


MACRO: US 

August ISM Manufacturing remained unchanged at a positive 52.8 with new orders 
rebounding to 51.3 from 48.0.  While this provides some reassurance to the 
current economic backdrop, global weakness (i.e. EU and China) is likely to weigh 
on manufacturing trends.  Importantly, prices paid continued its move 
meaningfully lower to 52.5- the latest reading that bodes well for inflation 
moderating ahead.  This view on easing inflationary pressures is supported by the 
JOLTS Quits Rate reported this week, with lower quits likely a leading indicator for 
a moderation in shelter inflation (one of the more concerning metrics within July 
CPI).  Up next, investors will be watching the August jobs report tomorrow 
(including wage growth), followed by August ISM Services on Tuesday, and August 
CPI on 9/13. 

Source: FactSet, Raymond James Equity Portfolio & Technical Strategy

August ISM Manf. Prices 
continue decline- bodes well 

for inflation trends 

Event Period Actual Consensus Prior 

Core PCE Deflator M/M JUL  0.08%  0.30%  0.61%

Core PCE Deflator Y/Y JUL  4.6%  4.7%  4.8%

Personal Consumption Expenditure SA M/M JUL  0.10%  -  1.0%

Personal Income SA M/M JUL  0.20%  0.60%  0.70%

Wholesale Inventories SA M/M (Preliminary) JUL  0.80%  1.4%  1.9%

Michigan Sentiment NSA (Final) AUG  58.2  55.2  55.1

FHFA Home Price Index JUN  398.0  -  397.6

S&P/Case-Shiller comp.20 HPI M/M JUN  0.40%  0.90%  1.2%

S&P/Case-Shiller comp.20 HPI Y/Y JUN  18.6%  19.4%  20.5%

Consumer Confidence AUG  103.2  97.4  95.3

JOLTS Job Openings JUL  11,239K  10,338K  11,040K

ADP Employment Survey SA AUG  132.0K  300.0K  -

Chicago PMI SA AUG  52.2  51.5  52.1

Continuing Jobless Claims SA 08/20  1,438K  1,420K  1,412K

Initial Claims SA 08/27  232.0K  250.0K  237.0K

Unit Labor Costs SAAR Q/Q (Final) Q2  10.2%  10.8%  10.8%

Productivity SAAR Q/Q (Final) Q2 -4.1% -4.6% -4.6%

Markit PMI Manufacturing SA (Final) AUG  51.5  51.3  51.3

Construction Spending SA M/M JUL -0.40%  0.0% -0.53%

ISM Manufacturing SA AUG  52.8  52.0  52.8

Lower job quits likely indicates 
a moderation in shelter CPI 



FED EXPECTATIONS 

Fed Chair Jerome Powell delivered a hawkish tone in his Jackson Hole speech last Friday, echoing commentary from other FOMC members over recent 
weeks.  The message was to firmly state that inflation is too high, the Fed is determined to bring it under control, and it will likely take a prolonged period of 

aftermath, pushing the 2-year 
yield to new highs (~3.5%) and the 10-year yield moving higher as well- contributing to the weakness in equities.  The Fed is between a rock and a hard place.  
They cannot improve supply chains to meet demand (and reduce price pressure), but they can negatively impact demand toward supply through rate hikes.  
The downside is an increased likelihood of economic contraction, but the alternative of high inflation becoming entrenched for a long-term period (i.e. 1970s 
stagflation) is far worse- Powell specifically called out this period as what he wants to avoid.  The main takeaway is that the Fed needs to get rates higher and 
keep them higher for awhile, until clear signs of achieving price stability (even if the economy weakens).  This challenging environment contributes to our 
belief that equities are unlikely to sprint back to previous highs. 

Source: FactSet, Raymond James Equity Portfolio & Technical Strategy

Market resetting Fed expectations 

Market reaction was 
higher bond yields, 

particularly at the shorter-
end (i.e. 2-year yield) 



WHERE IS THE US 10-YEAR YIELD GOING? 

With the US 10- -
the mid-June high of 3.5% is likely the peak due to our view of inflation coming down.  We expect a normalization in inflation (albeit over time) as economic 
growth weakens and supply chains improve.  Broadly lower commodity prices since mid-June have also taken some of the steam out of pricing expectations.  And 
as you can see in the bottom left chart, peaks in inflation have corresponded with peaks in the 10-year yield over prior cycles. As long as inflation expectations do 
not shoot higher, we do not believe that the 10-year yield has to follow the fed funds rate (current market-implied peak of ~3.9%).  This is a big deal because bond 
yields are a large influence on market valuation and positioning.  Given our view of a peak in the 10yr yield, we believe that valuation multiples have priced in a lot 
of negative news ahead (economic and fundamental weakness likely coming).  This should provide some support for equity market trends. 

