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MARKET REVIEW

Optimism reigned at the beginning of the year, fueling a 
broad January equity rally. Expectations for the Federal 
Reserve to slow its rate hike pace bolstered momentum 
investors and gave some hope to a soft-landing scenario. 
The Fed took the air out of that balloon in February with 
commentary that reiterated its hawkish inflation stance, 
and investors came to grips with prospects for interest 
rates being ‘higher for longer’. 

March brought an entire new set of concerns as banking 
industry turmoil suddenly resulted in the largest bank 
failures since the Global Financial Crisis. The Fed stepped 
in to prevent a widespread banking panic, and the worst 
fears had calmed by the end of the month. But this 
situation has given rise to questions about the economic 
ramifications of underlying banking issues and whether 
they or tighter regulations could enhance recession odds in 
coming quarters. 

Despite a challenging backdrop, the S&P 500 finished the 
first quarter solidly in positive territory, underpinned by 
market trends which reversed many of last year’s stock 
price movements. Mega caps, high-beta and companies 
without dividends led the S&P 500 this quarter. Those 
characteristics generally describe large-cap growth 
investing, which led the market by a wide margin in the 
first quarter as evidenced by the tech-heavy Nasdaq 100 
index posting a whopping 20% gain. 

As a market-cap weighted index, the S&P 500’s 7.5% 
advance was heavily influenced by the biggest growth 
stocks and finished well above the S&P 500 Equal Weight 
Index’s 2.9% first quarter gain. The Tributary Large Cap 
Strategy generated a return midway between those two 
indices, advancing 5.0% in the first quarter. Despite 
growth’s return to favor this quarter, the strategy’s twelve 
month return remains 2.7% ahead of the S&P 500 Index.

Sector returns were starkly divided between the haves 
and have-nots as three S&P 500 sectors generated gains 
greater than 16% this quarter and four sectors finished in 
negative territory. The three sectors enjoying substantial 
benchmark recoveries this quarter were technology 
(+24%), communication services (+21%) and consumer 
discretionary (+17%). All three of those sectors suffered 
steep declines during 2022, so their robust rebounds 
clawed back a significant portion of last year’s losses. 

The four S&P 500 sectors that finished in negative 

territory this quarter were energy (-5%), healthcare (-4%), 
financials (-3%) and utilities (-3%). Oil and gas shares fell 
after an oil price drop in March. The energy sector is also 
coming off market leading performance across the two 
previous years. Defensive sectors such as healthcare and 
utilities were ignored early in the quarter as the market 
embraced a “risk-on” mentality. Finally, the financials 
sector was dragged down by alarming banking industry 
turmoil that arose in mid-March. The S&P 500’s bank 
industry group fell -19% in March as shockwaves were felt 
both in the U.S. and in Europe. 

The surging technology and consumer discretionary sectors 
accounted for a significant portion of the Tributary Large 
Cap Strategy’s underperformance. When stock groupings 
have substantial rallies or declines, relative performance 
can be heavily influenced by benchmark stocks that are 
not held. With that backdrop, not owning Nvidia (+90%), 
Salesforce (+51%) and Advanced Micro Devices (+51%) 
in the tech sector amounted to half of the strategy’s 
2.5% deficit. Another 0.6% was due to not owning Tesla 
(+68%) in the discretionary sector. So, roughly 75% of the 
strategy’s shortfall can be explained by the tremendous 
stock runs by heavy index weighted growth companies 
that are not owned in this strategy. The flip side to this 
situation is that not owning those stocks last year aided 
relative performance when they suffered substantial 
declines. 

The strategy’s strongest relative performance occurred 
in the industrials, healthcare and financials sectors. 
Industrial relative performance was bolstered by 
another strong report with growing backlogs from 
Quanta Services (+17%), and favorable Dupixent data 
influenced Regeneron’s +14% move which boosted the 
strategy’s healthcare return. Overall, our bank holdings 
outperformed relative to the broader banking group, 
which was rocked in the wake of three large failures and 
resulting uncertainties. Financial holdings Visa (+9%) and 
Intercontinental Exchange (+6%) also outpaced the sector 
this quarter. 

Much like the late 2018 equity market sell off, growth 
stocks – specifically large cap tech and communication 
services – became viewed as a late quarter safe haven 
against investor concerns about a forthcoming recession. 
Many of those stocks have already suffered steep declines 
and have had substantial downward estimate revisions, so 
perhaps some investors believe expectations are already 

Quarter Year to Date 1 Year 3 Years 5 Years 10 Years

Tributary Capital Management (Gross of Fees) 5.0% 5.0% -5.0% 18.6% 10.6% 11.2%

Tributary Capital Management (Net of Fees) 4.8% 4.8% -5.7% 17.8% 9.9% 10.5%

S&P 500 Index 7.5% 7.5% -7.7% 18.6% 11.2% 12.2%

Russell 1000 Index 7.5% 7.5% -8.4% 18.6% 10.9% 12.0%
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low for those stocks. We shall see if growth stocks are 
able to maintain market leadership should recession fears 
continue to climb.

