
APPLETON REVIEW AND OUTLOOK

MAY 2023
PRIVATE CLIENT SERVICES

INSIGHTS & OBSERVATIONS

ECONOMIC, PUBLIC POLICY, AND FED DEVELOPMENTS

INSIGHTS & OBSERVATIONS

Source: American Auto Association, Bloomberg Source: Bureau of Economic Analysis, Appleton Partners, Inc.
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Oil and Gas Prices Should Boost April Headline 
Inflation ($)
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Strong Personal Consumption in GDP Masked By 
Inventory Drop (% change)

Personal Consumption Expenditures Change in Private Inventory Other

• Q1 GDP missed, +1.1% vs. +1.9%, yet below the surface it was a 
fairly strong report. After a persistent build-up over the last two 
years, a sizable drop in inventory levels detracted 2.26% from 
quarterly growth as consumption exceeded production. 
Underlying consumer demand was very solid; personal 
consumption rose a robust 3.7%, while final sales to private 
domestic purchasers grew 2.9%. Both values are the highest 
since the first half of 2021, a period marked by the post-Covid 
reopening trade. While this report covered a period largely 
before the banking sector turmoil, it suggests the economy was 
on solid footing at that time. 

• A point in March’s inflation reports worthy of attention is the 
impact of oil and gas price fluctuations on the headline numbers. 
While low headline inflation was embraced by bulls in March 
(notably, headline PPI fell a whopping -0.5%), those figures were 
pulled down as oil prices fell steeply at the end of February; the 
release notes energy inflation was responsible for 80% of the 
decline. Prices recovered late in March and are now at or above 
prevailing YTD levels. Gas prices failed to match the depth of 
March’s oil decline but rose in line in April as well. With inflation 
based on a monthly average of prices, recent improvements in 
headline inflation should more than reverse in April. The 
Federal Reserve will look through headline inflation to the core 
and “super-core” numbers, although these headline inflation 
accelerations may still impact the market narrative.  

• The market is now paying more attention to the debt ceiling 
fight. While Speaker McCarthy’s bill passing the House would 
normally be encouraging, it would roll back much of the Biden 
Administration’s legislative accomplishments in return for a 
mere nine-month extension. It will not survive the Senate or a 

Presidential veto, and with a final vote of 217-215, McCarthy has 
little room to maneuver. Secretary Yellen updated her debt 
ceiling deadline estimate to early June; if the Treasury can 
stretch this to the middle of the month corporate tax receipts 
will buy additional time, but with Congress in session for only 
two weeks in May the risks of a misstep are higher than the 
market now appreciates.

• The May FOMC meeting went largely as expected, with the 
Federal Reserve hiking rates by 0.25% to 5.00-5.25%. The 
accompanying statement opened the door for a pause in June, 
though in his press conference Chairman Powell stressed no 
decision had been made and that assessing bank turmoil-related 
credit tightening would be important going forward. After a 
lengthy hiking campaign, the Fed has become data dependent. 
Markets expect a pause, followed by three cuts before year-
end; we expect a hotter economy than consensus for the 
reasons outlined above and would not rule out a further hike.

• We also don’t expect the Fed to cut even if a recession 
materializes, simply because they have indicated they won’t. The 
March FOMC Summary of Economic Projections called for 0.4% 
GDP growth in 2023, and with Q1 forecasted at over 2% at that 
time, mathematically this indicates negative growth later in the 
year. However, this forecast did not stop the Fed from hiking in 
both March and May, and in an otherwise placid press 
conference Powell pushed back aggressively on the possibility of 
rate cuts in 2023. The Fed has been explicitly targeting demand 
destruction for some time as a means of sustainably dampening 
inflation; it does not make sense to expect that a weakening 
economy would cause them to change course. Every other time 
the market and the Fed have disagreed over this cycle, the Fed 
eventually won; we expect the same to happen here.
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EQUITY NEWS AND NOTES

A LOOK AT THE MARKETS

• US equities rallied in April as the S&P 500 gained +1.5% to raise 
YTD total return to +9.2%. The DJIA, which trailed the S&P 500 
through Q1, outperformed (+2.5%) while the Nasdaq, the YTD 
leader, finished the month unchanged. Sector performance was 
mixed with tight dispersion and no discernable pattern between 
growth/value or cyclical/defensive. Only 3 out of 11 sectors closed 
lower (Industrials, Consumer Discretionary, and Materials), while 
Communication Services and Consumer Staples led. Notably, 
large-cap value stocks outperformed their growth counterparts in 
April for the first time this year (+1.4% vs. +0.9%).

