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What happened 
After strength to start the week, the S&P 500 is now down about 6% off its intra-day high hit 
on Tuesday, with small caps off 7%.  

• The reversal appeared to gain steam after the Federal Reserve (Fed) raised short-term 
rates by a half percent as expected but projected a higher terminal rate than the 
consensus expected—with Fed Chairman Powell staying focused on taming enemy 
number one, inflation.  

• The European Central Bank also took on a more hawkish tone – indicating that it would 
increase short-term rates more aggressively than anticipated to cool elevated inflation. 

• Weak U.S. retail sales on Thursday raised concerns about a slowing economy at a time 
of less potential support from monetary policy. 

Our take 
Our work has suggested the market risk/reward has been unfavorable following the 
sharp rally from the October lows. When the S&P 500 clipped 4100 earlier this week, it was 
trading at a 17.5x P/E on consensus forward earnings, which also appear overly optimistic. In 
our view, that valuation embeds a lot of good news and doesn’t provide much of a cushion 
considering downside risks for the economy and corporate profits. 

Moreover, in some ways the current macroeconomic environment reminds us of the 
reverse of what became known as the Tepper trade in September 2010. 
Then, David Tepper, a prominent hedge fund manager, appeared on CNBC and 
described a potential win/win proposition for asset prices. At the time, there were still 
many investor concerns about sluggish economic growth and deflationary pressures lingering 
from the financial crisis and their impact to asset prices.  

However, Tepper made a clairvoyant point then that either: 

1. The economy was going to get better, and that would be positive for stocks and asset 
prices. 

2. Or, instead, the economy would weaken, but the Fed would step in to support the 
market, which would also be positive for asset prices. This worked out relatively well as 
this was the early stages of a decade-long bull market. 

We argue there is somewhat of a reverse Tepper trade underway today.  

 

 
 
Keith Lerner, CFA, CMT 
Co-Chief Investment Officer 
Chief Market Strategist 



 

 

The reverse Tepper trade:  

1. Either the economy is going to weaken, and that will tame inflation but also likely hit 
corporate profits and challenge asset prices. 

2. Or instead, the economy stays stronger as does inflation, and the Fed and other central 
banks will continue to tighten policy, also challenging asset prices.  

In either case, there’s a potential headwind for investors. To be fair, there is a third path, 
where inflation comes down, and the economy avoids recession, the so-called soft landing. 
It’s possible.  

However, the path still appears somewhat narrow given the lagged impact of the most 
aggressive monetary tightening in forty years and the triggering of several historically reliable 
recession indicators, such as: 

• The yield curve inversion 

• The decline in leading economic indicators 

• And the weakness in housing. 

Bottom line and positioning 
The core themes discussed in our 2023 outlook (Three Keys to 2023, 12/6/22) apply:   

• We remain defensive given the recent pullback has helped ease valuations and prices 
somewhat, but it’s not enough yet to suggest the risk/reward has flipped in a meaningful 
way.  

• We plan to remain tactical. We have seen six moves of at least ±10% over the past 
year—three to the upside and three to the downside. While the recent decline has 
relieved some of the frothiness, most of our technical indicators are not yet at an 
extreme, nor are valuations compelling.  

• We plan to continue to keep an open mind as we get further data on economic, 
earnings, and inflation trends into the new year.  

Until the weight of the evidence shifts, we maintain our overweight in fixed income, where we 
are focused on high quality bonds, and a relative underweight in equities.   

Within equities, we still favor the U.S., a value tilt, and see better opportunities below the 
market’s surface, such as the equal-weighted S&P 500, a proxy for the average stock.  

From a sector standpoint, we advocate for a barbell strategy, which is aligned with our value 
style tilt. This includes higher weightings to health care and consumer staples, which are more 
defensive in nature given their lower sensitivity to weakening economic growth. We pair this 
with industrials, which should benefit from increased defense spending and reshoring, 
alongside energy, which is still relatively cheap and a partial hedge to a smoother China 
reopening.  
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Sterling Capital Management, LLC, and affiliated SEC registered investment advisers. Sterling Capital Funds advised by Sterling Capital 
Management, LLC. While this information is believed to be accurate, Truist Financial Corporation, including its affiliates, does not 
guarantee the accuracy, completeness or timeliness of, or otherwise endorse these analyses or market data. 

The opinions and information contained herein have been obtained or derived from sources believed to be reliable, but Truist Financial 
Corporation makes no representation or guarantee as to their timeliness, accuracy or completeness or for their fitness for any particular 
purpose. The information contained herein does not purport to be a complete analysis of any security, company, or industry involved. This 
material is not to be construed as an offer to sell or a solicitation of an offer to buy any security. 

Opinions and information expressed herein are subject to change without notice. TIS and/or its affiliates, including your Advisor, may have 
issued materials that are inconsistent with or may reach different conclusions than those represented in this commentary, and all opinions 
and information are believed to be reflective of judgments and opinions as of the date that material was originally published. TIS is under 
no obligation to ensure that other materials are brought to the attention of any recipient of this commentary. 

Comments regarding tax implications are informational only. Truist and its representatives do not provide tax or legal advice. You should 
consult your individual tax or legal professional before taking any action that may have tax or legal consequences. 

Investments involve risk and an investor may incur either profits or losses. Past performance should not be taken as an indication or 
guarantee of future performance. 

TIS/TAS shall accept no liability for any loss arising from the use of this material, nor shall TIS/TAS treat any recipient of this material as a 
customer or client simply by virtue of the receipt of this material. 

The information herein is for persons residing in the United States of America only and is not intended for any person in any other 
jurisdiction. Investors may be prohibited in certain states from purchasing some over-the-counter securities mentioned herein. 

The information contained in this material is produced and copyrighted by Truist Financial Corporation and any unauthorized use, 
duplication, redistribution or disclosure is prohibited by law. 

TIS/TAS’s officers, employees, agents and/or affiliates may have positions in securities, options, rights, or warrants mentioned or 
discussed in this material. 

Asset classes are represented by the following indexes. An investment cannot be made directly into an index. 

S&P 500 Index is comprised of 500 widely held securities considered to be representative of the stock market in general.  
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