
Good morning, 
I’ve been fielding numerous calls lately about the current state of the markets and how recent events in 
the Middle East may be impacting the financial markets. So, I’d like to address some of those concerns 
pertaining to your portfolio and the financial markets. Hopefully, this email will provide a little more 
clarity about what is driving the markets, the returns in the portfolio, and what the future may bring. 
  
Executive Summary: 

• Recently, one of the three main risk charts flipped “negative,”1 which requires me to raise cash 
levels in the portfolio. The cash levels are approximately 30%-35% in the moderate, moderately 
aggressive, and aggressive portfolios, with the bulk of those funds in a money market yielding 
close to 5.4%.2 The conservative portfolio has a cash level of approximately 25%, also in a money 
market yielding about 5.1%.3 

• As I write this on October 29th, two of the three main risk charts are “negative,”4 a repeat of 
what we saw much of last year. 

• In my opinion, the main driver of the weakness we have seen in both the fixed-income and 
equity markets since August 1st has been the relentless rise in longer-term interest rates.51 

• Along with the rapid rise in interest rates, the U.S. dollar continues its upward ascent that 
started back in July, and that is also creating headwinds for some areas of the stock market.5 

• Technically speaking, the stock market is statistically oversold, and the major indices recently 
broke important support levels, resulting in a substantive chance we could see a further sell-off 
in the equity markets.6 

• For the indices to hold those critical support levels, the Q3 earnings season needed to induce a 
positive reaction by Wall Street. I was hoping corporate America would come out and say 
positive things about Q3 earnings and give positive future guidance, resulting in a year-end rally 
developing from these heavily oversold markets. However, the recent response to earnings has 
been lackluster.7 

• The short and intermediate technical data looks weak.8 Surprisingly, the longer term data still 
looks constructive for future gains, but that could rapidly change if we see further downside in 
the markets.9 

• Corporate earnings and interest rates will dictate the movement of the financial markets. 
However, the situation in the Middle East could take a turn for the worse, pulling financial 
markets down.52 That nascent war is creating much angst and uncertainty in the markets, and 
the markets hate uncertainty.52 

 
It’s been a rough three months for the bond and stock markets. Because of the relentless rise in interest 
rates10, bonds could have a third negative year of returns for the first time in history.11 Between August 
1st, when Fitch downgraded U.S. national debt from AAA to AA+,12 and October 29th, the S&P500 was -
11.2%13, and the NASDAQ was -13%.14 The S&P500 is currently +7.24%, and the NASDAQ is +20.8% year-
to-date.15 As I mentioned in my last email, most of those gains come from the Magnificent 7 stocks- 
Apple, Amazon, Google, Microsoft, Meta (Facebook), Tesla and Nvidia.16 Interestingly, the equal-
weighted S&P 500 is -5.34% year to date.17 The S&P MidCap 400 is -3.8% year to date,18 and the Russell 
2000 (small cap stocks) is -6.50% year to date.19 This recent pullback has taken the stock market back 
down and through important support levels for both the S&P500 and the NASDAQ markets.53 For the 
S&P500, the new support lies at 4,050-3,800, and for the NASDAQ, between 12,000-11,000.20 So, why 
are the stock and bond markets struggling for a second consecutive year? 
  
Ultimately, the performance of the bond and stock markets is predicated upon two things: earnings and 
interest rates.21 Last year, we saw the NASDAQ bubble burst due to the Fed’s multiple interest rate 



increases,22 which resulted in the worst year for stocks since 200823 and the worst year for core bonds 
since 1976.24 I sense that investor fatigue is setting in as we enter the final quarter of 2023.54 For the 
greater part of the last fifteen years, when the Fed was conducting its various Quantitative Easing (QE) 
episodes and keeping interest rates near zero, investors had a fairly easy ride. Central bankers tried to 
combat the deflation that resulted from the Great Financial Crisis by trying to stoke inflation, which, for 
the most part, manifested itself in the frequent rise of financial assets.25 Now that central bankers 
around the globe are trying to combat the inflation that arose from the COVID-19 pandemic and their 
response to it (printing of trillions of dollars), life in the financial markets has become more 
challenging.55 We no longer have QE but instead have QT (Quantitative Tightening), and the Fed has 
raised interest rates 11 times since the beginning of 2022.26, As I have mentioned in prior emails, QT and 
rising interest rates are problematic for financial markets.56 With financial markets facing these 
headwinds for nearly two years, investors are being reminded that there are risks involved in both the 
stock and bond markets.57 If not for the Magnificent 7 stocks, we could see the possibility of two 
consecutive years of losses in the S&P500, which hasn’t happened since the tech bubble burst between 
2000-2002.27 It is understandably hard to see month-over-month declines in statement valuations like 
we have seen recently in August through October. Still, one has to remember that it is doubtful that 
monthly declines like that will continue unabated for months on end, which brings me to my next point. 
  