• While headline risks bubbled to the surface, April’s underlying 
price action was relatively muted. The VIX ended at 15.8, its 
lowest level since November 2021 and well below the recent 
average of 24.4. Only one day in April had posted > +/- 1% move 
until the final week when two such days occurred. For context, 
the first 3 months of the year saw 29 of 62 trading days breach 
the +/-1% threshold and we have not had a month with 3 or fewer 
>1% days since November of 2021. We expect this relative calm 
to be broken due to the May 3rd FOMC meeting and the debt 
ceiling debate heating up.

• A significant market outlook variable lies with earnings growth. 
CY2023 S&P 500 estimates have stabilized around $220/share 
largely due to a better-than-feared Q1 season. With over half 
reporting, 77% of companies have beaten consensus expectations 
and by an average margin of +6.9%. That has raised the blended 
earnings growth rate from -6.7% at the beginning of Q3 to a 
current expectation of -3.7%. Tech bellwethers such as AMZN, 
MSFT, and GOOG have been big contributors and all eyes are now 
on AAPL. These companies stand to benefit as defensive plays 
provided their profitability endures over the course of an 
economic slowdown. 

• Investors looked past much of the banking sector turmoil which 
crested in mid-March and carried on throughout April. First 
Republic (FRC) recently became the latest bank failure and further 
fallout remains possible. We believe the issues at SVB, Signature 
Bank, and FRC are not systemic and anticipate that regulators 
will continue to ring fence depositors. The Fed is acutely aware 
of contagion risks, although they simultaneously are focused on 
broader financial conditions and the need to maintain inflation 
vigilance. Nonetheless, the entirety of the tightening cycle 
coupled with questions surrounding the health of regional banks 
may afford the Fed the rationale needed to signal a pause in its 
rate-hiking campaign. Historically, stocks have behaved well 
following the end of a hiking cycle. We do not want the Fed to be 
forced into later quickly reversing course and would prefer to see 
a pause to assess the impact of higher rates and tighter credit on 
the economy. 

• The adage of “sell in May and go away” has not held true over the 
past decade with stocks rising 9 of the past 10 years. May has 
gotten off to a rocky start and there are plenty of potential 
catalysts for movement in either direction. We are focusing on 
the remainder of earnings season with an eye on company 
outlooks. We are also closely following the labor market for signs 
of a slowdown, as post-pandemic tightness has been a pillar of 
consumer strength. Finally, the debt ceiling debate is heating up 
as we move closer to deadline dates. Given economic concerns, 
the effect of Fed policy, banking turmoil, and with elections 
around the corner, we expect politicians to move past 
brinksmanship and get a deal done, hopefully sooner rather than 
later.

Source:  Bloomberg Source:  Carson Investment Research, Bloomberg (5/2/2023)

