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Archer 2023 2nd Quarter Outlook: 

 

 
Where is the recession?  We heard it was coming at the end of 2022 and then early 2023, and now one 
of the research groups recently reported it would be early 2024. A broken clock is right twice a day. Is a 
recession coming? The answer is yes, although no one knows exactly when it will happen. There is still 
significant money in the economic system. When the government creates an alarming amount of money 
in the system, the only way to get it out is to have the consumer spend their savings or increase their 
household debt so more payments go to the bank than to current discretionary items. In addition, more 
dollars chasing the same number of goods can create inflation. We continue to see the past increase in 
Money Supply spur inflation of all goods and services.  
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When the ADP payroll report came out on April 5th, as I write this, jobs increased approximately 145,000. 
The commentator on CNBC said this report was too “hot”. Then he went on to state the Federal Reserve 
will continue to raise rates as long as people are employed at this level. You might be asking, “why in the 
world are they wanting unemployment to increase.” Simple, it will get consumers to use their savings 
and tighten their belts on spending which will decrease inflation. In the chart below, we can see how 
inflation has increased, but the latest bar is seen moving down. In the chart above, money supply is 
starting to decline, more than we have seen in decades. This should push our economy into a standstill 
or even a decline, thus also reducing inflation. The Federal Reserve does not care how they get the 
money and inflation under control, but they feel they need to reduce inflation even if it hurts millions of 
consumers and those employed. 

 

So, the question begs, when will the recession hit? The problem with the Federal Reserve’s assumption 
is two-fold, they are betting on a consumer not spending, and that corporations are willing to lay off 
workers.  Both have been much slower to come to fruition.  The chart above shows that inflation is 
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starting to slow and in fact coming down. Even a call to Captain Obvious said that eventually pushing too 
much money into the economy too quickly would cause inflation. Now the Fed has to change course.  

Let’s turn to the consumer for a moment. They are a key piece of the puzzle if we are to see a recession. 
The need to stop spending and borrowing will usually increase as they work through their savings. We 
can see from the JP Morgan chart below, the personal saving rate has clearly slowed as a % of 
disposable income. The amount of revolving debt (think credit cards) the consumer is taking on to make 
up for the shortfall in spending is rising. At some point one side or the other will call “mercy.” When this 
happens, retail spending should drop, and the corporations will tighten their belts and start laying off 
workers. The cycle will continue as the consumer spends their savings due to a loss of a job or merely 
tightening their purse strings. 

  

Ultimately, the consumer is in charge, but the Fed is trying to guide the consumer and corporations to 
tighten. We believe the recession will be muted unless the Federal Reserve raises rates too far and too 
fast. Why? Look at the previous page on the M2 Money Supply. While it has recently fallen, the rise we 
have seen from 2020 is still noticeably gargantuan. It will take much longer to work through this excess 
money. The Fed at some point needs to take a wait and see approach. A soft landing would be best for 
all parties. Recessions often hurt the middle and lower class to a greater extent than the upper class.  

Ok, let’s focus next on earnings. Each quarter we discuss earnings and the correlation with the price of 
the markets (the S&P 500 in this case). The next chart shows where earnings are in the orange and the 
blue is the price of the S&P 500. This chart from Macrotrends shows there is a clear correlation in the 
increase in earnings and the S&P 500. In the early 2000’s long-term interest rates on a 20 year Treasury 



was near 5% compared to the current 3.2% yield. As rates came down, the multiples of earnings of the 
S&P 500 expanded. Unless we see a further elevation of yields, we expect the price of the S&P 500 to 
rise and fall with the current earnings. 

 

Currently, the earnings year-over-year are holding up fairly well. As you can see below in Q1, the last 
green bar indicates the ratio of companies’ earnings rising over the same period in the year before are 
1.2 companies to 1 declining. Although we would like to see this above 1.3, the earnings are holding 
relatively steady. We attribute much of this to the Federal Reserve creating a massive amount of money 
supply. Until these earnings comparisons get significantly weaker and are closer to a one-to-one ratio, or 
just above it, the earnings recession in our opinion is not coming. 

 
 

With the uncertainty in the market about earnings, unemployment, inflation, and political risk, we 
continue to see Value as a better opportunity than growth. Focusing on quality of earnings are also 
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equally important. Although we did not include a chart this quarter, the disparity between value and 
growth companies are still too wide with Value lagging in returns.  

We will be diligent in watching earnings, inflation, and employment. We like the prospects of the stock 
market if those numbers are all favorable together. Although there may be a recession at some point on 
the clock, we expect it to be shallow and create another short-term opportunity to get a discount on 
stock prices. 

Regards, 

The Archer Team 

Past performance is not a guarantee of future results. 
 
This Market Update reflects the thoughts of Archer Investment Corporation as of Marcher 31, 2023. All 
material presented is compiled from sources believed to be reliable and current, but accuracy cannot be 
guaranteed. This is not to be construed as an offer to buy or sell any financial instruments and should not be 
relied upon as the sole factor in an investment making decision, nor should it be considered a 
recommendation. The views and opinions expressed are those of the Investment Managers at the time of 
publication and are subject to change. There is no guarantee that these views will come to pass. As with all 
investments, there are associated inherent risks. Please obtain and review all financial material carefully 
before investing. 
 
The indices cannot be invested in directly. The returns of the index do not include any transaction costs, 
management fees or other costs.  
  
The value of an investment may fall as well as rise. Please note that different types of investments involve 
varying degrees of risk and there can be no assurance that any specific investment will either be suitable or 
profitable for a client or prospective client’s investment portfolio. Investor principal is not guaranteed and 
investors may not receive the full amount of their investment at the time of sale if asset values have fallen. 
No assurance can be given that an investor will not lose invested capital. The actual performance achieved by 
a client portfolio may be affected by a variety of factors, including the initial balance of the account, the 
timing and amount of any additions to or withdrawals from the portfolio, changes made to the account to 
reflect the specific investment needs or preferences of the client, durations and timing of participation in an 
investment. A client portfolio’s risk tolerance, investment objectives, and investment time horizon should be 
considered with any investment. All investments carry a certain degree of risk, including the loss of principal 
and are not guaranteed by the U.S. government. 
 

Archer Investment Corporation (“AIC”) is an investment adviser registered under the Investment Advisers 
Act of 1940. Registration as an investment adviser does not imply any level of skill or training. For more 
information, please visit adviserinfo.sec.gov and search for our firm name. Opinions expressed by AIC are 
based on economic or market conditions at the time this material was written. Economies and markets 
fluctuate. Actual economic or market events may turn out differently than anticipated. Facts presented 
have been obtained from sources believed to be reliable. AIC, however, cannot guarantee the accuracy or 
completeness of such information, and certain information presented here may have been condensed or 
summarized from its original source. 

https://adviserinfo.sec.gov/
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