There is some hope that the recent stock market sell-off may be about to end.58 What precipitated this 
recent decline was the quick and sharp rise in interest rates, not on the short end of the yield curve, 
which the Fed controls, but on the long end, which the market controls.28 When Fitch downgraded the 
U.S. national debt from AAA to AA+,29 U.S. Treasuries, unsurprisingly, sold off, and when bond prices 
went down, interest rates went up. When interest rates go up, that negatively affects both the stock and 
bond markets, and that is what occurred in August, resulting in losses for both markets.30 Then, in 
September, the Fed meeting occurred mid-month. While they didn’t raise interest rates, they did leave 
open the possibility of another rate hike before the end of the year, but what caused interest rates to 
continue rising was the Fed stating that they didn’t expect any interest rate decreases until late 2024 
and that rates would stay higher for longer.31 That wasn’t what the bond market wanted to hear, so 
Treasuries continued to sell off. However, I think the most significant impact on rates rising since the 
beginning of August is the sheer amount of government debt that has been issued since June.59 To me, it 
seems that the bond market is buckling under all the weight of debt that has been issued.60 
  
Recently, data shows that China, Japan, Saudia Arabia, and Brazil have been reducing their Treasury 
holdings by billions32 for various reasons (China and Japan defending their currencies),33 which brings 
supply onto the market. Additionally, in June, the national debt stood at $31.5T,34 and as of October 
22nd, it is at $33.6 T.35 The over $2T in debt issued over those five months has played a large part in why 
rates have moved up so quickly since August. It’s not that financial markets can’t handle higher interest 
rates; they can. Before 2008, interest rates were at the same levels as today and had been that way for 
decades, if not higher.36 

 
The problem for the financial markets is the rate of change in interest rates, and since August 1st, they 
have moved in a straight line up from 3.975% to the current 4.845% on October 29th for the 10-year 
Treasury yield and from 4.04% to 5.023% for the 30-year Treasury yield.37 Those are very sharp moves in 
interest rates in such a short amount of time. Therefore, it is no wonder that the stock and bond 
markets have struggled since the beginning of August. Even the Fed has acknowledged the run-up in 
rates on the long end of the curve.61 Several regional Fed presidents have recently stated that they felt 
no need to raise rates anymore this year since the market did it for them via the long end of the curve.38 
Arguably, rates rising on the long end of the curve have more of an impact on the economy than the Fed 



raising the Fed funds rate.62 For instance, mortgage rates are closely tied to the rate of a 10-year 
Treasury,39 and with the 10-year getting close to 5%40, we have now seen 30-year mortgage rates hit 8% 
recently.41 That will affect the housing market. It is estimated that the financial conditions index is the 
equivalent of three .25% increases by the Fed.42 If you also factor in Quantitative Tightening, which 
creates a tighter monetary policy, it also acts as a de facto increase in interest rates43 . Financial markets 
tend to struggle in that type of environment, which is what we are currently seeing. 
  