Source: FactSet, Raymond James Equity Portfolio & Technical Strategy
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past 12 months 

10-Year Yield tends to peak
prior to inflation -> more 

reactive this time 



FUNDAMENTALS 

High inflation weighing on consumer disposable income is resulting in slower 
sales growth.  Additionally, Fed tightening acts with a lag on the economy as 
decreased lending dampens confidence and demand. Numerous retailers have 
noted price-sensitive consumers, along with conservative expectations for the 
coming quarter.  While lower fuel prices have relieved some pressure recently, an 
improvement in margins is likely to take some time.  S&P 500 operating margin 
estimates have continued to be revised lower lately and, combined with the 
slower sales expectations, are resulting in lower earnings expectations- a trend 
we believe will continue.  The current consensus S&P 500 earnings estimate for 
2023 is $241, and we see material downside to this.  Our base case economic 
expectation includes a mild recession in early 2023, which could see 2023 
earnings get revised down to $215. The challenging economic environment and 
lower earnings expectations are headwinds to the market, but we do believe that 
equities will bottom before the economy and fundamentals (stocks discount the 
future).   

Source: FactSet, Raymond James Equity Portfolio & Technical Strategy
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TECHNICAL: S&P 500  BULL VS BEAR DEBATE 

The sharp decline from 200-day moving 
average resistance has given a lot of fuel to 
the bull vs bear debate. 

For the Bears: Nothing more than a bear 
market rally. S&P 500 failed at the 200 DMA. 
They believe a much lower low will occur. 

For the Bulls: The lows are in.  The pullback is 
normal.   

Our view: We do not expect a 2001 (dotcom 
bubble) or 2008 (credit crisis) type market 
where significant bear market rallies 
preceded much lower prices.  Therefore, we 
favor the low being in.  However, even if it is 
not, we doubt that stocks will decline 
significantly below it (barring a catalyst that 
alters the path of inflation and interest rates). 

We do believe that the bear market (at least, 
in terms of time) will continue. Economic 
normalization after the pandemic (and the 
resulting impact on inflation) will take time to 
play-out.  Therefore, volatile/confusing data 
remains likely.  Another big unknown is the 
labor market (participation).  Plus, the lag 
effect of tightening on the macro will cause 
moderation in earnings for a while.  Retests 
and choppiness are a high probability, such 
as being experienced now.  

Source: FactSet, Raymond James Equity Portfolio & Technical Strategy

Would like to see 
technical support at 

~3900 hold 



SHORT-TERM OVERSOLD After retreating ~9% over the past two weeks, equities are 
oversold enough in the short-term for a bounce. The table 
below shows just how broad the oversold conditions are 
with almost every sector approaching 0% of stocks above 
their 10- and 20-day moving averages. 

We note technical support around 3900. This area 
represents horizontal support (resistance in June & July, 
and support in late July), the uptrend line that connects the 
June low to the July low, and the 61.8% Fibonacci 
retracement from the June low to the August high.  Failing 
to hold this area likely sees a retest closer to the lows (3720-
3636). 

Reaching >90% of stocks above their 50-day moving average 
in the rally was a positive development for the overall 
market trend, but a rebuilding phase is needed.  We believe 
it most likely that a bottoming formation is taking place. 

Source: FactSet, Raymond James Equity Portfolio & Technical Strategy

Sector % Above % Above % Above % Above
Financials 0 0 41 14
Comm. Services 4 0 27 8
Real Estate 0 0 16 13
Technology 1 1 30 22
Cons. Discretionary 3 2 45 14
Industrials 1 3 49 21
Materials 0 4 46 18
Health Care 5 5 19 20
Consumer Staples 0 6 39 48
Utilities 3 10 79 86
Energy 19 81 95 86
S&P 500 3 6 41 26

200 DMA10 DMA
Sector Trends and Moving Averages
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INDUSTRIALS 

The Industrials have been surprisingly strong over the past couple of months with relative performance breaking out to new highs.  This comes in stark 
-than-expected ISM manufacturing new orders supports the 

outperformance- as you can see in the bottom right chart, relative performance has tended to trend with ISM Manufacturing New Orders historically.  While 
we are encouraged by the recent strength (and positive market divergence), global economic weakness (i.e. Europe and China) is likely to weigh on 
manufacturing trends ahead.  With this in mind, we recommend accumulating favored names in the pullback but would temper unbridled enthusiasm. 

Source: FactSet, Raymond James Equity Portfolio & Technical Strategy (M22-4931835) 
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