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Inflation and Fed policy remain top-of-mind for investors, and we received updates on both this week. The November CPI

report contained a second consecutive month of promise (0.2% m/m core CPI), particularly in terms of goods inflation. It is

becoming clear that core goods prices are on a good trajectory, influenced by improved supply and weakened demand across

the manufacturing sector, along with weaker commodity prices since mid-year. Services inflation is proving a little more sticky,

influenced by the tight labor market. There are currently an estimated 1.7 job openings for every unemployed person, putting

upward pressure on wages (in order for companies to attract and retain employees)- which in turn puts upward pressure on

prices to maintain profitability. These are the biggest questions on inflation in our view- services inflation and wage growth. We

do expect a moderation in both over the next year as the economy weakens, but the path is unlikely to be quick or smooth.

This is filtering into Fed projections, which came with a more hawkish tone than market expectations in yesterday’s FOMC

meeting. Fed Chair Powell acknowledged the consecutive months of improvement in CPI, but noted that there is still a long 

way to go in order to make sure inflation comes down to a reasonable level. The Fed’s projected peak 2023 fed funds rate 

moved higher to 5.1-5.4% with no cuts in 2023. This is relative to market-implied expectations of a ~4.8% peak and 50bps of 

cuts in the back half of next year. It could be that the Fed is simply talking tough in order to keep a lid on financial conditions- 

i.e. an equity market surging higher is inflationary. But we do believe that the Fed is likely to err on the side of caution 

(justifiably) in order to kill high inflation and minimize the risk of a prolonged (and more damaging) period of sustained high 

inflation.

We believe that the Fed will be successful in bringing inflation lower, but 450bps of tightening this year (a negative influence on 

demand) will act with a lag on the economy- and investor focus will transition from inflation toward how much pain will be

inflicted on the economy. We expect a mild recession in 2023 and are not yet convinced that equity markets have fully priced 

that in yet. For example, bottom-up earnings estimates are still too high in our view. That said, we also believe that a lot of 

negative news has been priced in already. Recessionary bear markets contract 33% over 13 months on average, and we have 

seen a 25%pullback over 11 months up to this point.

Technically, there have been some positives over recent months suggesting the market is attempting to turn. But ultimately, 

we need to see the series of lower highs and lower lows come to an end. The S&P 500 is currently overbought and pulling back 

from 200-day moving average resistance once again. Overall, we expect at least more time left in this bear market and believe 

the S&P 500 could be set for a 3700-4300 range over the next several months. Thus, we do not feel the need to chase the rally 

periods, and recommend using the weak periods as opportunity to accumulate favored stocks for the next bull market.



MACRO: US 

The combination of high inflation, higher borrowing costs (450bps of Fed 
tightening this year), low savings rates, and weak markets is weighing on 
consumer purchasing power.  November retail sales contracted -0.6% 
m/m.  We expect a mild recession in 2023, as Fed tightening (which 
remains ongoing) works with a lag on demand.  The Fed will bring 
inflation down in our view, but that will come at the expense of economic 
growth.  The degree of inflation moderation, Fed policy, and pain inflicted 
on the economy will be large influences on equity markets in 2023. 

