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2023 Road Map - RIA

The road map for 2023 may continue to depend heavily on the Fed?s monetary policy stance. In
January 2022, we warned readers not to fight the Fed. The Fed was going to raise rates more
aggressively than was being acknowledged. The road map for 2023 is different with Fed Funds
over 4%, QT is in full operation, and the terminal Fed Funds rate is in sight. The graph below, from
Jim Bianco, helps appreciate the road map for 2023. If Powell sticks with the blue line, as he
avows, keeping Fed Funds at 5% or greater for the year, the market is underestimating the Fed?s
resolve. Therefore, equity weakness will likely continue as investors price in a more restrictive
monetary policy. Conversely, if the green line showing the market-implied Fed Funds rate turns out
to be the correct road map, 2023 may be a friendlier year for investors.

Our concern is there is a third route not shown in the graphic. If financial instability crops up or the
economy weakens much more than expected, both paths in the graph may overestimate where
Fed Funds will be in 2023. In the ?something breaks? scenario, an aggressively easing Fed may
not be the panacea for the weak market investors are hoping for.



What The Fed Says versus What The Market Has Priced In
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What To Watch Today

Economy

8:30 a.m. ET: Housing Starts, November (1.400 million expected, 1.425 prior)
8:30 a.m. ET: Building Permits, November (1.480 million expected, 1.526 million prior)
8:30 a.m. ET: Housing Starts, month-over-month, November (-1.8% expected, -4.2% prior)

e 8:30 a.m. ET: Building Permits, month-over-month, November (-2.1% expected, -2.4%
prior)
Earnings
Company Time Estimate Growth Surprise
Show only confirmed?
FDX FedEx Corp. AMC $2.77 523.74B 1.1% + =
NKE Nike Inc 415 PMET 30.66 312548 10.4% # | =
GIS General Mills, Inc. 7:00 AMET $1.06 59.17B 2.9% + =
WOR  Worthington Industrie... $15PMET - 51168 -5.9% + | =
AIR AAR Corp. 405 PMET $0.49 3498.91 M 91% + =
FDS FactSet Research Sy... 7:00 AMET $3.60 531017 M 201% + | =
CVGW Calavo Growers Inc. 405PMET 50,37 529797 M 9.0% + =
BB BlackBerry Limited 5:05 PM ET ($0.07) 2166.73 M -8.3% + =
EPAC  Enerpac Tool Group 5:00 PMET - 313310 M 1.7% + =
CGNT  Cognyte TO0AMET ($0.20) 578.93 M -33.3% + =
CAMP CalAmp Corp. 405 PMET 50.00 379.29M 95% + =
EMKR EMCORE Corp. 400 PMET - 52519 M -42.7% + =
JOB GEE Group Inc. B:10 PMET 50,02 M3.94M 6.0% + =
FCEL  FuelCell Energy, Inc. T:30 AMET ($0.07) M381TM 214 4% + =
Company Time Estimate Growth Surprise
Show only confirmed?
FDX FedEx Corp. AMC $2.77 523748 1.1% +# | =
NKE Nike Inc 415 PMET 50.66 $12.54B 10.4% + =
GIS General Mills, Inc. T00AMET $1.06 55178 2.9% # | =
WOR  Worthington Industrie. . £15PMET - §1.16B -3.9% + | =
AIR AAR Corp. 405PMET $0.69 3495.91 M 1% + =
FDS FaciSet Research Sy... T00AMET $3.60 551017 M 20.1% + =
CVGW Calavo Growers Inc. $0SPMET 3037 $297.97 9.0% + =
BB BlackBerry Limited 505 PMET ($0.07) 2168.73 M -8.3% + =
EPAC  Enerpac Tool Group B:00 PMET - 313310 M 1.7% + =
CGNT Cognyte T.00AMET ($0.20] 578.93 M -33.3% + =
CAMP  CalAmp Corp. £05PMET $0.00 §75.29 M 9.5% + =
EMKR EMCORE Comp. 400 PMET - §2519 M 42 7% + o=
JOB (GEE Group Inc. B:10 FMET 50.02 F4394M 6.0% + =
FCEL  FuelCell Energy, Inc. T30 AMET ($0.07) 54381 M 214.4% + =

