


MACRO: US 

The Fed elected to raise rates by 75bps to a target range of 3-3.25%.  This was 
slightly below some estimates for a 100bp hike, though the forward dot plot 
was higher than priced in.  The Fed now expects the fed funds rate to hit 4.4% 
by year-end, implying a 75bp hike in November and 50bp hike in December- 
though the Committee was split between 125bps left this year or 100bps based 
on the current data.  The median Fed projection for the terminal rate is 4.6% in 
2023, implying one more 25bp rate hike early next year before holding steady 
(with no cuts) for the remainder of 2023.  Also, economic growth projections 
are very slow and below trend (0.2% GDP growth for 2022, 1.2% for 2023), 
though estimates for core inflation are 2.8% in 2023 and 2.3% in 2024.  In sum, 
the Fed believes it will have to raise higher, stay there for longer, and hurt 
economic growth more in order to bring inflation down.   

Of course, the path of inflation remains the primary influence that can alter the 
outlook over the coming months.  Leading indicators on inflation continue to 
show promise for a moderation ahead, though the timing and degree of 
improvement remain unknown. Because inflation has remained so sticky, swift 
rate hikes and the inverted yield curve further increase the likelihood of 
economic contraction. 

Source: FactSet, Raymond James Equity Portfolio & Technical Strategy

Higher interest rates 
and slowing economy 

weigh on housing Event Period Actual Consensus Prior 

Michigan Sentiment NSA (Preliminary) SEP  59.5  59.3  58.2

NAHB Housing Market Index SA SEP  46.0  48.0  49.0

Building Permits SAAR (Preliminary) AUG  1,517K  1,626K  1,685K

Housing Starts M/M AUG  12.2%  2.3% -10.9%

Housing Starts SAAR AUG  1,575K  1,455K  1,404K

Existing Home Sales SAAR AUG  4,800K  4,700K  4,820K

Fed Funds Target Upper Bound -  3.25%  3.25%  2.50%

Current Account SA Q2  -$251.1B  -$258.4B  -$282.5B

Continuing Jobless Claims SA 09/10  1,379K  1,400K  1,401K

Initial Claims SA 09/17  213.0K  220.0K  208.0K

Leading Indicators SA M/M AUG -0.30%  0.0% -0.50%

Kansas City Fed Manufacturing Index SEP  1.0 -10.0  3.0

Deepening inverted yield 
curve indicative of 

economic weakness ahead 



GLOBAL BOND YIELDS 

Inflation is a global problem. For example, German August PPI rose 7.9% m/m and is now up 45.9% y/y!  Elevated inflationary readings like this are resulting in 
tighter monetary policy and higher bond yields around the globe.  As you can see, the 10-year benchmark bond yield in the Eurozone, United Kingdom, and US 
all broke out recently to their highest levels in years.  While admittedly the moves appear overdone in the short-term, their continued ascent is a negative 
influence on equity market valuations and trends globally. 

Source: FactSet, Raymond James Equity Portfolio & Technical Strategy 

German PPI rose an 
enormous 7.9% m/m and 

45.9% y/y in August! 

High inflation and tighter monetary 
policy is pushing bond yields (globally) 

to their highest levels in years 
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FUNDAMENTALS 

The slowing economic backdrop and high inflation continue to weigh on 
corporate margins and earnings growth.  S&P 500 earnings estimates for the Q3 
and Q4 of this year, along with all four quarters of 2023, are getting revised 
lower.  In fact, Q3 earnings estimates now reflect negative q/q growth (-1.3%).  
We expect this trend to continue over the next year, as Fed tightening acts with 
a lag on the economy.  Consensus estimates are pulling closer to our $220 
earnings estimate for 2022, and we believe that analyst estimates could move 
materially lower next year given our base case assumption for a mild recession.  
We use $215 as our 2023 earnings estimate, well below the current $240 
consensus. 

That said, the market will bottom well ahead of the economy and fundamentals. 
For example, P/E multiples are substantially higher by the time earnings trough 
in recessions.  Bond yields are likely to be a significant influence on this.  For 
now, sharply higher bond yields continue to weigh on multiples.  But at some 
point, inflation moderation is likely to correspond with lower bond yields, and 
this will provide a more supportive backdrop for equities in our view (despite 
earnings weakness). 

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

of 3907, before the index was rejected at resistance. 
Testing and failing the important area around 3900 
increases the odds that we are looking at a retest or 
undercut of June lows (3637). The market could find 
support at 3742 as it is nearing oversold territory, 
while the dollar and Treasury yields (headwinds for 
equities) are stretched. 

For now, the predominant trend remains downward- 
-term.   

The technical picture has deteriorated, following the 
two-month rally off of the June lows.  Strong internal 
readings registered as the market ran up to the 200 
DMA are proving false as negative readings occur 
during the downdraft. 

Investor uncertainty is very elevated, and volatility in 
the inflation readings are a high probability as the 
world normalizes.  Hence, during the more troubling 
periods (like now), the technical readings will signal 
sell signals.  All it takes is one less negative data 
point (like slowing inflation in July) for investors to 
rally stocks higher and turn technical indicators 
back positive. 

