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“You don't climb mountains without a team, 
you don't climb mountains without being fit, 
you don't climb mountains without being 
prepared and you don't climb mountains 
without balancing the risks and rewards. 
And you never climb a mountain on accident 
- it has to be intentional.” 

~ Mark Udall 

70 years ago, Mount Everest let Sir Edmund Hillary and Sherpa Tenzing 
Norgay stand for the first time ever on its summit, with support from 320 
porters and 10 climbers. Before this monumental feat for humanity, 10 major 
expeditions had been defeated. 

Since then, climbing Mount Everest has become commercialized, with about 
500 people attempting to climb it each year. The risks are still considerable, 
with a death rate estimated around 1% per attempt from various causes 
such as avalanches, falls, hypothermia, and acute mountain sickness. While 
this statistic is still relatively high, it is a lot lower than it used to be, 
especially when we consider that the summit success rate per attempt has 
steadily increased and is now above 60% over the last 10 years, with a ratio 
of support (sherpa) to climber at slightly above 1. 

This incredible progress has been possible thanks to a combination of 
improvements in different areas: regulations, communication systems, 
physical and mental training, support quality, personal Sherpas, guide 
experience, expedition teamwork, climbing gear, acclimatization, health 
monitoring, hyperlocal weather forecasting, supplemental oxygen, fixed 
rope, and ladders as well as safety protocols. 

One of these measures is the dreaded Turnaround Decision: balancing 
getting to the summit when it is in sight a few hundred yards away, including 
all the time and energy invested and seeing other climbers successfully 
coming back, with the reality of your climbing conditions: exhaustion, 
physical and mental limits, exposure, low oxygen level, changing weather 
conditions, and what is sure to be an incredibly exhausting down climb 

ahead of you. An experienced guide or Sherpa alongside you will help make 
that decision, with careful consideration of the potential risks and 
consequences. But sometimes climbers are unable to resist the emotions of 
“summit fever” and climb on with devastating consequences, as depicted in 
the book and subsequent film, Into Thin Air, an account of the 1996 Mount 
Everest disaster. 

When we advise our clients climbing their financial Mount Everest during a 
bear market rally, we stress the importance of resisting the emotions of an 
economic “summit fever.” It is important to work with an experienced guide 
to help you weigh the potential risks and consequences of this moment.  

Let’s assess the current conditions. 

 

A CIO’s View 
Here are my summaries on several topics affecting markets, all monitored 
daily by our models. We regularly cover these topics in our monthly 
Navigator. 

Market Dynamics: While the S&P500 is up 7.23% year-to-date, the 
performance has been concentrated in a handful of mega cap holdings. The 
median stock in the S&P500 is actually flat, and if one were to remove the 
performance contribution of Microsoft, Apple, Amazon, Meta, Nvidia and 
Tesla, the S&P500 would only be up 1.3%. 

This separation occurred sharply in March, as the diagram below illustrates 
(Exhibit 1). One explanation is that the recent emergency influx of liquidity 
might be interpreted as quantitative easing, along with the prospect of an 
earlier Fed pivot. We tend to think more conservatively. 



 

Exhibit 1: Mega Caps Soared in March – distorting the reality of most 
stocks 

 
Source: Bloomberg. 

Bank-rupcies: On March 8, Silicon Valley Bank was forced to raise 
additional cash by selling securities at a loss, precipitating its own demise. 
First Republic Bank, Signature Bank, and Credit Suisse soon followed, 
forcing government intervention to avoid further bank runs. Similar to 
previous episodes of tightening, the past excesses in liquidity become 
apparent when the tide goes out, and we still may see more bank failures. It 
is still too early to tell if this is the proverbial canary in a coal mine or a storm 
in a teapot. We expect stricter lending standards with already 40% of loan 
officers tightening, which should have a negative impact on economic 
growth.  

Inflation: While lower than a few months ago, inflation remains high on both 
sides of the Atlantic Ocean. When we contrast headline inflation versus core 
inflation, the picture show that core inflation is more stubborn and higher 
than 5% on a year-over-year basis (Exhibit 2). Some components of core 
inflation are likely to stay high (wage inflation), while others are showing 
signs of deceleration (shelter inflation). 

Exhibit 2: Inflation – US/Europe – Core/Headline trend towards 5% 

  
Source: Bloomberg. 

