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OVERVIEW

Favorable P/E Ratio

Persistently high inflation continues to hit the stock market heading into
the summer months. Generally speaking, investors are willing to pay a
higher multiple (e.g. P/E ratio) for the stock market when inflation is low
and stable, and vis versa during high inflation. The good news is that the
S&P’s P/E Ratio now stands at a much more palatable level of just 16.6x
after falling from about 22x late last year as shown in the chart below. The
index is now below its 25-year average of 16.85x, a level much more
indicative of higher future returns.

The S&P 500 is only about 4.5% away from entering a technical “bear
market” of being down -20% or more from its high. A non-recession bear-
market has only occurred 4 times ever in the S&P 500 going back to the
1940s. The good news is that these types bear markets are usually
less severe than a traditional recessionary bear market. Obviously in
the event we also enter a recession here in the short-run, the bear-market
would be more severe. The consensus among economists puts the odds
of a recession starting sometime in the next year at 30%, according to
Bloomberg's most recent survey.

PERSISTENT INFLATION

As shown in the chart below on the inflation front, continued unexpected
global shocks have prevented inflation from rolling back over. Along with
economists, I also believed inflation would have subsided by now. The
pandemic was the biggest initial culprit on inflation, then the Russian
invasion further spiked commodity costs, and now we’re dealing with
renewed aggressive lockdowns in China that could further damage the
healing supply-chain.

"Multiple shocks have caused economists to revise inflation forecasts
for the U.S. again...and again...and again"

- Liz Ann Sonders, Chief Investment Strategist, Charles Schwab

MARKET LEVELS

Recall these are key technical levels we look for the market to either hold
or push through when look at the potential for future moves. Common
support levels can be the 50- and 200-day moving averages as well as
other technical levels such as previous market highs or lows.

The key level of support to watch for the S&P 500 is at around the
3,800 level.
The key level of resistance to watch for the S&P 500 is at 4,160.

WHAT WE ARE WATCHING

THIS WEEK / WHAT WE ARE WATCHING:

The following economic data is slated to be released during the week
ahead:

Tuesday: Retail Sales. Industrial Production.
Wednesday: Housing Starts.
Thursday: Existing Home Sales. Jobless Claims. Index of Leading
Economic Indicators.

There are some major economic bellwether companies reporting
earnings this week especially for the retailing industry:

Tuesday: Walmart, Inc. (WMT), The Home Depot, Inc. (HD).
Wednesday: Cisco Systems, Inc. (CSCO), Target Corporation
(TGT), Lowe’s Companies, Inc. (LOW), The TJX Companies, Inc.
(TJX), Analog Devices, Inc. (ADI).
Thursday: Applied Materials, Inc. (AMAT), Palo Alto Networks, Inc.
(PANW), Ross Stores, Inc. (ROST).
Friday: Deere & Company (DE).
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