
 

April 2023 

Dear Clients and Advisors, 

 
We are pleased to report our results for the first quarter of the year, with all Corbyn strategies 
generating low single-digit returns during a very uncertain macroeconomic environment that drove 
rapid and volatile shifts in market sentiment. Looking back at the negative returns of the various 
equity and fixed income indices over the past 15 months, we are proud that our conservative 
investment culture has served clients well, insulating portfolios from more severe market declines 
while still participating in market upswings. During what has been a very tumultuous time for the 
markets, our approach has resulted in overall performance exceeding that of the broader equity 
and fixed income markets, with far less volatility along the way. We strive to deliver peace of mind 
to our clients by producing strong, risk-adjusted long-term performance in all Corbyn investment 
strategies.  

During the first quarter of 2023, markets remained extremely sensitive and reactive to economic 
data, with freshly released data points often causing investors to rapidly change expectations for 
future interest rate moves by the Federal Reserve (the “Fed”). Following the difficult market 
performance of 2022, equity and fixed income markets started the new year off strongly, as better-
than-expected inflation readings stoked hopes that the Fed may wind down monetary tightening 
sooner than had been expected. This optimism quickly faded in February as much stronger 
employment data and hawkish Fed commentary caused interest rates to rise precipitously and 
equity markets to sell off. Then, in mid-March, the narrative changed quickly and unexpectedly 
with the sudden collapses of Silicon Valley Bank and Signature Bank. Although the failures of 
these two banks were largely the result of company-specific business practices, they did focus 
attention on the stresses put on banks in a rapidly rising interest rate environment. Concerns that 
banks may tighten credit standards and reduce lending increased recession fears, which caused 
equity markets to decline again, especially shares of financial companies, while Treasury yields 
sank. Equity markets did stage a rally at the end of the quarter, but Treasury yields remained well 
below year-end levels as investors returned to anticipating the end of the Fed rate hiking cycle and 
the beginning of rate cuts. Expectations for macroeconomic and monetary policy are likely to 
continue to be volatile over the coming months with markets intensely interpreting every inflation 
and employment data point. We remain vigilant and ready to take advantage of volatility to 
improve the positioning of the portfolios for the long term.  

 

Fixed Income 

The core goals of Corbyn’s fixed income investment strategies are to provide attractive risk-
adjusted returns over time, withstand significant market volatility caused by economic uncertainty, 
and generate attractive current yields. Over the last five quarters, as interest rates soared from 
historic lows to near fifteen-year highs, the performance of our fixed income accounts 



demonstrated the key defensive attributes of our investment strategy. During 2022, a year in which 
most major fixed income indices suffered double-digit declines, Corbyn’s Strategic Income 
accounts were, generally, down only low single-digits. Combined with our strong positive 
performance during the first quarter of 2023, these accounts have generally recovered most, if not 
all, of last year’s losses, and are now benefitting from higher ongoing yields than we have seen in 
many years. In contrast, most longer-duration bonds, especially those with lower coupons, have 
quite a way to go to recoup losses. 

The first quarter brought renewed volatility to the fixed income markets as both Treasury yields 
and future interest rate expectations changed rapidly. After a relatively stable January, Treasury 
yields began to move significantly higher, with the 2-year yield peaking at over 5% in early March. 
However, during the last few weeks of the quarter, markets reacted drastically to the turmoil in the 
banking sector, and growing fears of recession pushed future interest rate expectations lower. 
Treasury yields declined across the curve, with the most dramatic moves seen in the shorter (two-
to-five year) end of the curve (see chart below). The Fed’s comments at the time of the March 
Federal Open Market Committee (the “FOMC”) meeting were generally in-line with the market’s 
expectations at the time, but the Fed’s “wait and see” approach to the banking sector stresses has 
resulted in increased uncertainty around the path of interest rates in the near term.  

 

US Treasury Yield Curve

Source: Bloomberg 
 

Despite a relatively strong labor market, a mixed macroeconomic picture has many economists 
increasingly expecting a recession to develop in the coming months. Investors are currently 
viewing Treasuries as a safe haven and pricing in rate cuts from the Fed in the second half of 2023. 
However, if the near-term outlook for stability in the banking sector improves, the market may be 
underestimating the Fed’s resolve to combat inflation and the interest rate environment may turn 
out to be “higher for longer” than generally expected. 
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The increase in borrowing costs sharply reduced the issuance of high yield corporate bonds during 
2022, but the new issue environment has stirred back to life so far in 2023. Chief financial officers 
are now resigned to the reality and sustainability of these higher interest rates and are also 
interested in de-risking their balance sheets in this increasingly uncertain macro environment. 
Throughout the quarter, a growing number of corporations issued bonds to either refinance soon-
to-mature debt or raise new funds. This revitalization of new issues in the high yield bond market 
is another positive development for our investment strategies, as we anticipate that a number of 
the bonds in our portfolios will be redeemed prior to their maturity - resulting in improved overall 
returns. We will be able to reinvest the dry powder received from these early redemptions at higher 
interest rates than in recent years.  

One of the reasons that we are very constructive on our fixed income strategies currently is that 
there is quite a bit more “optionality” with our bonds than in past years. Due to the rise in interest 
rates over the past year, most of the bonds in the market now trade at discounts to par. 
Consequently, the “yield-to-worst” return is the bond’s yield-to-maturity. If the bond ends up being 
retired earlier than its maturity (due to a bond’s early redemption or “call”), then the actual realized 
gain will be higher than its current yield-to-maturity. These attractive redemption features are 
generally not present in government bonds or bonds that were issued in the investment grade 
market. 

