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Jay Powell and his three bears update

Key Takeaways

Recent inflation reports reduce the
odds of the too hot scenario from
30% to 15%.

Too cold remains our base case,
with a powerful year-end rally but
eventual recession.

Boosting just right from 20% to
30%; a recession is not a foregone
conclusion, in which case a new
bull has begun or will begin soon.

Jay’s bears

In July, we paraphrased the goldilocks
parable to describe the relationship between
Fed policy and the stock market, calling it
Jay Powell and the three bears.

Too hot meant that inflation remained high,
forcing the Fed to continue to raise rates
aggressively. The likely outcomes would be
that the economy would fall into recession
sooner than later and the bear market would
resume early in the second half.

Too cold described the scenario where

inflation rolled over, allowing the Fed to pivot.

The stock market would stage a powerful
rally, but the damage would already be done.
A recession would begin in 2023, and stocks
would fall to new lows.

Too cold base case, but just right odds are higher

Jay Powell and the Three Bears

Scenario Odds Short Description Market Direction What to Watch
Inflation lingers, Fed
continues to tighten ! Alternative inflation
o . . Bear resumes in Q4 . .
Too Hot 15% aggressively, recession 2022 metrics, geopolitics,
starts late 2022/early labor market
2023
Inflation moderates, Inflation expectations,
Too Cold 55% Fed slows pace, Rally in Q4, then bear  vield curve,

economy falls into
recession in 2023

resumes in 2023

commaodity prices,
Growth/Value

Fed pivots correctly,

Just Right 30% ) .
avoids recession

Bear close to over

Investor sentiment,
breadth thrusts,
intermediate-term
breadth confirmation

Ned Davis Research

Under the goldilocks scenario, the Fed would
pivot at the just right time by just the right
amount to achieve a soft landing. Since the
decline was already approaching the average
non-recession bear in both time and price,

it would mean that the lows were close to
being made.

After consulting with Veneta Dimitrova and
Joe Kalish, we initially assigned rough odds
of 30% too hot, 50% too cold, and 20% just
right. Our rational was that soft landings
are hard to achieve any cycle, and this one
is trickier than usual. Our macro team saw

inflation peaking, but their models were
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showing recession risks were increasing.

Updating the odds

On recent client trips and calls, we have
been asked if the probabilities have changed.
Inflation reports, rate-sensitive economic
sector data, and the autumn retest of the
June lows combine to decrease the odds
of a too hot outcome from 30% to 15%
(table above). We bumped too cold from
50% to 55% and boosted just right to
30% from 20%. As before, these are rough
estimates. Our models and indicators drive
our recommendations.
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Too hot to inflation lingers
The October Consumer Price Index and

Produce Price Index reports showed the

first true signs that inflation is peaking.

The headline CPI likely peaked in June, but
October was the first time the core, median,
and trimmed-mean CPIs all fell (chart, right).
We cut the odds for the too hot scenario in
half from 30% to 15%.

From here, the risk is less that inflation
skyrockets to new highs and more that

it lingers at a higher rate than expected.
Powell is committed to reestablishing the
Fed's credibility, and under this scenario

the Fed would not downshift rate hikes as
quickly or pause as soon as expected. While
a different version of too hot than our
original assessment, the results for the
market are similar: a recession sooner than
later leading to a resumption of the bear
market.

Housing feeling effects of rate

U.S. FOCUS EQUITIES

Several inflation metrics slowed in October
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Too cold even more likely
This was the highest probability in July,
and we increased it slightly from 50% to
55%. Recent inflation reports support the
scenario. The debate shifts from when
inflation peaks to whether the economy
falls into a recession. The first glimpses that
the series of 75 basis point rate hikes are
inflicting pain on interest rate sensitive
parts of the economy are showing up.
Housing prices have fallen month/month,
although they remain strong on a year/year
basis (chart, left).
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Under the too cold scenario, earnings

U.Ss. FOCUS EQUITIES

Earnings fall at 24% annual pace during recessions, on average

estimates would need to be revised down Standard & Poor's 500 GAAP Earnings vs the Economy Monthly Data 1948-01-31 to 2022-08-31 (Log Scale)
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Breadth less extreme in October than in June

NDR Multi-Cap Percent of Stocks Above 50-Day Moving Averages

Daily Data 2021-11-15 to 2022-11-15
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Just right more likely?
The main reason we increased the odds of
the soft-landing scenario from 20% to 30% is

495
90 that the risk of the too hot scenario is fading.
85 But we also need to acknowledge that a
80

recession is not a foregone conclusion.
The labor market has slowed but not broken,
and capital expenditures remain strong.

