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What happened 
• After a strong January to kick off 2023, the S&P 500 has pulled back more than 5% since 

early February. 
• Stronger economic data alongside stickier inflation trends have resulted in a sharp jump 

in interest rates and downward pressure to equity valuations as the Federal Reserve’s 
(Fed) terminal rate is repriced higher. 

Our take 
The recent market action is consistent with the view we espoused early this month that the 
January rebound should be faded. The market had started to price in a very rosy scenario, 
with little margin for error.   

• At the recent highs, the S&P 500 traded to 4195 and an 18.4x forward P/E. This is close 
to the 4200 level that our work suggested would likely cap the near-term upside.  

• To put this in perspective, stocks have only been able to sustain a higher valuation level 
twice over the past 30 years – during the tech bubble and during the pandemic overshoot. 
The peak level it achieved outside of the pandemic over the past decade was 18.5x.  

• Given still elevated macro and earnings risk alongside elevated interest rates, our view is 
stocks do not warrant an above-average premium.  
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• Better economic data 
alongside stickier inflation 
trends have resulted in a 
sharp jump in interest rates 
and downward pressure on 
market valuations. 

• This reinforces part of the 
market’s dilemma that a 
stronger economy keeps the 
Fed tighter for longer. 

• Before the recent setback, 
the S&P 500 traded to a 
high of 4195 and an 18.4x 
forward P/E. This is close to 
the 4200 level that our work 
suggested would likely cap 
the near-term upside. 

• After the 5% pullback, the 
risk/reward has slightly 
improved, and the market is 
moderately oversold. Yet, 
the backdrop is far from 
compelling. 

• With the recent rise in rates, 
we see high quality bonds 
as more attractive on a 
relative basis.  

• Within equities, we favor the 
U.S, have a bias for the 
equal-weighted S&P 500 
and remain overweight the 
industrials sector. 
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And while there has been much discussion about whether or not there will be a soft economic 
landing or a recession, we think this misses the market’s current dilemma.  

• If the economy stays stronger, Fed policy is set to remain tighter, and this will weigh on 
market valuations, as we have seen recently. 

• Or, instead, if the economy weakens, this will pressure profits.  Neither of these outcomes 
are favorable for premium market valuations.  

Slightly oversold but backdrop remains far from compelling 
The good news is that after the S&P 500 pullback from recent highs, valuations have come in 
somewhat, the market is moderately oversold, and there are some technical support levels in 
view, including the 200-day moving average and the December price lows. 
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Still, even though the market’s risk/reward has slightly improved, and we may see price 
stabilization, the backdrop is far from compelling.  

• The S&P 500’s forward P/E of 17.3x is still slightly above the 10-year average of 17.2x, 
and that’s in the context of a high degree of uncertainty around economic growth, 
inflation, and earnings.  

• Forward earnings estimates are near a 52-week low, and downside risks remain. 
• Moreover, the 1-year U.S Treasury yield has jumped above 5% for the first time since 

2007 and the 10-year U.S. Treasury yield, which is pressing close to 4%, is nearly double 
the average of the past decade.  

• This has led the equity risk premium, or the relative attractiveness of stocks to bonds, to 
fall to its lowest level in more than a decade. Said another way, even though stocks have 
corrected, their relative appeal to bonds has worsened.  
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Bottom line and positioning 
The market decline has slightly improved the backdrop, but we remain defensive. For longer-
term investors who are well below equity targets, it still makes sense to dollar-cost average 
money into the market over time as we have pullbacks. However, we are not yet in an area 
where we would be aggressive given a far-from-compelling risk/reward setup.  

Interest rates have risen sharply, and we see high quality bonds as more attractive on a 
relative basis. Within equities, we favor the U.S. and have a bias for the equal-weighted S&P 
500, or the average stock, where relative valuations and technical trends are more attractive. 
We maintain a favorable view of the industrials sector, which is benefitting from defense and 
infrastructure spending and reshoring.   
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Advisory managed account programs entail risks, including possible loss of principal and may not be suitable for all investors. 
Please speak to your advisor to request a firm brochure which includes program details, including risks, fees and expenses. 

Truist Wealth is a name used by Truist Financial Corporation. Banking products and services, including loans, deposit accounts, trust and 
investment management services provided by Truist Bank, Member FDIC. Securities, brokerage accounts, insurance/annuities offered by 
Truist Investment Services, Inc. member FINRA, SIPC, and a licensed insurance agency where applicable. Life insurance products 
offered by referral to Truist Insurance Holdings, Inc. and affiliates. Investment advisory services offered by Truist Advisory Services, Inc., 
Sterling Capital Management, LLC, and affiliated SEC registered investment advisers. Sterling Capital Funds advised by Sterling Capital 
Management, LLC. While this information is believed to be accurate, Truist Financial Corporation, including its affiliates, does not 
guarantee the accuracy, completeness or timeliness of, or otherwise endorse these analyses or market data. 

The opinions and information contained herein have been obtained or derived from sources believed to be reliable, but Truist Financial 
Corporation makes no representation or guarantee as to their timeliness, accuracy or completeness or for their fitness for any particular 
purpose. The information contained herein does not purport to be a complete analysis of any security, company, or industry involved. This 
material is not to be construed as an offer to sell or a solicitation of an offer to buy any security. 

Opinions and information expressed herein are subject to change without notice. TIS and/or its affiliates, including your Advisor, may have 
issued materials that are inconsistent with or may reach different conclusions than those represented in this commentary, and all opinions 
and information are believed to be reflective of judgments and opinions as of the date that material was originally published. TIS is under 
no obligation to ensure that other materials are brought to the attention of any recipient of this commentary. 

Comments regarding tax implications are informational only. Truist and its representatives do not provide tax or legal advice. You should 
consult your individual tax or legal professional before taking any action that may have tax or legal consequences. 

Investments involve risk and an investor may incur either profits or losses. Past performance should not be taken as an indication or 
guarantee of future performance. 

TIS/TAS shall accept no liability for any loss arising from the use of this material, nor shall TIS/TAS treat any recipient of this material as a 
customer or client simply by virtue of the receipt of this material. 

The information herein is for persons residing in the United States of America only and is not intended for any person in any other 
jurisdiction. Investors may be prohibited in certain states from purchasing some over-the-counter securities mentioned herein. 

The information contained in this material is produced and copyrighted by Truist Financial Corporation and any unauthorized use, 
duplication, redistribution or disclosure is prohibited by law. 

TIS/TAS’s officers, employees, agents and/or affiliates may have positions in securities, options, rights, or warrants mentioned or 
discussed in this material. 

Asset classes are represented by the following indexes. An investment cannot be made directly into an index. 

S&P 500 Index is comprised of 500 widely held securities considered to be representative of the stock market in general.  
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