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2023 Second Quarter Review

Stocks continued to march higher in the second quarter, reflecting a better near-term outlook for the slowing
economy: rising interest rates continue to lower inflation, labor markets remain resilient, and investors show
enthusiasm for Artificial Intelligence (AI) and the mega-cap technology stocks that may lead the adoption of AI. We
will spend the back half of this report exploring Artificial Intelligence in greater detail.

The S&P 500 Index gained 8.7% this quarter and is up 16.9% year-to-date, the MSCI All Country World Index (ACWI)
gained 6.2% and is up 13.9% through the end of June.  In the US, performance remained narrow, with the top 5
companies driving most of the market returns this year.

Chart 1: Top 5 Stocks Contributed 60% of Total Year-to-Date Increase

In fixed income, the Bloomberg Aggregate Bond Index (AGG) fell -0.8% this quarter, but is up 2.1% year-to-date,
offsetting some of the declines in bond prices last year due to an increase in interest rates.

In last quarter’s update, we outlined our investment process at ChoateIA: we focus on growth and profitability at the
company level, while assessing how an evolving macro environment will influence company prospects. Earnings
estimates for 2023 continue to trend down and have decreased 13% over the last year (see Chart 2 below), but seem to
be stabilizing, which is a necessary first step for sustained stock market returns. We will be watching the second
quarter earnings season for how these trends develop over the remaining summer.

Source: Bloomberg, Choate as of 6/30/2023
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The overall economy continues to decelerate, but performance is better than many feared.  We remain focused on
some key indicators such as unemployment, inflation, and industrial production. Inflation is still trending downward,
and it is very encouraging to see steady job growth and the stubbornly low 3.6% unemployment rate. 

Chart 2: 2023 S&P 500 Earnings Per Share (EPS) Estimates Down 12.7% Since June 2022 Peak, but
Have Stabilized  

Source: Bloomberg, Choate as of 6/30/2023

Chart 3: US Core CPI (% Change YoY)

Source: Bloomberg, Choate as of 6/30/2023
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More importantly, investor expectations look to be more in sync with Federal Reserve policy guidance right now.
Consensus on future interest rates indicates that current rate levels are somewhat “priced in” by market participants,
reducing the risk of a negative surprise. Meanwhile, industrial production and other economic metrics, as captured
below, in the leading economic indicators continue to come in below expectations.

Source: Bloomberg, Choate as of 6/30/2023

Chart 4: US Leading Economic Indicators (LEI) 

Why is AI dominating the corporate world?  We are assessing secular changes in the economy, and the opportunities
and challenges these shifts create for investors. AI has captured great investor interest recently. Will AI technology
produce a seismic shift in worker productivity and employment or will AI’s tangible impact disappoint? Past examples
of clear technology breakthroughs include the widespread adoption of electricity in the early 1920s and the broad
spread of the internet and PCs in the late 1990s (see Chart 5 below). Both of these technologies transformed how we
work and produce goods, and led to major shifts in productivity and economic growth. Adoption curves for new
technologies vary, although recent smartphone and social media trends show rapid adoption in the first decade.
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Source: Microsoft, Our World in Data, 2015

Chart 5: Adoption Curves Have Accelerated but Vary Across New Technologies

New technologies may generate winners and losers for investors, and can spark equity bubbles that ultimately burst
despite the resounding success of the underlying technology. It is still very early days for AI, but we will share some
initial thoughts below:

1. What is AI? Recent ‘predictive’ AI tools use algorithms to anticipate future situations and have no capacity for
deliberate reasoning in performing statistical analysis and responses to prompts. However, new versions of
‘generative’ AI can create new content and bring these statistical and computational tools to everyone in the
workforce without the need to write tailored programming language code. This breakthrough may open up the
power of machine learning to be used by the broad population to replicate many actions/duties that are
normally conducted by people, such as writing text, making videos or answering questions. 

2. Where could we see the first impact of AI? Anecdotally, software developer productivity has increased by 15-
20% (per Goldman Sachs) and possible future applications could include administrative activities, such as
completing routing paperwork or drafting email responses, data analytics (for example, trend and statistical
analysis), and design and media content generation. Many industry analysts estimate that a significant share of
various workflows could be supplanted by AI (see Chart 6 below). 

Chart 6: AI Can Complement or Replace Many Work Tasks Across Employment Sectors

Source: Goldman Sachs, June 2022
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It is important to remember that the adoption of new applications can also create whole new job categories:

Chart 7: Innovation Leads to New Opportunities in the Workforce

Source: Goldman Sachs, Autor et al., 2022

3. What could be the broad impact of a wide adoption of AI? Some clerical, analytical and administration jobs
will likely be replaced by AI applications. However, AI could boost overall labor productivity to 1.5% per annum
or almost double the current level, according to Goldman Sachs. This would be of similar size to the boost from
the adoption of the electric motor or personal computer. We believe this will benefit investors over time, but
the scale and impact is impossible to determine at this early stage.