Source: FactSet, Raymond James Equity Portfolio & Technical Strategy

Event Period Actual Consensus Surprise Prior 
PPI ex-Food & Energy SA M/M NOV  0.40%  0.20%  0.20%  0.10%
PPI ex-Food & Energy NSA Y/Y NOV  6.2%  5.9%  0.35%  6.8%
PPI SA M/M NOV  0.30%  0.20%  0.10%  0.30%
PPI NSA Y/Y NOV  7.4%  7.2%  0.20%  8.1%
Michigan Sentiment NSA (Preliminary) DEC  59.1  57.0  2.1  56.8
Wholesale Inventories SA M/M (Final) OCT  0.50%  0.80% -0.30%  0.80%
Treasury Budget NSA NOV  -$248.5B  -$200.0B  -$48.5B  -$87.9B
NFIB Small Business Index NOV  91.9  -  -  91.3
CPI ex-Food & Energy SA M/M NOV  0.20%  0.30% -0.10%  0.30%
CPI ex-Food & Energy NSA Y/Y NOV  6.0%  6.1% -0.10%  6.3%
CPI SA M/M NOV  0.10%  0.30% -0.20%  0.40%
CPI NSA Y/Y NOV  7.1%  7.3% -0.20%  7.7%
Hourly Earnings SA M/M (Final) NOV  0.60%  0.60% -0.0%  0.60%
Hourly Earnings Y/Y (Final) NOV  5.1%  5.1%  0.0%  5.1%
Export Price Index NSA M/M NOV -0.30% -0.70%  0.40% -0.40%
Import Price Index NSA M/M NOV -0.60% -0.50% -0.10% -0.40%
Fed Funds Target Upper Bound -  4.50%  4.50%  0.00%  4.00%
Continuing Jobless Claims SA 12/03  1,671K  1,680K -9.0K  1,670K
Initial Claims SA 12/10  211.0K  234.0K -23.0K  231.0K
Empire State Index SA DEC -11.2 -1.0 -10.2  4.5
Philadelphia Fed Index SA DEC -13.8 -12.0 -1.8 -19.4
Retail Sales ex-Auto SA M/M NOV -0.20%  0.20% -0.40%  1.2%
Retail Sales SA M/M NOV -0.60% -0.15% -0.45%  1.3%
Industrial Production SA M/M NOV -0.20%  0.10% -0.30% -0.06%
Business Inventories SA M/M OCT  0.30%  0.35% -0.05%  0.20%
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FUNDAMENTALS 
We believe economic growth will weaken ahead, with the yield curve 
inverted and leading economic indicators moving negative.  And we are 
starting to see the effects of rapid Fed tightening on the economy with 
mortgage applications at 25-year lows, cracks emerging (i.e. crypto 
collapse), and layoffs/hiring freezes being announced.  As economic growth 
weakens, earnings growth will weaken in our view.  Corporate pricing power 
and consumer purchasing power will diminish and, accompanied by 
relatively high costs, result in lower earnings growth.  We believe bottom-up 
earnings estimates are still too high, and do not reflect the mild recession 
that we expect.  We use a $215 base case S&P 500 earnings estimate for 2023 
with risks likely to the downside on that estimate.  That said, valuation 
multiples will bottom well ahead of the economy and fundamentals 
(continued on next page). 

Source: FactSet, Raymond James Equity Portfolio & Technical Strategy
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VALUATION 
As you can see in the last two recessions, the best 12-month price returns actually occurred prior to earnings bottoming due to multiple expansion.  Stocks 
discount the future and often bottom when the headlines and sentiment are at their worst.  We are not convinced that equities are ready for durable upside 
yet, but a lot of negative news has been priced in already.  The S&P 500 has contracted -25% over 11 months vs. recessionary bear markets dropping -33% 
over 13 months on average historically.  While volatility is expected to continue, we are also likely in the late stages of this bear market- and want to keep an 
eye on the bull market opportunity ahead of us as well.  Thus, we recommend accumulating favored stocks in the weak periods as risk/reward improves. 

Source: FactSet, Raymond James Equity Portfolio & Technical Strategy 
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S&P 500 SWINGS 

Technically, there have been some positives over recent months suggesting the market is attempting to turn out of its downtrend. But ultimately, we need to see the 
series of lower highs and lower lows come to an end.  It is also very common to have sharp counter-trend rallies in recessionary bear markets.  For example, the 2000 
and 2008 recessions saw multiple 20+% rallies before the lows were in.  With the S&P 500 overbought and pulling back sharply from resistance near the 200 DMA 
again, we recommend patience with purchases. Overall, we expect at least more time left in this bear market and believe the S&P 500 could be set for a 3700-4300 
range over the next several months. Thus, we do not feel the need to chase the rally periods, and recommend using the weak periods as opportunity to accumulate 
favored stocks. 

Source: FactSet, Raymond James Equity Portfolio & Technical Strategy (M22-75527)
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