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Interest Rates and Inflation and AI! Oh My! 

Quarterly Commentary 
Second Quarter 2023 
 
• Central banks continue to fight inflation 
• Tourism stocks are back from vacation 
• The artificial intelligence (AI) boom throws the market a lifeline 

This document is for informational purposes only and is not intended to be, nor should it be construed or used as an 
offer to sell, or a solicitation of any offer to buy, any security. Additionally, the information herein is not intended to 
provide, and should not be relied upon for, legal advice or investment recommendations. You should make an 
independent investigation of the matters described herein, including consulting your own advisors on the matters 
discussed herein. Please see page 6 for additional important information. 
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Introduction 

In recent decades, global investors have witnessed numerous episodes of rampant 
inflation, including in the U.S. from 1973 to 1982, due to two surges in oil prices. 
While inflation has been a minimal factor in the developed markets until recently, 
that has not necessarily been the case in developing markets. For instance, in 
Zimbabwe from 2007 to 2008, the government declared inflation illegal after prices 
surged over a billion percent. In 1975 and again today, inflation in Argentina has 
soared, due to economic downturns, recurring currency crises and high-interest 
payments on the national debt.  
 
The latest U.S. inflation report showed that the Consumer Price Index (CPI) climbed 
4.0% and 3.0% in May and June, respectively, steadily declining from its 9.2% peak a 
year ago. While supply chain constraints have eased and the labor market has 
cooled due to announced layoffs, particularly in the technology sector, the Federal 
Open Market Committee (FOMC) has only recently paused its aggressive monetary 
policy tightening, which began in March 2022 and has resulted in 10 consecutive 
hikes totaling 5.0% through May 2023. During the FOMC’s June meeting, it cited the 
need for more time to assess the economic outlook while strongly indicating that it 
plans to continue to raise rates until the end of the year. While increasing interest 
rates has helped to somewhat curb inflation, the FOMC’s rate hikes have also come 
at a cost, almost resulting in a banking crisis (e.g., Silicon Valley Bank) in the U.S. 
and exacerbating recession fears.  
 
While the first quarter ended with banking sector instability threatening to erase 
market gains, U.S. equity markets recovered, and the Syntax US 500 Large Cap Index 
rose 8.9 % in Q2, driven predominantly by an AI-induced rally.  
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Exhibit 1: Syntax Core Index Performance Summary 
 

Index Ticker Q2 2023 (%) 12 months (%) 

Syntax US 500 Large Cap Index SY500 
 
8.9% 19.5% 

Syntax US 1000 Large and Mid Cap Index SY1000 8.6% 19.4% 

Syntax US 2000 Small Cap Index SY2000 4.7% 12.1% 

Syntax US 3000 Index SY3000 8.4% 19.0% 

Syntax US 200 Mega Cap Index SY200 10.0% 21.1% 

Syntax US 400 Mid Cap Index SY400 4.2% 15.6% 

Syntax Stratified SmallCap Index SYSCTR 2.7% 9.5% 

Syntax Stratified LargeCap Index SYLCTR 3.9% 14.4% 

Syntax Stratified MidCap Index SYMIDTR 5.0% 18.1% 
 

Source: Syntax. Performance as of 30 June 2023. Total return performance does not reflect 
fees or implementation costs, as an investor cannot directly invest in an index.  

 
The Syntax 3000 Index ended the quarter up 8.4%, while the Syntax US 200 
Index rose 10.0%, extending its rally from Q1 and consequently outperforming 
the broad market. The Syntax US 500 Index beat the market by 50 basis 
points. The Syntax US 1000 Index slightly outperformed the broad market, 
ending Q2 with an 8.6% return. Despite underperforming the market, the US 
2000 Index ended the second quarter up 4.7%. Our more diversified Stratified 
Weight Indices underperformed the market but still ended the quarter up 2.7% 
for the SmallCap Index, 3.9% for the LargeCap Index, and 5.0% for the MidCap 
Index. This relative underperformance is expected during periods of high 
momentum, as observed year to date; the Stratified Weight Indices slightly 
outperformed equal weight measures of these same universes year to date. 

 
Last quarter, we noted that seven companies generated over 50% of the 
market’s 7.5% rally. In comparison, its equally weighted counterpart returned 
only 2.9%. This trend persisted in the second quarter when NVIDIA, the 
computer graphics processor and chip manufacturer, which has benefitted 
from the rapid adoption of AI, joined the trillionaires club and became the 
seventh U.S. company with a capitalization of over $1 trillion.   
 
