continue to seek out 
such opportunities at reasonable prices and have added some new names to our portfolios.

In further news, we are pleased to announce we have moved to a team management structure for both the Core Leaders 
and Value & Income Portfolios as of March 31, 2023. Individual portfolio decisions will be made at a team level similar to 
the Equity Opportunities Portfolio and Small Cap Focus Fund. We believe having dedicated teams will allow for greater 
flexibility, focus and accountability when managing the portfolios. The new portfolio teams are as follows:

• Davenport Core Leaders Portfolio: George Smith, Chris Pearson, Jeff Omohundro
• Davenport Value & Income Portfolio: George Smith, Adam Bergman, Mike Beall

While the new teams will take on the responsibility of daily investment decisions, it is important to acknowledge the 
Investment Policy Committee (IPC), which includes the members of the portfolio teams, will remain an integral part of 
Davenport Asset Management. The IPC will continue to provide guidance, ideas and market perspective on a weekly 
basis. 

Source: Morningstar Direct. Please see index for definitions.

Market Returns Q1 2023 2022

U.S. Large Caps 7.5 -18.1

U.S. Mid Caps 4.1 -17.3

U.S. Small Caps 2.7 -20.4

International Developed Markets 8.5 -14.5

Emerging Markets 4.0 -20.1

Intermediate Term Bonds 2.3 -8.2
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While this is a quarterly note, the real storyline unfolded during the month of 
March. We entered 2023 on the heels of aggressive rate hikes that repriced 
fixed income markets, especially longer duration assets. Consensus saw 
another hike or two possible in 2023 but most believed monetary policy’s 
heavy lifting was done. The outlook debate was whether rates would remain 
higher for longer or if rate cuts in 2023 were potentially in the cards. 
On March 7 and 8th, Jay Powell addressed the U.S. Senate and House. 
The tone of his semi-annual monetary policy report took a hawkish tone, 
supported by sticky inflation and robust economic data. Markets quickly 
repriced the possibility for a 50-basis point hike in lieu of 25 at the following 
Federal Open Market Committee (FOMC) meeting, held March 21 - 22. The 
2-year Treasury yield neared an intraday high of almost 5.1%. Then suddenly, 
attention shifted to bank run fears. Silicon Valley Bank (SVB) headlines flooded all media outlets. The 2-year Treasury yield fell to 
3.7% on March 24th, approximately a 130 basis point drop. Recession fears were now not just whispers but a real conversation. 
The risk-off pivot was most pronounced in banking and financial firm credit spreads which reacted negatively to an unclear but 
dark macro backdrop. Regional banks were the epicenter of concern as depositors and investors feared the worst. The ugly word 
“contagion” reemerged as markets witnessed the Credit Suisse acquisition by UBS, who had significant central bank support and 
encouragement.
All things considered, we remain optimistic on fixed income. The asset class is producing elevated yields as inflation, while sticky, 
trends downward. The recent volatility has created an all the more attractive entry point for available investment capital. By no 
means are we saying it won’t be a bumpy ride (think mark-to-market swings) but ultimately investment grade debt matures at 
par with an extraordinarily low default rate. We continue to see the best value in shorter maturity debt that provides not only high 
income but low duration. Lower rates are inevitable and we remain focused on opportunities that lock in higher rates for longer 
and reduce reinvestment risk. The 10-year Treasury is the longest maturity permissible by the majority of our investment mandates. 
Our view is that fair value is closer to a 4% yield and we are not at that level yet. When buying longer corporate credit, the time 
window for things to go wrong increases, which is why thoughtful corporate analysis becomes critical. Our investment process 
remains rooted in fundamental credit analysis which we believe creates durable income generating portfolios, especially through 
turbulent times like these. 

Bloomberg Market Returns Q1 2023 2022
U.S. Govt/Credit 3.2 -13.6

U.S. Govt/Credit Interm 2.3 -8.2

High Yield Corporate 3.6 -11.2

Municipal 1-10Y Blend 1-12Yr 2.0 -4.8

U.S. Govt/Credit 1-5 Yr 1.8 -5.5

U.S. Govt/Credit 1-3 Yr 1.5 -3.7
Source: Morningstar Direct. 

Please see last page for index definitions.

