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• While one month does not make a trend, July was a very good 
one for US economic releases and the Federal Reserve’s fight 
against inflation. Both CPI and PCE both showed improvement, 
with the headline CPI and PCE garnering much attention for 
falling to +3.0%, just above the Fed’s +2% annual target. Markets 
were ebullient.  

• Q2 GDP followed suit, coming in at +2.4% vs. consensus 
expectations of +1.8%. The list of underlying components 
showing strength was broad. Notably, final sales to private 
domestic purchasers tracked the headline closely at +2.3%, 
implying robust underlying demand. The PCE price deflator was 
also milder than expected, with core two-tenths below 
expectations at +3.8%. While this is still too high for the Fed, in 
many ways the release felt like a Goldilocks report after two 
years of flirting with stagflation.

• But, this is the crux of the problem; inflation may have 
moderated, but not for sustainable reasons, and not by 
enough. Much of the improvement in headline has been the 
combination of favorable base effects, which are now behind us, 
and falling commodity prices, which appear to have bottomed 
out over the past two months and are now rising. Core is still too 
high, with CPI at +4.8% and PCE at +4.1%, and progress to date 
has been slow. We expect headline inflation to start rising back 
towards core, absent a fundamental shift in consumer behavior.

• Fed Governor Chris Waller laid out a two-pronged argument in 
July on why the “long and variable lags” of monetary policy may 
be shorter than in years past and largely behind us. First, the 
Fed’s transparency around forward guidance led to markets 
beginning to tighten in advance of rate hikes, and second, with 
the speed at which rates were hiked, in 50 and 75bp increments, 
households and businesses were forced to respond faster to 
changing credit conditions. This is a credible argument and 
another reason why we expect further hikes will be necessary. 

• In his July press conference, Powell remained carefully 
noncommittal on rate policy, stressing that the Fed will remain 
data dependent as they assess a September decision. Markets 
interpreted that as favoring a skip and now assess the chance of 
hiking at only one-in-six. We think that may be misguided for 
two reasons; the Jackson Hole conference in August creates a 
natural skip in the Fed’s calendar anyway and, for the reasons 
discussed above, we expect inflation to reaccelerate.

• However, we also believe a cyclical peak of longer-term rates is 
near. The 10Yr UST has remained rangebound with only short 
deviations outside 3.50-4.00% for the past nine months, and 
short-term rate increases have recently led to greater curve 
inversion. With the market positioned for a Fed now on hold, a 
more aggressive Fed willing to risk recession to tame inflation 
suggests the next move in long rates is more likely downwards 
than upwards, on lower forward inflation and growth 
expectations. 

• A risk we remain vigilant about is the prospect of substantial 
Chinese stimulus spending. The country’s growth continues to 
stall, with GDP falling to +0.8% for the quarter and +6.4% for the 
trailing 12-month period in the government’s official reporting. 
After a slate of mild rule tweaks intended to stimulate growth 
failed to impress markets, we think significant stimulus spending 
is a possibility, and would expect to see spillover inflationary 
impacts on the rest of the world economy. 

• Fitch downgraded US long-term debt from AAA to AA+ on August 
1st. While newsworthy, the US Treasury bond is still the safest 
and most liquid asset in the global financial system, and we do 
not expect to see much market impact. At the August 2nd close, 
yields were only modestly higher, with the 10Yr rising 5bps on a 
day that also saw a strong ADP jobs report.  
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EQUITY NEWS AND NOTES

• A LOOK AT THE MARKETS

A Remarkable Rally Persists

• Stocks continued to march higher in July as the S&P 500 and 
Nasdaq pushed their monthly winning streaks to five. The cap 
weighted S&P 500 gained +3.2% to bring its YTD total return to 
+20.6%, marking the best initial seven months since 1997. The 
Nasdaq gained +4.1%, raising YTD total return to a formidable 
+37.7%, the strongest start to a year since 1975. Not to be 
outdone, the DJIA (+3.4%) posted a 13-day winning streak this 
month, while the small cap-oriented Russell 2000 (+6.1%) was 
the top performer for the second month in a row.

• The path of least resistance remained to the upside in July driven 
by positive economic data. Notably, Q2 GDP grew +2.4% (vs. 
+1.8% expected) and consumer confidence hit a two-year high. 
Amid growing hopes for an economic soft-landing, cyclical 
pockets of the market outperformed, particularly over the 
second half of July. Energy, Materials, and Financials led, with 
Energy the standout at +7.3%. Though all 11 sectors were 
positive, defensive sectors (Healthcare, Utilities, and Consumer 
Staples) were relative laggards. Should this cyclical rotation 
persist, it could translate into outperformance for small-caps and 
emerging markets, as both sectors have more cyclical exposure 
than the S&P 500 and Nasdaq.