Rates and Fed actions: In March, the FOMC raised rates by 25 basis 
points with a nod to the failures in the banking sector, which the market 
interpreted as a dovish shift. Using data from the futures market, we can see 
below that the market tends to anticipate an earlier pivot as the implied rates 
moved sharply down in March with hopes of rate cuts in 2023 and beyond 
(Exhibit 3). 

Exhibit 3: Implied Rates first moved up in 2023, then dropped in March 

 
Source: Bloomberg. 
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Another more likely interpretation is that the economy is slowing down and 
might slow down more with the latest developments, thus the Fed may not 
have to raise rates as much as previously communicated however the Fed 
may also have to cut later than previously communicated. This would be a 
negative surprise for most market participants. 

This creates considerable uncertainty as to the direction of interest rates, 
even higher uncertainty than in March 2020 (Exhibit 4). This is not yet 
reflected in the equities market. 

Exhibit 4: Uncertainty in Fixed Income is higher than in March 2020 

 
Source: Bloomberg. 

Economy: We are seeing signs of slowing down with a steady decline in 
both the manufacturing and services ISM indicators (Exhibit 5), the likely 
consequence of a more restrictive monetary policy intended to cool down 
inflation. 

 

Exhibit 5: Both ISM PMI steadily declined 

 
Source: Bloomberg. 

The recession probability is still high at 65%, with a clearly inverted yield 
curve for several months, and while there can still be a soft landing, we 
would like to turn the attention to the earnings outlook.  

The combined effect of operating leverage, inflation and growth slow-down 
can have a more pronounced negative impact on earnings than currently 
forecasted. There could be some negative surprises during the next 
earnings season. 

The following circumstances may negatively affect future market conditions: 
declining S&P500 index earnings, an inverted yield curve, below average 
unemployment, US Manufacturing PMI below 50 and more than 40% of US 
banks tightening the lending standards. Over the past 30 years, data 
showing how many of these five factors were present at the same time 
generates the diagram below (Exhibit 6), illustrating the similarities of 
today’s environment versus previous ones. Note that 2001 and 2008 scored 
5 out of 5. This is not an encouraging sign, but since we have learned from 
some past lessons and the 2020 recession removed some excesses, we 
believe some of the previous pitfalls will be avoided. Nonetheless, while 
history does not always repeat itself, it does tend to rhyme. This is why our 
models continue to recommend a cautious stance. 
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Exhibit 6: Historical Occurrences of the Five Developments That are 
Consistent with a Strong Economy That is Starting to Slow 

 
Source: Bloomberg, Morgan Stanley Research. 

 

On the Horizon 
These are other topics we are monitoring that we believe will impact the 
markets throughout the remainder of the year:  

China tensions have increased lately, with suspected surveillance balloons 
postponing an anticipated diplomatic ceasefire. Beijing has also sided closer 
to Moscow during Russia’s war with Ukraine and voiced that current US 
actions are driving us towards further confrontation and conflict.  

The Debt Ceiling. The nonpartisan Congressional Budget Office estimates 
that the current budget can last at least until July, September at the latest. 
We anticipate this recurring issue to begin making headlines in the next few 
quarters and cause episodes of volatility. 

The Age of AI. Artificial intelligence has been a part of our lives for many 
years, but the recent unveiling of chatGPT and generative artificial 
intelligence has taken the world by storm. We are exploring its different 
applications within our business and encourage you to read the following 
GatesNotes https://www.gatesnotes.com/The-Age-of-AI-Has-Begun. 

 

 

 

Portfolio Management Remains Defensive 
During the first quarter of 2023 we held defensive positions in our tactical 
strategies, either holding 50%+ cash in our equity portfolios or managing 
with a bias towards shorter duration and quality in fixed income. We took 
some long-term profits in January, avoiding some potential pullbacks in 
those appreciated positions as stated in my last letter. We have tactically 
slightly increased our exposure to take advantage of certain opportunities, 
but still remain cautious with 50% in cash in our tactical strategies. Also as 
stated in my previous letter, we still favor an overweight to fixed income and 
cash: fixed income is offering more attractive yields with diversifying 
correlations to risky assets, as well as capital preservation properties with 
potential appreciation if further economic deterioration were to materialize. 

 

So, when you reach your Turnaround Decision while climbing what 
sometimes seems like your financial Mount Everest, don’t succumb to 
“summit fever.” Contact your experienced advisor to walk you through the 
challenge and the environment, one step at a time. 

I hope this letter finds you and your family happy, healthy, and enjoying the 
holiday and Spring Break. We look forward to having fruitful conversations 
about your financial goals and how we can help you get there. As always, 
we thank you for your business.  

