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OVERVIEW

As we enter the month of May this week the S&P 500 fell -8.8% to close
out the month of April 2022, it worst monthly decline since March of 2020.
Losses stemmed from the usual culprits of higher rates, inflation, a
hawkish Fed, economic slowdown, and geopolitical worries. The index is
now down -13.3% year to date through the end of April.  

 Putting the Market Pullback into Perspective:

While the market drops this year hasn’t felt good, it’s again important to
remember that pullbacks are a normal part of the process. For example,
since 1980 the S&P 500 has averaged one pullback of at least -14% per
year (see chart below).

In addition, since 1980 there have been 21 instances when the S&P 500
has been down double digits at one point from its peak, with an impressive
12 of those years managing to come back and finish the year positive. In
fact, the average yearly gains those 12 years was a very solid 17.0%.
This year’s market decline has driven valuations lower, with the S&P 500
next 12-month price-to-earnings ratio (P/E) down from 21x to start the
year, to 17.5x today.

Q1 Earnings & GDP

While Q1 earnings reports have generally been positive, Amazon’s report
last week disappointed the market after the company reported slowing
growth from its impressive gains made during the pandemic. As pandemic
fears started to diminish, consumers have started to shift spending
back to services items again such as travel and restaurants, at the
expense of less money spent on hard goods such as those from Amazon.
It’s important to point out consumers are continuing to spend though
despite rampant inflation. Look no further than last week’s Q1 GDP report.

 Last week the Q1 release of U.S. GDP showed an unexpected drop of
-1.4% during the first quarter of 2022 due to a larger than expected rise in
the trade gap and drop in business inventories. The consumer spending
component though, the economy’s main driver, rose at a 2.7%
annual rate in the first quarter, a slight acceleration from the end of last
year. Business spending of 9% during the quarter was another bright spot
in the report.

MARKET SUPPORT AND REISTANCE
LEVELS

As shown in the chart below, the S&P 500 is retesting its lows from earlier
in the year.

The key level of support to watch for the S&P 500 is at 4,113
The key level of resistance to watch for the S&P 500 is at 4,621

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.

WHAT WE ARE WATCHING

The Fed is expected to raise its Fed funds rate by 50 basis points on
Wednesday and begin to reduce reinvestments in Treasury and mortgage
securities in an effort to reduce the size of its $9 trillion balance sheet.

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

Monday: March construction spending, April ISM Manufacturing
report
Tuesday: March durable and factory orders, March JOLTS Job
Openings 
Wednesday: March trade balance, ADP employment survey and
the FOMC meeting
Thursday: Weekly initial and continuing unemployment claims, Q1
unit labor costs and productivity
Friday: April non-farm employment, consumer credit 

PERSPECTIVE

It’s easy to get excited reading the news. With all of the storm and stress
of the last few years, it’s only natural to react to each ping of our phone’s
news apps with a deep sigh and a cynical “what now?”

The truth is, there’s always good news and bad news if you dig deep
enough into the paper. For every international crisis, there’s a medical
breakthrough. Each victory has a counteracting problem when you step
back and take a look at the big picture. Does this mean that we should just
shut off the news and let things happen? No, it’s good to stay informed.
Keeping all of that information in perspective, though, can be difficult. If
you aren’t careful, it can lead to emotional or rash decision-making.

Your financial strategy, for instance, has been developed with the “big
picture” in mind. Many things can happen in that time, and our strategy
gives room for those events to rise, take place, and then fall into the
rearview.
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