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CASE For Fed Tightening is FADING!?!

• Real Growth HAS Slowed
• Inflation IS SLOWING
• Past Policies will Do The Job
• Financial Markets Say “Time TO Pivot”
• Yields Now at Restrictive Levels
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Inflation Has SLOWED… Commodity Prices
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Inflation Has SLOWED… CORE & WAGE Inflation
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Inflation Has SLOWED… Imports & Tech Prices
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What About CORE SERVICE PRICES? 
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Other Encouraging Inflation Signs!?! 
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Inflation Expectations Back to Fed Target?!? 
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Pipeline Policy Tightening!?!

• M2 Money Supply Growth: 27% to 0%
• Fiscal Deficit/GDP Ratio: 18.5% to 3%
• U.S. Dollar: Up by 25%
• 10-Year Bond Yield: Rising Since August 2020
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Past Policy Tightening Will Do The JOB!!?
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Most Major Inflation Peaks are V-TOPS!!! 

©2023 The Leuthold Group



13

Fed Ignoring Market Signals???
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Listen to the FED Or The Bond Market??!
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Bond Buyers Relative to Bond Sellers? 
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Bond Yields Back to Equilibrium Levels!!?
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Yields Increasingly “OUT OF BOUNDS”!!?
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Yields Increasingly “OUT OF BOUNDS”!!?
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A MILD RECESSION???

• Strong Untapped Balance Sheets
• Clean Banking System
• Confidence Revival
• Plenty of Dry Powder
• Supply-Side Improvements 
• Profits Hold Up? 
• Housing Recession Without Overall Recession
• CEO Behaviors
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Confidence Revival!!?
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Plenty of DRY POWDER!?!
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Supply-Side Jobs Market
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Profit PRODUCTIVITY Holding Strong?

©2023 The Leuthold Group
©2023 The Leuthold Group



24

A Housing Recession Without an Overall Recession?

©2023 The Leuthold Group



25

CEOs: Watch What I do… Not What I Say!??
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A NEW EASING CYCLE HAS BEGUN!?!
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REAL LIQUIDITY GROWTH EASING SOON?!?
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EASING FOR HOUSEHOLDS!!
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EASING FOR BIZ!!
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Stock Market Already has Discounted Plenty of BAD!?!
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WORRIED ABOUT EARNINGS???

• In the last 80 years, S&P 500 EPS have fallen in 30 years.  

• Of these 30 yearly declines the S&P 500 “rose” in 22 of these 
years, 73% of the time by an average of 21%! In the other 8 
years, it declined one average by only -13.8!
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U.S. Stock Market Does WELL After BIG BAD YEARS!!?
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Flat For Seven Months!
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Stock Market Valuation Attractive!?!
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Liquidity & Confidence!?!
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Inflation PEAKS & the Stock Market!!
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MAJOR INFLATION PEAKS & U.S. Stock Market?
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Early-Cycle Stocks?
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Small Caps For Confidence Revival!
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Lean Back Toward Growth!?!
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Tilt Some Toward International Stocks?
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BIGGEST RISK?

• FED Tightening OVERDONE
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Invest For a BIG Year!!!

Bonds DO Well…But.. Stocks Do Better

Overweights:
• Consumer Discretionary, Industrials, and Financials
• SMALL CAPS
• Tend BACK Toward Growth as Year Progresses
• International Stocks Primarily EM Ex-China

Underweights:
• Inflation Plays (Commodities, Energy, Materials)
• DEFENSE