PORTFOLIO CHANGES

Two holdings were added to the strategy during the first 
quarter. Robert Half International, which has been held 
in our Small/Mid Cap Strategy since 2017, is a temporary 
staffing and consulting company with a focus on 
accounting and finance staffing. The low capital intensity 
of the business model allows the company to generate 
healthy cash flows and maintain a debt free balance 
sheet. Abbott Laboratories is a diversified healthcare firm 
with products and services that include medical device, 
diagnostics, nutrition and established pharmaceuticals. 
The company’s diverse end market exposures provide good 
business visibility and stability while also providing an 
opportunity for growth through further market penetration 
in diabetes care, a rebound in medical visits and surgeries 
benefiting their cardiovascular business and a recovery in 
their nutrition business.

Eliminated from the portfolio during the quarter was 
Laboratory Corp of America. The company plans to spin 
off its clinical trials business later this year, and the lab 
diagnostics business is facing earnings normalization 
headwinds over the next few years.

TOP CONTRIBUTORS

Apple reported results that were below consensus due to 
supply chain and foreign exchange headwinds that will 
also impact the March quarter. However, margins were 
better than expected, and results are expected to improve 
as 2023 progresses. Additionally, Apple shares benefitted 
from investor preference for large cap technology stocks in 
the quarter.

Microsoft stock generated strong returns due to investors’ 
excitement over the company’s opportunities to integrate 
artificial intelligence engine ChatGPT into multiple product 
lines. Additionally, Microsoft shares benefitted from 
investor preference for large cap technology stocks this 
quarter.

Meta Platforms (Facebook) saw a positive reaction to 
its earnings announcement in February that detailed 
significant cost savings initiatives the company will pursue 
as a part of its “year of efficiency.” This effort will lower 
future operating expenses and capital expenditures.

Booking Holdings, an online travel agent, reported 
quarterly bookings, revenue and EPS that were significantly 
above expectations, and management issued above 
consensus full year guidance. Booking is continuing to 
benefit from pent up demand for travel, especially in the 
U.S. and Europe. 

Amazon beat on revenue in its most recent quarter, and 
management continued to make progress on cost cutting 

measures, which bolstered investor expectations for the 
company to meaningfully increase operating margins in the 
next several years.

TOP DETRACTORS

UnitedHealth Group posted a strong quarter for both its 
insurance and non-insurance operations while reaffirming 
’23 guidance. Lately, investors have been concerned 
about possibly weaker reimbursement rates by the U.S. 
government for Medicare plans.

Dollar General missed on EPS due to adverse weather. 
Management also issued preliminary 2023 guidance that 
was below guidance, with management indicating that 
traffic at stores had slightly decreased and that higher 
interest rates were expected to negatively impact EPS in 
2023.

Johnson & Johnson posted weak 4Q22 sales versus 
expectations, driven by softer medical device demand in 
China while 2023 guidance seems heavily weighted to the 
back half of the year. JNJ also received less-than-favorable 
talc litigation news in January; the company has reserved 
$2 billion for possible settlements.

ConocoPhillips was weaker than energy peers as oil prices 
softened in March. Conoco’s 2023 capex guidance was 
slightly above expectations, and EPS guidance was not 
raised, slightly disappointing investors.

U.S. Bancorp was negatively impacted due to concerns 
regarding recent bank failures. The company has low 
capital levels following the acquisition of Union Bank, and 
while US Bank is in a favorable position to rebuild capital 
levels somewhat quickly, the stock has been put in the 
penalty box in this period of industrywide uncertainty. It 
is also very likely that US Bank will face tightened capital 
and liquidity requirements as regulators react to these 
industry developments.

PORTFOLIO OUTLOOK

Investors’ crystal balls were hazy at the beginning of the 
year and three months later, they are decidedly cloudier. 
While employment remains strong, economic forecasts 
have skewed more negative as the health of the U.S. 
banking system has become a cause for concern. Investors 
have focused on the interplay between uninsured deposits 
potentially seeking out higher rates of return and the 
unrealized security losses on bank balance sheets that are 
related to the Fed’s large and swift interest rate moves 
over the last year. If the economy slows significantly, 
credit losses could be the next major challenge for banks. 
There are also longer-term worries that commercial real 
estate bank loans may sour considering dramatically lower 
office space demand due to the rise of the work from 
home culture. 

So, banks seem to have no shortage of potential bumps in 
the road, which could make the Federal Reserve’s initiative 
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to combat inflation much more difficult. Inflation remains 
stubbornly high even though the U.S. core personal-
consumption expenditures price index has been on a 
downward trend since September. However, higher interest 
rates spurred by a hawkish Fed, could further destabilize 
the banking sector by increasing the paper losses on bank 
balance sheets.

Looming in the background is the federal debt ceiling. 
The Treasury Department has been using extraordinary 
measures to keep paying the government’s obligations 
since January, but that may only last until early June. If 
the standoff over the national debt results in a downgrade 
of the government’s credit rating, the financial and 
economic repercussions could be severe. However, we’ve 
been down this path before, and a resolution always seems 
to be found at the eleventh hour.