So why did I say that I thought the recent sell-off may be coming to an end? Well, it has to do with 
earnings, specifically Q3 earnings reports. From October 13th until November 3rd, the markets will 
receive the bulk of reports from corporate America detailing how their businesses did in Q3 and their 
expectations for Q4 and 2024. Many analysts have forecast that S&P 500 earnings have troughed in Q2 
and that Q3 and Q4 should show sequential earnings increases.44 If that comes to fruition, and 
companies are optimistic about 2024 earnings, Wall Street should react favorably, pushing up stock 
prices.63 
 
Additionally, if interest rates cease their rise and pull back some, then growth stocks, i.e., tech stocks, 
should respond favorably to the pullback in rates, pushing their stock prices higher.45 Technology is the 
largest sector of the market,46 and if that is going higher, then the indices should follow. With the 
current technical positioning of the market so statistically oversold, with good news from the earnings 
front and a decrease in rates, the ingredients for a year-end rally will be in place.64 Interestingly, the 
longer-term technical indicators never broke down over the past couple of months, and those charts of 
the major indices look like they want to move higher.47 It should also be remembered that the corporate 
buyback window, which has been closed, soon opens up once companies report their earnings.48 That 
should also be a tailwind to stock prices as we head into the end of the year. The recent reaction to 
some of the Magnificent 7 stocks earnings reports has been mixed, so it will be incumbent upon the rest 
of the corporate earnings releases to step up with some solid reports. So far this earnings season, the 
amount of beats by corporate America has been higher than usual.49 However, in technology, the 
troubling lack of upward revisions to 2024 EPS has been punishing.50 As I speak to more and more 
business people about what they see for their businesses in 2024, I am starting to hear that many 
people are seeing a slowdown to one degree or another for next year. I am also reading various analyses 
that predict a stagflationary environment in 2024, which would be a challenging environment for the 
financial markets.65 So, while I do think that earnings could save the day for the stock market, those 
earnings are now starting to face more headwinds as prior interest rate increases finally are beginning to 
make their way through the economy in conjunction with the tighter financial conditions that are 
beginning to emerge from the continuation of QT and the back-up in long term interest rates.66 
  
Additionally, and this shouldn’t come as a surprise, the current situation in the Middle East is highly 
volatile and uncertain. I believe the markets have reacted quite favorably so far. The energy complex has 
seen oil move up, but not in panic mode.67 Gold has moved up, but again, not in panic mode.68 That lack 
of panic is encouraging but could change rapidly depending on how events evolve. The Israeli-Hamas 
conflict is a developing story that the financial markets will closely watch along with the world. If the 
situation in the Middle East deteriorates significantly, markets will probably react.69 I would expect oil to 
jump over $100/barrel and gold to test the $2,050 level seen earlier this year.70  
  
I have highlighted what I believe are the most critical factors currently driving the markets. There are 
many other factors and variables that are creating crosswinds in the markets that I am watching closely. 
I have been managing money for over twenty years, and this year has been as challenging to navigate as 
2008 was. But with over twenty years of experience under my belt, the one thing I will say is that tough 



times don’t last forever in the financial markets, and the current environment is no exception. I am 
confident that the strategy is adaptable and nimble enough to get through this tough time which has 
spanned the past two years. The goal is to keep losses small while being ready and properly positioned 
for the markets to move forward when the time is right. There is a large amount of concern in our world, 
however, ultimately, the markets will focus on earnings and interest rates, and when those two factors 
start to move favorably, so should the financial markets. I plan on having your portfolio ready for when 
that time comes. 
  
In the meantime, if you have any questions or want further clarity on anything in this email, please don’t 
hesitate to contact me. I promise to stay in touch! 
  
Jim 
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The views expressed herein are those of the author and may not necessarily reflect the views of UBS 

Financial Services Inc. or its affiliates.    
-          About the PMP Program: PMP is a wrap fee advisory program in which our Financial Advisors 
manage client accounts on a discretionary basis. PMP is designed for clients who (i) want to delegate 
portfolio management discretion to their Financial Advisor; (ii) are looking to implement a medium to long-

term investment plan; and (iii) prefer the consistency of fee-based pricing.   
-          PMP is not appropriate for clients who: (i) want to maintain trading control over their account; (ii) 
seek a short-term investment; (iii) want to maintain consistently high levels of cash, money market funds, 
or invest primarily in no-load mutual funds; (iv) want to maintain highly concentrated positions that will not 

