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Market Strategy: 
Recession and Fed Cuts On the Docket for 2023 

The specter of recession is looming large in the minds of 
policymakers, investors, and households, as inflation has eroded the 
real purchasing power of households and the Fed signals that it is 
willing to drop a Volcker-type bomb on the economy in a bid to re-
anchor inflation. Demand destruction is what it will take to get 
inflation down from 9.1% as of June 2022 to the Fed’s 2% target.  
 
The Fed is likely going to hike 75bps in the next meeting later this 
month with the risk for 100bps. The 2s/10s US Treasury yield curve 
is again inverted. The Fed’s Nowcast sees 2Q22 real GDP printing a 
second consecutive contraction. We too expect two quarters of 
negative economic growth in 2022 without the labor market even 
rolling over. The labor market will, however, roll over (we forecast 
unemployment rising to 4.2% within 12 months) and with it, 
consumption, leading to recession. These are themes for 2023. If 
2H2022 is deemed a recession by NBER, then 2023 will mean a 
double dip. 
 
Expect Wall Street to make big downward revisions both to economic 
forecasts in 2022-23 and for earnings for the rest of 2022. Earnings 
growth estimates remain at a high 10%+ y/y (basically unchanged) 
for 2H22. Revenue growth and margins are dropping, inflation is 
biting, and estimated are going to have to follow suit. 2Q earnings 
S&P 500 5.7% expected. Guidance will be lowered. The Fed…. 

 
 
Inflation came on point with our 
forecast of slightly above 9% y/y 
for the month of June. Listen to our 
inflation analysis for Bloomberg 
Opinion (7/13/22) here:  

 

 

https://vimeo.com/user53881554
https://twitter.com/i/spaces/1ZkKzbbejgqKv


 

   bulltick.com 

 

2 

Research paper  
July 14, 2022 

Bulltick Research and Strategy 

has to hike more, taking the economy into contraction in order to stamp out the inflation 
for which it is in part responsible (by overextending bond purchases and low rates to 
support a labor market that was already at full employment.) The labor market 
overheated. Now economic contraction is the only thing to stamp out inflation. 
 
We see a good chance of recession in 2023 and a Fed that is forced to either cut rates 
and/or chooses to resume QE. A resumption of QE brings risks given that its use has been 
confined to Goldilocks economic environment not a stagflationary one. We recommend 
protecting with inflation hedges including precious metals for this risk. We recommend 
preserving some cash on the sidelines for the eventuality that the Volcker-bomb is larger 
than anticipated.   
 
Headline CPI came in at 9.1% y/y for the month of June, the highest level seen since 1981, 
meaning we are living within an inflation climate that before now, was out of living 
memory for a large number of investors, both institutional and retail.  
 
Equity Valuations Have Come Back To Earth 
 
The index-level PE Ratio for the S&P 500 is trading at around 17.0, which is below the 
historical average over the last 30 years of around 17.4. However, we believe that this 
slightly undersells the case. Since the beginning of 1990, the tech sector has more than 
doubled in importance to the index, growing from around 10% of the market weight of 
the SPX to more than 30% in 2020, before returning to its current levels of around 20%.  
 
A higher weighting to growth-oriented stocks, including many found in the tech sector, 
should logically mean that the ‘fair’ PE ratio should be higher now than it was historically. 
Indeed, when we rebalance the historical PE ratio using a static sector breakdown (based 
on today’s weightings), we find that the historical average PE Ratio is significantly higher, 
at 18.7. Under this rubric, the current PE ratio of around 17.0 becomes much more 
attractive.  
 
We expect that PE ratios will begin to climb as earnings growth diminishes amid 
sluggish economic growth and negative real wages. For the time being, these 
headwinds have been mitigated by a tight labor market, with unemployment still near 
historic lows. That is likely to change.  
 