The complexity and magnitude of these near-term issues 
may paralyze some investors, while others will be spurred 
to action, trying to game these uncertain outcomes and 
their short-term repercussions. As long-term investors, 
we find it more helpful to contemplate where major 
determinants of growth and value, like future borrowing 
costs and the risk-free rate, will normalize. We believe 
the Fed may need to continue to be vigilant to achieve 
their inflation objective in the coming years and is 
unlikely to return to a near zero interest rate policy. In an 

environment with a higher risk-free rate and higher capital 
costs, we believe more investors will come to appreciate 
companies with healthy balance sheets and generous cash 
flows, just as we do.

These economic uncertainties have led to broad reductions 
in 2023 earnings estimates over the last few months. 
According to FactSet, S&P 500 earnings are now expected 
to grow only +1% for the year, down from +4.5% at the 
start of the year. And that figure will likely slide further 
as there are more than a few market prognosticators 
forecasting a decline in annual earnings this year. Profit 
estimates have fallen sharply for small- and mid-cap 
stocks, as well. Investors are anxiously awaiting outlook 
commentary from companies in the forthcoming earnings 
season.

The dark clouds gathering on the horizon and the 
deterioration in earnings expectations have caused many 
investors to favor large-cap stocks for their perceived 
safety. We believe current market uncertainties can create 
opportunities for fundamental, bottom-up investors such 
as ourselves. By investing in sound businesses at attractive 
valuations while using a multi-year investment horizon, 
we believe we can effectively navigate turbulent economic 
periods and capitalize on opportunities created by the 
short-term focus of other investors.
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Unless otherwise noted, all returns, excluding Tributary Capital Management’s strategies, have been obtained from FactSet Research Systems.

! e performance numbers shown above are for the Tributary Large Cap Equity Composite and are expressed in U.S. dollars. Due to the merger described 
below, the creation date of Tributary’s Large Cap Equity Composite is Jan 1, 2005. ! e composite includes all discretionary accounts with an initial market 
value of $500,000 that are generally invested in a large capitalization equity strategy. ! e inception date of the Large Cap Equity Composite is March 
31,1985. ! e Tributary Large Cap Equity Composite was formerly known as the Tributary Large Cap Value Equity Composite through periods ending 
March 31, 2019. ! e Standard & Poor’s 500 is a basket of 500 stocks that are considered to be widely held. ! e S&P 500 index is weighted by market value, 
and its performance is thought to be representative of the stock market as a whole. ! e S&P 500® Equal Weight Index (EWI) is the equal-weight version of 
the widely-used S&P 500. ! e index includes the same constituents as the capitalization weighted S&P 500, but each company in the S&P 500 EWI is 
allocated a % xed weight - or 0.2% of the index total at each quarterly rebalance. ! e Russell 1000 Value Index measures the performance of the large-cap value 
segment of the U.S. equity universe. It includes those Russell 1000 companies with lower price-to-book ratios and lower expected growth values. ! e Russell 
1000 Growth Index measures the performance of the large cap growth segment of the U.S. equity universe. It includes those Russell 1000 Index companies 
with higher price-to-book ratios and higher forecasted growth values. s today’s modern day industrials. It is not possible to invest directly in the S&P 500, S&P 
500EWI, Russell 1000 Index, Russell 1000 Value Index or the Russell 1000 Growth Index.   

Net-of-fees composite returns are calculated using the highest potential fee the investment advisor will charge investors in the composite. Net performance is 
reported net of investment advisory fees and transaction costs. Capital gains and dividends are reinvested for performance calculations.   

It should not be assumed that an investment in securities identi% ed was or will be pro% table or that the investment decisions we make in the future will be 
pro% table or will equal the performance of the securities discussed herein. Holdings are subject to change. ! e holdings identi% ed do not represent all of the 
securities purchased, sold or recommended for the portfolio. ! e holdings listed should not be considered recommendations to purchase or sell a particular 
security. ! e “Top Contributors” and “Top Detractors” represented are based on contribution to portfolio return. To obtain the contribution calculation 
methodology and a complete list of every holding’s contribution to the overall portfolio’s performance during the quarter, please contact clientservices@
tributarycapital.com. Sector performance in commentary is stated gross of fees.  

Tributary, an SEC Registered Investment Adviser, is the combined entity of the prior Tributary (formed Jan. 1, 2005) and First Investment Group (formerly 
a department of First National Bank of Omaha) which merged in May 2010. Tributary is a wholly owned subsidiary of First National Bank, a wholly 
owned subsidiary of First National of Nebraska, Inc. and manages mutual funds and equity and balanced portfolios. Tributary Capital Management, 
LLC (“Tributary”) claims compliance with the Global Investment Performance Standards (GIPS®). A fully compliant report can be requested by emailing 
clientservices@tributarycapital.com.

Comments are provided as general market commentary and should not be considered investment advice or predictive of any future market performance.  

Past performance does not guarantee future results.  Investments: Are Not FDIC Insured • May Go Down in Value • Are Not a Deposit 


