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US Strategy – S&P 500 Targets 

Price Target Model 2023E 

DDM 4,500 

Fair Value P/E 4,000 

Price Target 4,300 

  EPS Target Model 2023E 

Macro Regression $210 

Bottom-Up Consensus $230 

Normalized EPS $197 

EPS Target $220 

  
Implied P/E 19.5x 

Source: BMO Capital Markets Investment Strategy 

 

US Strategy – Recommended S&P 500 Sector 
Weightings 

Sector Opinion Tgt. Wgt. 

Communication Services OW 9% 

Consumer Discretionary MW 10.5% 

Consumer Staples UW 4.5% 

Energy MW 5.5% 

Financials OW 13% 

Health Care OW 16.5% 

Industrials MW 8% 

Information Technology MW 26% 

Materials MW 2.5% 

Real Estate MW 2.5% 

Utilities UW 2% 

Source: BMO Capital Markets Investment Strategy 

OW: Overweight 
MW: Market Weight 
UW: Underweight 
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US Strategy Snapshot  

Bear Fables and Bull Facts 

Bottom Line: After a strong January, US stocks have experienced choppy trading in February with the S&P 500 index dropping below 

the 4,000 level for the first time in a month, rejuvenating the bears. In fact, over the past few weeks, we have been inundated with 

subjective bearish statistics and commentary that are not necessarily supported by the hard objective facts, according to our work. As 

such, in this report, we lay out some of these facts as it relates to bear markets and US recession timing, Fed tightening cycles and 

performance implications, and leadership trends following market lows. 

Main Points: 

 Bear Markets & US Recessions 

 Nine of the previous 13 S&P 500 bear markets have coincided with US recessions 

 Fed Tightening Cycle Conclusions and Performance Implications 

 S&P 500 average price returns tend to be positive, but fairly muted in the months leading up to the end of Fed 

tightening and pretty strong in the months after the cycle concludes 

 Prior Leadership Is Rarely the New Leadership 

 Bear markets often bring a change in leadership to US stocks with the sector leaders preceding the bear period 

rarely the same ones coming out of it 
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Bear Markets & US Recessions

 The market and investors alike have become obsessed with “the recession call”, 

based on our client interactions. 

 The US economy may very well fall into a recession by the end of year, and in fact, 

our 2023 base case scenario price and EPS targets for the S&P 500 calls for a mild 

recession. That being said, it is important to note that we will likely not know 

whether a recession has indeed occurred until several months after the fact given the 

lag time for the National Bureau of Economic Research to officially determine the 

business cycle peak and trough. 

 Looking back historically, our work shows that S&P 500 bear markets typically 

coincide with US recessions. Of the previous 13 bear markets we identified since 

1945, only four did not coincide with or immediately precede a US recession – 1946, 

1961-62, 1966, and 1987. Therefore, there is a possibility that the recession that 

many investors have been calling for has already occurred or does not even occur at 

all (soft landing). 

 When examining the timing of bear markets and recessions in relation to Fed 

tightening cycles, our work shows that bear markets and recessions tend to take 

place well after the conclusion of Fed tightening cycles, as seen during the 2020, 

2007-09, 2000-02, and 1990 periods. However, it is also possible for the US economy 

to avoid a recession altogether following the end of interest rate hikes as was the 

case in the aftermath of the 1995 and 1984 tightening cycles.  

 

 

S&P 500 Bear Markets Typically Coincided With US Recessions, But Not Always 

S&P 500 Bear Markets 

Peak Date Trough Date 
Coincided With or 

Preceded Recession? 
S&P 500 Price 

%Decline 

5/29/1946 10/9/1946 No -26.6% 

6/15/1948 6/13/1949 Yes -20.6% 

8/2/1956 10/22/1957 Yes -21.6% 

12/12/1961 6/26/1962 No -28.0% 

2/9/1966 10/7/1966 No -22.2% 

11/29/1968 5/26/1970 Yes -36.1% 

1/11/1973 10/3/1974 Yes -48.2% 

11/28/1980 8/12/1982 Yes -27.1% 

8/25/1987 12/4/1987 No -33.5% 

7/16/1990 10/11/1990 Yes -19.9% 

3/24/2000 10/9/2002 Yes -49.1% 

10/9/2007 3/9/2009 Yes -56.8% 

2/19/2020 3/23/2020 Yes -33.9% 

1/3/2022 10/12/2022 ??? -25.2% 
 

Source: BMO Investment Strategy Group, FactSet, FRB, NBER. 