Source: Bloomberg

Source: Bloomberg

2-Year Treasury Yield 12/30/2022-03/31/2023

Implied Treasury Market Volatility (MOVE Index) 12/30/2022-03/31/2023
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Important Disclosures
Any opinions expressed here are statements of judgment on this date and are subject to future change without notice. This information may contain forward looking 
predictions that are subject to certain risks and uncertainties which could cause actual results to differ materially from those currently anticipated or projected. The 
information contained herein has been compiled from sources believed to be reliable; however, there is no guarantee of its accuracy or completeness. There is no 
guarantee that a company will continue to pay a dividend. The investment return and principal value of an investment will fluctuate. Small and mid cap company 
stocks may be more volatile than stocks of larger, more established companies. The portfolios may invest in foreign securities  which are subject to additional risks 
such as currency fluctuations, political instability, differing financial standards and the potential for illiquid markets. The information provided in this letter should 
not be considered a recommendation to purchase or sell any particular security. U.S. Government securities are guaranteed as to timely payment of principal and 
interest only. Bonds are subject to market and interest risk; values are expected to decline as interest rates rise. Bonds may not be suitable for all investors and you 
should consider specific risks such as credit risk, default risk and volatility prior to investing. 
Performance shown is historical and is no guarantee of future results. Investing in securities carries risk including the possible loss of principal. 

Data as of 03/31/2023 ©2023 Morningstar, Inc. All Rights Reserved. The information contained herein: (1) is proprietary to Morningstar and/or its content providers; 
(2) may not be copied or distributed; and (3) is not warranted to be accurate, complete or timely. Neither Morningstar nor its content providers are responsible for 
any damages or losses arising from any use of this information. 
The BLOOMBERG PROFESSIONAL service, BLOOMBERG Data, and BLOOMBERG Order Management Systems (the ‘Services’) are owned and distributed locally 
by Bloomberg Finance L.P. (‘BFLP’) and its subsidiaries in all jurisdictions other than Argentina, Bermuda, China, India, Japan, Korea (the “BLP Countries”). BFLP is 
a wholly-owned subsidiary of Bloomberg L.P. (“BLP”). BLP provides BFLP with global marketing and operational support and service for the Services and distributes 
the Services either directly or through a non-BFLP subsidiary in the BLP Countries. The Services include electronic trading and order-routing services, which are 
available only to sophisticated institutional investors and only where the necessary legal clearances have been obtained. BFLP, BLP and their affiliates do not provide 
investment advice or guarantee the accuracy of prices or information in the Services. Nothing on the Services shall constitute an offering of financial instruments 
by BFLP, BLP or their affiliates. BLOOMBERG, BLOOMBERG PROFESSIONAL, BLOOMBERG MARKET, BLOOMBERG NEWS, BLOOMBERG ANYWHERE, 
BLOOMBERG TRADEBOOK, BLOOMBERG BONDTRADER, BLOOMBERG TELEVISION, BLOOMBERG RADIO, BLOOMBERG PRESS AND BLOOMBERG.
COM are trademarks and service marks of BFLP, a Delaware limited partnership, or its subsidiares.
Index Definitions:  U.S. Large Caps represented by the S&P 500 Index. U.S. Mid Caps represented by the Russell Midcap® Index. U.S. Small Caps represented by 
the Russell 2000 Index. International Developed Markets represented by the MSCI EAFE Index. Emerging Markets represented by the MSCI EM Index. Intermediate 
Term Bonds represented by the Bloomberg Intermediate Government/Credit Index. 
The S&P 500 Index is comprised of 500 U.S. stocks and is an indicator of the performance of the overall U.S. stock market. Standard & Poor’s Financial Services LLC, 
a division of S&P Global, is the source and owner of the registered trademarks related to the S&P 500 Index. The Russell 2000® Index measures the performance 
of the 2000 smallest companies in the Russell 3000® Index, representing approximately 8% of the total market capitalization of the Russell 3000. The Russell 1000® 

Value Index measures the performance of the Russell 1000 companies with lower price-to-book ratios and lower forecasted growth values. The Russell 1000® 

