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December 9, 2022
Stock Market Consensus Can Be Dangerous

Throughout history, the stock market has frequently behaved in an unexpected manner.
In March of 2020 with the S&P 500 down roughly 35% because of Covid lockdowns,
who forecasted an up 18.4% year for the index? With the Fed Funds rate near 4% on
its way to 5% (according to the Fed), who would expect the 10-year treasury rate to fall
from 4.3% about a month ago to about 3.5% this week? The inversion of the
2year/10year treasury rates reached a 40-year low of -0.84%. Many important moves
that occur in financial markets are a surprise to a majority of market participants.

We are heading into the most forecasted recession of the past 50 years.

Philadelphia Federal Reserve Anxious Index

Nearly 50% of professional forecasters expect
recessionin first quarter 2023
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JPMorgan’s S&P 500 forecast for early 2023 is much like the other major investment
banks. “We expect that the lows we’ve seen this year in equity markets will likely be re-
tested in the S&P 500 early next year, and we see an ongoing trend of pullback in risk
assets, and a rise in allocation to bonds.”



When there is strong consensus thinking about the future market trend, it often pays to
be a contrarian. If nothing else, maintaining portfolio diversification keeps an investor in
position to benefit from any market scenario, no matter how unexpected.

One reason why the U.S. economy may not go into a recession in early 2023 is
consumers are still sitting on $830 billion of excess savings according to JPMorgan
Chase. The figure below reflects the difference in monthly realized savings vs. pre-
pandemic trend savings.
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Better than expected retail sales and record travel statistics show consumers are putting
the money to work this holiday season and may continue to do so into next year.

Another reason we may not experience recession in early 2023 is the unemployment
rate is at a 50-year low of 3.7%. In the November employment report, average hourly
earnings increased by 0.6% month-over-month and 5.1% year-over-year. The
employment reports have consistently surprised to the upside.

Factory orders reported this week also surprised to the upside with a 1% increase
month-over-month in October versus the consensus expectation of 0.7%. There was an
unexpected rebound in business spending (hondefense capital goods orders excluding
aircraft). Higher than expected business spending provides a boost to GDP forecasts.

If we do not go into a recession, the bear market may be behind us. The recent bear
market was 25% and lasted 9 months (assuming we do not go to new lows). The
average non-recessionary bear market has been 24% and 7 months.



Let Us Help You Position Your Portfolio — Give Us a Call Today

We have unigue and sophisticated investment methods that seek to capture the stock
market’s gains while minimizing drawdowns in bear markets. If you would like to learn
more about how we manage money, we invite you to give us a call at (415) 249-6337,
visit www.deltaim.com or email us at info@deltaim.com.

1 see from your résumé that you enjoy attending the occasional soccer match.”

Delta Stock Market Dashboard
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Atlanta Fed GDPNow Forecast
Real GDP Estimate for Q42022
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Pursuant to the provisions of Rule 206(4)-1 of the Investment Advisors Act of 1940, we advise all readers to recognize that they should not assume that recommendations made
in the future will be profitable or will equal the performance of past recommendations. This publication is not a solicitation to buy or offer to sell any of the securities listed or
reviewed herein. The contents of this letter have been compiled from original and published sources believed to be reliable, but are not guaranteed as to accuracy or
completeness. Nicholas Atkeson and Andrew Houghton are also principals of Delta Investment Management, a registered investment advisor. Clients of Delta Investment
Management and individuals associated with Delta Wealth Adviser may have positions in and may from time to time make purchases or sales of securities mentioned herein.
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