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The global equity market rally seen in January lasted just one week into February before fresh economic data sent equities 
lower. Strong labor market data, firming inflation levels, an acceleration in consumer spending, and falling Q4 corporate profits 
and forward earnings guidance caused investors to price in a higher terminal rate of interest for global central banks. The labor 
market continues to gain momentum as the U.S. economy added 517,000 jobs in January and the unemployment rate declined 
to 3.4%, the lowest level in over half a century. Inflation cooled in January (+6.4% year-over-year versus +6.5% in December) 
but the pace of decline has started to slow. As expected, the Federal Reserve increased the Fed Funds rate by only 25 basis 
points to a range of 4.50-4.75%. Market participants’ concerns are that the Fed will continue to raise interest rates at least into 
their summer meetings because the Fed’s primary gauge of inflation, the Personal Consumption Expenditures (PCE) Price 
Index, rose +5.4% in January, accelerating from the 12 months ending in December. The Dow Jones Industrial Average sank 
-3.9% while the S&P 500 Index declined -2.4%. Technology stocks continued to outperform in February as the tech-heavy 
NASDAQ Composite (-1.1%) held up better than the other large-cap equity indices this month.  
  
In domestic equity markets, growth stocks outperformed value across all market capitalization sizes. The Russell 1000 Growth 
Index was down -1.2% for the month versus the Russell 1000 Value Index return of -3.5%. The Russell Midcap Growth Index 
declined -1.0% while the Russell Midcap Value Index fell -3.2%. The Russell 2000 Growth Index detracted -1.1% whereas the 
Russell 2000 Value Index fell -2.3%. Gold posted losses in February as well, ending the month at $1,829 per ounce (-5.2% 
this month). WTI crude oil declined modestly (-2.5%), ending February at $77 per barrel.  
 
Developed international equities modestly outpaced U.S. equities despite the strengthening of the U.S. dollar and an 
acceleration in inflation over the month. The MSCI EAFE Index returned -2.1% in February, while the MSCI ACWI ex USA 
Index (which includes emerging markets) was down -3.5%. Emerging markets fell -6.5% in February primarily due to China   
(-10.4%) as geopolitical tensions with the U.S. intensified and restrictions were placed on their semiconductor manufacturing 
industry. Weak relative results in other Asian markets such as Thailand (-9.5%) and Korea (-7.0%) also contributed to 
underperformance. 
 
U.S. fixed income markets also posted losses in February as bond investors, similarly to equity investors, began to price in 
the potential for a higher peak in the Fed Funds rate. The Bloomberg Aggregate Bond Index posted a loss of -2.6% during the 
month while the Bloomberg U.S. Corporate High Yield Bond Index was down -1.3%. The inverted spread between the 2-year 
and the 10-year U.S. Treasury notes widened to -0.89% at month’s end while the spread between the 3-month and the 10-
year U.S. Treasury notes tightened to -0.96%. These inversions are some of the deepest the bond market has seen in over 
40 years. Additionally, market participants are concerned about the possibility that the Federal Reserve could accelerate the 
size of rate hikes and raise short-term interest rates by 50 basis points next month due to the acceleration in the PCE Index 
reading in January.     
 
Strong economic data, higher-than-expected inflation readings and weakening corporate profits guidance rattled investors and 
caused a modest sell off in both equity and fixed income markets. The Federal Reserve indicated that additional rate hikes 
may be necessary to bring inflation to their 2% target. This rhetoric, combined with the surprisingly strong economic data, 
disappointed investors as the expectation was that the Fed might pause interest rate hikes after the March meeting. This ‘good 
news is bad news’ market environment implies that markets remained focused on the actions of the Federal Reserve. As 
investors were reminded this month, the path to curbing inflation is challenging, and markets likely will remain volatile in the 
coming months as investors monitor economic data and inflation in an attempt to determine when and at what level the Fed 
will pause interest rate increases. 
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Past performance is not indicative of future results. Different types of investments involve varying degrees of risk, and there can be no 
assurance that the future performance of any specific investment, investment strategy, or product including the investments and/or 
investment strategies recommended or undertaken by Fourth Street Performance Partners, Inc. (“FSPP”), or any non-investment related 
content, made reference to directly or indirectly in this commentary will be profitable, equal any corresponding indicated historical 
performance level(s), be suitable for your portfolio or individual situation, or prove successful. Due to various factors, including changing 
market conditions and/or applicable laws, the content may no longer be reflective of current opinions or positions. The information herein 
was obtained from various sources. FSPP does not guarantee the accuracy or completeness of such information provided by third party 
sources. The information in this report is given as of the date indicated and believed to be reliable. Index performance results do not 
represent any managed portfolio returns. Neither the information nor any opinion expressed in this report constitutes an offer, or an 
invitation to make an offer, to buy or sell any securities. FSPP is neither a law firm nor a certified public accounting firm and no portion of 
the commentary content should be construed as legal or accounting advice. A copy of the FSPP’s current written disclosure Brochure 
discussing our consulting services and fees is available upon request. 
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