Bear Markets & Recessions Tend to Occur Well After End of Fed Tightening Cycles 

 

Source: BMO Investment Strategy Group, FactSet, FRB, NBER. 
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Fed Funds Rate Trend and S&P 500 Bear Markets & US Recessions 

US Recessions Fed Funds Tgt Rate S&P 500 Bear Markets

no recession following 1984 
and 1995 tightening cycles
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Fed Tightening Cycle Conclusions and Performance Implications

End of Tightening Cycle Does Not Mean Market Peak Is Imminent 

End of Fed Tightening Cycles and S&P 500 Price Peaks  

End of Tightening Cycle S&P 500 Price Peak 
Days From End of Tightening 

to S&P 500 Peak 

8/9/1984 no immediate peak   

2/24/1989 7/16/1990 507 

2/1/1995 no immediate peak   

5/16/2000 3/24/2000 -53 

6/29/2006 10/9/2007 467 

12/20/2018 2/19/2020 426 
 

Source: BMO Investment Strategy Group, FactSet, FRB. 

 The US 10-year Constant Maturity Treasury yield has increased more than 40bps this 

month to 3.95%, slightly higher than the yield at the start of the year. Rising yields 

always tend to worry investors so it is important to put this level into perspective.  

Going back to 1979, the long-term average yield is 5.8%, while the pre-financial 

crisis average is 7.6%, nearly double the current US 10-year Constant Maturity yield.  

 On the tightening front, while the specific timing of the final rate hike by the Fed 

may be up for debate, it is safe to say that the current tightening cycle is nearing an 

end, which has historically been a positive for US equity performance. 

 The months preceding the conclusion of the previous six tightening cycles 

have been met with fairly muted stock market returns with the S&P 500 

logging just a 2.1% average gain during the six months prior. That being 

said, the index saw gains during five of the six cycles with stocks exhibiting 

losses only in the six-month period leading up to the December 2018 cycle. 

 The months following the end of Fed tightening cycles have typically seen 

pretty strong gains. On average, the S&P 500 posted gains of 7%, 12.7%, 

and 16.4% in the three-, six-, and 12-month periods following the 

conclusion of tightening cycles. 

 In addition, our work shows that end of tightening cycles does not mean a market 

price peak is imminent. Indeed, when the Fed stopped raising rates in 2018, 2006, 

and 1989, the S&P 500 did not peak until well after a year, while the end of the 1995 

and 1984 cycles were not met with any immediate price peaks at all. Only the 2000 

period exhibited a market peak prior to the Fed concluding its rate hiking cycle. 

Current US 10Y Treasury Yield Is Roughly Half the Pre-Financial Crisis Average Yield 

 

Source: BMO Investment Strategy Group, FactSet, FRB. 

S&P 500 Average Price Returns Tend to Be Fairly Muted in Months Leading Up to End of 
Fed Tightening, but Pretty Strong in Months After the Cycle Concludes 

S&P 500 Price Performance Leading Up to and Following End of Fed Tightening Cycles 

 
Months Prior to End of Tightening 

Cycle 
Months Following End of Tightening 

Cycle 
End of 

Tightening Cycle 
-12M -9M -6M -3M +3M +6M +9M +12M 

8/9/1984 3.4% 1.0% 6.5% 3.4% 1.2% 10.1% 9.9% 13.8% 

2/24/1989 8.6% 13.3% 10.0% 6.7% 11.1% 22.4% 19.8% 12.9% 

2/1/1995 -1.9% 4.3% 2.0% 0.4% 9.3% 19.0% 24.2% 35.7% 

5/16/2000 9.6% 10.2% 3.2% 5.6% 0.9% -6.4% -11.2% -12.3% 

6/29/2006 6.1% 3.7% 1.5% -2.3% 4.9% 11.4% 11.8% 18.1% 

12/20/2018 -7.9% -9.2% -10.8% -15.8% 14.5% 19.7% 21.3% 30.6% 

Average 3.0% 3.9% 2.1% -0.3% 7.0% 12.7% 12.6% 16.4% 
Avg of Last    
Four Cycles 1.5% 2.2% -1.0% -3.0% 7.4% 10.9% 11.5% 18.0% 

Avg Ex 2018 5.1% 6.5% 4.6% 2.8% 5.5% 11.3% 10.9% 13.6% 
 

Source: BMO Investment Strategy Group, FactSet, FRB. 
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Prior Leadership Is Rarely the New Leadership

COND, FINS, INDU, & TECH Assumed Leadership From ENRG, UTIL, & MATR After Mar 09 Low 

 

Source: BMO Investment Strategy Group, FactSet. 

