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Inflation Improvements Stall in February

CPI Core CPI CPI (3mo) Core CPI (3mo)

• The “immaculate deflation” narrative ended abruptly at the 

beginning of February after a series of data points dashed 

hopes for an early end to the Federal Reserve’s hiking cycle. An 

unexpectedly strong jobs report followed by hot CPI and PPI 

prints threw cold water on the markets and led to a rapid 

repricing of interest rate expectations. 

• The Consumer Price Index technically only met expectations, but 

with a monthly headline number of +0.5% and core at +0.4%, 

this was still a hot report. The YoY rate fell less than expected 

and both headline and core now reveal an accelerating trend. 

The Producer Price Index inflation reported an upside miss, with 

the +0.7% headline nearly doubling an expected +0.4%. 

Optimists pointed to a fall in the annualized rate, neglecting that 

this was due to even higher prior year rates dropping out of the 

trailing 12-month period. Bond yields rose in response and the 

futures market began pricing a terminal Fed Funds Rate of 

nearly 5.4%, one that lies above the Fed’s last projection of 

5.1%. With the next Summary of Economic Projections due out 

in late March, the Fed’s projection is likely to meet or exceed 

current market expectations. 

• Consumption data also surprised to the upside last month. The 

January retail sales report was expected to show a rebound of 

+2%, in part due to a cold December and warm January; the 

actual report came in much higher at +3%. Retail sales are 

heavily geared towards goods spending and an unexpectedly 

strong January reading suggests that late Q4 weakness may have 

been influenced by unseasonable weather and an earlier holiday 

season, and/or a delay rather than reduction in spending. On 

one hand, with the first GDP revision showing Q4 consumption 

even weaker and inventory buildup higher than initially 

estimated, strong consumer demand should allow Q1 growth to 

be better than feared; on the other, this is hardly welcome news 

to a Federal Reserve looking for inflation to fall.   

• January’s PCE report offered evidence of a rebound in spending 

and an uptick in inflation, with expenditures rising +1.1% in real 

terms, and the PCE Deflator (the Fed’s preferred inflation gauge) 

surprising, with headline and core both +0.6%. The December 

headline number was revised from +0.1% to +0.2%, and core 

from +0.3% to +0.4%, figures that suggest inflation was slightly 

hotter than previously thought. Unlike CPI and PPI, these 

increases were large enough to trump base effects, and annual 

numbers both rose. 

• Another reason we expect Fed policy to lean hawkish in the next 

few months came with the resignation of FOMC Vice Chair Lael 

Brainard after President Biden nominated her to head the 

National Economic Council. In her absence, Cleveland Fed 

President Loretta Mester will be a voting member until a 

nominee is confirmed. Mester is considered more hawkish than 

Brainard, and she (along with non-voting member James Bullard) 

have indicated that a 50bps hike in February would have been 

appropriate. 

• Treasury yields exceeded 5% last month for the first time since 

the Great Financial Crisis when T-Bills maturing in late August 

(around the time Treasury expects to hit the debt ceiling) rose 

above this symbolic level. This maturity is trading at a modest 

premium to bills maturing immediately before and after, a 

pricing dynamic we feel suggests the market expects debt ceiling 

brinksmanship, but that a deal will eventually be reached. 
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EQUITY NEWS AND NOTES

A LOOK AT THE MARKETS

• February saw stocks give back some of January’s gains as the 
S&P 500 fell over the final three weeks, producing a -2.6% 
monthly decline. The loss reduces the YTD gain to +3.4%, 
although the index remains 11% above its October 2022 low. 
Amid this volatility styles shifted with Nasdaq outperforming, 
falling a more modest -1.1%, whereas the DJIA was hit hardest at 
-4.2%. Technology was the only sector able to eke out a gain in 
February, whereas last year’s relative winners, Energy and 
Utilities, were laggards.

• Repricing the future path of rate hikes was the theme of the 
month, which made the growth style’s outperformance 
somewhat surprising. Going into last month, markets has been 
interpreting easing inflation readings as suggesting that rates 
would plateau and subsequently begin receding, and that the 
odds of a soft landing were increasing. However, the latest 
PPI/CPI/PCE readings threw cold water on that notion by 
reminding investors that the disinflationary road will not be a 
smooth one given that inflation remains sticky. 

