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As we head into the last quarter of an uncertain, volatile year in 
the markets, Strategas CEO Jason Trennert addresses some of 
the pressing questions that Baird clients have been asking. 
 

 

Inflation and rates continue to drive economic and market volatility; how are you thinking about those two factors 
over the next year? There is a chance inflation has peaked. Mortgage rates have increased, which will likely lead to a decline 
in housing prices, and items like used car prices have come off the boil. Having said that, there are more structural inputs—
such as wages and energy prices—that could keep inflation higher for longer. More importantly, the Federal Reserve seems 
deadly serious about addressing inflation. We see very little wiggle room in Fed comments about their commitment to 
controlling inflation. So, to us, it's still going to be challenging for a time until that changes. 

What are your odds for recession—and if we get one, how might it 
stack up with recessions of recent history? Our Chief Economist Don 
Rissmiller has the odds of a recession at about 50% in 2023 and 50% in 
2024. That puts our odds at about 75% for a recession at some point over 
the next two years. It's rare to get the so-called “soft landing” scenario that 
everyone is looking for. When the Fed is tightening and inflation is this high, 
it's very hard to avoid recession. However, our starting point is better this 
time around. We are close to full employment at a 3.7% unemployment 
rate, and so it wouldn’t necessarily have to be as deep a downturn as in 
recessions past. It’s unfortunate for anyone to lose a job but we have a 
chance to get through a recession with peak unemployment at only around 
6%. That would limit the extent of the pain.  

Strategas recently reduced its S&P 500 earnings estimate for 2023. What prompted that, and how should investors 
think about a drop in earnings? I think it’s likely that we’ll have a difficult next couple of years for equity returns. This year is 
obviously terrible, and while next year is unlikely to be as bad, we may not return to double-digit market gains until we get 
through this cycle and the Fed can start easing. On earnings, we’ve never had an economic recession without also having a 
decline in earnings. The average decline is ~30% but it may not be as deep this time because inflation is higher and a recession 
may be shallower. But either way, with lower earnings and multiples unlikely to expand, it could well be challenging for a time. 

Strategas has been clear-eyed all year about market weakness and 
the conditions behind it. What would get you more bullish on stocks? 
One of our hallmarks at Strategas is that we're humble in our forecasting. 
We've been doing this long enough to remember times when we missed 
the mark. We just try take in new information and change when the facts 
change. From here, what would lead us to be more bullish would be a 
significant decline in inflation and/or a more dovish Fed. Another bullish 
indicator could be something like an attitude shift among industrialized 
countries regarding energy policy. A more measured perspective on fossil 
fuel use as we transition to renewables might make it easier to weather the 
economic storm and take the temperature down in terms of recession.  

Ultimately, the market is a discounting mechanism and will start to bounce before the depths of the recession are over, but we 
think there's some time left before we see that kind of turn. 
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IMPORTANT DISCLOSURES 
Past performance is not indicative of future results and diversification does not ensure a profit or protect against loss. All 
investments carry some level of risk, including loss of principal. An investment cannot be made directly in an index. 

This communication was prepared by Strategas Securities, LLC (“we” or “us”). Recipients of this communication may not 
distribute it to others without our express prior consent. This communication is provided for informational purposes only and 
is not an offer, recommendation or solicitation to buy or sell any security. This communication does not constitute, nor should 
it be regarded as, investment research or a research report or securities recommendation and it does not provide information 
reasonably sufficient upon which to base an investment decision. This is not a complete analysis of every material fact 
regarding any company, industry or security. Additional analysis would be required to make an investment decision. This 
communication is not based on the investment objectives, strategies, goals, financial circumstances, needs or risk tolerance 
of any particular client and is not presented as suitable to any other particular client; therefore, this communication should 
be treated as impersonal investment advice. The intended recipients of this communication are presumed to be capable of 
conducting their own analysis, risk evaluation, and decision-making regarding their investments.  

For investors subject to MiFID II (European Directive 2014/65/EU and related Delegated Directives): We classify the 
intended recipients of this communication as “professional clients” or “eligible counterparties” with the meaning of MiFID II 
and the rules of the UK Financial Conduct Authority. The contents of this report are not provided on an independent basis 
and are not “investment advice” or “personal recommendations” within the meaning of MiFID II and the rules of the UK 
Financial Conduct Authority.  

The information in this communication has been obtained from sources we consider to be reliable, but we cannot guarantee 
its accuracy. The information is current only as of the date of this communication and we do not undertake to update or 
revise such information following such date. To the extent that any securities or their issuers are included in this 
communication, we do not undertake to provide any information about such securities or their issuers in the future. We do 
not follow, cover or provide any fundamental or technical analyses, investment ratings, price targets, financial models or 
other guidance on any particular securities or companies. Further, to the extent that any securities or their issuers are 
included in this communication, each person responsible for the content included in this communication certifies that any 
views expressed with respect to such securities or their issuers accurately reflect his or her personal views about the same 
and that no part of his or her compensation was, is, or will be directly or indirectly related to the specific recommendations 
or views contained in this communication. This communication is provided on a “where is, as is” basis, and we expressly 
disclaim any liability for any losses or other consequences of any person’s use of or reliance on the information contained 
in this communication.  

Strategas Securities, LLC is a registered broker-dealer and FINRA member firm, as well as an SEC-registered investment 
adviser. It is affiliated with Strategas Asset Management, LLC, an SEC-registered investment adviser. Strategas Securities, 
LLC is also affiliated with and wholly owned by Robert W. Baird & Co. Incorporated (“Baird”), a broker-dealer and FINRA 
member firm, although the two firms conduct separate and distinct businesses.  

A complete listing of all applicable disclosures pertaining to Baird with respect to any individual companies mentioned in 
this communication can be accessed at http://www.rwbaird.com/research-insights/research/coverage/thirdpartyresearch-
disclosures.aspx.  

You can also call 1-800-792-2473 or write: Robert W. Baird & Co., PWM Research & Analytics, 777 E. Wisconsin Avenue, 
Milwaukee, WI 53202. 
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