Source: FactSet, Raymond James Equity Portfolio & Technical Strategy

3900 failed to hold and 
raises the odds that the 
market tests the lows 



RECESSIONARY BEAR MARKETS

Despite the recent dataflow and Fed message supporting our position that equities may struggle in the coming months, it does not dissuade our long-term 
positive view. Nor does it change our belief that a lot of negative news is already priced in.  We believe that a worst case scenario could bring S&P 500 downside 
to the 3000-3200 area (not saying this has to happen), which would be on par with the 33% average decline experienced in recessionary bear markets.  There is 
also fundamental and technical support for the 3400-3600 area.  Moreover, recessionary bear markets bottom 13 months from their peak on average, which 

s is likely behind us at this point. 

Source: FactSet, Raymond James Equity Portfolio & Technical Strategy

As you can see in the chart to the right, we are 
currently 180 days into this bear market, whereas 
recessionary bear markets historically have taken 
276 days on average to bottom.  The bear market 
could certainly drag on for longer, particularly 
considering high inflation and Fed tightening into 
a slowing economic backdrop.  But even if we 

is likely priced in already. 

The depth and/or length of economic weakness 
and earnings decline will determine the depth 
and length of market struggles. But we do believe 
this bear market will avoid resemblance to the 
deeper and longer declines historically, such as 
1973 (deep recession), 2002 (dotcom bubble), and 
2008 (banking system in disarray).  

We do not see widespread excess on corporate 
balance sheets, supply has been hard-pressed to 
meet demand this cycle, Technology sector 
fundamentals are solid, and banks are very well-
capitalized. Moreover, CPI is a lagging indicator. 
Leading indicators on inflation show some 
promise- though the timing and degree of 
improvement remain unknown.   

- the 
worst of the decline 
is likely behind us, 
but challenges still 

expected ahead 

Until investors get some 
clarity of when the Fed 
can back off and how 

much pain they inflicted, 
the market will struggle  



LEADING INDICATORS AND S&P 500

The degree of macro weakness is a factor to gauge how much is currently priced in.  While leading economic indicators are moving downward (and likely to 
continue), you can see how the S&P 500 decline has been deeper than the LEI index so far.  Additionally,  the ~20% 12-month decline area that the S&P 500 is 

line like that experienced in 
1973 (deep recession), 2002 (dotcom bubble), and 2008 (credit crisis).  So while we may have not seen the depths of this bear market yet, we believe a lot is 
priced in already.   

Source: FactSet, Raymond James Equity Portfolio & Technical Strategy
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5 Years
Recessionary 52%

Non-Recessionary 19%

All Bear Markets 39%

Avg EPS Growth - From Bear 
Market Bottom

5 Years
Recessionary 30%

Non-Recessionary 33%

All Bear Markets 31%

Avg P/E Growth - From Bear 
Market Bottom

LONG-TERM RISK/REWARD IS FAVORABLE 

Regardless of potential downside over the coming months (3-12 months), the long-term risk reward (3 years +) skews heavily in in
levels.  It is easy to get sucked into the day-to-day volatility in uncertain periods like this, but we encourage long-term investors to remain focused.   

-of-the-  500 earnings have grown 
52% in the 5 years after a bear market bottom and P/E expansion has been 30%.  If we assume a probably conservative $205 earnings estimate ($218 is 
current earnings) and 15x P/E multiple at the bear market bottom (~3075 price), and then apply historical averages in the recovery, the S&P 500 P/E likely 
gets to 19.5x and earnings to $311 over the next 5 years.  This seems reasonable as 19.5x interestingly represents the average P/E since 1985.  In terms of 
price, the S&P 500 could reach ~6000, or 10% compounded annual growth (prior to dividends) from current levels.   

 

Source: FactSet, Raymond James Equity Portfolio & Technical Strategy 

Picking a bottom is a challenge when volatility is high.  But even in further downside 
over the coming months, investors are still looking at strong returns over the next 
several years.    

Hypothetical Calculation

EPS at Bear Bottom

205

5Yr EPS Growth Est.

52%

P/E Assumption

19.5

5Yr Price
6,076 

from Price of
3762 5Yr Upside

62%
CAGR 10%



GLOBAL EQUITIES 

The US remains favored vs major regions globally and is more insulated from global economic pressures.  The Eurozone (more levered to the Russia/Ukraine 
war and high energy costs) and Emerging Markets (debt concerns with the strong dollar) both broke to new lows and relative strength remains in a 
downtrend. 

Source: FactSet, Raymond James Equity Portfolio & Technical Strategy 
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GROWTH 

 valuations.  The reason is higher 
real rates increase the discount rate used by analysts on future cash flows, resulting in lower net present values.  As you can see, there has been a 93% inverse 
correlation between real rates and Growth P/E over the past 5 years.  While higher real rates are undoubtedly a headwind for Growth stocks, the move does 
appear overdone in the short-term and we would not be surprised for some consolidation to take place. 

Source: FactSet, Raymond James Equity Portfolio & Technical Strategy (M22-11252) 

Higher real rates 
weighing on Growth 
valuation, but short-
term move appears 

overdone 

Real rates (10Yr 
TIPS Yield) 

S&P 500 
Growth P/E 




