
 
 

 
 

  
 

 

 
 

 

 

 

 

  
 

 

S&P 500 Index 6.3

U.S. Aggregate Bond Index 1.7

As of 01/31/23; Source: Bloomberg
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Capital markets began the new year in stark contrast to 2022. The historically 
difficult performance across equity and fixed income was met with a new vision 
of optimism which began in the 4th quarter. We are still a long way from erasing 
last year’s losses, while remaining a long way from definitively declaring that 
the bear market is over and a new bull has begun. However, it does seem clear 
that we have entered a new environment as the consensus view of economists 
believes peak inflation is in the rear-view mirror and that we are close to the 
peak interest rate for this hiking cycle. Differences of opinion remain regarding 
the terminal rate for the cycle and for how long rates remain elevated, but we 
have clearly moved to the later innings of the battle. 
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NASDAQ Composite Index 10.7 (32.5) 
(18.1) 

Asset Class View 

Page 7 
Important 

Global Aggregate Bond Index 1.8 (16.3) 
(13.0) 

Risk Disclosure 
Statement 

©2023 Valley Financial Management, Inc. January 2023 1 



   
 

 
  

  
 

 
 
 

 
 
 
 
 
 
 
 
 
 
 

  

  
 

 
 

  
  

 
 

 
 

 

  
 

 
 

 
 

 
 

  

...... 

..... 

, .... 1-,..,.--.,,--....,..--,,...,-.-,,_,,-..... .,.,.--.. ,_ ..... ..,...-._.-.__,.,.-..-.,..,.---,,..,..... ....... 
"" UQiracyPl,ftSclcCJ .,._.JUUC!ml-Jl»HMlll "" ll-4e-m2J1G::Jl:t♦ 

..... 

. ... ....,,,...,.-.-,,.._--.,----,,...,-..,,-..;....,.,. ..... ..,.. _ _, _____ ..... .,,.. _____ ._,,..,..... ....... 
llaQiracyC--SIIIXJD911FJI.Wl2ml-JI.JIIIM!02J 

... 
1]~202'.JllkJl:14 

In trying to determine the proper path forward, we harken back to the 1929 quote from Lt. Col. Julian L. 
Schley of the US Army Corps of Engineers. It is Lt. Col. Schley who stated, “It has been said critically that 
there is a tendency in many armies to spend the peace time studying how to fight the last war.” This has 
morphed into a key thought in strategic thinking, that the most common error is to “fight the last war,” 
preparing uselessly for old challenges, rather than girding effectively for the future. – pulled from on online 
article in HuffPost – Jan 17, 2013 author James Berman. 

This could not be more relevant in today’s capital markets. While we are not stating that all is clear ahead, 
we need to recognize that the challenges in 2023 will likely be far different than those in 2022, and the 
different sets of challenges we face will likely require a different investment strategy from last year. 

EUR vs USD JPY vs USD 

If we think of the 2022 financial markets as “the last war”, we were confronted with soaring inflation 
that peaked at over 9%; an unprecedented series of 4 consecutive Fed rate hikes of 75 bps points; and 
unprecedented levels of volatility for VIX and MOVE. In addition, we had the largest war on European soil 
since WWII and the ensuing concerns about constrained energy supplies; along with how this might lead to 
an energy shortage in Europe through a harsh winter. 

We do not know what 2023 has in store, but it seems highly unlikely we will see a repeat of 2022. Capital 
markets have made significant corrections to reflect the realities of last year and now we confront new 
challenges and opportunities. Inflation is clearly declining, and the debate has shifted to its relative 
stickiness as opposed to its prior path to higher levels. With the Fed hiking cycle near peak and fixed income 
providing meaningful yield, it is pretty unlikely we see another historic decline in fixed income investments. 
Furthermore, the sell-off in equity markets in 2022 significantly reduced P/E multiples, especially for the 
more speculative and growth oriented Technology sector. The outperformance of Value and Dividend 
oriented companies over Growth and Speculative names has brought markets back towards balance. 

The 3 year dominance of US markets over International markets may also be changing as the valuation gap 
seems to have peaked and policy changes in Europe mean that the stretched USD trade may be entering 
a new paradigm. While the US Dollar remains strong, we have seen a meaningful bounce off the lows for 
EUR and JPY with both gaining over 10% from the September 2022 lows. The EUR was below parity but has 
broken through that level again as the interest rate differential begins to change. 

