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Summary and Major Conclusions: 

 
Global equity markets have been under intense pressure throughout this year, experiencing 
accelerating declines in value through the middle of June, as recession fears became more 
widespread. US stock and bond indexes posted their biggest losses in decades during the first six 
months of this year but have rallied in recent weeks from severely oversold conditions.  

 

▪ The strong rally in the US equity market that began on June 17 caught most investors by 
surprise. By definition, sharp reversals in financial markets are unanticipated because of the 
tendency of entrenched sentiment to feed on itself. The vast majority of investors respond 
to current news, which in most cases has already been discounted in current equity prices.  

 

▪ In addition, most investors are driven by momentum, based upon the simplistic belief that 
“the trend is your friend” and summarized in the old adage “don’t fight the tape.” The result 
is that most investors tend to buy market rallies and sell drawdowns, a practice that results 
in market overshoots on both the upside and the downside, along with poor investment 
performance.    

 

▪ Somewhat astonishing is the fact that most investors fail to grasp the concept that the stock 
market is a forward-looking — rather than coincident — indicator that anticipates economic 
and policy trends in the future. This explains why a contrarian approach to investing has 
generated superior rates of return in the long term.  

 

▪ The equity market rally since June 16 has been impressive. The S&P 500 has gained 13% 
since August 5, while NASDAQ has rallied by 19%. Growth stocks have significantly 
outperformed value stocks with a cumulative gain of nearly 20%, versus only 9% for value 
stocks. The S&P 500 has recovered 42% of its cumulative decline over the previous six 
months but remains 13% below its all-time peak on January 3.   

 

▪ What explains the sudden and sharp equity rally since the recent low on June 16?  
The dramatic reversal in stock prices can be attributed to several factors: 

 

1. Government bond yields plunged from a peak of 3.48% in mid-June to a recent low of 2.58%. 
 

2. Inflationary expectations as measured in the bond market have declined from a peak of 3.68% 
earlier in the year to only 2.65% currently. 
 

3. Company earnings for the second quarter were far better than the pessimistic expectations of 
investors and Wall Street analysts. 
 

4. Financial markets sensed some easing in the Federal Reserve’s extremely hawkish posture, 
although further rate hikes lie ahead.  

 

 

My forecast assumes 

that most of the equity 

market losses since early 

January will be recovered 

by yearend and that 

stock prices will climb to 

all-time highs in 

2023.  Improving 

economic data, a 

continued uptrend in 

company earnings, 

somewhat lower 

inflation, and a pause in 

the Federal Reserve rate-

tightening cycle early 

next year should spark an 

increase in economic 

confidence, supporting 

higher equity prices in 

future months.   
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5. Sentiment had slumped to a condition of extreme pessimism, which is a positive from a 
contrarian perspective. The put/call ratio on June 13 spiked to its highest level since March 
2020, while traditional surveys of investor sentiment plunged to lows dating back to 2009.  

 
▪ The primary catalyst for the equity market rally has been the much better than expected 

second quarter earnings performance by US corporations. As of last Friday, more than 87% 
of companies in the S&P 500 had reported Q2 financial results, with an average year-over-
year gain of 9% on revenue growth of 13.5%. Nearly 78% of companies reported positive 
surprises.  
 

▪ Investors had been extremely anxious regarding Q2 earnings, predicated on spreading 
recessionary concerns and a fear that companies would be unable to protect profit margins 
in a highly inflationary environment. Contrary to investor fears, companies have proven to 
be highly effective in managing profit margins through aggressive cost containment 
measures and selling price increases.  

 

▪ Based upon second quarter results and low odds of a recession, the outlook for corporate 
earnings appears promising for the next four quarters. Earnings are expected to grow by 5% 
during the second half of this year but accelerate during the first half of 2023 to 10%. Wall 
Street analysts expect earnings per share (EPS) of $228 for full-year 2022 and $248 in 2023, 
up from actual EPS of $208 in 2021. 
 

▪ The primary focus of investor anxiety has shifted repeatedly in recent months. The 
predominant fears of investors during the first quarter — hyperinflation and rising bond 
yields — shifted to concerns over recession during the second quarter. A recent string of 
strong government economic data — including last Friday’s stellar nonfarm payrolls report 
— has triggered a shift in investor fears back to monetary policy.  
 

▪ My economic forecast continues to diverge from that of the consensus, based upon my 
conviction that the economy is far more resilient than generally perceived. The perplexing 
consensus forecast has been that the US economy is already in a recession that could persist 
throughout 2022, followed by a recovery during 2023. The contraction in second quarter 
real GDP has emboldened economic bears in their belief that the economy is already in 
recession.  
 

▪ Real GDP declined by nearly 1% (annualized) in the second quarter following a contraction 
of 0.6% in Q1. The widespread belief that a recession is defined as two consecutive quarters 
of economic decline is misguided. There is a plethora of data strongly suggesting that the US 
economic expansion remains intact. 
 

▪ Founded in 1920, the National Bureau of Economic Research (NBER) has been the official 
arbiter of recessions for more than 100 years and uses a far more eclectic methodology in 
defining a recession. The recession dating committee recently stated that they have not 
even begun to think about an economic contraction.  
 

