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Third Quarter 2023 Review

GLOBAL EQUITY AND INTERNATIONAL STRATEGIES

Third Quarter 2023 Review: 

After a strong first half  of  the year, global stock markets took a breather during the third quarter. Equity market 
indexes were down across the board during Q3 with the S&P 500 returning -3.7%, the STOXX Europe 600 index  
returning -2.5%, and the Nikkei 225 returning -4.0%. Despite the weakness experienced in Q3, global stock markets 
have generated respectable gains throughout the first nine months of  the year. On a year-to-date basis through 
September 30, the Nikkei 225 has returned +22.1%, the S&P 500 has returned +11.7% and the STOXX Europe 600 
index has returned +6%. 

In terms of  sectors, Technology has been a strong performer in 2023. During the first 9 months of  the year, the 
Technology-heavy Nasdaq index returned +26.3%. The strong gains in the Technology sector have been boosted by 
the excitement surrounding artificial intelligence (AI) and the potential productivity gains that AI could generate for 
the global economy. 

Market Review:

One of  the biggest surprises of  2023 has been the absence of  a recession, particularly in the United States. Given 
the aggressive interest rate hiking campaign by the U.S. Federal Reserve, the consensus view at the end of  2022 was 
that the U.S. economy was headed for a recession in 2023. Instead of  a recession, the U.S. economy has been resilient 
despite the most aggressive interest rate tightening cycle since the 1980’s. In fact, real GDP growth in the U.S. is on 
pace to grow by +2.1% to +2.2% during 2023 according to consensus estimates. Not only has economic growth 
surprised to the upside, but inflation has moderated significantly throughout the year. The decline in inflation is 
one of  the reasons why many investors believe that we are at the tail end of  the U.S. Federal Reserve’s interest rate 
tightening cycle.  

Why has the U.S. economy been so resilient despite a huge increase in interest rates? First and foremost, the U.S. 
labour market has been very strong as evidenced by the U.S. unemployment rate, which remains near 50-year lows as 
seen in the chart below.
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Consumers have jobs and that allows them to keep earning and spending money. As excess savings from the pandemic 
started to run dry, there was an expectation that consumer spending would slow, especially among low and medium-
income Americans. However, workers in this demographic have experienced some of  the largest real wage gains 
among all workers. As a result of  this phenomenon, the net worth among the bottom half  of  U.S. families has 
increased by approximately 75% since the beginning of  2020 as seen in the chart below. This is an astonishing amount 
in such a short time period!

Unemployment Rate

Total Net Worth Held by the Bottom 50% (1st to 50th Wealth Percentiles)
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However, it’s not only the bottom 50% that have seen a significant increase in their net worth since the pandemic. As 
seen in the chart below, the average U.S. household has seen a 33% increase in their net worth since the end of  2019. 

Source: A Wealth of  Common Sense
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The significant increase in net wealth helps to explain why consumer spending has held up thus far, even as excess 
savings from pandemic-related stimulus has started to run out. 

Outside of  consumer spending, fiscal spending and various government incentives have provided a boost to the U.S. 
construction industry. Hundreds of  billions of  dollars have been earmarked to boost domestic semiconductor chip 
manufacturing and to rebuild the country’s infrastructure. The Inflation Reduction Act and the continuation of  the 
U.S. reshoring trend have also added momentum to economic activity and are also fuelling demand for more labour. 
All of  this is contributing to the strong labour market as discussed above.  

While consumers have continued to spend, the manufacturing sector is one area of  the economy that has been in a 
downturn as measured by the Manufacturing PMI index. A measure above 50 signals expansion while a reading below 
50 implies contraction in manufacturing. As seen in the chart below, the manufacturing PMI Index (blue line) has been 
in contraction for almost a full year. 