Market Trading Update
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The market traded lower yesterday, confirming the break of the 50-DMA, and is targeting very
minimal support at the late October lows. With the market getting decently oversold short-term, it is
now or never for the ?Santa Rally? to manifest itself. As we have stated previously, there is no
guarantee a rally will develop, but the seasonal tendency is strongest over the next few trading
days heading into year-end. The big concern is that the market is starting to come to grips with the
realization the Federal Reserve is NOT going to pivot any time soon.

Early this morning, futures are lower again as Japan unleashes havoc on the bond market with
changes to its ?yield curve control? program.

?the&#2013266080;functioning of bond markets has deteriorated,
&#2013266080;particularly in terms of relative relationships among interest rates of
bonds with different maturities and arbitrage relationships between spot and future
markets?&#2013266080;If these market conditions persists, this could have a
negative impact on financial conditions.?

The BoJ also&#2013266080;increased its bond purchases to JPY9 trillion monthly
&#2013266080;for January through March.

Remember that&#2013266080;the share of Japanese government bonds held by the Bank of
Japan has&#2013266080;topped 50% on a market value basis for the first time
,&#2013266080;new data showed Monday.

Read the whole story here.

Technically, the setup suggests we could see additional downward pressure on stocks today.
Remain cautious and continue to hold higher levels of cash.


https://asia.nikkei.com/Business/Markets/Bonds/BOJ-holds-over-50-of-Japanese-government-bonds-for-1st-time
https://www.zerohedge.com/markets/boj-sparks-market-chaos-huge-yield-curve-control-adjustment
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Financial Conditions Ease

The graph below shows that financial conditions have been easing for the past six weeks. While
this may help markets and possibly strengthen the economy on the margin, the Fed does not like it.
At last week?s FOMC press conference, Powell said it is important for financial conditions to
properly reflect the Fed?s monetary policy and inflation goals. The bottom line, the Fed will likely
maintain its hawkish rhetoric and try to prevent financial conditions from easing further. In the past,
they have said asset prices, including stocks, strongly affect the economy and, therefore, inflation.
As such, the Fed will likely adhere to the blue road map for 2023 laid out above unless something
breaks.
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Sticky vs. Flexible Inflation

The graph below from the Atlanta Fed shows the stark divergence between sticky and flexible
inflation. Sticky inflation measures prices for products that tend to be less volatile. Conversely,
flexible inflation is based on products with prices that vary up and down based on economic
conditions. The table below the graph shows how the Atlanta Fed classifies products into both
categories.

Many comparisons are currently being drawn to the 1970s, but the graph warns that this inflation
outbreak may differ. Forty years ago, flexible and sticky prices were moving in lockstep. Today
sticky prices are proving to be sticky while flexible prices decline rapidly. If the trends continue,
inflation will likely decline further, but it may not fall as quickly or by as much as the Fed prefers.
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Table 1. Flexible and Sticky Prices in the CPI Market Basket

