
Summary of Monthly Update: July 27, 2023 

In July’s Market Update, Karen Reynolds Sharkey, the Head of Client Advisory and Services at City 
National Bank, hosted a Q&A discussion focusing on updates to CNR’s economic and investment 
outlook. Joining her were: 

 Garrett D'Alessandro 

 Charles Luke 

 Rachael Crane 

 

Although economic growth has been resilient this far, the majority of economic indicators CNR 

monitors continue to suggest that a mild recession is likely sometime later this year. With 

monetary policy entering restrictive territory only recently, and the Fed likely to stay higher for 

longer, downside risk should become more apparent in the coming months. Equity markets 

appear to be anticipating a quick return to a low-inflation, lower-interest rate environment and 

are likely to be disappointed. The speakers advise remaining underweight in stocks, and instead 

investing in fixed income and cash management returns. They emphasize the opportunities 

projected in short-term investment grade corporate bonds, high yield bonds and structured credit. 

Q1: The US economy has shown surprising strength this year. What has kept growth 

resilient, and do you still think recession in the near term is a high probability? 

Mr. D'Alessandro, the CEO of City National Rochdale, noted that growth has been better than 

expected so far this year. The resiliency of the economy, along with some recent positive 

developments, including progress on inflation, an approaching end to the Fed’s rate hiking cycle 

and actions by authorities to contain banking system turbulence, have moderated risks to the 

outlook.    

However, CNR continues to believe a mild recession is in the cards sometime later in 2023 or 

early 2024. Consumer strength, backed by a strong labor market, has kept the economy from 

slipping into recession so far, but this strength is expected to be tested in coming quarters. Mr. 

D'Alessandro highlighted the depletion of savings that were mailed out by the government, and 

the increase in delinquency rates and household debt payments as building headwinds for 

households. He also noted that low unemployment is not necessarily a reliable predictor of future 

economic conditions. Credit conditions continue to tighten, and restriction in credit availability 

has historically led to a slowdown in the economy. 

CNR now sees a 74% chance the economy will fall into recession, down from 78% last month, 

but has more confidence the recession will be relatively short and mild by historical standards, 

given the strength of underlying household and business fundamentals. 

Q2: Growth has remained resilient so far, and inflation, while moderating, is still too 

strong. How does this complicate things for the Fed? 

https://youtube.com/watch?v=La7NQY-n934


Charles Luke pointed out that, although economic growth has remained resilient, and inflation is 

moderating, it still remains too strong for the Fed. This complicates their decision-making 

process as they aim to beat inflation. Wage growth is seen as a key factor by officials that can 

bring down inflation, and, until the job market loosens, it will be difficult for the Fed to cut rates. 

Mr. Luke also noted that the market's expectations for rate cuts have consistently been wrong, 

and he advises not to fight the Fed. The overall outlook suggests that the Fed will likely stay on 

hold for an extended period, and while a sustained slowdown in growth is expected, it may take 

longer than initially anticipated.   

Q3: Given the macro outlook that Garrett and Charles just described, how are CNR 

Portfolio Managers positioning client portfolios?  

Given the highlighted uncertainty and elevated recession risk, Rachael Crane stated that CNR 

portfolio managers are maintaining their mild defensive positioning with a slight underweight 

position in equities. CNR currently sees better risk reward and plenty of opportunities in fixed 

income. It’s been a decade since bond yields have been this attractive, and, even though inflation 

is trending down, various yields have remained elevated, increasing the real rate of return. Short-

term T-Bills and cash-like alternatives have garnered the most attention, but short to intermediate 

yields in both municipal bonds and corporates offer additional opportunities. Bond allocations 

not only lower overall portfolio volatility, but they also historically perform better than stocks in 

recessionary periods. 

Ms. Crane noted that they are monitoring various factors, such as increased confidence in the 

economic and corporate profit outlook, signs the Fed might begin easing policy and 

improvement in geopolitical tensions, to potentially increase equity exposure in the future. 

Overall, they believe having some dry powder and getting paid while waiting for more attractive 

opportunities in the equity markets is a sensible approach. 

Q4: Growth equities have had a strong start to the year, and conservative and dividend 

stocks have not performed well. What should we make of this? 

Mr. D’Alessandro discussed the strong performance of the S&P 500 this year, but noted that a 

very large percentage of the index’s return has been driven by a handful of mega-cap tech names 

and enthusiasm over developments in artificial intelligence. Although breadth has improved 

recently, performance outside tech and a few other growth sectors has been much more muted.  

CNR will need to see greater participation from more economic sensitive sectors of the market to 

have greater confidence in the rally. He also noted that, while dividend stocks have not 

performed well this year, last year’s performance was very strong, and, over the longer term, 

these stocks have provided beneficial contributions to client portfolios. Dividend stocks also look 

more attractive, relative to the broader market. 

Overall, CNR remains skeptical about the sustainability of the current stock market rally, 

especially given their outlook for a recession in the next few quarters. Investor expectations for 

economic growth and the path of interest rates is too optimistic, Mr. D’Alessandro noted, and 

earnings disappointment ahead could be a source of renewed weakness in equity prices. 