During the month of  September, the U.S. Manufacturing PMI reading was 49, which marked the 11th consecutive 
month of  contraction. This 11-month period represents the longest stretch of  contraction for U.S. Manufacturing 
since the recession during the Great Financial Crisis in 2008-09, which is noteworthy. 
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On a positive note, September’s reading of  49 was ahead of  the consensus estimate of  47.7 and it also exceeded 
August’s reading of  47.6. September also marked the highest PMI reading since November of  2022. Furthermore, 
September marked the third straight month of  improvement reported by the Institute for Supply Management. 
Another dose of  good news came with the survey’s measure of  prices paid by manufacturers, which fell to 43.8 from 
48.4 in August. A large decline in prices paid for inputs by factories bodes well for goods deflation. It’s a welcome 
development, and it’s happening at a time when consumer price inflation has fallen significantly relative to where it 
stood 6 and 12 months ago as seen in the chart below.

The ongoing decline in the consumer price index and the recent data in the producer price index reinforces the 
view that we are likely towards the tail end of  the U.S. Federal Reserve’s interest rate hiking cycle. Overall, we are 
encouraged by the recent manufacturing data and we believe that we are nearing the end of  the U.S. manufacturing 
recession. It’s important to note that manufacturing only contributes 11-12% of  the U.S. economy as measured 
by Gross Domestic Product. This helps to explain how we have had a resilient U.S. consumer and a resilient U.S. 
economy while simultaneously being in a prolonged manufacturing recession. 

Outside of  the United States, both Europe and China remain in a period of  stagnation with sub-par economic growth.

In Europe, the economy continues to be impacted by high energy prices, elevated borrowing costs, and soft demand 
from export markets such as China. Private-sector activity in the Eurozone region continued to be weak during 
the month of  September with the S&P Global Purchasing Managers survey signalling contraction for the fourth 
consecutive month. The survey’s reading of  47.1 was ahead of  consensus at 46.5 and was a slight improvement 
from August. Having said that, the reading remained below the 50 level, which indicates contraction in the economy. 
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Although the economy in the Eurozone is weak, there is a silver lining. Household and corporate balance sheets are 
in better shape than normal, so the conditions that are needed to trigger a deep recession are not present according 
to Philip Lane, Chief  Economist at the European Central Bank.

In China, policymakers continue to struggle with various issues related to the property sector. The authorities have 
recently announced a series of  measures to try and stabilize that market. On a positive note, China’s factory output 
expanded in September for the first time in six months, which is fuelling hope that the world’s second-largest economy 
is in the process of  bottoming out. The Purchasing Managers Index rose to 50.2 in September, ahead of  consensus 
at 50 and up from 49.7 the previous month. Preliminary signs of  improvement had already emerged in August, with 
factory output and retail sales growth accelerating while declines of  exports and imports narrowed. So September’s 
PMI reading above 50 reinforced some of  the green shoots that had appeared in August. 

In terms of  the risks at this time, we are thinking about geopolitics, stock market valuations, and the possibility of  a 
resurgence of  inflation in 2024. Given the ongoing tensions between Russia and Ukraine as well as China and the US, 
we are always mindful of  geopolitical risks. In terms of  the stock market, the U.S. is a concern given that the S&P 500 
is currently above historical levels. As of  September 30, 2023, the 12-month forward price-to-earnings (P/E) ratio for 
the S&P 500 was 17.83x. This is above the 25-year average of  16.76x as seen in the chart below.

While we are not alarmed about the S&P 500 trading at a 6.4% premium to the 25 year average, it does represent a 
risk to the stock market if  corporate earnings fall short of  expectations over the next few quarters. What makes us 
feel a bit more comfortable about the valuation for the S&P 500 is that it is skewed by the Magnificent Seven Mega 
Cap stocks. As seen in the chart below, the S&P 500 was trading at a 12 month forward P/E of  16.0x as of  the end 
of  September if  you exclude the Magnificent Seven Mega Cap stocks. 
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Outside of  geopolitics and valuation, we are also thinking about the possibility of  a re-acceleration in inflation next 
year. Given the ongoing tightness in the U.S. labour market, the potential for a recovery in the manufacturing sector 
and the recent spike in oil prices, we are carefully monitoring the prospect of  a resurgence in inflation at some point 
in 2024.

