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BOND YIELDS AND VALUATION 

If inflation has peaked and can begin to moderate in convincing fashion, bond yields have also likely peaked, particularly if economic weakness is coming.   FOMC 
ell

Consequently, bond yields have bounced slightly- but are still well off their highs, as the sharp rate of ascent in the first half of the year appears to be moderating 
of late.  This is a big deal for equity market valuations, as there has been an 89% inverse correlation between the US 10-year Treasury yield and S&P 500 forward 
P/E multiple over the past 12 months.  If bond yields can become more range-bound or move lower, valuation may become more supportive to market trends. 
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TECHNICAL: S&P 500 

and longest bounce this year, nearly retracing half 
-June.   

There have been plenty of positives in the rally that 
lower the odds of prolonged or meaningfully more 
downside.  Importantly, there has been significant 
commodity weakness, which has lowered inflation 
expectations, and influenced lower bond yields.  
Technically, the percentage of S&P 500 members 
trading at 4-week highs finally reached >55%, and 
the 10-day moving average of advancing issues 

These readings indicate an improved technical 
backdrop for stocks. 

While the rally has been positive, we do not expect a 
glide path higher with the Fed hiking interest rates, 
economic/earnings weakness occurring/coming, 
and a lack of capitulation at the recent market low. 

Tactically, the S&P 500 is now overbought and near 
resistance in the ~4200 area, providing pause to 
chasing the rally here.  We expect choppiness, and 
would use the weak periods as opportunity to 
accumulate favored stocks and reposition 
portfolios for the next bull market.  
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V-BOTTOM?

? 

Inflation much 
hotter, employment 
not weak enough to 

take Fed off hike 
cycle right now 

The big question for long-term 
investors trying to determine when to 
add earmarked cash is whether we 
have seen the worst and whether this 
bear market is over.   

Although the current market rally off 
the bottom is impressive, we don't 
expect stocks to run unbridled to a new 
all-time high price in the coming 
months as they did in 2018 and 2020.   

Inflation remains stubbornly high and 
will not allow the Fed to come to the 
rescue as it did in those periods.  
Additionally, the lag effect of the 
current Fed tightening will weigh on the 
economy and earnings growth in the 
months ahead.   

For this reason, a more prolonged 
period of back-and-forth trading is 
likely.  Hence, our reluctance to chase 
the recent rally.  

Stocks often take time to rebuild after 
trying and uncertain periods.  We 
expect setbacks in the weeks to months 
ahead, which we recommend using as 
opportunity. 
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MARKET LEADERSHIP STILL SKEWS DEFENSIVE OVERALL 

There has been some improvement in underlying performance lately, but the overall trend of market leadership still skews defensive.  The most notable 
disappointments have been relative performance of the average Consumer Discretionary stock and Financials sector.  Despite oil prices and inflation expectations 
coming in, the equally-weighted Consumer Discretionary sector has not been able to show much outperformance during the rally.  We would expect more meaningful 
outperformance from the hardest-hit areas if equities were ready for sustainable upside.  Additionally, the banks are near a breakdown to relative lows vs. the 
Utilities- not ideal in a strong rally.  This provides some pause in the short-term with the S&P 500 at overbought levels and near resistance. 
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MARKET BREADTH 

There have been some positives technically during the really.  For example, the percentage of S&P 500 members trading at 4-week highs finally reached >55%, 
and the 10- oved technical backdrop for 
stocks, lowering odds of meaningfully more weakness.  In order to increase conviction that the recent lows may prove durable, we would like a further 
improvement in breadth- want to see the percentage of stocks above their 50-day moving average reach >90% (75% currently).  This reading was a good signal 
out of major market lows in the dotcom bubble, credit crisis, 2011 EU debt crisis, 2016 US manufacturing recession, 2018 trade war, and 2020 Covid shutdown. 

Would like to see % of stocks 
above 50 DMA reach >90% 
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TECHNOLOGY 

Technology has been the most impressive sector during the recent rally, boosted by lower bond yields.  There has been a strong (94%) inverse correlation 
-low interest rates spurred lofty valuations during the economic shutdown, 

sharply higher rates this year (from inflation and Fed hikes) resulted in a repricing of long-duration assets.  Now, technology sector valuation is much more 
reasonable; and if interest rates have peaked, valuation may not be a headwind to sector performance moving forward.  While we believe Technology will 
outperform on the other side of this bear market and are encouraged by recent performance, the sector is now overbought in the short-term.  We recommend 
using pullbacks as opportunity to accumulate favored stocks. 

Good strength from Tech in 
the recent rally, but 

overbought and near 
resistance in the short-term The stall in real rates has 

been a boost to Tech 
valuation lately 