The road ahead will likely have many potholes, and most are probably not obvious today. However, it will 
be important to look ahead to assess new challenges and not look backward to fight last year’s challenges 
as we feel quite confident that the portfolio designed to combat last year’s war, may not be appropriate to 
combat the conditions likely ahead in 2023. The need for tactical engagement may be crucial as we navigate 
through the continued normalization of policy from the COVID era. 
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NASDAQ Composite Index 10.7 Information Technology 12.8

MSCI TR Emerging Market Index 7.9 Financials 6.7

Global Aggregate Bond Index 1.8 Industrials 4.0

Communication Services 2.1

Health Care

As of 01/31/23; Source: Bloomberg

If Stocks Are Down the Previous Year, This Trifecta is Very Bullish 
Tri fecta Of The Santa Claus Rally, First 5 Days of the Year, and January All Green (1 950 - Current) 

S&P 500 Index Returns 

Y Santa Claus F" t 5 D January Previous Year Full Year 
ear 1rs ays 

Rally Return Returns Return 
1954 0 .5% 1.7% 5.1% -6 .6% 45 .0% 
1958 2 .5% 3.5% 4.3% -14 .3% 38 .1% 
1961 1.2% 1.7% 6.3% -3 .0% 23 .1% 
1963 2 .6% 1.7% 4.9% -11 .8% 18.9% 
1971 0 .0% 1.9% 4.2% -0 .1% 10.8% 
1975 2 .2% 7.2% 12 .3% -29 .7% 31 .5% 
1995 0 .3% 0.2% 2.4 % -1 .5% 34 .1% 
2012 1.8% 1.9% 4.4% 0.0% 13.4% 
201 9 2 .7% 1.3% 7.9% -6 .2% 28 .9% 
2023 1.4% 0.8% ? -19.4% ? 

Average 27 .1% 
Median 28 .9% 

% Higher 29.0% 
Source: Carson l1111estment Research, FactSet 01/11/2022 

he Santa aaus Rany is the final 5 trading days of a calendar year and the first two of the fonowing year. CARSON 

••••••• 

It is also likely that not every unforeseen event is negative and there is ample room for positive surprises as 
well. While past performance is not a guarantee of future success, the below chart highlights some reasons 
for optimism. 

Market Update 

Equity markets posted strong returns in January as all major indexes, both in the US and globally, continued 
the rally that began in Q4 2022.  International markets continued their strong rebound and significantly 
outperformed US markets. There was also a significant rotation in the US markets as growth outperformed 
value and the more speculative technology stocks were market leaders. How much of this is a lasting turn in 
sentiment or merely some self-correction after last year is yet to be seen. 

Fixed income markets also showed positive returns as interest rates declined on expectations that terminal 
interest rates may not be as high as expected. While the Fed continues to preach “higher for longer”, markets 
are looking at weakening data 
that may force the Fed’s hand 
in order to avoid a meaningful 
recession. The ongoing battle 
over interest rates between the 
market and the Fed remains 
volatile depending upon which 
side has the upper-hand at any 
particular point in time. 

NAME 2023 YTD Sector YTD 
S&P 500 Index 6.3 Consumer Discretionary 14.7 

STOXX Europe 600 Index 6.8 Real Estate 8.6 

U.S. Aggregate Bond Index 1.7 Materials 5.6 

Energy 3.1 

Consumer Staples (2.1) 
(2.5) 

Utilities (4.0) 
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The risk-on trade was also evident in currency 
markets as US Dollar weakened from 2022 peak 
levels. As shown in the prior graph, EUR, GBP 
and other risk-on currencies all showed strength 
as many foreign markets have started raising 
interest rates and closing the differential to US 
markets. Rates across Europe have risen and 
significantly narrowed the spread to US 10yr 
Treasuries, which spent most of 2023 at or near 
historically high levels. 

The rising markets also allowed the VIX index to 

start hitting more normal levels and breaking below 20 for the first time since a brief dip in early December. 

We have seen a similar reaction in the MOVE Index for the bond market. While levels are still historically 

high, they are well below peak.

 CBOE Vol Index (VIX) Implied Vol 1yr US Tsy (MOVE) 

While it is too early to determine if these market changes will become trends, they do represent a 
meaningful break from patterns established in 2022. 

Outlook 

A key challenge in today’s markets, and in the world in general, is for people to be proven right. As is human 
nature, frequently we hunker down into our stated positions and then look for favorable data to support the 
view. Markets appear to be nearing an inflection point and rather than hoping our views are right, we should 
heed the words of John Maynard Keynes as he famously stated, “When my information changes, I change my 
mind. What do you do?” 

Again, it is too early to determine our path forward, but we are nearing a point of inflection where the fears 
and worries of 2022 will sunset and we will need to address the challenges of a new environment filled with 
new threats and opportunities in 2023. 