be sold regardless of market conditions; or (v) who anticipate significant withdrawals from the account.   
-          Financial Advisors who participate in the PMP Program may also provide services to you and to 
other clients outside of the Program in their capacity as broker-dealer representatives and as such, may 
dedicate time to activities other than discretionary portfolio management. Financial Advisors who 
participate in the PMP Program have an incentive to recommend their services in PMP over those of third 
party SMA Managers in other Advisory Programs or over traditional commission based brokerage 
services. Financial Advisors who participate in the PMP Program have an incentive to recommend their 
services in PMP over those of third party SMA Managers in other Advisory Programs or over traditional 
commission based brokerage services. Financial Advisors in the PMP Program and the strategies they 
manage in the Program are not subject to due diligence and research standards which are applicable to 
third party investment managers approved for our separately managed accounts. In addition, the 
standards applied to the performance review of third party managers varies significantly from the review 
of performance applicable to Financial Advisors in the Portfolio Management Program. Those differences 
can result in situations in which a SMA Manager is placed on hold or terminated from participating in our 
Programs, while Financial Advisors in the PMP Program remain available for investment. The different 
standards of review create a conflict of interest in our recommendation of the strategies managed by our 

Financial Advisors.   
-          Trade Allocation Practices and Conflicts of Interest: Financial Advisors do not aggregate 
orders across the different strategies they manage. In an effort to reduce market impact and to obtain 
best execution, your Financial Advisor may purchase or sell securities in bulk (or orders may be 
"batched") on the same day for some or all PMP accounts in the same strategy managed by the same 
Financial Advisor. In such cases, all orders in a batch will receive "average pricing" and the price of 
securities shown on client confirmations will be the average execution price on either all of the purchases 
or all of the sales (as applicable) aggregated for this purpose. In addition, when executing orders, we may 
batch orders for your Account with orders entered for other PMP accounts in the same strategy, including 
those of the Financial Advisor assigned to your Account and related PMP accounts under your Financial 
Advisor's control. Financial Advisors are permitted to trade in the same securities they purchase for client 

accounts as long as they trade their personal and related accounts in the same batch as client accounts.   
-          Financial Advisors have broad discretion to trade their PMP Advisory Accounts and there can be 
no assurance that a Financial Advisor can purchase or sell the same securities for all such Accounts at 
the same time, or that the Financial Advisor will aggregate your orders with those of other clients and 
charge an average price per share or unit and, when applicable, a pro-rata share of any fees. As a result, 
you may receive different prices and executions for the same securities as compared to other clients 
investing in the same PMP strategy. In addition, although we monitor performance dispersion and other 
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characteristics of Accounts participating in PMP, investment opportunities will not necessarily be allocated 

among participating Accounts proportional to their overall amount invested.   
   
-          Below are some of the general risk considerations associated with the investments included in the 
PMP investment strategies described in this Brochure. The descriptions are not meant to be a complete 
list of all investment risks. For more complete information regarding fees, expenses, risks and restrictions 
associated with these investments please review the offering documents and marketing materials. 
Investors should consult their tax advisor about their specific tax situation before investing in any 
securities. In addition, clients should familiarize themselves with the particular market risks and the other 

risks associated with the specific investment.   
-          If you would like more information about the Program or have questions about your account, 
please ask your Financial Advisor or refer to the firm’s Form ADV Disclosure Brochure. UBS Financial 
Services Inc. does not provide tax or legal advice. Please consult with your tax and legal advisors 

regarding your personal circumstances.            
1. The views and opinions expressed herein are those of the author(s) and may not necessarily 

reflect the views of UBS Financial Services Inc. or its affiliates.       
2. All of the recommendations made/positions held within the proceeding 12-month period are 

available upon request. Not all recommendations/holdings should be assumed to be profitable 

and future recommendations/holdings may not be profitable.   
3. ESG/Sustainable Investing/ Socially Responsible Investment Considerations: Companies do not 

necessarily meet exemplary standards in all aspects of SRI performance; nor is any company 
perfect when it comes to corporate responsibility or sustainability. We nonetheless seek to invest 
in select companies that adhere to positive standards in these areas. Sustainable investing 
strategies aim to consider and in some instances integrate the analysis of environmental, social 
and governance (ESG) factors into the investment process and portfolio. Strategies across 
geographies and styles approach ESG analysis and incorporate the findings in a variety of ways. 
Incorporating ESG factors or Sustainable Investing considerations may inhibit the portfolio 
manager’s ability to participate in certain investment opportunities that otherwise would be 
consistent with its investment objective and other principal investment strategies. The returns on 
a portfolio consisting primarily of ESG or sustainable investments may be lower or higher than a 
portfolio where such factors are not considered by the portfolio manager. Because sustainability 
criteria can exclude some investments, investors may not be able to take advantage of the same 
opportunities or market trends as investors that do not use such criteria.  Companies may not 
necessarily meet high performance standards on all aspects of ESG or sustainable investing 
issues; there is also no guarantee that any company will meet expectations in connection with 