quuwc}t of Relative Frﬁqu@my of Relative
_Flexible-price tems adjustment: _importance Sticky-price tems adjustment' importance
Notor fuel 07 39 Infants" and toddlers' apparel 53 02
Car and truck rental 12 01 Household furnishings and operations 53 48
Fresh fruits and gegatabhs 13 09 Motor vehicle maintenance and repair 58 12
Fuel of andcter fels 15 03 Molorvehicle surance CEE
Gas (pped) and electiiy 16 42 Medcal care commodties 6.2 16
Meats, poutry, fsh, and eggs 19 19 Personal care products 67 07
Used cars and trucks 20 16 eohofc boverages 13 L1
Leased cars and rucks? 20 06 Reoretin 13 2
New vehicles 20 45 Miscelaneotss personal goods 81 02
Women's and gl appare 23 15 Communicaon 84 32
Dairy and reated products 26 09 Pubictansporiaon 94 11
Nonalcoholc beverages and beverage materids 2.7 10 Tonants and housekold nsurance 101 03
Lodgmg away from home 31 25 Food away from home 10.7 65
Processed it and vegetabes 32 03 Rentof primary residence! o &0
Men's and boys apprel 32 09 OER,Northeast 1o 53
Coreals and bakery products 33 12 OER Midwest 1o 43
Foctwesr 34 07 OER, Soutt 110 11
Other food athome 36 20 OFR West 1o 63
Joweky and walches 39 04 FEducaon I11 3l
Motor vehile parts and equipment 4l 04 Medcal car services o 48
Tobacco and smking pmducts 42 08 Water, Sawer, and trash collection services 143 10
Total, lexible-price items 208 Notorvehicl fees le4 05
Total, core flexible-price items 140  Persona care senvices A1 06
Miscelaneous personal senvices 59 11
Total, sticky-price itams 101
Total, core sticky-price items 63.6
Total, non-OER sticky-price items 457

Table 1. Flexible and Sticky Prices in the CPI Market Basket

i Frequency of Relative
_Flexible-price items m‘;“n‘i"mﬂ' in?;% Sticky-price items adjustment' importance
Motor el 07 39 Infants' and toddlers' apparel 53 02
Car and truck rental 1.2 0l Household furnishings and operations 53 18
Frash fruits and qeggtabhs 13 09 Motor vehicle maintenance and repar 58 1.2
Fuel ol and cter fues 15 03 otorvehiceinsurance 59 20
Gas piped) and elctricy 16 42 Medcalcare commodties 62 16
Meats, poulry,fis, and eggs 19 19 Personal care products 67 07
Used cars and ruckst 20 16 Acoboic beverages 13 11
Leased cars and rucks? 20 06 Recreaton 19 8]
New vehicles 20 15 Miscelaneous personal goods 81 02
Women's and g’ apparel 23 15 Commuicaton 84 32
[]a"'y and related products 26 09 Public transportation 94 1]
Nonalcoholc beverages and beverage materids 27 10 Tonans' and househoid nsurance 01 03
Lodging away from home 1l 25 Food away from home 107 6.5

Processed frits and vegetables 12 03 Rentofprimary resiencet 1o 60
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BlackRock Warns of a Deep Recession and Volatile Markets

Market Insider shares BlackRock?s economic outlook, and it is not pretty. The article starts as
follows:

A worldwide recession is just around the corner as central banks boost borrowing costs
aggressively to tame inflation ? and this time, it will ignite more market turbulence than
ever before, according to BlackRock.

BlackRock thinks this recession will be very different from prior recessions as central bankers are
still fighting inflation which precludes their ability to ?ride to the rescue? when economic growth and
markets falter. They believe corporate earnings expectations, which still point to positive growth in
2023, aren?t reflective of a modest recession. Their advice:

The prospect of limited policy support means investors need more dynamic methods ?
involving more frequent portfolio changes and taking a more ?granular view on sectors,
regions and sub-asset classes? ? to navigate the volatility ahead, according to
BlackRock.

Tweet of the Day


https://bit.ly/3yWiGWN
https://markets.businessinsider.com/news/stocks/blackrock-recession-warning-stock-market-analysis-2023-economic-outlook-2022-12

Willie Delwiche, CMT, CFA
@WillieDelwiche

Stocks have been despised all year and yet remain
historically over-owned.

If past is prologue, that's a recipe for a secular bear
market and a lost decade of equity market returns.

Excessive Equity Exposure & Lost Decades For Stocks
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@WillieDelwiche

Stocks have been despised all year and yet remain
historically over-owned.

If past is prologue, that's a recipe for a secular bear
market and a lost decade of equity market returns.
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Please subscribe to the daily commentary to receive these updates every morning before
the opening bell.

If you found this blog useful, please send it to someone else, share it on social media,
or contact us to set up a meeting.


https://email.realinvestmentadvice.com/h/r/A7CA8344DBDF34FD2540EF23F30FEDED