 Bear markets often bring a change in leadership to US stocks. Indeed, our work 

shows that sector leadership preceding a bear market is rarely the same leadership 

coming out of one. 

 For instance, we examined annualized sector relative performance during the three-

year period leading up to the 3/24/00 S&P 500 price peak and compared this to 

performance during the three years following the 10/9/02 trough. Technology and 

Telecoms were the standout performers going into the March 2000 peak, but Energy 

and Utilities took over market leadership after the October 2002 trough. Similarly, in 

the three years preceding the 10/9/07 S&P 500 price peak, Energy, Utilities, and 

Materials led sector returns, but once the market troughed on 3/9/09, Discretionary, 

Financials, Industrials, and Technology assumed leadership within US equities. 

 In the most recent cycle, Tech and Discretionary topped returns during the three-year 

period leading up to the 1/3/22 peak. If this trend of changing leadership out of bear 

markets continues, these aforementioned sectors are unlikely to be the standout 

performers during this current cycle. In fact, we may already be seeing some early 

signs of this as Industrials, Materials, and Financials have been the sector leaders 

since the 10/12/22 low, despite Tech also outpacing the market as well. To be clear, 

although Tech and Discretionary stocks may not be the sector leaders during this 

cycle based on changing leadership trends, that also does not necessarily mean the 

groups will underperform either. 
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ENRG & UTIL Took Over Market Leadership From Tech & Telecom Following Oct 02 Trough 

 

Source: BMO Investment Strategy Group, FactSet. 

Technology & Discretionary Stocks Topped Gains During the Three Years Leading Up to Jan 
2022 Peak, While INDU, MATR, FINS, and TECH Have Led Performance Since Oct 22 Low 

 

Source: BMO Investment Strategy Group, FactSet. 
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Recent US Strategy Research Reports 

 

 

Date Title 

Comments and Snapshot Reports 

2/15/2023 US Strategy Snapshot: Improving Market Breadth Underpins Recent Equity Rally 

2/2/2023 US Strategy Comment: Earnings Pessimism May Be Overstated 

1/20/2023 US Strategy Comment: Our Take on the New Price Low Debate 

1/12/2023 US Strategy Comment:  Reinforcing Our Market Call and 2023 Price Target 

12/13/2022 US Strategy Comment: 2023 US Sector Positioning 

12/8/2022 US Strategy Comment: Thematic Report – Reshoring 2.0 

11/11/2022 US Strategy Snapshot: Higher Rate Backdrop Not a Detriment to US Stocks 

10/24/2022 US Strategy Snapshot: Style, Size, and Multiple Trends Heading Into Year-End 

10/13/2022 US Strategy Comment: Realistic Reset 

9/26/2022 US Strategy Snapshot: Don’t Hyperventilate, Just Breathe 

9/21/2022 US Strategy Factor Focus: Navigating the Market Cycle With Factor Models 

9/13/2022 US Strategy Comment: Tackle Volatility With Quality and Dividend Growth 

8/18/2022 US Strategy Comment: Steer Toward GARP in Discretionary and Technology 

8/11/2022 US Strategy Snapshot: Profit Margin Resilience on Display 

7/27/2022 US Strategy Snapshot: Focus on Domestically Oriented Stocks Within Industrials 

Monthly Reports 

2/8/2023 US Strategy: US Chartbook – February 2023 

2/8/2023 US Strategy: US Factor Profiles – February 2023 

2/8/2023 US Strategy: US Multi-Factor Profiles – February 2023 

Investment Strategy Snapshots and Special Reports 

11/30/2022 2023 Market Outlook - The Year Ahead for the U.S. and Canada 

9/6/2022 Investment Strategy Comment: Hold the Line 
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services licence under the Corporations Act in respect of financial services they provide to wholesale investors (as defined in the Corporations 
Act). BMO Capital Markets Limited is regulated by the UK Financial Conduct Authority under UK laws, and Bank of Montreal in Hong Kong is 
regulated by the Hong Kong Monetary Authority and the Securities and Futures Commission, which differ from Australia laws. This document is 
only intended for wholesale clients (as defined in the Corporations Act 2001), Eligible Counterparties or Professional Clients (as defined in Annex 
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II to MiFID II) and Professional Investors (as defined in the Securities and Futures Ordinance and the Securities and Futures (Professional Investor) 
Rules under the Securities and Futures Ordinance of Hong Kong).