corporate responsibility, sustainability, and/or impact performance.   
4. Mutual funds and exchange traded funds are sold by prospectus. For more complete information 

about a fund, including the investment objectives, charges, expenses and risk factors, contact 
your Financial Advisor for a free prospectus. The prospectus contains this and other important 
information that you should read carefully before investing. Investors should be aware that the 
value of mutual funds and exchange traded funds changes from day to day.  Therefore, an 
investment's return and principal value will fluctuate so that an investor's shares, when redeemed 
or sold, may be worth more or less than their original cost.  ETFs seek investment results that, 
before expenses, generally correspond to the price and yield of a particular index. There is no 
assurance that the price and yield performance of the index can be fully matched. ETFs are 
subject to tracking error and may be unable to sell poorly performing stocks that are included in 
their index. ETFs may trade in the secondary market at prices below the value of their underlying 
portfolios and may not be liquid. The strategy involves investments in mutual funds, exchange 
traded funds and other pooled investment vehicles which carry internal management and 
administrative expenses borne by shareholders.  Those fees are in addition to the advisory fee 
you pay for the Portfolio Management Program.  Program fees will not be reduced or offset by 
these fees.  These additional fees will reduce the overall return of your account.  You may be able 
to purchase those securities directly in the open market without incurring the program 



fee.  Please review the applicable prospectus and offering documents carefully for a detailed 

description of the additional fees associated with these securities.   
5. Dividends, interest, and some capital gains received on foreign securities may be subject to 

foreign tax withholding or other foreign taxes.  You should consult with your tax adviser as to the 
consequences of any distributions that may be paid including how and/or whether you might be 
able to obtain a reclaim of any amount so withheld.  Neither UBS Financial Services Inc. nor any 

of its employees provide legal or tax advice.   
6. Diversification does not assure a profit or guarantee against loss in declining markets. Asset 

Allocation does not guarantee a profit or protect against loss in a declining financial market. Past 
performance does not guarantee future results and current performance may be lower or higher 

than past performance data presented.   
7. The information and data presented is believed to be reliable; however, their accuracy and 

completeness is not guaranteed by UBS Financial Services Inc. UBS does not assume any duty 

to update this information going forward.   
8. The past performance of an index is not a guarantee of future results.  Each index reflects an 

unmanaged universe of securities without any deduction for advisory fees or other expenses that 
would reduce actual returns, as well as the reinvestment of all income and dividends.  An actual 
investment in the securities included in the index would require an investor to incur transaction 
costs, which would lower the performance results.  Indices are not actively managed and 

investors  cannot invest directly in the indices.   
9. As a firm providing wealth management services to clients, UBS Financial Services Inc. offers 

investment advisory services in its capacity as an SEC-registered investment adviser and 
brokerage services in its capacity as an SEC-registered broker-dealer. Investment advisory 
services and brokerage services are separate and distinct, differ in material ways and are 
governed by different laws and separate arrangements. It is important that you understand the 
ways in which we conduct business, and that you carefully read the agreements and disclosures 
that we provide to you about the products or services we offer. For more information, please 
review client relationship summary provided at ubs.com/relationshipsummary, or ask your UBS 

Financial Advisor for a copy.  
10. The various research content provided does not take into account the unique investment 

objectives, financial situation or particular needs of any specific individual investor. If you have 
any questions, please contact your Financial Advisors. UBS Wealth Management Research is 
provided by UBS Financial Services Inc. and UBS AG. For more information, please visit our 

website at ubs.com/workingwithus.   
11. © UBS 2023. All rights reserved. The key symbol and UBS are among the registered and 

unregistered trademarks of UBS. UBS Financial Services Inc. is a subsidiary of UBS AG. Member 

FINRA/SIPC. Exc_DC_12202017-2   
 