• Stronger than expected economic data proved to be a double-
edged sword with real consumer spending (~68% of GDP) 
coming in at +1.8% for January, the highest since March 2021, 
and retail sales handily beating expectations. Those data points 
coupled with a still tight labor market collectively support the 
Fed’s “higher for longer” message. 

• Expectations for the Fed’s terminal rate subsequently moved 
from 4.9% to 5.4%, two hikes higher than previously priced. Yield 
moves in the back end of the curve were even more dramatic as 
the market now expects an end-of-2023 Fed Funds rate closer to 
5.3% vs. 4.5% at the end of January. With the market trading 
above the Fed’s last Summary of Economic Projections (5.0-
5.25%), it will be interesting to see if Fed dialogue continues to 
lean hawkish or begins to strike a more neutral tone. 

• Given a stark change in monetary policy expectations, February’s 
price action felt like 2022 in that there were few places to hide. 
The 2Yr UST yield rose 60bps to its highest level since 2007, the 
10Yr increased 40bps, and the US Dollar was up four 
consecutive weeks. These bearish factors pressured risk assets 
and led to negative fixed income and equity returns. Even 
commodities have felt the pain of higher rates and weakening 
economic expectations with oil down 8 of the past 9 months.

• As referenced above, a notable distinction in last month’s “risk 
off” environment was found within the equity market. Large 
Value trounced Large Growth by over 20% in 2022, yet 
February’s performance flipped with Growth beating Value by 
2.4%, raising the Growth style’s YTD outperformance to +5.8%. 
We see this trend as a not-so-subtle indication that last year’s 
repricing downward of high-profile growth names may have 
nearly run its course. This further supports our decision not to 
abandon growth names despite their underperformance last 
year, and we maintain focused on quality growth at a 
reasonable price.

• The market’s “wall of worry” has several components beyond 
the Fed, interest rates, and the economy. Geopolitical tensions 
flared again in February as US-China relations chilled and Putin 
reupped on the war in Ukraine. Domestically, the debt ceiling is 
very likely to remain a headwind at least through the summer.  

• Fundamentally, we are emphasizing corporate earnings and 
recognize that the latest results have been underwhelming. The 
earnings beat rate, beat margin, and overall growth (-4.8%) were 
all weaker than average and more companies than usual lowered 
guidance for the coming quarter. That said, market reaction to 
earnings misses was reassuring, signaling that investors may 
have already priced in a good degree of weakness. The market is 
a forward-looking animal, although a worse than expected 
economic slowdown could put more downward pressure on 
estimates than is currently reflected in valuations. This is a 
dynamic to which we are acutely attuned. 

• With the market under pressure, it was good to see the S&P 500 
hold its 200-day moving average at 3,940. In addition to an 
improving technical pattern, seasonality is also with us as the 
market moves out of what has historically been a challenging 
time. With Q4’s earnings in the rearview mirror, we will be 
looking at important upcoming releases led by the jobs report on 
3/10, February’s CPI reveal on 3/14, and then another FOMC 
meeting on 3/22. 
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• Investment grade credit spreads remained largely range bound 
in February. The Bloomberg US Corporate Bond Index began the 
month at a YTD low OAS of 115bps before ticking higher to 
124bps at month’s end. A large move higher in US Treasury 
yields caused the overall monthly return on the Index to fall by    
-3.18%, although corporate spreads in isolation only lagged by    
-0.54% and have posted positive excess returns of +0.61% YTD. 
Longer duration underperformed intermediate bonds with 7 to 
10-year issues being the best performing maturity range, a 
move supportive of our preference for intermediate duration. 
Our high-quality credit bias has also been rewarded as A rated 
credits have held in nicely. 

• The primary market is still firing on all cylinders with a record 
$150.9 billion of new issuance recorded in February, 
comfortably outpacing the prior record of $113.0 billion 
(February 2021) and raising YTD issuance to $294.8 billion. Just 
over 40% of this year’s new supply has come from the financial 
sector and close to 60% has come to market with maturities 
inside of 10 years. New issue concession averages have 
increased of late after being significantly lower than 2021’s 
average. Recent deals were priced a modest 20-25 bps lower 
than initial price talk, a signal that demand for high quality 
taxable bonds largely remains intact. We expect primary 
market activity to be sustained, although issuers will be vigilant 
about the timing of when they come to market.

