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Volatility Likely to Remain Elevated as Stocks
Reset
Stocks finished last week modestly lower. However, performance across the major U.S.
averages significantly masks the rollercoaster ride equities traveled following last
Wednesday’s Federal Reserve meeting. The S&P 500® Index ended lower by 0.2% for the
week, while the NASDAQ Composite finished off 1.5%. The S&P 500’s current five-week
losing streak is a first since 2011, and for the NASDAQ, its five-week slide marks the most
consecutive down weeks since 2012. In fact, the NASDAQ Composite has lost at least
1.0% over the last five weeks — the first time that’s happened since 2002. Notably, the
S&P 500 has returned to levels last seen in May 2021.
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“Now that the earnings
season is winding down,
the main takeaway from
Q1 reports is that
company fundamentals
remain strong. It’s just no
one cares right now.
Frankly, companies have
little incentive to provide
overly optimistic outlooks
in this environment.”

While there has been a confluence of factors weighing on stock prices this year, last
week’s Fed policy meeting contributed to kicking up more dust in the face of investors. As
expected, the Federal Reserve's FOMC lifted its Fed funds target rate by 50 basis points
and detailed its plans to reduce its nearly $9 trillion balance sheet starting in June. Mr.
Powell, in his press conference, dismissed the idea of the need for a 75-basis point move,
which investors were growing more fearful of, yet he indicated additional 50 basis point
hikes are on the table.
Stock prices rallied on Wednesday in a sigh of relief that the Fed didn't move more
aggressively, and importantly, the FOMC is not actively looking to do so over the near
term. On Wednesday, the S&P 500 logged its best day since May 2020. However, the
S&P 500 and NASDAQ reversed course on Thursday, suffering some of their worst
declines since June 2020. Both indexes continued their slide lower on Friday.
Unfortunately, market technicals remain weak, momentum is weak, and there is a shortage
of catalysts to motivate buyers. As it stands today, that backdrop is unlikely to change over
the near term, given the Fed is tightening policy aggressively.
Investors now largely expect the Federal Reserve to raise its Fed funds target rate by 50
basis points at their June and July meetings in an attempt to get on top of elevated
inflation. As a result, interest rates are spiking higher, which contributed to pressuring
stocks (particularly in high-growth areas) in the back half of the week. The 30-year U.S.
Treasury yield surged 27 basis points on the week, while the 10-year U.S. Treasury yield
shot up 24 basis points. Both 30-year and 10-year yields pushed materially above 3.0%
last week and currently sit at their highest levels since late 2018.
Volatility Likely to Be Elevated as Investors and the Markets Reset
We believe the stock market might continue to churn until equities move from traders’
hands to longer-term investors willing to own stocks. During these transition periods,
market volatility is often elevated. And that volatility remains elevated until a floor is found,
and where longer-term owners of equities believe the risk is worth the reward. When
precisely does the market reach that state of seller’s exhaustion? And at what levels? It
remains to be seen. We only know that history suggests stocks in aggregate should
eventually reach a capitulation point and allow longer-term investors a solid entry point,
which should help change the market narrative over time.
Below are some points to consider:
• Bullish sentiment currently sits at some of the weakest levels in 50 years. The only good
thing we can say about investor sentiment at the moment is that when there is this much
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doom and gloom about future stock returns, forward returns over the next year tend to be outsized versus
history.
The COVID-19 rally bubble has been bursting under the surface for some time now. Within the growthdominated NASDAQ Composite, nearly 50% of the stocks in the Index are down 50% or more from their
52-week highs as of May 6th. Three-quarters of NASDAQ constituents are down 20% or more from their
highs, while a whopping 30% of the Index is down 70% or more from their 52-week highs. As Bespoke
Investment Group recently noted, the average NASDAQ stock is 46.5% below its 52-week high. So, if
investors are looking for stocks on sale, they’ll likely find quite a few opportunities within the NASDAQ
today.
With that said, bubbles can take time to burst. Stocks can also overcorrect to the downside following rapid
and powerful upswings. Although the S&P 500’s price-to-earnings ratio moving back down to its 10-year
average and 80% of Russell 2000 Index constituents currently sitting below their 200-day moving average
demonstrate broader signs of a bubble bursting, one should not be surprised if near-term selling pressure
intensifies from here. Investors should lean on sound investment advice during these periods of volatility
and ensure their portfolios have ample exposure to high-quality investments.
Now that the earnings season is winding down, the main takeaway from Q1 reports is that company
fundamentals remain strong. It’s just no one cares right now. Frankly, companies have little incentive to
provide overly optimistic outlooks in this environment. Instead, companies can take less risk by giving
conservative guidance, which still is weighing on sentiment. In our view, investors are largely
underappreciating the still strong corporate backdrop, which should remain solid in Q2.
Job growth in the U.S. remains robust and should support still healthy consumer trends this year. The
U.S. economy added another +428,000 jobs in April, on top of the +428,000 jobs created in March. As a
result, nonfarm payrolls have now recovered nearly 95% of the jobs lost in March and April of 2020. In
addition, hours worked climbed to a new all-time high in April, recovering nearly +102% of the pandemic
drop. And while the pace of job growth is slowing from its post-pandemic tear, a tight labor market, low
unemployment (3.6% in April), and healthy wages are signs the consumer stands on solid footing today.

Bottom line: There may be more room for speculation to wash out of stocks over the coming weeks and months, notably
if rates climb higher. This could keep overall market volatility elevated and impose some risk of collateral damage to the
broader market. But as hard as it is to stomach today, washing out most of the excessive market speculation is necessary
for returning to a healthy, more stable investing environment. In our view, investors should be thinking less about how
much further stocks have to fall at this point and more about what might prompt a positive change in momentum and if
their portfolio is positioned correctly for that change. In our view, that shift in sentiment could occur once investors have a
better grip on when the pace of inflation might slow and when the Fed might stop hiking interest rates.
Investors Look for Any Sign that Inflation is Easing; 22 Companies Report Q1 Earnings this Week
Looking ahead, April reports on consumer and producer price inflation will be the week's economic highlights. Simply,
investors will be looking for signs of peak inflation in both reports. The Consumer Price Index (CPI) is expected to
moderate lower in April on a month-over-month and year-over-year basis. FactSet estimates see headline April CPI
growing by +0.2% m/m and following the +1.2% m/m pace in March. On a y/y basis, headline CPI is expected to fall to a
still very elevated +8.1% level in April versus +8.5% in March. Lower gasoline prices last month are expected to be a
heavy contributor to slowing the pace of headline CPI. Core CPI (excluding food and energy) is expected to moderate on
a y/y basis but remain elevated on an m/m basis. Similarly, inflation pressures across the Producer Price Index (PPI) likely
moderated in April but remained high.
During the week, investors will receive updates on the NFIB Small Index for April, initial jobless claims for the week of
4/30, April import/export data, and a preliminary look at May University of Michigan sentiment. In addition, 22 S&P 500
companies will report their Q1 profit results during the week.
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