• Despite another 0.25% hike that raised Fed Funds to its highest 
level in 22 years, investors have seemingly embraced a “peak-
Fed” mindset that has bid up stocks. The latest CPI report 
showed softer-than-expected headline and core readings, while 
the Employment Cost Index grew at its slowest pace (+1%) in two 
years. Core PCE (+4.1%) was the lowest since Sept 2021 and is 
now only 0.2% away from the Fed’s 2023 forecast of 3.9%. 
Nonetheless, work remains to be done on the inflation front 
and the “last mile” is likely going to be the most challenging. 
However, the market is now pricing in a Fed pause with the CME 
futures market price peaking at only ~33% of a hike at the 
November meeting.  

A Skeptical Response to Earnings

• Q2 earnings season was just over halfway completed at the end 
of July and results to date have been mixed. Beat rates are 
trending well at 80% for earnings and 64% for revenues, yet the 
blended earnings growth rate for Q2 of -7.3% fell below June 
30th expectations of -7.0%. Although mega cap tech stocks have 
helped drive index returns higher, investors have generally 
been selling the average company’s earnings news. Companies 
beating expectations have traded down -0.2% around 
announcements, while those missing have fallen an average of    
-0.7% over the two days before and after the report. We believe 
these negative reactions, even on earnings beats, is symptomatic 
of a market with lofty valuation that has defied expectations. The 
S&P 500 traded at a 19.4x forward P/E as of July 31st, above the 
5-year average of 18.6x and the 10-year average of 17.4x. We 
emphasize though that valuation in a vacuum has historically 
been a poor market timing tool and has demonstrated very low 
short-term correlation with forward returns. Nonetheless, a 
resumption of earnings growth in the back half of 2023 and into 
2024 is needed to justify today’s valuations. Until then, the 
margin for error for individual stocks and the market is thin.

Contrasting Narratives and a Sobering Seasonality Dynamic

• For now, the bullish narrative revolves around peak inflation, 
peak Fed, hopes for a soft landing, better-than-feared earnings, a 
resilient US consumer, a tight labor market, stabilizing housing, 
and a record $5.5 trillion parked in money market funds. Bears 
point to a Fed that continues to signal that rates will be “higher 
for longer”, ongoing quantitative tightening, pockets of sticky 
inflation, stretched valuations, and hot sentiment as reasons for 
caution. We’d add seasonality as August and September have 
historically been the weakest market months, particularly in pre-
election years. Additionally, when the market has been this 
strong through July (+17.5% or greater), August has only been 
higher 3 out of 11 times with an average decline of -1.1%. The 
market could benefit from a bit of consolidation and the 
calendar might have given it the perfect excuse.

Source:  Macrotrends Source: Carson Investment Research

After 11 Hikes in 12 Meetings, the Market Is Signaling A Pause
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• Municipal bond performance was positive for July, and we are 
expecting that to continue during August. Negative net supply 
will most likely increase this month with $48 billion coming back 
to investors via maturities and a 30-day visible supply calendar of 
$13.6 billion. Of that anticipated supply, $11.3 billion is being 
issued during the first week of August. These technical factors, 
including 11 weeks of consistent positive fund flows, are 
keeping municipal ratios rich, with the 10-year Muni/UST yield 
ratio ending July at 65%, as compared to a 12-month moving 
average of 72%. 

• As highlighted in the chart, August has been the third highest 
issuance month over the past 10 years. This year’s lack of new 
supply will likely change that trend and can be attributed to both 
the rising rate environment, as well as state and local 
governments maintaining significant federal aid left over from 
pandemic relief. Many municipalities and states without acute 
funding needs are holding off on issuing new debt. Accordingly, 
overall YTD issuance is down 16% from the same period of 
2022, a dynamic that has bolstered secondary market pricing 
and created oversubscription of most primary market offerings. 

• Yields were more volatile towards the end of July in anticipation 
of a Fed decision to raise rates again. Over the course of the 
month, the front end of the curve saw yields rise between 6 
and 12bps, while the belly to long-end of the curve was up only 
1 – 3bps, exacerbating a highly atypical tax-exempt curve 
inversion. Municipals were slower to react after the July Fed 

meeting than Treasuries, in large part given favorable market 
technical factors.

• We are finding opportunities in 9 to 12-year maturities, the 
longer portion of our intermediate buying range, as front-end 
ratios have dipped below 60%. Curve inversion has also 
prompted us to complement relatively high short yields with 
some longer issues as a means of maintaining duration targets in 
our intermediate portfolios. A sluggish new issuance calendar 
increases the need to seek attractive relative value in the 
secondary market.
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MUNICIPAL MARKETS

CORPORATE AND TREASURY MARKETS
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• Fund flows remained strong over the month of July. Through the 
26th, Lipper reported that US IG Corporate mutual funds had 
experienced 8 consecutive weeks of inflows totaling $13.1 
billion. Investor appetite for high grade corporate credit has 
strengthened with a slate of strong economic data greatly 
reducing market fears of a US recession, at least for the time 
being. 

