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As the sporting world gears up for the 2023 college men’s basketball Final Four, we wanted to share an 

astounding statistic. From NCAA.com (emphasis added):1  
 
The Final Four is set and 2023 might be the maddest of any March Madness yet. Three teams are 
making their first Final Four appearance ever and no No. 1, No. 2 or No. 3 seeds made the Final 
Four. It's safe to say this year's Final Four was unpredictable, yet six brackets in our Men's Bracket 
Challenge Game defied the odds and picked all four Final Four teams correctly. Only about 1 in 
every 600,000 brackets predicted the Final Four correctly in the Men's Bracket Challenge 
Game. 

 
Given the last few weeks of stress in the US and European banking systems and continued uncertainty as to the 
trajectory of monetary policy and the economy, about 1 in 600,000 also seems like the odds that the S&P 500 would 
be flat for the month (currently up 0.07% as of mid-day on March 28).2 March Madness, indeed. 
 
 By now, we assume you are aware of the fall of several US banks – Silicon Valley Bank – being the most 
notable, and the subsequent federal intervention to solidify the banking system. Rather than detail the specifics, we 
thought it would be helpful to provide a broad overview of the main issue facing banks. Below is a chart depicting 
the average interest rates on bank checking and savings accounts relative to the Federal Reserve’s policy rate (or 
Fed Funds Rate),3 which has an outsized influence on money market fund rates and short-term Treasury rates. With 
banks offering close to 0% on deposits, a lot of money has migrated out of the banking system and into short-term 
cash-like holdings such as 0–1-year Treasuries and money market funds. Likewise, a number of clients transferred 
in bank deposits to us, which we can invest in Treasuries or FDIC-insured certificates of deposits (CDs) currently 
yielding 5%. 
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 Considering this rate discrepancy, it’s no wonder that hundreds of billions of dollars have flowed out of 
bank deposits and into holdings like money market funds. This was happening even prior to the banking system 
stress which started several weeks ago.  

 
 
While we think most banks will ultimately be fine – especially the large ones that are deemed systemically 

important – bank profitability may decline as they need to raise the amount they pay depositors in order to retain 
assets. Further, if banks poorly managed their interest rate risk (like Silicon Valley Bank) by investing deposits in 
long-duration fixed income securities at low yields (and not hedging), then they may face additional pressure if they 
need to sell those securities at a loss in order to fund depositor withdrawals. Given the new federal lending program 
to backstop bank assets (under which banks can borrow against their fixed income holdings at par value, rather than 
market value), this risk is not as severe as a few weeks ago. 
 
 In any event, the banking system stress (while not permanent) is likely to lead to both more regulation and 
near-term hesitancy to take on additional risk – meaning that banks will tighten lending standards,4 making credit 
less available on the margin. As the charts on the following page show, lending standards were already tightening 
just prior to the Silicon Valley Bank blowup. 
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 At some point, tightening lending standards are likely to slow the economy, as credit becomes harder to 
come by. We think a few things are notable for now. One, that despite expectations for the economy slowing, analyst 
estimates for US company earnings are increasing again for firms in the S&P 500 Index.5 
 

 
 

We think the reason for this might be that large companies are mostly self-sufficient when it comes to 
financing and are not overly reliant on credit to make investments. If we look at how the S&P 500 has compared to 
smaller firms (by market cap) which are more reliant on external financing, we can see those indices pricing in 
some degree of funding stress. Whereas the S&P 500 is up 3% to start the year and the tech-heavy Nasdaq 100 is 
up over 14% to start the year, the Russell 2000 Index of small cap firms is down 0.5% and the Russell Microcap 
Index is down by 5%. 

 
Another anomaly is that the volatility of fixed income markets is higher than at any point since the 2007-8 

financial crisis; whereas the volatility of the S&P 500 is relatively low.  
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We’re not surprised by the elevated bond market volatility given the extreme moves in Treasuries in the 
wake of this month’s banking stress, as well as uncertainty as whether the Federal Reserve will continue its rate 
hiking cycle much longer. It is unusual, though, for stocks to hold up in the face of such extreme moves in fixed 
income. While many economists continue to anticipate a recession at some point this year, the fact that stocks have 
barely budged in the face of the worst banking stress in 15 years and extreme moves in bonds is perhaps sending a 
signal that for large U.S. firms that are well capitalized and not reliant on borrowing, the outlook isn’t so bad.  
 
 That brings us to positioning. We still think that short-term Treasuries or even CDs offer attractive, low 
risk returns. The benefit of owning them is that you can get paid (at rates of 4-5% today) while waiting to see how 
the economy and broader stock market unfold in the coming months.  
 