The stock market leads the economy, so
the first pieces of information that tell us
the Fed has achieved a soft landing are not
likely to come from economic data or even
the Fed, but from stock prices.

In October, we wrote that even though the

popular averages broke their June lows, it
was not a failed retest. Breadth measures
like the percentage of stocks at new lows
and percentage of stocks above their
moving averages were less extreme than in
June (chart, left).
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The extreme volatiity and changing Watch for confirmation from intermediate-term breadth
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To date, 2022 bear close to average non-recesssion bear
The modest new lows by the popular
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For global asset allocation, NDR recommends underweight
allocation to stocks, overweight allocation to cash and
marketweight allocation to bonds. We are underweight stocks
in response to new lows and bearish model readings.

Equity Allocation

U.S. | We have a modest underweight to stocks in our asset
allocation recommendation but are neutral on an absolute
basis. The hawkish Fed has overwhelmed the positive tape
development in the summer, but sentiment is extremely
pessimistic. We favor small-caps over large-caps and Value

over Growth.

INTERNATIONAL | We are overweight Europe ex. UK. and

marketweight on all other regions.

Macro

ECONOMY | The global economy is in a sustained slowdown
due to waning monetary and fiscal support, stubbornly high
inflation, and rising geopolitical risk. While the slowdown
remains moderate, the risk of severe recession increases in
2023. Global inflation pressures are easing but will remain

historically elevated in the foreseeable future.

FIXED INCOME | We reduced our bond exposure to 95% of
benchmark duration and expect the yield curve to flatten. We
are overweight Treasurys, MBS, and CMBS and underweight

high yield. We are marketweight everything else.

GOLD | Downtrend intact with relatively restrictive central

bank policies. We are bearish.

DOLLAR | We are neutral while keeping an eye on our dollar
composite readings.
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PERIODICAL | ISSUE: #SSF22_46 |

Please see important disclosures at the end of this report

U.s. FOcuUs EQUITIES

NDR HOUSE VIEWS (Updated November 10, 2022)

Economic summary November 14, 2022

Near term activity: @ Accelerating @ Neutral @ Decelerating

A M M

Global Economy U.S. Economy U.S. Inflation
29%) (1.5%-2.0%) (40%-45%)

Economic gauges reflect changes in near-term economic activity. Numbers in parenthesis
refer to NDR 2022 forecasts.

Global Asset Allocation

@ Overweight @ Marketweight @ Underweight

® Cash(15%)
® Bonds (35%)
®  Stocks (50%)
Benchmark: Stocks (65%), Bonds (35%), Cash (10%)

Equities — Regional Relative Allocation
®  Europe ex. UK (14%)

US. (61%) | Emerging Markets (11%) | Japan (6%) | UK. (4%) |
Pacific ex. Japan (2%) | Canada (3%)

Benchmark - US. (615%), Europe ex. UK. (12%), Emerging Markets (11.2%), Japan (55%),
UK. (38%), Pacific ex. Japan (3%), Canada (31%)

Global Bond Allocation
® Japan (19%)
® US. (55%) | Europe (25%)
® UK O%
Benchmark: US. (57%), Europe (25%), Japan (15%), UK. (4%)

U.S. Allocation

@® Cash (15%) | Small-Cap | Value

® Bonds (35%) | Mid-Cap

®  Stocks (50%) | Large-Cap | Growth
Benchmark: Stocks (65%), Bonds (35%), Cash (10%)

Sectors
@® Health Care (17%) | Energy (5%) | Materials (4%)
®  Consumer Discretionary (8%)

Benchmark: Technology (274%), Health Care (13.8%), Financials (10.7%), Communication
Services (9.3%), Consumer Discretionary (12.1%), Consumer Staples (70%), Industrials
(79%), Energy (4.0%), Utilities (2.7%), Real Estate (2.7%), Materials (2.5%)

U.S. Bonds — 95% of Benchmark Duration
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See the signals.™

Founded in 1980, Ned Davis Research Group is a leading independent
research firm with clients around the globe. With a range of products
and services utilizing a 360° methodology, we deliver award-winning
solutions to the world's leading investment management companies.
Our clients include professionals from global investment firms,
banks, insurance companies, mutual funds, hedge funds, pension 7ecnichY

and endowment funds, and registered investment advisors.