▪ I continue to believe that the preconditions for a US recession are not in place. The most 
likely timing for a recession is 2024 or 2025, and the most likely catalyst will be a 
reacceleration in inflation and a second round of monetary tightening by the Federal 
Reserve beginning later next year and throughout 2024. 
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▪ The absence of a recession during 2023 should enable company earnings to remain on a 
durable growth path over the next four quarters, at a minimum. In addition, a steady 
moderation in inflationary expectations should keep government bond yields in a trading 
range of approximately 3%, thereby supporting equity valuations. 
 

▪ My forecast assumes that most of the equity market losses since early January will be 
recovered by yearend and that stock prices will climb to all-time highs in 2023.  Improving 
economic data, somewhat lower inflation, and a pause in the Federal Reserve rate-
tightening cycle early next year should spark an increase in economic confidence, supporting 
higher equity prices in future months. 
 

▪ Growth stocks should outperform value stocks over the next year. Shares of companies with 
consistent noncyclical earnings growth tend to perform best during periods of economic 
uncertainty and moderate growth in corporate earnings. 

 
▪ Compared with overall earnings growth of 5% expected during the next several quarters, 

those companies able to grow EPS in excess of 10% should enjoy superior relative 
performance. The sharp selloff in growth shares in recent months has enhanced the long-
term attractiveness of the highest quality stocks in the market.   
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This material is intended to provide information only. This material is not intended as advice or recommendation about investing or managing your retirement 
savings. By sharing this information, Empower is not acting as your fiduciary as defined by the Department of Labor or otherwise. If you need 
investment advice, please consult with a qualified professional. 
 
The opinions and recommendations herein do not take into account individual client circumstances, objectives, or needs and are not intended as 
recommendations of particular securities, financial instruments or strategies to particular clients or prospects. No determination has been made regarding the 
suitability of any securities, financial instruments or strategies for particular clients or prospects. For any securities or financial instruments mentioned herein, 
the recipient(s) of this report must make its own independent decisions. 
 
Certain information contained herein may constitute “forward-looking statements,” (including observations about markets and industry and regulatory trends 
as of the original date of this document). Due to various risks and uncertainties, actual events or results may differ materially from those reflected or 
contemplated in such forward-looking statements. As a result, you should not rely on such forward-looking statements in making any decisions. No 
representation or warranty is made as to future performance or such forward-looking statements. 
 
The financial indices referenced herein are provided for informational purposes only. You cannot invest directly in an index. The statistical data regarding 
such indices has been obtained from sources believed to be reliable but has not been independently verified. 

Bloomberg US Aggregate Bond Index: is a broad base, market capitalization-weighted bond market index representing intermediate term investment 
grade bonds traded in the United States. Investors frequently use the index as a stand-in for measuring the performance of the US bond market. 

Dow Jones Industrial Average: is a stock market index that measures the stock performance of 30 large companies listed on stock exchanges in the 

United States. 
 
MSCI World Excluding US Equity Index: is a stock market index comprising of non-U.S. stocks from 23 developed markets and 26 emerging markets. 

The index is calculated with a methodology that focuses on liquidity, investability, and replicability.  
 
NASDAQ: is an American stock exchange at One Liberty Plaza in New York City. It is ranked second on the list of stock exchanges by market capitalization 
of shares traded, behind the New York Stock. 
 
Russell 2000 Index: is a small-cap stock market index of the smallest 2,000 stocks in the Russell 3000 Index. It was started by the Frank Russell Company 
in 1984. The index is maintained by FTSE Russell, a subsidiary of the London Stock Exchange Group. 
 
Russell 3000 Growth Index: is a market capitalization-weighted index based on the Russell 3000 index. The Russell 3000 Growth Index includes 
companies that display signs of above-average growth. The index is used to provide a gauge of the performance of growth stocks in the United States. 
 
Russell 3000 Value Index: is a market-capitalization weighted equity index maintained by the Russell Investment Group and based on the Russell 3000 
Index, which measures how U.S. stocks in the equity value segment perform by including only value stocks. 
 
S&P 500® Index: Measures the performance of 500 widely held stocks in US equity market. Standard and Poor's chooses member companies for the index 
based on market size, liquidity and industry group representation. Included are the stocks of industrial, financial, utility, and transportation companies. Since 
mid-1989, this composition has been more flexible and the number of issues in each sector has varied. It is market capitalization-weighted. 
 
These materials are not intended as an offer or solicitation with respect to the purchase or sale of any security or other financial 
instrument or any investment management services and should not be used as the basis for any investment decision. Past performance is 
not a guarantee or reliable indicator of future results. 

The information provided is not intended to provide investment advice and should not be construed as an investment recommendation by Empower or any 
associated entities. 

 
Empower refers to the products and services offered by Great-West Life & Annuity Insurance Company (GWLA) and its subsidiaries, including Empower 
Retirement, LLC.  
 

“EMPOWER” and all associated logos and product names are trademarks of GWLA.   

©2022 Empower Retirement, LLC. All rights reserved. RO2341944-0822 

 