In addition, there can be a large lag of up to 20 years between the initial adoption of new technologies, and
when they are fully integrated into the economy and enhance productivity. Market returns over the next twelve
months are more likely to be impacted by traditional factors such as inflation, interest rates, and corporate
earnings. 

4. How to think of AI as an investor? Though investors may have to wait decades to assess whether AI will
transform how we work, investor enthusiasm for AI is already predicting winners. At present, investors are
focused on a few themes, such as:

1. “Picks and shovels” companies that enable AI. These include ‘hardware’ semiconductor companies
such as NVIDIA and AMD.

2. Hyperscalers - companies such as Microsoft, Amazon, Alphabet and Facebook. These companies
already have large and extensive computing cloud infrastructures that enable commercialization of AI
data usage.
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Referring back to our first chart, we note that all the companies identified as early AI winners are among the top 10
S&P 500 Index performers year-to-date. It is not enough for a technology to change how we work, results must flow to
higher earnings. In addition, as with all popular investment themes, there is the heightened risk of overly optimistic
stock prices. Investors need to balance enthusiasm with realistic expectations and focus on tracking benefits to
earnings from AI, while also weighing company valuation.

We look forward to hearing from you and understanding your portfolio goals, and we hope to discuss your accounts
and our outlook for this year.

Best regards,

The ChoateIA Investment Team
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For More Information
Choate Investment Advisors offers objective, independent, institutional-quality investment management tailored to
the needs of each client.

Choate Investment Advisors offers comprehensive, integrated wealth management to high net worth individuals and
families, providing a range of well-diversified investment strategies across the risk spectrum. Our open-architecture
approach and substantial assets allow us to select from a wide array of asset classes and to work with the highest
quality investment vehicles. As a subsidiary of Choate Hall & Stewart, our clients receive world-class estate tax
planning and other family office services.

If you have any questions, please contact your Choate Investment Advisors team.

Follow us on Twitter and LinkedIn for market updates.

Lanny Thorndike 617-248-4062 lthorndike@choateia.com

Tamer Alamuddin, CFA 617-248-4822 talamuddin@choateia.com

Henry Dormitzer 617-248-2123 hdormitzer@choateia.com

Erin Kerr, CFA 617-248-4716 ekerr@choateia.com

Jake Kidder CFA 617-248-4038 jkidder@choateia.com

Alison Svizzero 617-248-4882 asvizzero@choateia.com

Christine Wright, CFP® 617-248-2125 cwright@choateia.com

Harrison Odaniell, CFA 617-248-4901 hodaniell@choateia.com

Emanuel Vieira De Andrade 617-248-5122 eandrade@choateia.com

Malik Daley 617-248-4841 mdaley@choateia.com

Dennis Maier 617-248-4033 dmaier@choateia.com

Louis Marchant 617-248-5105 lmarchant@choateia.com

Hideyoshi Watanabe 617-248-2112 hwatanabe@choateia.com

Deven Swim 617-248-4842 dswim@choateia.com

Courtney King 617-248-5258 cking@choateia.com

Max Sands 617-248-5038 msands@choateia.com

Brian Suitor 617-248-2119 bsuitor@choateia.com

Kara Hayhurst 617-248-4070 khayhurst@choateia.com
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DISCLOSURES

This report is prepared by Choate Investment Advisors LLC
(“ChoateIA”), a subsidiary of Choate, Hall & Stewart LLP.
ChoateIA is registered as an investment advisor with the
Securities and Exchange Commission. Registration does not
imply a certain level of skill or training. More information
about the firm can be found in its Form ADV Part 2, which is
available upon request by emailing info@choateia.com.

This presentation is for informational purposes and does not
constitute investment advice. None of the information
contained in this report constitutes, or is intended to
constitute, a recommendation of any particular security,
trading strategy or determination by ChoateIA that any
security or trading strategy is suitable for any specific person.
Investing involves the risk of loss of principal. To the extent
any of the information contained herein may be deemed to
be investment advice, such information is impersonal and not
tailored to the investment needs of any specific person.

The opinions expressed are solely those of ChoateIA. The
information contained in this report has been obtained and
derived from publicly available sources believed to be
reliable, but ChoateIA cannot guarantee the accuracy or
completeness of the information. Past performance is no
guarantee of future results.

The S&P 500 is the Standard & Poor’s Composite Index of
500 stocks and is a widely recognized unmanaged index of
common stock prices.

The Bloomberg US Aggregate Bond Index is an unmanaged
index that covers the investment grade fixed rate bond
market index components for government and corporate
securities, mortgage pass-through securities, and asset-
backed securities.
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