SENTIMENT

Important Information and Disclaimers

NDR (Ned Davis Research) uses the weight of the evidence and a 360-degree approach to build up to market
insights. When we say “evidence,” we mean processing millions of data series to fuel a historical perspective, build
proprietary indicators and models, and calm investors in a world full of bull/bear news hype and hysteria. We believe
that no client is too big or too small to benefit from NDR’s insights.

The data and analysis contained in NDR'’s publications are provided “as is” and without warranty of any kind, either
expressed or implied. The information is based on data believed to be reliable, but it is not guaranteed. NDR
DISCLAIMS ANY AND ALL EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY
WARRANTIES OF MERCHANTABILITY, SUITABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE.

NDR'’s reports reflect opinions of our analysts as of the date of each report, and they will not necessarily be updated
as views or information change. All opinions expressed therein are subject to change without notice, and you should
always obtain current information and perform due diligence before trading. NDR or its affiliated companies or their
respective shareholders, directors, officers and/or employees, may have long or short positions in the securities
discussed in NDR's publications and may purchase or sell such securities without notice.

NDR uses and has historically used various methods to evaluate investments which may, at times, produce
contradictory recommendations with respect to the same securities. When evaluating the results of prior NDR
recommendations or NDR performance rankings, one should also consider that NDR may modify the methods
it uses to evaluate investment opportunities from time to time, that model results do not impute or show
the compounded adverse effect of transaction costs or management fees or reflect actual investment
results, that other less ful recommendations made by NDR are not included with these model
performance reports, that some model results do not reflect actual historical recommendations, and that
investment models are necessarily constructed with the benefit of hindsight. Unless specifically noted on
a chart, report, or other device, all performance measures are purely hypothetical, and are the results of
back-tested methodologies using data and analysis over time periods that pre-dated the creation of the
analysis and do not reflect tax qu ion, commissi and other trading costs. For these
and for many other reasons, the performance of NDR’s past recommendations and model results are not a
guarantee of future results.

Using any graph, chart, formula, model, or other device to assist in deciding which securities to trade or when to
trade them presents many difficulties and their effectiveness has significant limitations, including that prior patterns
may not repeat themselves continuously or on any particular occasion. In addition, market participants using such
devices can impact the market in a way that changes the effectiveness of such devices. NDR believes no individual
graph, chart, formula, model, or other device should be used as the sole basis for any investment decision and
suggests that all market participants consider differing viewpoints and use a weight of the evidence approach that
fits their investment needs. Any particular piece of content or commentary may or may not be representative of the
NDR House View, and may not align with any of the other content or commentary that is provided in the service.
Performance measures on any chart or report are not intended to represent the performance of an investment
account or portfolio, as some formulas or models may have superior or inferior results over differing time periods
based upon macro-economic or investment market regimes. NDR generally provides a full history of a formula
or model's hypothetical performance, which often reflects an “all in” investment of the represented market or
security during “buy”, “bullish”, or similar recommendations. This approach is not indicative of the intended usage
of the recommendation in a client’s portfolio, and for this reason NDR does not typically display returns as would
be commonly stated when reporting portfolio performance. Clients seeking the usage of any NDR content in a
simulated portfolio back-test should contact their account representative to discuss testing that NDR can perform
using the client’s specific risk tolerances, fees, and other constraints.

NDR'’s reports are not intended to be the primary basis for investment decisions and are not designed to meet
the particular investment needs of any investor. The reports do not address the suitability of any particular
investment for any particular investor. The reports do not address the tax consequences of securities, investments,
or strategies, and investors should consult their tax advisors before making investment decisions. Investors should
seek professional advice before making investment decisions. The reports are not an offer or the solicitation of an
offer to buy or to sell a security.
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