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EQUITY MARKET REVIEW AND COMMENT
Equity markets spent the last six weeks rallying from deeply oversold conditions reached in mid-June. The S&P 500 Index is approximately 10%
higher than the June low. The support level we see at 3815 for the S&P has held up to now. Although the index has traded lower than 3815, there has
not been a confirmation of a break in support as indicated by consecutive weekly closes below that level. While oversold conditions have powered
the bounce, we still have not seen a shift in market momentum indicators that would provide us comfort that a long-term bottom has been put in.
Indicators such as the percentage of issues above

What people own is not where the performance has been.

recent moving averages are the reference here.
Short term, we are likely still in a backing and filling
market. Longer term, as we published in our second
half 2022 Outlook last month, our capital markets
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Internally, equity sectors tell a significant
story this year. Investor performance varies
widely in 2022 contingent on sector exposure.
The

S&P

index

heavyweights—technology,

communications, and consumer discretionary—
are significant underperformers in 2022. And
this is where most investors have been and are
still too heavily allocated. Energy has been the
only meaningful winning sector this year, with
a 35.09% gain YTD. Investors that have been
overweight to this relatively small sector,
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have had a much different experience in 2022.
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leadership over the next quarter or two to those
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defensive sectors. While the media continues
to breathlessly look for technology to resume
sustained leadership, historically the sector
struggles for relative strength in this portion
of the cycle. The recommendation here is
straightforward, ensure ample exposure to those
defensive sectors.

*

based on GICS® sectors, Source for both charts: Fairlead Strategies. As of 7/27/22.
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ECONOMIC REVIEW AND BOND MARKET COMMENT
Inflation continues to be the clear and present danger to the US economy. While we have seen tons of market signals such as copper, gold, inflation
expectations, and yields indicating a peak inflation dynamic, the confirming data has yet to appear in CPI or PCE. Our viewpoint is that markets will see
that confirming data shortly. Keep in mind that peak and decelerating inflation is not low inflation. The Fed is still a long way from its 2 to 3% target for
core CPI/PCE. Nonetheless, the Fed is catching up to the curve having raised Fed funds significantly and instituted monetary tightening. Money supply
growth has moderated.
Tighter monetary conditions have resulted in a steeply inverted yield curve where the 2- and 5-year Treasury rates are higher than the long maturity
benchmark, the 10-year. This has two implications.
1. A sustained, and steep curve inversion is a very strong signal of future economic weakness. The yield curve is typically a better economic
forecaster than any single economist. Indeed, both Q1 and initial Q2 GDP indicate economic contraction, a common definition of recession.
2. An inverted yield curve provides an opportunity in bonds, as we discussed in our 2022 second half Outlook. Combined with a three standard
deviation downside move in the US Bond Aggregate Index, an inverted yield curve is a place where duration works best. Longer duration (10or 20-year Treasuries) is an opportunity as long-term rates decline in reaction to tighter liquidity induced economic weakness. Bond prices
move opposite yield. Credit may still become an issue if economic weakness is deep enough, consequently while there are opportunities in
the bond market for the first time in 18 months, our viewpoint is that the opportunity is best expressed through Treasury paper, not corporate.

All economic and market data is sourced from Bloomberg.
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