
 
January 25, 2023 

Equity Markets Rise As Falling Earnings Still Eye 
A Recession 

This year has started quite well. In the first week and a half, the equity 
market was going up in an organized and methodical fashion. Then came 
last week when the indexes had poked their noses above their respective 
200-day moving average lines (after spending a year below this level) only to 
be broadsided by a decline last week that felt similar to the false starts we 
experienced in February, June, and October of last year.  

This has then been followed up once again at the beginning of this week 
with the indexes moving back, decisively, over the 200 DMA line once again.  

 

So, the question logically becomes what is going on under the hood of the 
markets? What has changed this year? How could the equity markets be 
rising and the news now beating the drum of falling corporate earnings and 
"the impending recession?" The answer, most simple, but most difficult to 
understand is that the markets are a discounting mechanism.  

 



 
What I mean by this is that the current price is reflecting what is expected 
9-12 months from now, not what happened in the fourth quarter or what is 
being bantered about in the news today.  

What has been clear and confirmed has been the price of gold (bottomed 
and turned higher), the decline in the US Dollar (which coincided with the 
October lowest low in the stock market), and the reversal back down of the 
yield on the 10-year US Government Treasury yield (which happened at the 
same time as the turn in gold and the US Dollar).  

To validate that there is no correlation between the direction of the 
economy and the direction of stock prices, please look at the two charts 
below. The first is a dot plot that validates that earnings declines (which are 
being called for in 2023) don't necessarily mean stock prices have to fall.  

The second chart shows the large declines since the stock market crash in 
1987 and how the markets did in the subsequent year.  

What seems to be clear is that stocks tend to be sold down into the earnings 
slowdowns, but once the earnings slowdown begins, the markets tend to 
bottom and prices begin to reflect which companies should benefit most 
coming out the back end of the earnings trough. 

 



 

 

It is worth remembering that the stock market rebounds following bear 
markets have been powerful historically. The S&P 500 has bounced back 
an average of more than 20% within 12 months coming out of bear 
markets as seen above. Looking at these last seven bear markets, we have 
seen the market bounce back an average of 43.6% after dropping 33.1%. 
LPL Research expects the S&P 500 to produce double-digit gains in 2023, 
which seems quite reasonable based on the last seven cases. 

As I opened this note with the tug-o-war between last year and this year, it 
has manifested in a feisty bull-bear debate. So, to give some points that we 
can sink our teeth into to measure how the economy progresses or 
declines: 

 Bull Case: Consumer is resilient, the labor market is strong, wages 
are rising, and inflation is coming down steadily. 

 Bear Case: Inflation is still high, leading indicators are signaling a 
recession, manufacturing activity and the housing market have 
slowed significantly, and housing affordability is almost non-
existent. 

 Background: The global economy will likely slow from the upper 
2% range in 2022 down to slightly above zero in 2023. Much 
depends on China's growth path now that it has largely 
abandoned its overzealous COVID policy.  

 

What is important in the chart below is the obvious difference in GDP 
growth in the Emerging markets. This is where clear relative strength has 
happened. The emerging markets, as illustrated by the point and figure 
chart below, are now outperforming the US Equity markets for the first 
time since 2010!  

 



 
 

After 10+ years of underperformance, and much lower valuations, they 
could have even a better level of bounce from the lows than the US 
markets.  

 

 



 
I could go into the same detail on the action of the Fed, corporate 
earnings, and China's reopening, but suffice it to say that there is an 
infinite number of conflicting opinions in these three areas as well. 

As the S&P 500 earnings for the first three weeks showed 69% of reporting 
companies beating earnings expectations, so far 2023 appears to be leaning 
toward the bull case. And don’t worry, you bet we will be diving into 
deeper detail about the opposing opinions on the Fed, the progression of 
corporate earnings, and the developments in China in the upcoming 
newsletters. 

At present, the markets seem to be stabilizing a bit and this is a welcome 
change! Should there be an additional point you would like me to discuss, 
please don't hesitate to reach out and let me know.  

 

 

  



 
Important Disclosures:  

The opinions voiced in this material are for general information only and are not 
intended to provide specific advice or recommendations for any individual. To 
determine which investment(s) may be appropriate for you, consult your financial 
professional prior to investing. All performance referenced is historical and is no 
guarantee of future results. All indices are unmanaged and cannot be invested into 
directly. 

All information is believed to be from reliable sources; however LPL Financial 
makes no representation as to its completeness or accuracy.  
 
Investing involves risks including possible loss of principal. 
 
The Standard & Poor's 500 Index is a capitalization weighted index of 500 stocks 
designed to measure performance of the broad domestic economy through 
changes in the aggregate market value of 500 stocks representing all major 
industries. 
 
The Dow Jones Industrial Average is comprised of 30 stocks that are major 
factors in their industries and widely held by individuals and institutional 
investors. 
 
The Nasdaq-100 is a large-cap growth index. It includes 100 of the largest 
domestic and international non-financial companies listed on the Nasdaq Stock 
Market based on market capitalization. 

The Russell 2000 Index is an unmanaged index generally representative of the 
2,000 smallest companies in the Russell 3000 index, which represents 
approximately 10% of the total market capitalization of the Russell 3000 Index. 

This information is not intended to be a substitute for specific individualized tax 
advice. We suggest that you discuss your specific tax issues with a qualified tax 
advisor. 

 