• Issuers have responded to improving sentiment and sustained 
demand. July issuance was stronger than expected, as the 
more than $88 billion of new deals pricing comfortably 
exceeded initial dealer expectations of $75 billion. Issuance 
had been at risk of missing expectations before $19.5 billion 
priced on the last day of the month, right after a strong GDP 
print. This represents the largest single day of issuance since 
June.

• Regulators unveiled sweeping new capital rules for banks with 
assets over $100 billion at the end of July, to align US regulation 
with the international Basel III rules. The rules would result in 
an estimated 16% increase in regulatory capital, while forcing 
banks to carry high quality liquid assets at market value rather 
than book value when calculating capital ratios (currently only 
a requirement for institutions over $250 billion). The majority of 
banks assessed already have adequate capital to meet these 

new requirements but would have higher barriers to distributing 
capital to shareholders. From a bondholder perspective, we see 
this development as positive, even though the rules would 
likely weigh somewhat on profitability. If adopted, a three-year 
transition period would begin on July 1, 2025. 
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FINANCIAL PLANNING PERSPECTIVES 

COLLEGE FINANCING OPTIONS FOR STUDENTS AND PARENTS

As the cost of higher education continues to rise, evaluating potential financing 

options becomes ever more important. Many avenues exist, each introducing 

specific terms and financial tradeoffs. 

The pursuit of higher education should not be limited by financial constraints. Fortunately, many options exist to help families develop a 
comprehensive, personalized financing strategy.  

Scholarships Merit-based or need-based awards granted to students based on criteria such as academic achievement, 
leadership qualities, and community involvement. They are offered by colleges, universities, private foundations, 
corporations, community organizations, and government agencies. Scholarships do not require repayment, 
making them a very attractive option should one qualify.

529 plans State-sponsored, tax-advantaged savings plans. 529 College Savings Plans allow families to grow account 
earnings on a tax-free basis and qualified withdrawals are also tax-free. 529 Prepaid Tuition Plans allow for 
prepayment of future tuition at current prices. 

529 plans are not limited to in-state schools, although contributions may be eligible for state tax deductions or 
credits in some states. Furthermore, anyone can contribute towards your child’s 529 plan and contribution limits 
are also higher than most other financing options (currently up to $85,000 for an individual).  

Roth IRAs Primarily designed for retirement savings, but they can also be used for education expenses. Contributions to a 
Roth IRA can be withdrawn penalty-free for qualified education expenses, although early withdrawals may 
impact retirement savings. 

Uniform Transfers to 
Minors Act (UTMA) and 
Uniform Gifts to Minors 
Act (UGMA) 

Custodial accounts that allow parents to save and invest for their child's benefit. Once the child reaches the age 
of majority (usually 18 or 21, depending on the state), they gain control of the account and can use the funds for 
education or other purposes.

Coverdell Education 
Savings Accounts (ESAs) 

Designed to save for educational expenses. Contributions are not tax-deductible, although earnings grow tax-
free, and withdrawals are also not taxed when used for qualified education expenses. A downside is that annual 
contributions are limited to $2,000. 

Series EE bonds and 
Series I bonds 

Savings bonds issued by the Department of Treasury. Series EE bonds have a fixed interest rate, while Series I 
bonds combine a fixed rate and an inflation adjustment. Interest may be tax-free if used for qualified education 
expenses, subject to certain eligibility criteria.

A Range of Financing Options

Free Application for 
Federal Student Aid 
(FAFSA) 

Serves as the gateway to a wide range of financial aid programs. The FAFSA collects detailed information about 
individual and family financial situations as a means of calculating the Expected Family Contribution (EFC), or 
the amount a family is expected to contribute to their student's education.  

Federal Work-Study 
Programs 

Provide part-time job opportunities to undergraduate and graduate students with financial need. 

PLUS Loans Federal loans made available to graduate students and parents of dependent undergraduate students. These 
loans are not based on financial need, although creditworthiness is considered.

Direct Subsidized Loans Needs based federal undergraduate student loans. The government pays loan interest while students are in 
school at least half-time and during certain deferment periods.

Direct Unsubsidized 
Loans 

Federal student loans for undergraduate and graduate students that are independent of financial need. Interest 
accrues from the time loans are disbursed.

Pell Grants Federal grants awarded by the Department of Education to undergraduate students with exceptional financial 
need. Pell Grant amounts are determined based on a student's EFC and do not need to be repaid.

Federally Sponsored Programs Can Complement Private Savings 
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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 $11.96 billion of client assets (as of 8/1/23)

• 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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