• IG fund flows were positive $3.6 billion on the month bringing 
the YTD total to $14.8 billion, another factor positively 
influencing spreads. High Yield flows have not faired as well with 
-$9.5 billion of outflows over the same time period and a 
massive -$6.1 billion leaving over the last week. For now, quality 
is a corporate risk factor in favor. 

• The Municipal market is highly influenced by technical factors, 
and February brought declining primary market issuance, as new 
supply trailed 2022 levels by 40%. Coupled with demand 
supported by cash flow from January bond maturities, municipal 
ratios have declined to atypically low levels with the 10-year 
ratio resting at 66.4% as of March 3rd.   

• The yield curve inversion deepened in February with 2-year 
AAAs at 3.17% compared to 10-year yields of only 2.64%. Given 
minimal issuance and an atypical curve structure, we recently 
made purchases on the shorter end (2024 & 2025) of our usual 
intermediate strategy buying range. The belly of the curve is 
relatively rich, and we are simultaneously seeking opportunities 
to complement these shorter positions by adding duration 
through selective buys longer on the curve. Given the 
persistence of inflationary pressures and the Fed’s 
determination to dampen it, we also believe interest rates will 
remain elevated for the time being and see March as an 
opportunity to build out the longer duration portion of our 
portfolios. 

• March and April are normally characterized by fewer bond 
maturities than other times during the year. Reduced cash 
coming back into the market from maturities should alleviate 
some recent buying pressure, especially on the front end of the 
curve.  

• The SIFMA Municipal Swap Index, a 7-day high grade index 
comprised of tax-exempt VRDN reset rates, began February with 
a yield of 1.87% before doubling on technical pressure over the 
course of a week to yield 3.74%. By mid-February, rates had 
bumped up slightly to 3.98% before receding at month’s end to 
3.42%. We expect SIFMA yields to continue to decline and 
move closer to 65-70% of Fed Funds.  
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FINANCIAL PLANNING PERSPECTIVES

WOMEN’S HISTORY MONTH: WEALTH, LEGACY AND THE FUTURE

*Women as the next wave of growth in US wealth management, McKinsey & Co. 
**Fidelity Investments® 2021 Women and Investing Study.

68% feel confident managing the 
household budget, although only 
19% feel confident selecting 
investments that align with their 
goals**

86% of women agree that having 
their investments managed by 
professionals makes life less 
stressful**

Women control $10.9 
trillion or 31.% of assets in 
the US*

The reality is that “by 2030, American women are expected to control much of the $30 trillion in financial assets that baby boomers 
will possess—a potential wealth transfer of such magnitude that it approaches the annual GDP of the United States.”* This paradigm 
shift demands that women possess the tools needed to effectively manage their financial lives. Fidelity’s recent study revealed that 
roughly 77% of women indicated that they believe if they had a financial advisor to help them invest, they would feel more confident in 
their financial future. Please reach out to your Portfolio Manager should you have any thoughts or questions. 

If you are interested in learning more about this topic, Appleton hosted a webinar in December 2020 entitled Women and Financial 
Planning: Taking Control of Wealth and Legacy that can be found on the Private Client Services section of our website.

• Educate: Education is the first step in empowering our female clients as they make important financial decisions. In a recent 
study from Fidelity, over half of women reported feeling confident managing day-to-day finances as the “CFO” of their 
household, although less than one fifth feel confident selecting investments aligned with their goals. By comparison, only a 
quarter of affluent women say they are comfortable making investment and savings-related decisions on their own, 15% less 
than men. We prioritize educating our female clients on investments and how these decisions impact their overall financial 
picture.

• Serve: Serving the needs of female clients can be different relative to male led relationships. Women have longer life 
expectancies than men, on average by about 5 years in the US and married women typically outlive their partners. When 
planning for the needs of female clients, we often factor in a longer time horizon, higher healthcare costs, and a potentially 
greater need for long term care. Women are also 10% more likely to report being concerned about outliving their assets.*

Better serving the needs of our married female clients requires involving both spouses at the onset of a relationship as a 
means of aligning asset allocation with the female client’s life expectancy and risk tolerance, not just that of their male 
counterpart. We also often emphasize the importance of involving children and/or grandchildren so they can become more 
comfortable with their family’s financial goals and plans and how their own investments or savings may change as life stage 
needs evolve. Personalization, goals-orientation, and active collaboration are relationship attributes we stress.