To Canadian Residents: BMO Nesbitt Burns Inc. furnishes this report to Canadian residents and accepts responsibility for the contents herein 
subject to the terms set out above. Any Canadian person wishing to effect transactions in any of the securities included in this report should 
do so through BMO Nesbitt Burns Inc.

The following applies if this research was prepared in whole or in part by Colin Hamilton, Alexander Pearce or Raj Ray:
This research is not prepared subject to Canadian disclosure requirements. This research is prepared by BMO Capital Markets Limited and 
distributed by BMO Capital Markets Limited or Bank of Montreal Europe Plc and is subject to the regulations of the Financial Conduct Authority 
(FCA) in the United Kingdom and the Central Bank of Ireland (CBI) in Ireland. FCA and CBI regulations require that a firm providing research 
disclose its ownership interest in the issuer that is the subject of the research if it and its affiliates own 5% or more of the equity of the issuer. 
Canadian regulations require that a firm providing research disclose its ownership interest in the issuer that is the subject of the research if it 
and its affiliates own 1% or more of the equity of the issuer that is the subject of the research. Therefore each of BMO Capital Markets Limited 
and Bank of Montreal Europe Plc will disclose its and its affiliates’ ownership interest in the subject issuer only if such ownership exceeds 5% 
of the equity of the issuer.

To E.U. Residents: In an E.U. Member State this document is issued and distributed by Bank of Montreal Europe plc which is authorised and 
regulated in Ireland and operates in the E.U. on a passported basis. This document is only intended for Eligible Counterparties or Professional 
Clients, as defined in Annex II to “Markets in Financial Instruments Directive” 2014/65/EU (“MiFID II”).

To U.S. Residents: BMO Capital Markets Corp. furnishes this report to U.S. residents and accepts responsibility for the contents herein, except to 
the extent that it refers to securities of Bank of Montreal. Any U.S. person wishing to effect transactions in any security discussed herein should 
do so through BMO Capital Markets Corp.

To U.K. Residents: In the UK this document is published by BMO Capital Markets Limited which is authorised and regulated by the Financial Conduct 
Authority. The contents hereof are intended solely for the use of, and may only be issued or passed on to, (I) persons who have professional 
experience in matters relating to investments falling within Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) 
Order 2005 (the "Order") or (II) high net worth entities falling within Article 49(2)(a) to (d) of the Order (all such persons together referred to as 
"relevant persons"). The contents hereof are not intended for the use of and may not be issued or passed on to retail clients.

To Hong Kong Residents: In Hong Kong, this report is published and distributed by Bank of Montreal. Bank of Montreal (incorporated in Canada 
with limited liability) is an authorized institution under the Banking Ordinance and a registered institution with the Securities and Futures 
Commission (CE No. AAK809) to carry on Type 1 (dealing in securities) and Type 4 (advising in securities) regulated activities under the Securities 
and Futures Ordinance (Cap 571 of the Laws of Hong Kong). This report has not been reviewed or approved by any regulatory authority in Hong 
Kong. Accordingly this report must not be issued, circulated or distributed in Hong Kong other than (a) to professional investors as defined in 
the Securities and Futures Ordinance and the Securities and Futures (Professional Investor) Rules under the Securities and Futures Ordinance of 
Hong Kong, or (b) in circumstances which do not result in or constitute an offer to the public in Hong Kong.

To Korean Residents: This report has been provided to you without charge for your convenience only. All information contained in this report is 
factual information and does not reflect any opinion or judgement of BMO Capital Markets. The information contained in this report should not 
be construed as offer, marketing, solicitation or investment advice with respect to financial investment products in this report.

To Japan Residents: This report has not been reviewed by any regulatory authority in Japan. This report is provided for information purposes only 
and it should not be construed as an offer to sell, a solicitation to buy, or a recommendation for any security, or as an offer to provide investment 
management or advisory or other services in Japan. Securities may not be offered or sold in Japan by means of this report or any other document 
other than to Qualified Financial Institutions within the meaning of item (i) of Article 17-3 of the Government Ordinance to enforce the Financial 
Instruments and Exchange Act (Kinyu Shohin Torihiki Ho Sekou Rei). Unless specified otherwise, the securities that may be offered to you are 
not and will not be registered in Japan pursuant to the Financial Instruments and Exchange Acts.