While these “Magnificent Seven” companies – Apple (+49.7% YTD), Alphabet 
(+36.3%), Amazon (+55.2%), Microsoft (+42.7%), Nvidia (+189.5%), Meta 
(+138.5%), and Tesla (+112.5%) – have significantly outperformed year to 
date, that has not been the case for the rest of the S&P 500; the average stock 
excluding these seven is up merely 7.7% over the same period. While robust 
economic data has put some recession fears to rest, investors should be 
cautious about interpreting the market’s headline returns without 
understanding the underlying performance drivers.  
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Exploiting Investment Opportunities in the AI Value Chain 
 
While the Magnificent Seven have been the primary beneficiaries of the 
emergence and adoption of AI, other companies can also be well-positioned 
to take advantage of this theme. Exhibit 2 breaks down the AI value chain into 
various components, illustrating potential opportunities that investors can 
pursue to gain exposure to the AI trend. For example, companies focused on 
computer hardware and cloud platforms have been among the first to reap 
the benefits of the recent AI boom. Additionally, foundation models, such as 
ChatGPT, have been widely adopted by end-users, model hubs (on which 
applications are built), and access models – all of which could offer potential 
opportunities for investors, particularly when considering the range of 
industries that leverage or plan to leverage AI technology to deliver 
applications and services for their clients. 

 
Exhibit 2: Generative AI Value Chain 

 
Source: McKinsey and Syntax. The graphic above has been adapted from 
https://www.mckinsey.com/capabilities/quantumblack/our-insights/exploring-opportunities-
in-the-generative-ai-value-chain. Company names are provided as non-limiting examples of 
companies engaged in various parts of the AI Value Chain. MLPOs are machine learning 
operations.  
 
Affinity Thematic Lens 
 
Using the Syntax Affinity® Platform, investors can view the market through a 
wide range of unique thematic lenses and analyze the performance of groups 
of relevant companies. Themes are often persistent in the markets for 
several months or quarters; related stocks can persistently out (or under) 
perform. During the second quarter, the following emerged as themes to 
watch: 
 
Leaders 
 
Tourism 
While the covid pandemic halted travel globally, this year’s tourism 
projections indicate that the travel industry has rebounded. The Affinity 
Tourism lens was up 20.9% for the second quarter. The Cruise Ship and 
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Airline groups, whose businesses were brought to a near standstill in 2020, 
rallied significantly, with returns as high as 68.7% and 24.0% in Q2. Cruise 
ship companies such as Carnival Corporation, Norwegian Cruise Line, and 
Royal Caribbean are among the top performers, each returning above 50% for 
the quarter.  

 
Technology Revolution 
Our Q1 commentary discussed how the AI revolution fueled outperformance 
in companies like NVIDIA, Advanced Micro, and Intel. This trend persisted in 
Q2 when NVIDIA reported higher-than-expected revenue ($7.19 billion vs. 
$6.52 billion) and higher-than-expected earnings per share ($1.09 vs. $0.92) 
for Q1, attributing the results to increasing demand for its Graphic Processing 
Units (GPUs). 
 
Infrastructure 
The Biden Administration’s Infrastructure Investment and Jobs Act and 
Inflation Reduction Act mandated that $1.25 trillion be invested across the 
transportation, energy, water resources, and broadband sectors over the next 
five to 10 years. This legislation has resulted in large investments in 
companies specializing in construction materials, such as aggregates, 
concrete, and cement which returned over 30% in Q2.  
 
Laggards 
 
Banking  
Q1 was marked by substantial losses in the banking sector that were linked 
to the Fed’s aggressive rate hikes and resulted in the loss of investor 
confidence in the sector and the broader market. Sentiment regarding banks 
improved as they posted modest losses in Q2 (-4.6%) versus the -28.3% loss 
for Q1. Real Estate Banking and Real Estate Financial products, however, 
continued to underperform, returning -40.7% and --35.8%, respectively.  
 
Agriculture  
High inflation numbers resulted in negative returns within commodities, 
particularly agricultural commodities. Falling wheat and corn prices due to 
increased supply resulted in negative returns in groups such as Agricultural 
Seeds and Chemicals (-10.7%) and Agricultural Equipment and Suppliers  
(-9.2%) in Q2.  
 
Hope on the Horizon? 
 
Cooling inflation numbers and expectations of the Fed ending its course of 
interest rate hikes at the end of the year have boosted investor optimism 
about the market. However, the most notable market driver has been the 
recent excitement about AI and its expected benefits, which have resulted in 
the Magnificent Seven stocks leading the market and accounting for half of 
its gains in Q2. It is too soon to determine whether AI will live up to the hype, 
be another passing trend, or somewhere in between. Investors should be 
cautious about balancing the fear of missing out on the AI trend with paying 
attention to valuations and the various drivers of the macroeconomic 
outlook. 
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Exhibit 3: Affinity Thematic Lenses – Q2 2023 Leaders and Laggards 
 

 
Source: Syntax, Affinity, S&P Dow Jones Indices. Performance is calculated as the weighted 
average total return of the subset of the S&P 500 Equal Weight Index constituents who are 
members of the Affinity Theme. 3M, 1Y, and 5Y show total return for the 3-, 12- and 60-months 
ending 30 June 2023 Since inception reflects total return from 31 December 1991. Performance 
does not reflect fees or implementation costs.  
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Important Information 
 