Q5: Bond markets have also seen a recovery this year. How is CNR viewing the fixed 

income market and taking advantage of opportunities?  

Charles Luke reviewed the recovery of the bond market and the positive impact it has had on 

overall client portfolio returns. He highlighted the strong performance of high yield corporate 

and municipal bonds this year, and that CNR expects the fixed income environment to remain 

healthy. While he expressed caution regarding the current pricing of high yield corporate debt, 

stating that spreads are too small and may lead to increased volatility in the future, when 

managed properly, high yield consistently outperforms investment grade and contributes to long-

term performance. 

In the current environment, CNR believes that investment grade taxable and municipal bonds 

offer the potential for attractive returns with less risk. Mr. Luke said CNR remains cautious in 

adding interest rate exposure, especially with signs of sticky inflation and still solid economic 

data, which will force the Fed to keep policy tight longer than the market expects. At the same 

time, the competing influences of inflation and growth are expected to keep volatility high in the 

bond market, so they recommend short-term bonds and a reduction in opportunistic income 

allocations in favor of investment grade over the next 12 months. 

Q6: Putting this all together, how are you managing portfolios to meet client goals and 

expectations? 

Rachael Crane discussed the importance of protecting client portfolios by carefully managing 

risks and having a disciplined, fundamentally driven investment process. She emphasized the 

need to avoid knee-jerk reactions and emotional decision-making based on short-term market 

fluctuations, which can lead to longer term underperformance. Ms. Crane also highlighted the 

value of intelligently personalizing client portfolios, including considering liquidity constraints 

and tax management. The overall objective of CNR portfolio managers is to increase the 

probability of reaching client goals while minimizing volatility. 



Important Information 

All investment strategies have the potential for profit or loss; changes in investment strategies, contributions or 

withdrawals may materially alter the performance and results of a portfolio. Different types of investments involve 

varying degrees of risk, and there can be no assurance that any specific investment will be suitable or profitable for a 

client's investment portfolio. 

Returns include the reinvestment of interest and dividends. 

Indices are unmanaged, and one cannot invest directly in an index. Index returns do not reflect a deduction for fees 

or expenses. 

The information presented does not involve the rendering of personalized investment, financial, legal or tax advice. 

This presentation is not an offer to buy or sell, or a solicitation of any offer to buy or sell, any of the securities 

mentioned herein. 

This document may contain forward-looking statements relating to the objectives, opportunities and future 

performance of the US and global markets generally. Forward-looking statements may be identified by the use of 

such words as: “expect,” “estimated,” “potential” and other similar terms. Examples of forward-looking statements 

include, but are not limited to, estimates with respect to financial condition, results of operations, and success or lack 

of success of any particular investment strategy. All are subject to various factors, including, but not limited to, 

general and local economic conditions, changing levels of competition within certain industries and markets, 

changes in interest rates, changes in legislation or regulation, and other economic, competitive, governmental, 

regulatory and technological factors affecting a portfolio’s operations that could cause actual results to differ 

materially from projected results. Such statements are forward-looking in nature and involve a number of known and 

unknown risks, uncertainties and other factors, and accordingly, actual results may differ materially from those 

reflected or contemplated in such forward-looking statements. In addition, certain information upon which 

assumptions have been made has been provided by third-party sources and, although believed to be reliable, the 

information has not been independently verified and its accuracy or completeness cannot be guaranteed. Prospective 

investors are cautioned not to place undue reliance on any forward-looking statements or examples. None of City 

National Rochdale nor any of its affiliates or principals nor any other individual or entity assumes any obligation to 

update any forward-looking statements as a result of new information, subsequent events or any other 

circumstances. All statements made herein speak only as of the date that they were made. 

This information is not intended as a recommendation to invest in a particular asset class, strategy or product. 

The information presented is for illustrative purposes only and based on various assumptions which may not be 

realized. No representation or warranty is made as to the reasonableness of the assumptions made or that all 

assumptions used have been stated or fully considered. 

All investing is subject to risk, including the possible loss of the money you invest. As with any investment strategy, 

there is no guarantee that investment objectives will be met, and investors may lose money. Diversification may not 

protect against market risk or loss. Past performance is no guarantee of future performance. 

CNR is free from any political affiliation and does not support any political party or group over another. 

City National Rochdale, LLC, is a SEC-registered investment adviser and wholly owned subsidiary of City National 

Bank. Registration as an investment adviser does not imply any level of skill or expertise. City National Bank and 

City National Rochdale are subsidiaries of Royal Bank of Canada. City National Bank provides investment 

management services through its subadvisory relationship with City National Rochdale, LLC. 

  



Index Definitions 

S&P 500 Index. The Standard & Poor’s 500 Index is a market capitalization-weighted index of 500 common stocks 

chosen for market size, liquidity, and industry group representation to represent US equity performance. 

Indexes are unmanaged and do not reflect a deduction for fees or expenses. Investors cannot invest directly in an 

index. 

  

  

CITY NATIONAL ROCHDALE, LLC NON- DEPOSIT INVESTMENT PRODUCTS ARE: • NOT FDIC 

INSURED • NOT BANK GUARANTEED • MAY LOSE VALUE 

 

 

 

 