 

Warm regards,  

 
Patrick Jamin 
President & CIO 
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Three Factors That Make the 
Case for Fixed Income 
Julia Zhu 
Senior Vice President, Market and Security Research 

 
Market Recap 
The first quarter of 2023 was generally a good one for bond investors, with 
the U.S. Aggregate Bond Index and the Global Aggregate Bond index 
returning 3.0% for the quarter. However, the road came with a few bumps. 
U.S. treasury yields shifted lower in January with relatively lower inflation but 
rose sharply in February with persistent inflation overall, robust job reports, 
and hawkish Fed speeches. In March, U.S. rates markets significantly 
repriced the path of monetary policy amid stress in the banking sector, 
resulting in a massive decline in treasury yields. The U.S. nominal 10-year 
yields ended the quarter lower at 3.47%, compared with 3.87% at the end of 
last year. The real yield contributed primarily to the move (down by 41bps), 
while inflation expectations (measured by the 10-year inflation breakeven 
rate) were essentially unchanged at 2.32% (see Exhibit 1). 

Exhibit 1: Treasury Yields declined in the first quarter of 2023 

 
Source: Bloomberg. 

Rates across the U.S. Treasury yield curve decreased for the quarter except 
for the 3-month rates, leading to a deeper inversion of the yield curve for the 

quarter. The 3-month yield, which is highly sensitive to the movement of the 
Fed funds rate, rose from 4.34% to 4.69%, a level 1.23% higher than the 10-
year yields (see Exhibit 2). The 30-year bond yield, which is more sensitive 
to changes in long-term economic prospects, decreased from 3.96% to 
3.65%.  

Exhibit 2: U.S. Treasury Yields Curve 

 
Source: Bloomberg. 

At current yield levels, fixed income can provide an appealing balance 
between generating attractive income and hedging against economic 
downturns. We believe that bonds are attractive now due to various factors, 
including higher yields relative to historical levels, the Fed closer to the end 
of the hiking cycle, growing recession risks, and duration switching from a 
headwind to a tailwind. In this newsletter, we highlight three key recent 
developments that inform our outlook: 

1. Fed closer to the end of the hiking cycle 
In its March meeting, the FOMC lifted the target range for the Fed funds rate 
by another 25 basis points to 4.75% to 5% to continue to tame stubbornly 
high inflation among turbulence in the banking sector. However, we believe 
we are now closer to the end of the rate hiking cycle for at least the following 
reasons: 1) The Fed’s guidance shows that the median projection for the 
Fed funds rate will peak at 5.1%, implying that the policymakers believe an 
additional 25pbs hike would be sufficiently restrictive, 2) The Fed’s March 
statement replaced its previous statement, “ongoing increases in the target 
range will likely be appropriate” with “some additional policy firming may be 
appropriate” – taken by the market as a dovish shift, and 3) We believe the 
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recent development in the banking sector is likely to result in tighter credit 
conditions, which would work to slow economic growth and eventually affect 
inflation. As a result, the Fed might need to do less tightening for its 
monetary policy.  

Meanwhile, we believe that the markets are overly optimistic by pricing in 
four rate cuts this year. We see a new phase of taming inflation ahead: less 
fighting proactively but no easing. Since inflation is still very high and we 
believe it will only moderate slowly, any actions to reduce rates will likely 
occur with a lag. Ultimately, policy easing will require tangible evidence of 
sustained declines in inflation and depend on the trade-off between inflation 
risks and financial stability. 

2. Probability of recession has risen  
Our base view is that a mild recession will likely occur in the U.S. over the 
next 12-18 months. The yield curve inversion has become deeper during the 
quarter, and the inverted yield curve is generally considered as a good 
leading indicator that signals recession risk (as shown in Exhibit 2).  

This economic cycle is unique: the central banks are usually expected to 
come to the rescue by cutting rates with slower economic growth, but not 
this time. It is unusual for the Fed to raise interest rates when the 
manufacturing sector is in contraction. Exhibit 3 displays ISM manufacturing 
new orders versus the Fed funds rate from 1980. Historically, it is rare for 
the Fed to continue hiking when the new orders component is below the 
neutral level of 50. However, this time, the Fed continues to hike when new 
orders are contracting, as the Fed needs GDP growth to be below its 
potential for a period to tame persistent inflation.  

Exhibit 3: ISM manufacturing New Orders versus the Fed Funds Rates 
(from 12/31/1979 to 03/31/2023) 

 
Source: Bloomberg. 