Portfolio Review:

During the quarter and throughout this year, we have added to our weight in the Technology sector, which we like 
for several different reasons. The sector generates superior growth to the overall market and over the last few months 
it has generated the best positive earnings revisions of  all sectors in the stock market. The leading Technology 
companies that we own deliver above average returns on invested capital, they generate robust free cash flow, and 
they have strong balance sheets. In addition, many of  our Technology holdings significantly cut their cost base in 
anticipation of  what was supposed to be a recession in 2023. In the absence of  a recession, Tech companies should 
deliver attractive operating leverage given the substantial reductions in their respective cost bases. A large portion of  
the cost base reduction was generated through job layoffs. The chart below offers an illustration of  the significant job 
cuts that occurred in the Technology sector and this chart doesn’t cover all the losses as some companies announced 
a second round of  layoffs after this data was published.
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Outlook:

We remain cautiously optimistic in our outlook as the final quarter of  2023 gets underway. The global economy 
continues to grow at a modest pace and inflation has been moderating. After a significant period of  pronounced 
weakness, the U.S. manufacturing industry has improved for 3 consecutive months and could soon move from 
contraction to expansion. Furthermore, corporate earnings were resilient during the second quarter and were ahead 
of  consensus expectations. Taking all of  this together, we remain cautiously optimistic as we head towards the finish 
line in 2023. 

Phil D’Iorio
Lead Manager, 

Cumberland* Global and International Equities
September 30, 2023
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Sources:
US manufacturing sector eyes recovery; construction spending solid
https://www.reuters.com/markets/us/us-manufacturing-sector-eyes-recovery-september-production-picks-up-ism-2023-10-02/

August core inflation, excluding food and energy, rose 0.3%, hotter than expected
https://www.cnbc.com/2023/09/13/cpi-inflation-report-august-2023-.html

St. Louis Fed Unemployment Rate
https://fred.stlouisfed.org/series/UNRATE

Total Net Worth Held by the Bottom 50% (1st to 50th Wealth Percentiles)
https://fred.stlouisfed.org/series/WFRBLB50107

JPMorgan Guide to the Markets
https://am.jpmorgan.com/us/en/asset-management/adv/insights/market-insights/guide-to-the-markets/
https://am.jpmorgan.com/content/dam/jpm-am-aem/global/en/insights/market-insights/guide-to-the-markets/mi-guide-to-the-mar-
kets-us.pdf

The Winter waves of  Tech layoffs continues
https://www.statista.com/chart/29421/number-of-workers-laid-off-worldwide-in-the-tech-startup-sector-since-jan-
2022/#:~:text=Most%20recently%2C%20companies%20such%20as,them%20in%20the%20United%20States.

Institute for Supply Management
https://www.ismworld.org/

Weak Euro-Area PMI Data Suggest Economy Facing Contraction
https://www.bloomberg.com/news/articles/2023-09-22/europe-s-biggest-economies-ended-third-quarter-in-contraction#xj4y7vzkg

China’s economy stabilises, factory activity returns to expansion
https://www.reuters.com/world/china/china-september-factory-activity-expands-first-time-six-months-2023-09-30/

How Prepared Are Consumers For a Recession?
https://awealthofcommonsense.com/2023/10/how-prepared-are-consumers-for-a-recession/

*Cumberland refers to Cumberland Private Wealth Management Inc. (CPWM) and Cumberland Investment Counsel Inc. (CIC). CIC acts 
as sub-advisor to certain CPWM investment mandates including the CPWM Global and International mandates with Phil D’Iorio as its lead 
Portfolio Manager. Phil D’Iorio is a Portfolio Manager at CIC. 

This communication is for informational purposes only and is not intended to provide legal, accounting, tax, investment, financial or other 
advice and such information should not be relied upon for providing such advice.   Reasonable efforts have been made to ensure that the 
information contained herein is accurate, complete and up to date, however, the information is subject to change without notice. 

The communication may contain forward-looking statements which are not guarantees of  future performance. Forward-looking statements 
involved inherent risk and uncertainties, so it is possible that predictions, forecasts, projections and other forward-looking statements will 
not be achieved. All opinions in forward-looking statements are subject to change without notice and are provided in good faith but without 
legal responsibility. CPWM and CIC may engage in trading strategies or hold long or short positions in any of  the securities discussed in this 
communication and may alter such trading strategies or unwind such positions at any time without notice or liability.


