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What happened 
After the S&P 500 gained roughly 3.0% on Wednesday following a more dovish press 
conference from Federal Reserve (Fed) Chairman Powell, the best daily gain since May 2020, 
stocks sharply reversed course, dropping 3.5% on Thursday. Markets have extended their 
losses since then, despite Friday’s solid employment report.   

Along with the ongoing global growth concerns and geopolitical issues, the continued push 
higher in interest rates, which has seen the 10-year climb from 2.91% on Wednesday to hit 
3.20% Monday morning, is weighing on markets. Growth and technology stocks are among 
the areas hit the hardest.  

Our take 
In early April, we downgraded stocks from attractive to neutral for the first time in more than 
two years, partly as a result of the delicate balancing act that the Fed is facing as well as the 
spike in yields. A key view of ours is that the debate about whether the Fed is going too fast or 
too slow would inject volatility into the markets. A Fed policy mistake was one of the main 
risks to the market. 

We saw a microcosm of this debate over the past week. Last Wednesday, the market saw the 
glass as half full as Powell pushed back on a more aggressive rate policy path while 
remaining flexible. On Thursday, the market saw the glass as half empty, worried that the Fed 
could fall even further behind the curve. The push higher in yields is reflecting this concern. 

Since our downgrade, stocks have had a fair pullback. We also pointed out last week that at 
least stocks are now better reflecting some of the market uncertainties. And while we haven’t 
changed our neutral stance, it was our view that we would likely see at least some short-term 
upside following the Fed’s announcement given how one-sided sentiment had become. So far 
that short-term view has been wrong-footed. 

Where we stand now 
Our big picture view discussed over recent months to bring in risks relative to the past 
two years, to upgrade the quality of portfolios, to have more defensive sector allocation 
remains intact. We are not getting more negative as prices move lower.  

Keith Lerner, CFA, CMT 
Co-Chief Investment Officer 
Chief Market Strategist 
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As mentioned, at least some of the bad news is being better discounted by stocks. There has 
been a pretty good reset in valuations and investor expectations, and a large degree of Fed 
tightening is already priced into the market.   

With the S&P 500 down about 15% from its peak, markets are effectively pricing in 
roughly a 50% chance of recession given stocks have averaged a drop of 29% (median 
of 24%) surrounding past economic contractions. Our macro team estimates a lower 
probability of recession, which they place at closer to 25% over the next 12 months. 
Friday’s jobs report showed over 400,000 new jobs. While job growth is set to slow, at least 
there was some economic momentum heading into this slowdown.   

It’s also important to put the recent decline in context. The S&P 500 has averaged a maximum 
intra-year pullback of 14%, roughly in line with the peak-to-trough decline witnessed so far this 
year. Volatility and pullbacks are always uncomfortable and come with bad news, but 
they are also the admission price to being in the market with the potential for higher 
long-term returns relative to most other asset classes. 

What we are watching near term 
For equity markets to find their footing and gain traction to the upside on a sustained basis, 
investors will likely need to see the relentless repricing of short- and intermediate-term interest 
rates higher ease. Wednesday’s consumer price index (CPI) report could be an important 
near-term catalyst. 

We are watching the roughly 4000-support price level for the S&P 500. This level equates to 
about a 17x forward price-to-earnings ratio (P/E) valuation. The next support level on the 
downside appears to be around 3800, or closer to a 16x forward P/E. While that is not cheap 
by historical standards, it is below the 10-year average and skewed by the more expensive 
mega cap growth stocks.  

The average stock, as proxied by the S&P 500 Equal Weight Index, is already trading below a 
16x P/E. Small caps have only been cheaper once over the past twenty years, and that was in 
the latter stages of the global financial crisis.  

On a technical basis, markets are already somewhat oversold, though not deeply so, and a 
spike higher in the Volatility Index, along with a lift in some other market fear indicators, would 
be viewed as a positive. 

Bottom line 
We are seeing global equity markets’ valuations reprice relative to the “risk-free rate” as 
proxied by U.S. Treasuries. This is important. Yields have moved markedly higher from 
artificially depressed levels. And of course, global markets are contending with several 
challenges including the ongoing geopolitical concerns and China lockdowns.  

That said, investors should realize that fear and greed can often change places quickly, and at 
least markets are now better reflecting some of the known uncertainties. Thus, while we 
downgraded our equity view earlier this year at higher levels and we remain neutral, given the 
sharp market decline seen more recently, we would not be equity sellers at these levels for 
investors that are aligned with their longer-term allocation targets. 

  

  



 

 

Disclosures 
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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