
3Q2023 – Quarterly Commentary 

The Federal Reserve’s ongoing battle to bring inflation back down to the sustainable level of 2.0% continues.  As 

telegraphed at the conclusion of the June FOMC meeting, the Fed once again raised the federal funds rate to a 

new targeted level of 5.25% in July.  In light of the significant tightening of monetary policy seen over the past 

year, and the lags with which it impacts economic activity, the Fed elected to pause and hold the rate steady at 

the following meeting in September.  Although significant progress has been made on reducing inflation, the 

trailing twelve-month level of 3.50% - 4.0% still far exceeds the Fed’s objective, and their messaging has remained 

clear that they intend to hold rates at or above current levels for as long as necessary to bring inflation back down 

toward the 2.0% target.  While higher interest rates have led to a material slowdown in the housing market, the 

overall economy continues to expand above expectations driven in large part by the strength of the consumer. 

The FOMC currently forecasts that GDP will advance 2.1% in 2023 and decelerate modestly to 1.5% in 2024.  As 

we’ve noted previously, the Federal Reserve operates with a dual mandate from Congress to maintain both price 

stability and maximum employment for the U.S economy and, at the present time, these two goals are in conflict. 

The Fed has indicated that in order to achieve the objective of price stability there will have to be some softening 

in the labor market, which remains historically tight with job openings far exceeding the pool of available workers. 

The Fed anticipates that restrictive monetary policy will bring renewed balance to the labor market and serve as 

an important factor in putting additional downward pressure on inflation.  Policymakers currently expect the 

unemployment rate to end 2023 at 3.8% and increase modestly over the next two years to 4.1%.      

Comments from Fed Chair Powell that continue to underscore the Fed’s willingness to further tighten monetary 

policy until they achieve their objective was met with a material repricing of interest rates during the quarter.  The 

Ten-Year U.S. Treasury yield increased nearly a full percentage point ending the quarter at 4.57%.  Rate increases 

have continued into October as well and currently stand near 4.80%, the highest level witnessed since 2007 (See 

Chart 1). 
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Chart 1
10 Year U.S. Treasury Yield



This sharp breakout in yields has been most pronounced on longer maturities reflecting an increasingly consensus 

view that rates will stay at elevated levels for longer than previously expected.  The short end of the yield curve 

has remained relatively more contained.  The Two-Year U.S. Treasury yield increased a more modest 18 basis 

points ending the period at 5.06%, still below the current policy rate of 5.25% which continues to suggests that 

investors believe that policy tightening is nearly complete. 

Until recently the positive momentum seen in the economy has supported riskier segments of the bond market, 

in particular investment grade and high yield corporate bonds, both of which have outperformed U.S. Treasuries 

on a year to date basis.  This most recent move higher in rates however has led to a renewed, albeit modest, risk 

off tone to the market calling into question the likelihood of a soft landing.  We continue maintain a cautious 

outlook with respect to the economic outlook and have maintained portfolio positioning that favors a larger than 

average allocation to U.S. Treasuries and corporate bonds of higher credit quality.   
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