To Taiwanese Residents: This report is not intended to constitute investment advice nor a public offer for any investment products to investors 
in Taiwan. This report should only be accessed by investors in Taiwan that are qualified to invest in investment products pursuant to relevant 
Taiwanese laws and regulations, and subject to sales restrictions as set forth in the relevant Taiwanese laws and regulations. BMO Capital 
Markets has not and will not secure the required licenses in Taiwan for the offer of securities and investment services. Any offer of securities 
has not been and will not be registered or filed with or approved by the Financial Commission of Taiwan and/or other regulatory authority 
pursuant to relevant securities laws and regulations of Taiwan, and may not be issued, offered or sold within Taiwan through a public offering 
or in circumstances which constitute an offer that requires a registration, filing or approval of the Financial Supervisory Commission of Taiwan 
and/or other regulatory authority in Taiwan under relevant securities laws and regulations of Taiwan. No person or entity in Taiwan has been 
authorized to offer or sell the securities in Taiwan.

To Singapore Residents: This report is intended for general circulation and does not and is not intended to constitute the provision of financial 
advisory services, whether directly or indirectly, to persons in Singapore. You should seek advice from a financial adviser regarding the suitability 
of the investment products, taking into account your specific investment objectives, financial situation or particular needs before you make a 
commitment to purchase the investment product. This report has not been registered as a prospectus with the Monetary Authority of Singapore. 
Accordingly, it should not be circulated or distributed, nor may the securities described herein be offered or sold, or be made the subject of 
an invitation for subscription or purchase, whether directly or indirectly, to persons in Singapore other than (a) to an institutional investor or a 
relevant person as defined in and pursuant to and in accordance with the conditions of the relevant provisions of the Securities and Futures Act 
of Singapore or (b) otherwise pursuant to and in accordance with the conditions of, any other applicable provision of the SFA.
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To Israeli residents: BMO Capital Markets is not licensed under the Israeli Law for the Regulation of Investment Advice, Investment Marketing 
and Portfolio Management of 1995 (the "Advice Law") nor does it carry insurance as required thereunder. This document is to be distributed 
solely to persons that are qualified clients (as defined under the Advice Law) and qualified investors under the Israeli Securities Law of 1968. 
This document represents the analysis of the analyst but there is no assurance that any assumption or estimation will materialize.

These documents are provided to you on the express understanding that they must be held in complete confidence and not republished, 
retransmitted, distributed, disclosed, or otherwise made available, in whole or in part, directly or indirectly, in hard or soft copy, through any 
means, to any person, except with the prior written consent of BMO Capital Markets.

Click here  for data vendor disclosures when referenced within a BMO Capital Markets research document.

For assistance with accessible formats of online content, please contact  research@bmo.com .

The recommendation contained in this report was produced at February 23, 2023, 15:19 ET. and disseminated at February 23, 2023, 15:19 ET.
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ADDITIONAL INFORMATION IS AVAILABLE UPON REQUEST
BMO Financial Group (NYSE, TSX: BMO) is an integrated financial services provider offering a range of retail banking, wealth management, and investment and corporate 

banking products. BMO serves Canadian retail clients through BMO Bank of Montreal and BMO Nesbitt Burns. In the United States, personal and commercial banking 
clients are served by BMO Harris Bank N.A., (Member FDIC). Investment and corporate banking services are provided in Canada and the US through BMO Capital Markets.

BMO Capital Markets is a trade name used by BMO Financial Group for the wholesale banking businesses of Bank of Montreal, BMO Harris Bank N.A. (member FDIC), Bank of 
Montreal Europe p.l.c, and Bank of Montreal (China) Co. Ltd, the institutional broker dealer business of BMO Capital Markets Corp. (Member  FINRA  and  SIPC ) and the agency 
broker dealer business of Clearpool Execution Services, LLC (Member  FINRA  and  SIPC ) in the U.S., and the institutional broker dealer businesses of BMO Nesbitt Burns Inc. 

(Member Investment Industry Regulatory Organization of Canada and Member Canadian Investor Protection Fund) in Canada and Asia, Bank of Montreal Europe p.l.c. (authorised 
and regulated by the Central Bank of Ireland) in Europe and BMO Capital Markets Limited (authorised and regulated by the Financial Conduct Authority) in the UK and Australia.

“Nesbitt Burns” is a registered trademark of BMO Nesbitt Burns Corporation Limited, used under license. “BMO Capital Markets” is a trademark 
of Bank of Montreal, used under license. "BMO (M-Bar roundel symbol)" is a registered trademark of Bank of Montreal, used under license.

® Registered trademark of Bank of Montreal in the United States, Canada and elsewhere.
TM Trademark Bank of Montreal

©COPYRIGHT 2023 BMO CAPITAL MARKETS CORP.
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