To this point, we will remain vigilant in determining the risk and return opportunities that make the most 
sense and try to limit our recency biases based on “the last war”. 
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Important Risk 
Disclosure Statement 

The information contained in the Valley Strategic 
Portfolios Newsletter may discuss changes to the 
securities allocation of your portfolio and should be 
considered carefully. If you have any questions regarding 
the information contained in this Newsletter, please 
contact your VFM Investment Advisor Representative 
for additional information. We may change our view and 
opinions at any time based on market or other conditions. 

This letter is not intended to be a recommendation 
or investment advice,and is not an offer to buy or sell 
securities. The information provided does not take into 
account the specific objectives or circumstances of any 
client investor, or suggest any specific course of action. 
You should make investment decisions based on your 
objectives and circumstances and in consultation with 
your advisors. 

Valley Financial Management, Inc. (“VFM”) is a wholly-
owned subsidiary of Valley National Bank (“Valley Bank”), 
chartered as a national banking association. Valley Bank, 
in turn, is a wholly-owned subsidiary of Valley National 
Bancorp, a publicly traded company. Banking products 
and services are provided through Valley Bank. Brokerage 
products and services, including the investment advisory 
business, are provided by VFM. Pershing LLC is the clearing 
broker for VFM. VFM is a member of FINRA (www.finra.org) 
and SIPC (www.sipc.org). 

Non-deposit investment products offered through Valley 
Bank and VFM are: 

• Not insured by the FDIC or any other federal or 
government entity 

• Not guaranteed by Valley Bank or any other bank 

• Subject to investment risks, including possible loss of 
the principal amount invested 

The information contained in this material has not been 
filed with, reviewed by, or approved by any regulatory or 
self-regulatory authority and recipients are advised to 
consult with their own independent advisors, including 
tax advisors, regarding a potential investment. This is not 
a product of the Research Department of Valley Bank 
or any Valley National Bancorp unit. Opinions expressed 
may differ from those of other Valley divisions, including 
Research. VFM has developed policies designed to manage 
conflicts of interests. 

The appropriateness of a particular investment or strategy 
will depend on an investor’s individual circumstances and 
objectives. We recommend that investors independently 
evaluate specific investments and strategies, and 
encourage investors to seek the advice of a financial 

advisor. The value of and income from investments 
may vary because of changes in interest rates, foreign 
exchange rates, default rates, prepayment rates, securities/ 
instruments prices, market indexes, operational or 
financial conditions of companies and other issuers 
or other factors. Estimates of future performance are 
based on assumptions that may not be realized. Actual 
events may differ from those assumed and changes to 
any assumptions may have a material impact on any 
projections or estimates. Other events not taken into 
account may occur and may significantly affect the 
projections or estimates. There can be no assurance that 
estimated returns or projections will be realized or that 
actual returns or performance results will not materially 
differ from those estimated herein. Past performance is 
not a guarantee or a reliable indicator of future results. 

This Newsletter includes information that has been 
obtained from third party sources believed to be reliable, 
but is not guaranteed. Prices, quantities, yields, and 
availability are subject to change and/or market movement 
without notice. Prices do not include accrued interest. 
Revised portfolio allocations do not guarantee enhanced 
performance. Cash flows are believed to be accurate but 
are derived from outside sources and may be intermittent 
on certain securities. We make no representation on the 
accuracy of the information. Specific securities or mutual 
funds mentioned in this letter were held in client portfolios 
as of the date of this letter, but may be sold at any time. 

The S&P 500® Index is an unmanaged index generally 
considered representative of the U.S. stock market. The 
Russell 2000® Index tracks the performance of the 2000 
smallest companies in the Russell 3000. The FTSE 100 Index 
is comprised of the 100 companies listed on the London 
Stock Exchange with the highest market capitalization. 
The STXE 600 € index tracks the performance of the 600 
largest stocks measured by free-float market capitalization 
in Europe. The Hang Seng Index is a free float-adjusted 
market capitalization-weighted stock market index of the 
50 largest companies trading on the Hong Kong stock 
market. The Nikkei 225 Index is a price-weighted average 
of the 225 top-rated Japanese companies listed in the First 
Section of the Tokyo Stock Exchange. The Shanghai Stock 
Exchange Composite Index is a capitalization-weighted 
index that tracks the daily price performance of all A-shares 
and B-shares listed on the Shanghai Stock Exchange. The 
MSCI World Index is comprised of 1,652 stocks from 23 
developed market countries. 

This Newsletter is provided to clients of VFM only for 
your personal, noncommercial use. Except as expressly 
authorized by us, you may not copy, reproduce, transmit, 
sell, display, distribute, publish, broadcast, circulate, 
modify, disseminate or commercially exploit the 
information contained in this report, in printed, electronic 
or any other form, in any manner, without our prior 
express written consent. 

Valley Financial Management, Inc. 
350 Madison Avenue | New York, NY 10017 
Member SIPC/FINRA 
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