The banking sector turmoil that developed over the past month could also 
prove to be a headwind for economic activity. While we believe that the 
recent events are unlikely to escalate into a systematic banking crisis, they 
might lead to a pullback in credit growth which can be a meaningful drag on 
overall economic growth. Banks with less than $250bn in assets accounted 
for 70% of loan growth last year and 80% of the outstanding commercial 
real estate bank loans, indicating the impact that recent bank failures may 
have on the economic landscape. 

Several factors are likely to limit the downturn to a mild recession, including 
strong consumer and corporate finance and potential reacceleration of real 
income due to moderating inflation and labor scarcity. However, a mild 
recession could be a headwind for equity markets and a more favorable 
environment for high-quality bonds, which should provide investors with 
good diversification potential. 

3. Bonds-equities correlation is shifting 
As we have anticipated, the traditional negative correlation between stocks 
and bonds resumed in the first quarter of this year, enhancing the role of 
high-quality fixed income as reliable hedging against risky assets. The 
traditional 60/40 balanced stock/bond portfolio suffered in 2022 as both 
stocks and bonds declined simultaneously. Exhibit 4 illustrates that over the 
last 20 years, returns of the S&P 500 and U.S. Aggregate Bond Index were 
usually negatively correlated, while 2022’s strong positive correlation was 
relatively rare over that period. 

Exhibit 4: Rolling 6-month correlations of S&P 500 and U.S. Aggregate 
Bond daily returns (from 1992 to 2022) 

 
Source: Bloomberg. 
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With moderating inflation, peaking policy rate, and recent stress in the 
financial markets, the correlation has shifted back to a more traditionally 
negative one. On March 10, the collapse of SVB sent global equity markets 
lower, with S&P 500 down by 1.4%. On that day, lower growth expectations 
and risk-off sentiment led to a sharp drop in treasury yields and a rally in 
bond indexes. The correlation between the S&P 500 and the U.S. 
Aggregate Bond Index returns was -0.7 since March 9, a stark contrast to 
the positive correlation last year. 

While the correlation between stock and bond performance can be 
influenced by confounding variables, empirical research has demonstrated 
that it is dependent on both inflation risks and monetary policy stability. 
During periods of high inflation uncertainty and quick Fed policy evolvement, 
stocks and bonds tend to move together. This finding helps to explain the 
strong positive correlation between equity and bond returns in 2022 with 
aggressive rate hikes from the Fed. On the other hand, correlations are 
much lower when inflation is moderate and Fed policy is relatively stable. As 
we move away from the regime of high inflation and extreme Fed actions in 
2023, we believe that the stock/bond correlation will revert to a relationship 
more historically typical, reinforcing the diversification role of high-quality 
fixed income. 

 

Investment Implications 
With higher yields, a potential Fed pause and a likely economic downturn in 
2023, we continue to see a compelling case for investing in fixed income. 
For YTD ending March 31, 2023, our Tactical Income strategy returned 
2.2% net of fees, slightly underperforming the U.S. Aggregate Bond Index 
and the Global Aggregated Bond Index by 0.7% and 0.8%, respectively.  

We are beginning to extend duration in our tactical portfolios and are neutral 
for duration in less tactical portfolios. For treasuries, we added short-term 
(SHY) and intermediate-term government bonds (IEF) for their attractive 
yields. For credit risk, we believe this is an environment where we make 
active decisions to balance near-term caution and a long-term focus on 
high-quality assets. We favor high-quality corporate bonds as they tend to 
perform better than equities in economic downturns and mild recessions. In 
the meantime, the banking sector turmoil reinforces our cautious 
approaches toward lower-rated corporate credit, such as high-yield bonds 
and senior bank loans. We trimmed our position in Invesco Senior Loan ETF 
(BKLN). We continue to believe that investing in a wide variety of assets can 
further help investors meet their income needs in this environment and have 
kept our exposure to alternative asset markets. 
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NorthCoast Asset Management has filed Form CRS for 2023, available at 
https://www.northcoastam.com/wp-content/uploads/2023/04/Connectus-

Wealth-NCAM-Form-CRS-Final-3-2023.pdf

NorthCoast Asset Management has filed Form ADV Part 2, available at 
https://www.northcoastam.com/wp-content/uploads/2023/04/FINAL-

Connectus-NorthCoast-DBA-ADV-Part-2A-March-2023.pdf
There were no material changes from 2022. 

We will send a copy via mail of either filing if requested, free of charge.
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