In the second half of 2022 we do expect economic growth to print positive after 1H22 
prints negative. We think the markets have priced in the extent of what the Fed will do 
this year on rate hikes and we think there is a good chance the Fed does not roll off assets 
at the pace and magnitude it has suggested. As a result, for the remaining next 6 months 
of the year, we see S&P 500 moving a bit higher to 4,100 by end-2022, but near-term 
drops and bouts of volatility should be expected. 
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Fixed Income Market Flashing Warning Signs 
 
Meanwhile, this year has proven to be one of the worst in decades for fixed income, as 
yields have sharply risen across all maturities as investors price in the prospect for more 
aggressive rate hikes. The 10Y UST yield has increased by 150bps ytd, leading to a more 
than 20% decline in the value of long-duration bonds. The interest rate futures market 
is pricing in a fed funds rate of at least 3.50% by year-end (up 175bps from current 
levels), versus a rate of 0.75% being priced in at the beginning of the year. Never in 
the history of the Federal Reserve has such an aggressive strategy been pursued 
and not resulted in a recession. The only question now is how severe, how protracted, 
and when it will really start to bite (particularly in the labor market).  
 
Charting the move in the 10Y UST yield versus the relative outperformance in long-term 
vs short-term bonds shows a clear negative correlation between yield rises and the 
relative performance of high-duration bonds (as one would expect). 
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However, it is also interesting to note that high duration bonds in years that 
underperform even taking interest rate moves into account (those which are 
substantially below the fitted line in the chart below, including 2007, 2009, 2001) 
are all years which were characterized by recession.  

 
Year-to-date, 2022 is already counted among these underperforming years. This suggests 
that at least on a relative basis the bond market has already largely priced in a recession, 
and the relative underperformance of long-duration bonds should subside within the 
fixed income space moving forward. Indeed, as recession risk begins to make its mark, 
we expect that investors’ investment strategy should be much more focused on credit 
risk, versus duration risk.  
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About us & contacts 
 
About-Bulltick-Capital-Markets 
 
Bulltick-Capital-Markets-is-a-full-service-investment-bank-specialized-in-Latin-America.-The-firm-
offers-a-variety-of-diversified-financial-products-and-services-with-local-know-how-and-international-
expertise.-Its-client-base-is-comprised-of-established-financial-institutions-and-qualified-investors-in-
Latin-America,-as-well-as-of-the-international-financial-community-with-investment-interests-in-the-
region.-Bulltick-is-headquartered-in-the-United-States,-with-offices-in-Miami,-Mexico-City,-and-
Bogota. 
 
Our-Research-Resources 
 
With-Bulltick's-vast-Latin-American-in-roads,-resources-and-networks,-our-research-team-is-
strategically-positioned-to-provide-value-added-research-on-local-and-regional-companies,-markets-
and-industries.-With-analysts-in-the-region,-along-with-management-road-shows,-we-are-able-to-
track-the-pulse-of-the-leading-markets-in-Latin-America.-We-make-it-our-business-to-know-the-
business-of-the-region,-so-we-can-help-our-clients-manage-volatility-with-in-depth-coverage-of-
macroeconomic-leading-sectors-and-market-moving-events. 
  



 

   bulltick.com 

 

6 

Research paper  
July 14, 2022 

Bulltick Research and Strategy 

ANALYST-CERTIFICATION 
 
The-analyst(s)-primarily-responsible-for-the-preparation-of-this-report-hereby-certify-that-all-the-views-expressed-herein-accurately-
reflect-their-personal-views-only.-The-analyst(s)-also-certify-that-no-part-of-their-compensation-was,-is,-or-will-be,-directly-or-indirectly,-
related-to-the-specific-recommendations-or-views-expressed-in-this-report. 
 
IMPORTANT-DISCLOSURES 
 
Principal/Agency-Trading: 
Bulltick-and-its-affiliated-entities,-employees,-officers,-and-directors-may-deal-on-a-principal-and/or-agency-basis-in-transactions-
involving-currencies,-markets,-sectors-and/or-securities-referred-to-herein-(or-related-derivatives-or-other-instruments-related-thereto),-
including-in-transactions-which-may-be-contrary-to-any-recommendations-contained-herein. 
The-Firm’s-Analysts-may-interact-with-sales-and-trading-personnel-in-the-ordinary-course-of-business.-Such-sales-and-trading-personnel-
may-trade-and/or-have-proprietary-positions-in-the-securities-(or-in-related-derivatives)-that-are-the-subject-of-this-report,-and-the-
Firm's-interest-may-conflict-with-the-interests-of-investors-in-those-instruments. 
 
Analyst-Compensation: 
The-costs-and-expenses-of-research,-including-the-compensation-of-the-analyst(s)-that-prepared-this-report,-are-paid-out-of-the-Firm's-
total-revenues,-a-portion-of-which-are-generated-by-its-fixed-income-division. 
 
