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Stocks and bonds fell during the third quarter as rising interest rates 
and tighter Federal Reserve (“the Fed”) policy added pressure on 
risk assets. The S&P 500® Index reached a peak in July, up 20.65% 
through the first seven months of the year. Two consecutive negative 
months followed, reducing the year-to-date gain to 13.07% through 
the end of September. The Bloomberg U.S. Aggregate Bond Index, 
a broad gauge of U.S. bond market performance, slipped into 
negative territory with a -1.21% year-to-date return through the end 
of the quarter. The recent down trend came alongside a seasonally 
weak period for markets and a backdrop of better-than-expected 
economic reports that has emboldened the Fed to maintain its 
higher-for-longer interest rate policy.  While the Fed paused interest 
rate hikes in September, it reduced the number of expected rate 
cuts in its 2024 projections and kept on the table the potential for 
one more hike in 2023 amid sticky inflation, stronger economic 
growth, and a tight labor market. Entering the final quarter of the 
year, investors remain optimistic that the Fed will soon reach peak 
interest rate policy and sustain what has been so far a very resilient 
economy.

The Consumer Price Index (“CPI”) reversed its downward trend 
during the quarter, accelerating to a 3.7% annual increase in August, 
driven in part by a spike in gasoline prices.1 Core CPI (excluding 
volatile food and energy prices) continued to fall, but remains well 
above the Fed’s 2.0% target with a reported annual increase of 4.4%. 
The U.S. economy expanded at a 2.1% annualized pace according to 
the Commerce Department’s report on second quarter GDP growth,2 
continuing its advance in the face of tighter monetary policy. The 
economy added an average of 266,000 new jobs each month during 
the quarter, far exceeding expectations, and the unemployment 
rate ticked only slightly higher to 3.8% during the period. The ISM PMI 
Manufacturing Index reading showed improvement, rising to 49 in 
September, while the non-manufacturing sector remained above 
50 (readings above 50 indicate economic expansion and below 50 
indicate contraction).3 According to data from FactSet, corporate 

earnings declined by -4.1% year-over-year during the second quarter, 
marking the third straight quarter of declines. Earnings were better 
than expected, however, with nearly 80% of S&P 500 companies 
beating analyst estimates. Earnings are expected to decline by only 
-0.1% for the third quarter, marking a significant improvement from 
the past three quarters.

Stocks

Most broad global equity market indexes registered declines during 
the third quarter. In the U.S., the S&P 500 Index fell -3.27%, while 
foreign developed markets outside the U.S. sank -4.11% as measured 
by the MSCI EAFE Index. Nine S&P 500 sectors were negative, with 
the lowest returns from utilities (-9.25%) and real estate (-8.90%). 
Energy outperformed with a 12.22% return on the back of a 28% 
increase in oil prices.4 Communication services also delivered a 
modestly positive 3.07% gain. Shares of the “Magnificent Seven” 
group of stocks (Apple, Microsoft, Alphabet, Amazon, Nvidia, Meta 
Platforms, and Tesla), representing a large and concentrated portion 
of the S&P 500, delivered mixed performance during the quarter with 
an average return of 0.02% for the group. This followed the first half 
of the year when the Magnificent Seven contributed nearly three-
quarters of the market’s advance. Small caps underperformed large 
caps with a -5.13% return for the Russell 2000® Index compared to the 
-3.15% return for the Russell 1000® Index. Large cap growth and value 
stocks fell by roughly equal amounts, with the Russell 1000® Growth 
Index losing -3.13% and the Russell 1000® Value losing -3.16%.

Bonds

Bond investors faced a second consecutive quarter of difficult 
performance as sharply rising rates and a steepening yield curve 
impacted returns. The 10 Year U.S. Treasury yield increased nearly 
80 basis points to end the quarter yielding 4.59%, the highest in 16 
years. The yield curve became less inverted as yields for longer 

1 Dept. of Labor, FactSet.
2 U.S. Bureau of Economic Analysis, FactSet.
3 ISM, FactSet.
4 Crude Oil $/bbl, WTI, FactSet
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maturities climbed higher than shorter maturities with the spread 
between 2-year and 1-10-year Treasury yields narrowing significantly 
from -1.08% to -0.44% during the quarter. Amid this backdrop the 
Bloomberg Barclays U.S. Aggregate Index returned -3.23% during 
this period. Investment grade credit spreads remained relatively 
unchanged within the corporate bond sector, driving a wide margin 
of outperformance from higher-yielding lower quality bonds. 
BBB-rated U.S. Corporates returned -2.71% for the quarter compared 
to -6.31% for their AAA-rated counterparts. High yield bonds 
were slightly positive with a 0.46% return for the Bloomberg U.S. 
Corporate High Yield Index. Agency Mortgage-Backed Securities 
underperformed the broader market with a -4.05% return. Municipal 
Bonds also suffered underperformance with a -3.95% return for the 
Bloomberg Municipal Bond Index. 

Each of us at AMG Funds appreciates the continued opportunity to 
assist you with your investing needs.
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