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Downshift

After a dismal 2022, stocks have staged a comeback so far in early 2023. This past week, the S&P 500 Index was +2.5%, the Dow
was +1.8%, and the NASDAQ was +4.7%. The 10-year U.S. Treasury note yield increased to 3.518% at Friday’s close versus 3.484%
the previous week.

The significant event for the coming week is likely to be the Federal Open Market Committee (FOMC) interest rate announcement
scheduled for Wednesday afternoon. The FOMC is widely expected to downshift to a series of 0.25% rate increases as it observes
the cumulative impact the rate increases have had on the economy. Last week’s December Personal Consumption Expenditures
(PCE) Price Index was +5.0% year-over-year and core PCE Prices, which exclude food and energy, were +4.4% year-over-year. This
is trending consistent with the Fed’s goal of reducing inflation.

The earnings report ramp continues this week with 107 companies in the S&P 500 Index scheduled to report earnings. The current
consensus for fourth quarter earnings for the S&P 500 Index is a 2.9% decline in year-over-year earnings on 4.2% revenue growth.
Of the 143 companies in the S&P 500 that have reported earnings to date, 67.8% have reported earnings above analyst estimates.
This compares to a long-term average of 66.3% and prior four quarter average of 75.5%. For full-year 2022, current consensus is
5.3% year-over-year earnings growth on 11.2% revenue growth. The early look for full-year 2023 is a consensus expectation of
2.8% earnings growth on 2.1% revenue growth.

In our Dissecting Headlines section, we look at the path to the terminal fed funds rate.

Financial Market Update

Weekly Return YTD Return Weekly Return  ¥TD Return
SE&P 500 Index 2.8% G.1% Adgregate Bond Index 0.1% 2.8%
Dowy Jones Industrial Average 1.8% 2 6% 1S, Dollar Indesx -0.1% -1.8%
MASDAC 100 4. 7% 11.2% WTI Crude il -2.0% -0 %
Russell 2000 (Small Cap Index) 2.4% 3.6% Gold 0.0% a.6%
International Stocks (MSCI ex-1IS) 1.4% 9.0% Real Estate (US REIT Index) 3.6% 9.8%

Sowmes: 58F Global, Thom sor Reuters

Dissecting Headlines: Terminal Fed Funds Rate

The Federal Reserve’s Federal Open Market Committee (FOMC) has been raising short-term interest rates since March 2022. It
went from its COVID-era 0.00% to 0.25% range to an initial 0.25% to 0.50% range on the federal funds rate at the March
meeting. At that time, the FOMC’s Summary of Economic Projections targeted fed funds at a 2.75% to 3.00% range for its termi-
nal rate, or the interest rate level it expected as the peak for the current cycle of rate increases.

As inflation continued to accelerate, so did the projected terminal rate for fed funds. As of the December 2022 FOMC meeting,
the terminal fed funds rate is projected at 5.00% to 5.25% versus the current range of 4.25% to 4.50%. The potential downshift
from December’s 0.50% increase to a series of 0.25% increases would reach the currently projected terminal rate by the May
2023 meeting. Based on the current decline in the rate of inflation, that could be the end of the cycle. We will know more as of
the March 2023 meeting if the terminal rate is going to change (higher or lower) based on the FOMC’s next update of the Sum-
mary of Economic Projections at that time.

The FOMC has stated that it intends to keep rates higher for longer to ensure that inflation doesn’t reemerge. The 2024 projec-
tion for the fed funds rate is currently 4.00% to 4.25%, so if the goal of reducing the rate of inflation is achieved, we could see an
initial decrease in the fed funds rate by late 2023 or early 2024.
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