Conflict-Management: 
Fixed-income-personnel-report-to-the-head-of-fixed-Income-and-are-not-subject-to-the-direct-or-indirect-supervision-or-control-of-any-
other-Firm-department-(or-members-of-such-department). 
 
OTHER-DISCLAIMERS 
 
Bulltick-and-its-subsidiaries,-affiliates,-shareholders,-directors,-officers,-employees,-and-licensors-(“The-Bulltick-Parties”)-will-not-be-liable-
(individually,-jointly,-or-severally)-to-you-or-any-other-person-as-a-result-of-your-access,-reception,-or-use-of-the-information-contained-
in-this-document-for-indirect,-consequential,-special,-incidental,-punitive,-or-exemplary-damages,-including,-without-limitation,-lost-
profits,-lost-savings,-and-lost-revenues-(collectively,-the-“Excluded-Damages”),-whether-or-not-characterized-in-negligence,-tort,-contract,-
or-other-theory-of-liability.-The-information-contained-in-this-document-has-been-obtained-from-sources-believed-to-be-reliable,-
although-its-accuracy-and-completeness-cannot-be-guaranteed.-All-opinions,-projections-and-estimates-constitute-the-judgment-of-the-
author-as-of-the-date-of-the-report-and-these,-plus-any-other-information-contained-herein,-are-subject-to-change-without-notice.-Prices-
and-availability-of-financial-instruments-mentioned-are-also-subject-to-change-without-notice. 
 
Bulltick-and-its-affiliated-companies-have-not-taken-any-steps-to-ensure-that-the-recommendations-referred-to-in-this-report-are-
suitable-for-any-particular-investor.-The-Report-is-for-informational-purposes-only-and-is-not-intended-as-an-offer-or-solicitation-for-the-
purchase-or-sale-of-any-financial-product.-Securities-and-financial-products-mentioned-in-the-report-are-subject-to-investment-risks,-
including-the-possible-loss-of-the-principal-amount-invested.-The-financial-instruments-mentioned-in-this-document-may-not-be-eligible-
for-sale-in-some-countries.-The-Report-is-not-to-be-construed-as-providing-investment-services-in-any-jurisdiction-where-the-provision-
of-such-services-would-be-illegal. 
 
Investing-in-non-US-securities-or-markets,-may-entail-additional-risks.-Securities-of-non-US-issuers-may-not-be-registered-with-and-may-
not-be-subject-to-the-reporting-requirements-of-the-US-Securities-and-Exchange-Commission.-There-may-be-limited-information-
available-on-foreign-securities-or-markets.-Foreign-companies-are-generally-not-subject-to-uniform-audit-and-reporting-standards,-
practices,-and-requirements-comparable-to-those-in-the-US.-Investments-in-foreign-markets-may-be-less-liquid-and-their-prices-more-
volatile-than-those-comparable-in-US.-In-addition,-exchange-rate-movements-may-have-an-adverse-effect-on-the-value-of-an-investment-
in-a-foreign-market. 
 
The-information-contained-in-the-report-is-privileged-and-confidential-and-intended-solely-for-the-recipients-who-have-been-specifically-
authorized-to-receive-it-and-it-may-not-be-further-distributed.-Bulltick-and-its-affiliates-accept-no-liability-whatsoever-for-the-actions-of-
third-parties.-Should-you-receive-this-message-by-error-you-are-hereby-notified-that-any-disclosure,-reproduction,-distribution,-or-use-of-
this-message-is-strictly-prohibited. 
 
The-Report-may-provide-the-addresses-of,-or-contain-hyperlinks-to,-websites,-except-to-the-extent-to-which-the-Report-refers-to-website-
material-of-Bulltick,-the-Firm-takes-no-responsibility-for,-and-makes-no-representation-or-warranties-whatsoever-as-to,-the-data-and-
information-contained-therein.-Such-address-or-hyperlink-is-provided-solely-for-your-convenience-and-information-and-the-content-of-
the-linked-site-does-not-in-any-way-form-part-of-this-document.-Accessing-such-website-or-following-such-link-through-the-Report-or-
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the-website-of-Bulltick-shall-be-at-your-own-risk-and-Bulltick-shall-have-no-liability-arising-out-of,-or-in-connection-with,-and-such-
reference-website. 
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