This document is for informational purposes only and is not intended to be, nor should it be construed or used as an 
offer to sell, or a solicitation of any offer to buy, any security. Additionally, the information herein is not intended to 
provide, and should not be relied upon for, legal advice or investment recommendations. You should make an 
independent investigation of the matters described herein, including consulting your own advisors on the matters 
discussed herein. In addition, certain information contained in this factsheet has been obtained from published and 
non-published sources prepared by other parties, which in certain cases have not been updated through the date 
hereof. While such information is believed to be reliable for the purpose used in this factsheet, such information has 
not been independently verified by Syntax and Syntax does not assume any responsibility for the accuracy or 
completeness of such information. Syntax LLC, its affiliates and their independent providers are not liable for any 
informational errors, incompleteness, or delays, or for any actions taken in reliance on information contained herein. 
 
Past performance is no guarantee of future results. The inception date of the Syntax US 3000 Index was June 17, 2022. 
The inception date of the US 1000 Large and Mid Cap Index was February 22, 2023. The inception date of the US 500 
Large Cap, US 2000 Small Cap, US 200 Mega Cap, and US 400 Mid Cap Indices was March 14, 2023. The inception 
date of the Syntax Stratified LargeCap and Syntax Stratified MidCap Indices was December 27, 2016. The inception 
date of the Syntax Stratified SmallCap Index was January 3, 2020. The inception date of the Syntax Europe & Asia 
Developed Markets (“SEADM”) Index was January 1, 2016. The inception date of the Syntax Real Asset Index was July 
1, 2015. Charts and graphs are provided for illustrative purposes only.  
 
Index performance does not represent actual fund or portfolio performance and such performance does not reflect 
the actual investment experience of any investor. An investor cannot invest directly in an index. In addition, the results 
actual investors might have achieved would have differed from those shown because of differences in the timing, 
amounts of their investments, and fees and expenses associated with an investment in a portfolio invested in 
accordance with an index. None of the Syntax indices or the benchmark indices portrayed herein charge management 
fees or incur brokerage expenses, and no such fees or expenses were deducted from the performance shown; 
provided, however that the returns of any investment portfolio invested in accordance with such indices would be net 
of such fees and expenses. Additionally, none of such indices lend securities, and no revenues from securities lending 
were added to the performance shown.   
 
The Syntax US 3000, US 500 Large Cap, US 1000 Large and Mid Cap, US 2000 Small Cap, US 200 Mega Cap, and US 
400 Mid Cap Indices are the property of Syntax LLC, which calculates and maintains the indices. The Syntax Stratified 
LargeCap Index, Syntax Stratified MidCap Index, Syntax Stratified SmallCap Index, SEADM Index are the property of 
Syntax, LLC, which has contracted with S&P Opco, LLC (a subsidiary of S&P Dow Jones Indices LLC) to calculate and 
maintain the Indices. The Indices are not sponsored by S&P Dow Jones Indices or its affiliates or its third party 
licensors (collectively, “S&P Dow Jones Indices”). S&P Dow Jones Indices will not be liable for any errors or omissions 
in calculating the Index. “Calculated by S&P Dow Jones Indices” and the related stylized mark(s) are service marks of 
S&P Dow Jones Indices and have been licensed for use by Syntax, LLC. S&P® is a registered trademark of Standard & 
Poor's Financial Services LLC (“SPFS"), and Dow Jones® is a registered trademark of Dow Jones Trademark Holdings 
LLC (“Dow Jones”). The MSCI EAFE Index was used by Syntax, LLC as the reference universe for selection of the 
companies included in the SEADM Index. MSCI does not in any way sponsor, support, promote or endorse the Index. 
MSCI was not and is not involved in any way in the creation, calculation, maintenance or review of the Index. The MSCI 
EAFE Index was provided on an “as is” basis. MSCI, each of its affiliates and each other person involved in or related 
to compiling, computing or creating the MSCI EAFE Index (collectively, the “MSCI Parties”) expressly disclaim all 
warranties (including, without limitation, any warranties of originality, accuracy, completeness, timeliness, non‐
infringement, merchantability and fitness for a particular purpose). Without limiting any of the foregoing, in no event 
shall any of the MSCI Parties have any liability for any direct, indirect, special, incidental, punitive, consequential 
(including, without limitation, lost profits) or any other damages in connection with the MSCI EAFE Index or the SEADM 
Index. Prior to March 19, 2018, the SEADM Index was calculate by NYSE. The Affinity Thematics are the property of 
Syntax, LLC, which has calculated their performance using Affinity®. Syntax will not be liable for any errors or 
omissions in calculating the Affinity Thematics. Syntax®, Stratified®, Stratified Indices®, Stratified-Weight™, Stratified 
Benchmark Indices™, Stratified Sector Indices™, Stratified Thematic Indices™, Affinity®, and Locus® are trademarks 
or registered trademarks of Syntax, LLC and its affiliate Locus LP.  
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