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2023 Market Outlook Update:
Rolling Recessionary Pressure Impacts

Recently, | was asked about the market volatility and why the US economy has not been classified
as “in recession”. My argument is that we are already experiencing recessionary pressure and it has been
entrenched since mid-2022.

Consider this question- When is the last time housing was down for a full year, industrial
production down two months, and real spending down two months and the economy was not
in a recession?

Here is the answer — It has not occurred until now!

The US economy is still wrestling with the fallout from the pandemic and the governmental
response. The infectious challenge to the economy came in the form of inflation which has created
significant issues though the economic spectrum. Like the pandemic itself, the economic recovery was felt
differently by various sectors and the US economy is now experiencing growing pains as it returns to a
normalized position. The Federal Reserve’s delayed action on inflation caused them to respond fiercely
once they started. The instruments of choice to fight the inflation battle has included measures of
guantitative tightening like significantly higher interest rates. Some sectors are winning while others are
losing, a situation that brought constraints into the economy and has pushed the US into arolling
recession.

The economy may not fit the definition of a recession, but certain sectors are certainly in
contraction. This rolling recession can be much harder to treat because different parts of the economy
are contracting at very different rates. From the capitalist perspective, a recession is a period during which
economic output shrinks rather than grows. A rolling recession comes from the way contracting pressures
create an economic downturn that moves through the economy affecting different areas at different
times.

An example of this condition is found in theJanuary 2023 jobs report, which exceeded
expectations by revealing 517,000 new jobs. This was nearly triple the amount that forecasters had
predicted. While the technology sector has announced significant layoffs, the services sector of the
economy is still hiring strong enough to outweigh the announced layoffs. The rolling recession, therefore,
is currently taking hold in the technology sector and it will likely move on to other areas of the economy
in the coming months. Both technology and the housing market have experienced a sharp decline in the
past 12 months, however, some sectors are holding up well. Recent signs from the holiday spending in
2022 suggest the consumer is weakening. In many ways a rolling recession is worse than a hard recession
that forces the Fed to an easy money policy through lower interest rates and quantitative easing.



https://www.forbes.com/sites/qai/2023/02/14/what-is-a-rolling-recession/
https://en.as.com/latest_news/january-jobs-report-what-is-the-lowest-unemployment-rate-in-us-history-n/

Consider this- Long periods of stagnant growth is not exactly an accelerant
to corporate profits. It leads to collapsing margins until companies respond with expense
management and higher productivity.

Looking Further into 2023

The Fed raised the target range for the fed funds rate by 25bps to 4.5%-4.75% in its February 2023
meeting. In January 2023, the market projected the expected terminal rate is peaking at 5.00% in
June 2023 followed by two or three 25-basis point cuts all the way to 4.25% by year end. On March 1,
2023, the expected terminal rate is 5.5% peaking in September with rates still at 5% by year end. This is a
big difference especially with the terminal rate nearing 6%. From my perspective, the Fed Funds Rate at
6% becomes a stalling mechanism for economic momentum. The number of rate hikes is of interest, but
the most important data point to focus on is the terminal rate. A further move in the terminal rate brings
a hard recession into focus.

As it relates to companies, revenue fluctuations, expense management and margin compression
will also be in focus to determine which sectors of the economy are challenged at different points in time.
This rolling recession dynamic will take time to run through the economy. Investors will need to be patient
and look to different areas of the markets for return as we journey through 2023. Money Market accounts
have become a solid defensive holding for portfolios. As the Fed raising rates plateaus, intermediate term
corporate bonds and municipal bonds will become in favor for defensive holdings. The expectation for the
stock market remains range bound between 3700 — 4400 on the SP500 with intermittent volatility
remaining. A careful balance of risk and reward will need to be continually assessed considering the
volatility in the bond market and the stock market.

At CIS, we will remain actively involved with the risk structure and investment holdings in
portfolios. We expect that the “noise in the markets” to remain elevated until the Fed pauses on interest
rates and the rolling recession works itself through the broad economy. It will be critical to remember that
the recovery of the bond and stock markets will begin before the economy is strong again. Due to this,
the negative sentiment of investors and consumers will not peak out until much later in the cycle. 2023
will take a willingness to be flexible in portfolios and patient with markets. This season in the markets will
lead many investors to reassess the amount of risk they are willing to carry. Please know that we are here
to guide you through, and we intend to be active in this market as the balance swings between risk and
reward.

Thank you,
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Capital Investment Services, LLC | investingsimply is not a registered broker/dealer and is independent of Raymond James
Financial Services. Investment Advisory Services offered through Raymond James Financial Services Advisors, Inc. Securities are
offered through Raymond James Financial Services, Inc. Member FINRA/SIPC.

This material is being provided for information purposes only. Any information is not a complete summary or statement of all
available data necessary for making an investment decision and does not constitute a recommendation. Opinions expressed are
those of Bobby Lumpkin and are not necessarily those of Raymond James. All opinions are as of this date and are subject to
change without notice. The information has been obtained from sources considered to be reliable, but we do not guarantee that
the foregoing material is accurate or complete. There is no guarantee these statements, opinions, trends, or forecasts provided
herein will prove to be correct. Investing involves risk and may occur a profit or loss regardless of strategy selected, including
diversification and asset allocation. Holding stocks for the long-term does not insure a profitable outcome. Rebalancing a non-
retirement account could be a taxable event that may increase your tax liability. Indices are not available for direct investment.
Any investor who attempts to mimic the performance of an index would incur fees and expenses which would reduce returns.
The S&P 500 is an unmanaged index of 500 widely held stocks that’s generally considered representative of the U.S. stock
market. Investing in commodities is generally considered speculative because of the significant potential for investment loss.
Their markets are likely to be volatile and there may be sharp price fluctuations even during periods when prices overall are
rising.

The Bloomberg Barclays US Aggregate Bond Index is a broad-based flagship benchmark that measures the investment grade, US
dollar-denominated, fixed-rate taxable bond market. The Bloomberg Barclays U.S. Corporate High Yield Bond Index is composed
of fixed rate, publicly issued, non-investment grade debt, is unmanaged, with dividends reinvested, and is not available for
purchase. The index includes both corporate and non-corporate sectors. The corporate sectors are Industrial, Utility and
Finance, which include both U.S. and non-U.S. corporations. The Barclays Capital Municipal Bond is an unmanaged index of all
investment grade municipal securities with at least 1 year to maturity.

Prior to making an investment decision, please consult with your financial advisor about your individual situation.