Date
Fed Funds Rate 

(Upper Band)
1 Month 3 Months 6 Months 12 Months

7/5/1974 12.0% -5.2% -25.6% -15.5% 12.8%

2/15/1980 20.0% -9.8% -7.0% 8.9% 10.7%

7/8/1981 20.5% 3.4% -7.0% -7.1% -16.4%

2/18/1982 17.0% -2.8% 0.9% -4.6% 30.3%

6/25/1984 13.0% -3.3% 7.3% 7.5% 22.8%

2/24/1989 11.5% 1.6% 11.2% 22.4% 12.9%

2/1/1995 6.0% 3.2% 10.6% 18.8% 35.2%

5/16/2000 6.5% 0.9% 1.3% -7.8% -12.4%

6/29/2006 5.3% 0.3% 5.2% 11.9% 19.4%

12/19/2018 2.5% 5.0% 11.7% 17.7% 27.9%

Average -0.7% 0.9% 5.2% 14.3%

Median 60.0% 3.2% 8.2% 16.1%

% Higher 60.0% 70.0% 60.0% 80.0%

S&P 500 Returns

Final Federal Reserve Bank Hike In a Tightening Cycle
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• After yields fell throughout the first half of April, the market 
significantly corrected towards the end of the month. This was 
not surprising given that rich Muni/UST ratios have been 
persistent for some time. Markets were further aggravated by an 
increase in net outflows (-$5.9B YTD), elevated supply, and 
modestly widening high grade credit spreads. 

• Municipal underperformance resulted in an uptick of 5 and 10-
year Muni/UST ratios which closed April at 67% and 68% 
respectively, while 30-year ratios bumped up to 92%. The front 
end of the curve remains expensive, and we do not see this 
changing until yields are more competitive with short USTs. 

• Municipals gave back much of the prior month’s gains at the 
tail end of April with shorter maturities faring worse than 
longer issues. Long maturities have gained almost 4% YTD, while 
intermediate bonds have returned +2.5%, and bonds maturing 
inside of 4 years <1%. Short-term borrowing costs have been 
volatile as demonstrated by the SIFMA Municipal Swap Index. 
SIFMA yields, which are largely driven by technical factors, have 
ranged from a 2023 low of 1.66% to a high of 4.35% in March, a 
dynamic that has unsettled the shorter portion of the curve. 

• 30-day visible supply has increased but remains weak as YTD 
issuance lags 2022 by 20-25%. However, roughly $7.4B is 
expected to come to market as the SVB and Signature Bank 
municipal portfolios are liquidated, although only 10% is 
expected to offer 4 or 5% coupons, and a good deal of the 

inventory are longer maturities. While most of these bonds fall 
outside our buying preferences, this supply will provide valuable 
price discovery.  

• April marked a low point for coupon payments and maturities 
with higher cash flow expected in upcoming months. May 
redemptions should be about $23B (50% above April’s figure), 
followed by $36B in June, $40B in July, and $44B in August, cash 
flow that should be market supportive. We continue to find 
value in the 10 to 12-year portion of the curve and are looking 
to add credit diversification when value materializes.  

• The Investment Grade primary market fell well short of 
consensus in April as uncertainty left over from the regional 
banking shakedown left little room for opportunistic periods to 
issue new debt. The $65.7B that did come to market was well 
received although it was a bumpy ride getting there. Consensus 
had called for about $100B, and while April was a miss, 
prospects for a more robust May are high as issuers exit 
earnings blackouts. Additionally, earnings have been more 
positive than anticipated, which may prompt capital raises in the 
coming months ahead of future economic uncertainty. May 
borrowing is expected to climb to $150B, a level we feel will 
easily be absorbed.

• Prior to March’s credit sell-off, IG credit spreads remained range 
bound, trading at roughly 20 bps with an average option 
adjusted spread (OAS) of 122 bps. After hitting a YTD high of 163 
bps on March 16, spreads quickly receded over the remainder of 
the month, settling in around 136 bps. We see slightly more 
room for spreads to tighten, although catalysts for widening 
continue to be inflation and/or a deepening recession.

• High Yield Corporate spreads also retreated as the market came 
back to life with investors returning to risk assets, a healthy 
dynamic for corporate credit at large. The OAS on the US HY 
Index began the month at 455 bps and rallied to hit 439 bps to 
close April, with high yield excess returns exceeding those of IG 

credit. A spread differential between IG and HY that had been 
gradually converging prior to the SVB meltdown has since 
widened back out. In March, investors pulled close to $7B out 
of high yields funds, although April’s positive net fund flows of 
$8B offered a positive indication of credit appetite. Volatility 
should remain in this segment of the market as investors 
navigate economic conditions, although we are encouraged that 
spreads are narrowing. 