Growth Index measures the performance of the Russell 1000 companies with higher price-to-book ratios and higher forecasted growth values. The Russell Midcap® 
Index measures the performance of the 800 smallest companies in the Russell 1000, which represent approximately 25% of the total market capitalization of the 
Russell 1000. London Stock Exchange Group PLC and its group undertakings (collectively, the “LSE Group”). © LSE Group 2023. FTSE Russell is a trading name 
of certain LSE Group companies. “Russell®” is a trade mark of the relevant LSE Group companies and is used by any other LSE Group company under license. All 
rights in the FTSE Russell indexes or data vest in relevant LSE Group company which owns the index or the data. Neither LSE Group nor its licensors accept any 
liability for any errors or omissions in the indexes or data and no party may rely on any indexes or data contained in this communication. No further distribution of data 
from LSE Group is permitted without the relevant LSE Group company’s express written consent. The LSE Group does not promote/sponsor/endorse the content 
of this communication. The Morgan Stanley Capital International Europe, Australia and Far East (MSCI EAFE) Index is an unmanaged index composed of the 
stocks of approximately 1,000 companies traded on 20 stock exchanges from around the world, excluding the U.S., Canada, and Latin America. The Morgan Stanley 
Capital International Emerging Markets (MSCI EM) Index is a capitalization-weighted index of stocks from 26 emerging markets that only includes issues that 
may be traded by foreign investors. The reported returns reflect equities priced in US dollars and do not include the effects of reinvested dividends. The Bloomberg 
U.S. Corporate High Yield Index measures the U.S. dollar-denominated, high yield, fixed-rate corporate bond market. Securities are classified as high yield if the 
middle rating of Moody’s, Fitch and S&P is Ba1/BB+/BB+ or below. The Bloomberg Intermediate Government/Credit Index is an unmanaged index composed 
of debt securities with maturities from one to ten years issued or guaranteed by the U.S. Treasury, U.S. Government agencies, quasi-federal corporations and fixed 
rate dollar denominated SEC-registered corporate debt that are rated investment grade or higher by Moody’s Investors Service and Standard and Poor’s Corporation 
or Fitch Investor’s Service, in that order. The Bloomberg Municipal Index covers the U.S. dollar-denominated long-term tax exempt bond market. The Bloomberg 
U.S. Government/Credit Bond Index measures the non-securitized component of the U.S. Aggregate Index.  It includes investment grade, U.S. dollar-denominated, 
fixed-rate Treasuries, government-related and corporate securities. The Bloomberg U.S. 1-3 Year Government/Credit Index includes all medium and larger issues 
of U.S. government, investment-grade corporate, and investment-grade international dollar-denominated bonds that have maturities of between 1 and 3 years and are 
publicly issued. The Bloomberg U.S. 1-5 Year Government/Credit Index measures the performance of U.S. dollar-denominated U.S. Treasury bonds, government 
related bonds (i.e., U.S. and non-U.S. agencies, sovereign, quasi-sovereign, supranational and local authority debt) and investment grade U.S. corporate bonds that 
have a remaining maturity of greater than or equal to one year and less than five years. The Bloomberg Intermediate Corporate Index The Index measures the 
investment grade, fixed-rate, taxable corporate bond market. It includes USD denominated securities publicly issued by US and non-US industrial, utility and financial 
issuers. For a portfolio of bonds, average effective maturity is the weighted average of the maturities of the underlying bonds. The Bloomberg Intermediate US 
Govt/Credit Index is a broad-based flagship benchmark that measures the non-securitized component of the US Aggregate Index with less than 10 years to maturity. 
The ICE BofA US High Grade Corporate Master Index tracks the performance of US dollar denominated investment grade corporate debt publicly issued in the 
US domestic market. The ICE BofA US High Yield Master II Index is an unmanaged index comprised of over 1,200 high yield bonds representative of high yield 
bond markets as a whole. All information provided by ICE is owned by or licensed to ICE. ICE retains exclusive ownership of the ICE Indices, including the ICE 
BofAML Indexes, and the analytics used to create this analysis ICE may in its absolute discretion and without prior notice revise or terminate the ICE information, 
Indices and analytics at any time. The Bloomberg Municipal 1-10 Year Blend 1-12 Year Index measures the performance of short and intermediate components 
of the Municipal Bond Index — an unmanaged, market value-weighted index which covers the U.S. investment grade, tax-exempt bond market. A Treasury Index 
is an index based on recent auctions of U.S. Treasury bills and is commonly used as a benchmark when determining interest rates, such as mortgage rates. A High 
Grade Corporate Bond is believed to have a lower risk of default and receive higher ratings by the credit rating agencies. A Leveraged Loan is a type of loan that 
is extended to companies or individuals that already have considerable amounts of debt or poor credit history. A Municipal Bond, commonly known as a muni, is 
a bond issued by state or local governments, or entities they create such as authorities and special districts. A Convertible Security is a security—usually a bond 
or a preferred stock—that can be converted into a different security—typically shares of the company’s common stock. A Preferred Stock is a class of stock that 
is granted certain rights that differ from common stock. A Mortgage Master is an investment similar to a bond that consists of a bundle of home loans bought from 
the banks that issued them.
A security’s credit rating is the grade a rating agency assigns to indicate the risk of default and, in some cases, takes into consideration the potential loss to investors 
in the event of default. Further information and a more extensive discussion on credit ratings can be found at www.sec.gov/ocr. Users are cautioned that rating 
agencies may assign different meanings to similar terms.
An index is not available for direct investment; therefore its performance does not reflect the expenses, fees and taxes generally paid with the active management 
of an actual portfolio.