 In the equities space, we think the correction in commodities markets has created a buying opportunity in 
conventional energy production firms – as well as the midstream pipeline companies. Global consumption of oil 
ended last year at 99.4 million barrels per day and is still expected to grow over the coming years (per the U.S. 
EIA). Supplies remain tight – largely in balance with demand and are expected to grow at a slightly lower rate.6 
 

 
 

Following up on our January letter, the pace of advancement in artificial intelligence is gaining momentum 
with OpenAI’s release of GPT-4 and Google’s release of its similar Bard large language model. Below we have 
included a segment of Bill Gate’s March 21st letter on artificial intelligence, entitled “The Age of AI has begun” 
(available at link).7 AI is seemingly advancing at an exponential rate. This will have broad implications not just 
only for the world of technology, but for all firms and people. We continue to think that investments in technology 
firms that are either creating this new computing paradigm (such as the large cap tech firms) or that will benefit 
from it (such as semiconductor firms) make sense – with the caveat, of course that valuations still matter! 
 
 
 



 
March 28, 2023 

 
Fort Sheridan Advisors LLC  P a g e  | 6 
600 Central Ave, Suite 365 
Highland Park, IL 60035 
(847) 559-9700 
www.fortllc.com 
Securities offered through Western International Securities, Inc. (Western), Member FINRA and SIPC, and Fidelity Brokerage Services LLC (Fidelity), 
Member NYSE, SIPC. Fort Sheridan Advisors LLC, Western and Fidelity are separate and unaffiliated entities. 

 
 

 
When someone with the technology pedigree of Bill Gates says that new developments in AI are 

revolutionary – “as fundamental as the creation of the microprocessor, the personal computer, and the mobile 
phone” – we think it’s worth taking seriously. The business, economic and social implications from AI will be 
profound and wide-ranging. We are confident it will be a topic we return to in future correspondence. 

 
As always, please reach out if you would like to discuss your portfolio and any of the ideas in this month’s 

letter. We hope you and your families are all well. 
 
 

Sincerely,  
 
 
 
Peter Karmin   Stuart Loren 
Managing Member  Director 
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This letter is not intended to be relied upon as a forecast, research or investment advice, and is not a recommendation, offer 
or solicitation to buy or sell any securities or to adopt any investment strategy. The opinions expressed are as of the date 
noted above and may change as subsequent conditions vary. The information and opinions contained in this letter are 
derived from proprietary and nonproprietary sources deemed by Fort Sheridan Advisors LLC (“Fort Sheridan”) to be 
reliable, are not necessarily all-inclusive and are not guaranteed as to accuracy. As such, no warranty of accuracy or 
reliability is given and no responsibility arising in any other way for errors and omissions (including responsibility to any 
person by reason of negligence) is accepted by Fort Sheridan, its principals, employees, agents or affiliates. This post may 
contain “forward-looking” information that is not purely historical in nature. Such information may include, among other 
things, projections and forecasts. There is no guarantee that any forecasts made will materialize. Reliance upon information 
in this post is at the sole discretion of the reader.  
 
Please consult with your Fort Sheridan financial advisor to ensure that any contemplated transaction in any securities 
mentioned in this letter align with your overall investment goals, objectives and tolerance for risk. In addition, please note 
that Fort Sheridan, including its principals, employees, agents, affiliates and advisory clients, may have positions in one or 
more of the securities discussed in this communication. Please note that Fort Sheridan, including its principals, employees, 
agents, affiliates and advisory clients may take positions or effect transactions contrary to the views expressed in this 
communication based upon individual or firm circumstances. Any decision to effect transactions in the securities discussed 
within this communication should be balanced against the potential conflict of interest that Fort Sheridan Advisors has by 
virtue of its investment in one or more of these securities.  
 
Additional information about Fort Sheridan is available in its current disclosure documents, Form ADV and Form ADV Part 
2A Brochure, both which are available without charge by contacting Fort Sheridan toll-free at 866-559-9700. You may also 
request copies by email at info@fortllc.com, or access the documents online via the SEC’s Investment Adviser Public 
Disclosure (IAPD) database at www.adviserinfo.sec.gov, using CRD# 151139 or SEC# 801-70517.  
 
Fort Sheridan neither provides investment banking services nor engages in principal or agency cross transactions. All 
securities transactions are effected through Western International Securities, Inc. and Fidelity Brokerage Services LLC. Fort 
Sheridan is not an affiliate of Western International Securities, Inc. or Fidelity Brokerage Services LLC. 
 
Investing involves risks, including the possible loss of principal and fluctuation of value. Past performance is no 
guarantee of future results. 