FROM THE TRADING DESK

MUNICIPAL MARKETS

CORPORATE AND TREASURY MARKETS

Source: Bloomberg

0

50

100

150

200

250

Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec

US Investment Grade Corporate Bond Issuance
($ billions: 2021 – 2023)

2021 2022 2023

Source: Bloomberg, MMD

2

2.5

3

3.5

4

4.5

5

1Yr 2Yr 3Yr 4Yr 5Yr 7Yr 10Yr 15Yr 20Yr 25Yr 30Yr

Muni vs. Treasury Rates
(% as of 4/28/2023)

AAA Treasury



APPLETON REVIEW AND OUTLOOK

MAY 2023
PRIVATE CLIENT SERVICES

FINANCIAL PLANNING PERSPECTIVES

SECURE ACT 2.0 AND INHERITED IRAS

This is a complicated subject, so please contact your Portfolio Manager or tax professional with questions about your personal situation.

In April’s Financial Planning Perspectives, we highlighted the SECURE Act 2.0 and its 
provisions aimed at helping the younger generation save for retirement. This month we 
take a close look at how the SECURE Act 2.0 impacts IRAs, particularly the rules 
surrounding Inherited IRAs. When clients of ours unfortunately pass away, we work with 
their families to ensure proper financial planning is undertaken. This is an important topic 
for beneficiaries, and we often get questions surrounding Inherited IRAs.

HOW DID THE SECURE ACT 
IMPACT INHERITED IRAs?

The 2019 legislation put an end to “stretch IRAs.” Prior to 2019, IRAs could be passed along 
from one generation to the next, while earning tax-free growth during each subsequent 
transfer to beneficiaries with very few limitations. The Secure Act 2.0 imposed a 10-year rule 
for non-eligible designated beneficiaries, requiring the entire IRA account be distributed by the 
end of the 10th year following the original IRAs owner’s death.

NOTE: The 10-year rule does not apply to “eligible designated beneficiaries” (surviving spouses, children of 
the IRA holder who are under 21 years old, disabled or chronically ill beneficiaries, or beneficiaries that are 
within 10 years of age of the decedent). These beneficiaries can continue to stretch their IRAs.

PLEASE EXPLAIN THE 2022 
IRS WAIVER

In March 2022, the IRS implemented another layer of requirements into the 10-year rule. If the 
original IRA owner died before they were required to begin taking their Required Minimum 
Distributions (RMDs), then certain beneficiaries must exhaust the account in 10 years; taking 
annual RMDs in years 1 through 9. This new guidance caused much confusion for beneficiaries 
and even tax professionals.

Thankfully, in October 2022 the IRS stated it would be waiving penalties for missed 2021 and 
2022 required payouts within the 10-year window. By all indications, this suggests the 10-year 
rule will not officially apply until 2023. We will likely hear more from the IRS on this subject 
before the end of the year.

WHAT ABOUT “YEAR OF 
DEATH” RMDs?

If the original account holder needed to take their RMD in the year of their death, and did not 
take it before they died, it is the responsibility of the IRA beneficiary(ies) to take it on or before 
December 31st in the year that the account holder passed away.

NOTE: “Eligible designated beneficiaries” (surviving spouses, minor children of the IRA holder who are 
under 21 years old, disabled or chronically ill beneficiaries, or beneficiaries that are within 10 years of age 
of the decedent) are not impacted by most of these rules. Also, beneficiaries who inherited IRAs before the 
SECURE Act 2.0 went into effect may continue to “stretch” their IRAs.

Spouse

Children under 21

Disabled & Chronically Ill 
Persons

Not More than 10 Years 
Younger

Protected Trusts

Eligible 
Designated 

Beneficiaries 
(where stretch 

still applies)

Non-spouses, certain 
trusts

Account Owner died 
prior to required RMD 
start date

Account Owner died 
after RMDs started

• 10-year only rule

• 10-year rule only + 
possible stretch if 
before 2019

Non-Eligible 
Designated 

Beneficiaries

Year RMD Age 

2019 and earlier 70 1/2

2020 72

2023 73

2033 75

https://www.appletonpartners.com/private-client-review-outlook/april-2023/
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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 $11.95 billion of client assets (as of 5/1/23)

• 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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