• Mentor & Promote: We also strive to help our female colleagues within Appleton build professional relationships that can 
help them over the course of their careers.  Wealth management has historically been male centric as only 33% of Financial 
Advisors were female as of 2018. Mentorship and guidance can help to empower more women to enter and achieve success 
in the industry. Appleton offers all employees opportunities for education and professional advancement and strives to 
achieve equitable representation at all levels of the organization. Additionally, in conjunction with our Corporate Community 
Program, we intend to support organizations focused on assisting women and girls gain access to financial independence.

In celebration of Women’s History Month and International Women’s Day on March 8th, we highlight an initiative at Appleton Partners 
that aims to educate, serve, mentor, and promote the needs of our female clients and colleagues. The financial needs of women not only 
differ considerably from one person to the next, they are also distinct from other demographic groups.   

It is important to understand the dynamics female investors face for several reasons. Statistically, women live longer and make less money 
than their male colleagues. Further, women are generally underrepresented and often lack effective mentorship in finance.  Women may 
need greater information, resources, and skill development to make sure the pay gap does not become a long-term wealth gap. At 
Appleton, we strive to understand these financial issues and aim to promote financial confidence and preparedness at each stage of a 
woman’s life.

https://www.mckinsey.com/industries/financial-services/our-insights/women-as-the-next-wave-of-growth-in-us-wealth-management
https://www.fidelity.com/bin-public/060_www_fidelity_com/documents/about-fidelity/FidelityInvestmentsWomen&InvestingStudy2021.pdf
https://www.appletonpartners.com/webinar/women-financial-planning-taking-control-of-wealth-and-legacy/
https://www.appletonpartners.com/webinar/women-financial-planning-taking-control-of-wealth-and-legacy/


APPLETON REVIEW AND OUTLOOK

MARCH 2023
PRIVATE CLIENT SERVICES

ONE POST OFFICE SQ. BOSTON, MA 02109   TEL. 617.338.0700 WWW.APPLETONPARTNERS.COM

This commentary reflects the opinions of Appleton Partners based on information that we believe to be reliable. It is intended for informational purposes only,
and not to suggest any specific performance or results, nor should it be considered investment, financial, tax or other professional advice. It is not an offer or
solicitation. Views regarding the economy, securities markets or other specialized areas, like all predictors of future events, cannot be guaranteed to be
accurate and may result in economic loss to the investor. While the Adviser believes the outside data sources cited to be credible, it has not independently
verified the correctness of any of their inputs or calculations and, therefore, does not warranty the accuracy of any third-party sources or information. Specific
securities identified and described may or may not be held in portfolios managed by the Adviser and do not represent all of the securities purchased, sold, or
recommended for advisory clients. The reader should not assume that investments in the securities identified and discussed are, were or will be
profitable. Any securities identified were selected for illustrative purposes only, as a vehicle for demonstrating investment analysis and decision making.
Investment process, strategies, philosophies, allocations, performance composition, target characteristics and other parameters are current as of the date
indicated and are subject to change without prior notice. Registration with the SEC should not be construed as an endorsement or an indicator of investment
skill acumen or experience. Investments in securities are not insured, protected or guaranteed and may result in loss of income and/or principal.

APPLETON PARTNERS, INC. 

• Founded in 1986 and located in Boston, MA

• 100% employee owned and operated 

• Collaborative, team-oriented culture marked by personnel continuity

• Professional staff of 58 dedicated to supporting all aspects of our clients’ 
financial lives

• Personalized, high-touch service backed by recognized asset 
management expertise 

• Entrusted with nearly $12.3 billion of client assets (as of 2/28/23)

• Private client services should be customized and objective-based 

• Transparency and accessibility are core Appleton commitments

• Goal-oriented and risk sensitive growth, income and tax efficiency are 
integral to our portfolio management approach

• Our active investment strategies emphasize liquidity and flexibility

• Separate accounts are best suited to meeting specific 
investment objectives

• Qualitative insight and deep proprietary research can uncover attractive 
investment opportunities

OUR DEFINING

BELIEFS

OUR HERITAGE
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