We continue to see attractive opportunities across short-duration securities, and we have attempted 
to take advantage of market volatility by patiently waiting for opportunities to deploy capital at 
what we consider attractive spreads. For the first time in over a decade, we can now put money to 
work in our fixed income strategies at levels closer to equity-like returns. While fixed income 
markets are likely to remain volatile in the coming quarters, we believe our individualized 
approach to security selection will play an increasingly important role, especially if the economy 
slows down. Within such an environment, our fundamentally-driven security selection process 
should continue to provide attractive risk-adjusted returns, while subjecting the portfolios to 
markedly less volatility.  
 

Equities 

Corbyn’s equity investments produced mid-single-digit returns during the first quarter, solid 
performance during a quarter in which broader indices posted an unusually wide range of results. 
While the Dow Jones Industrial Average and value-oriented indices only produced slightly 
positive gains during the quarter, the NASDAQ and the S&P 500 were up significantly more due 
to higher exposure to mega-cap technology names. These stocks bounced back from generally very 
poor performances during 2022 and benefitted from the continued inverse correlation between 
more expensive growth names and longer-term interest rates, with these stocks generally moving 
higher when rates go lower (and vice versa).  

The performance of Corbyn’s equities since the market’s peak in 2021 continues to significantly 
outperform the major stock indices, particularly the S&P 500 and NASDAQ, even after 
considering those indices’ big first quarter bounces. This underscores why we prioritize securities 
of reasonably valued, financially strong and well-managed companies that provide the potential 
for attractive growth while also offering downside protection. To put it simply - if you focus on 
limiting downside, you do not need an extraordinary gain to recover your losses suffered during a 



period of market declines. In addition, we firmly believe that lower volatility helps avoid the 
natural but emotional tendency to throw in the towel and sell during difficult periods, thus often 
missing a subsequent rally. As an example, the NASDAQ is still down 21% since the end of 2021, 
despite being up 17% in the first quarter. Contrast that with Corbyn’s equity investments which 
are, in general, down only mid-to-high single digits during this period. Because of our less volatile 
performance during 2022, Corbyn’s equity holdings are not as reliant on big, inherently 
unpredictable rallies to recover any losses.  

We are excited about the opportunities that typically develop during periods of market volatility. 
Our conservative, fundamentally driven investment approach should increasingly resonate in such 
uncertain environments. By investing in companies that generate ample amounts of free cash flow 
and have management teams with strong track records of utilizing these cash flows strategically, 
we remain confident in our ability to produce strong, risk-adjusted performance. 

 

We hope you can sense our excitement for the opportunities available in all Corbyn account 
strategies, and we will continue to try to use market volatility to our advantage to adjust the 
positioning of the portfolios to achieve success over the long term. Please reach out to us with any 
questions as we navigate the market environment together.  

 
Respectfully, 
 

         
Charles vK. Carlson, CFA            Michael J. Fusting, CFA 
President, Portfolio Manager            Portfolio Manager – Equities 
Co-Chief Investment Officer            Co-Chief Investment Officer 
 

                                        
Michael J. Pulcinella                      Michael A. Goodman, CFA                
Portfolio Manager – Fixed Income                                       Senior Investment Analyst       
Head Trader 
 

   
George A. Truppi, CFA                
Senior Investment Analyst      

 
 
 
 
 



*** 
The commentary is based on information believed to be reliable, but we do not represent that it is accurate or complete. 
The opinions expressed contain general information, are subject to change and should not be considered 
recommendations to buy or sell any security. Our expectations, beliefs and projections about performance or the 
markets are not a guarantee of future results. Duration is a commonly used measure of the potential sensitivity of the 
price of a debt security, or the aggregate market value of a portfolio of debt securities, to changes in interest rates 
prior to maturity. Securities with a longer duration generally have more volatile prices than securities of comparable 
quality with a shorter duration. A yield curve is a line that plots yields (interest rates) of bonds having equal credit 
quality, but differing maturity dates. The slope of the yield curve gives an idea of future interest rate changes and 
economic activity. Yield to worst is the lowest yield that a buyer can expect among the reasonable alternatives, such 
as yield to maturity, yield to call, and yield to refunding. Callable or redeemable bonds are bonds that can be 
redeemed or paid off by the issuer prior to the bonds' maturity date. Yield to maturity is the total return anticipated 
on a bond if the bond is held until it matures. Free cash flow measures the cash generating capability of a company 
by adding certain non-cash charges (e.g. depreciation and amortization) to earnings and subtracting capital 
expenditures. Cash flow measures the cash generating capability of a company by adding non-cash charges (e.g. 
depreciation) and interest expense to pre-tax income. The Dow Jones Industrial Average is a broad based unmanaged 
index comprised of 30 actively traded large-capitalization stocks. The S&P 500 Index is a broad-based unmanaged 
index of 500 stocks, which is widely recognized as representative of the equity market in general. The Nasdaq 
Composite is a stock market index that includes almost all stocks listed on the Nasdaq stock exchange. It is not possible 
to invest directly in an index. The information provided is not to be distributed without the written consent of Corbyn 
Investment Management. 

 


