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Out with TINA and In with TARA

TINA, TINA, TINA, how we loved you so. For more years than we can count, you were the
apple of our eye but, sadly, now you’re gone. Not all is lost. Someone new has come to
town and her name is TARA. Who are TINA and TARA you may ask? Well, let’s start with
TINA.

TINA stands for “There Is No Alternative”.
Since the financial crisis, the Federal Reserve
has kept interest rates extremely low. When
investors looked for opportunities, stocks
were attractive because they could often
provide a dividend yield above short-term
fixed income rates, with the added
opportunity for price appreciation. However,
as the Federal Reserve has aggressively
raised interest rates this year, fixed income
securities are now more attractive than they
have been in many years.

As a result, TINA is now out and its TARA’s
time to shine. TARA stands for “There Are
Reasonable Alternatives” and it means that
there is now a bit of competition for stocks.
Instead of equities being the investment of
choice, some investors may take advantage
of higher rates and move more money to
fixed income than they had previously.

Currently market participants are trying to
figure out fair value for equities but are
struggling to do so in the uncertain
environment surrounding inflation, future
earnings and recession fears. Though there
are many outcomes for stocks, here are
three possible ones. We could see a “soft

landing” scenario for the economy, which
means the Federal Reserve has slowed down
economic activity and inflation but has not
thrown us into a big recession. In recessions,
gross domestic product (GDP) shrinks,
unemployment rises and inflation declines.
Under this “soft-landing” scenario, S&P 500
earnings could slow next year from previous
expectations but probably still come in
above $230 in aggregate. If you apply a
multiple of 15x on Price Earnings, the S&P
approaches fair value in the 3400-3500
range.

Under a less favorable scenario, inflation
remains persistently high and the Fed must
be far more aggressive with interest rate
levels. The economy risks a “hard-landing”
where a deep recession ensues. 2023 S&P
500 earnings would move lower, and fair
value may be reached about 20% lower than
current levels, roughly in line with a 3000
target for the S&P.

A more favorable scenario can occur if the
market believes that inflation is peaking or
about to peak. The stock market is a
discounting mechanism and tends to look
out 6 months to a year into the future.
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The decline in equities over the last 10
months has anticipated many of the
challenges we are facing. Stocks should
begin to act better once this bad news has
been fully discounted, and we may be
heading in that direction. At present, there
are signals that the Fed will increase the
Federal Funds rate over the next few months
to between 4.5%-5%. Getting closer to the
end of the current rate hike cycle would,
most likely, be seen as positive for investors.

Various economic data points and indicators
are slowing and the effect of interest rate
increases flowing through the economy
comes in long and variable lags. We believe
the aggressive rate hikes will slow economic
activity. We are already seeing meaningful
declines in many economic categories,
though inflation has remained stubbornly

high in others. As market participants see
progress on the inflation front, stocks should
act better going forward into 2023. As
always, we will stay vigilant and adapt to this
dynamic environment.
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DISCLOSURES:
L&S Advisors, Inc. (“L&S”) is a privately owned corporation headquartered in Los Angeles, CA. L&S was originally founded in 1979 and dissolved in 1996. The two
founders, Sy Lippman and Ralph R. Scott, continued managing portfolios together and reformed the corporation in May 2006. The firm registered as an investment
adviser with the U.S. Securities and Exchange commission in June 2006. L&S performance results prior to the reformation of the firm were achieved by the portfolio
managers at a prior entity and have been linked to the performance history of L&S. The firm is defined as all accounts exclusively managed by L&S from
10/31/2005, as well as accounts managed in conjunction with other, external advisors via the Wells Fargo DMA investment program for the periods 05/02/2014,
through the present time.
L&S claims compliance with the Global Investment Performance Standards (GIPS®). L&S has been independently verified by Ashland Partners & Company LLP for
the periods October 31, 2005 through December 31, 2015, and ACA Performance Services for the periods from January 1, 2016 to December 31, 2021. Upon request
to Sy Lippman at slippman@lsadvisors.com. L&S can provide the L&S Advisors GIPS Report which provides a GIPS compliant presentation as well as a list of all
composite descriptions. GIPS® is a registered trademark of CFA Institute. CFA Institute does not endorse or promote this organization, nor does it warrant the
accuracy or quality of the content contained herein.
L&S is a registered investment adviser with the U.S. Securities and Exchange Commission (“SEC”) and is notice filed in various states. Any reference to or use of the
terms “registered investment adviser” or “registered,” does not imply that L&S or any person associated with L&S has achieved a certain level of skill or training.
L&S may only transact business or render personalized investment advice in those states and international jurisdictions where we are registered, notice filed, or
where we qualify for an exemption or exclusion from registration requirements. Information in this newsletter is provided for informational purposes only and
should not be construed as a solicitation to effect, or attempt to effect, either transactions in securities or the rendering of personalized investment advice. Any
communications with prospective clients residing in states or international jurisdictions where L&S and its advisory affiliates are not registered or licensed shall be
limited so as not to trigger registration or licensing requirements. Opinions expressed herein are subject to change without notice. L&S has exercised reasonable
professional care in preparing this information, which has been obtained from sources we believe to be reliable; however, L&S has not independently verified, or
attested to, the accuracy or authenticity of the information. L&S shall not be liable to customers or anyone else for the inaccuracy or non-authenticity of the
information or for any errors of omission in content regardless of the cause of such inaccuracy, non-authenticity, error, or omission, except to the extent arising
from the sole gross negligence of L&S. In no event shall L&S be liable for consequential damages.
L&S’ current disclosure statement as set forth in ADV 2 of Form ADV as well as our Privacy Notice is available for your review upon request.
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