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OVERVIEW

A week after surging 6% and snapping a seven-week losing streak, the
major U.S. stock indexes each slipped about 1% last week. For the Dow it
was the smallest weekly move in either direction in roughly a month likely
spurred by the shortened trading week.

The Cboe Volatility Index, also known as the VIX, an index that measures
investors’ expectations of short-term stock market volatility, has eased
considerably since early May. The VIX traded at an index level of around
25 on Friday, down from a recent peak of nearly 35 on May 9. Despite the
reprieve for now, volatility will likely pick back up again especially
considering the midterm elections are right around the corner.

Last week we learned that The ISM’s manufacturing data showed a
surprising acceleration in U.S. manufacturing activity in May, driven in
part by new orders. Meanwhile, the U.S. economy added 390,000 jobs in
May, exceeding consensus expectations of 322,000.  The largest gains
were in the leisure & hospitality industry (+84,000) while other notable
areas of strength were business services, construction, and
manufacturing. 

Strong hiring in the leisure sector is consistent with our view that
consumers are undergoing a spending shift towards the service sector,
and less towards home goods relatively speaking. We think this offers a
second wind for both household-spending growth as well as job
growth, with the leisure & hospitality industry still clawing out of the deep
hole of pandemic job losses.

UNEMPLOYMENT RATE

The unemployment rate held steady at 3.6% in May, the best rate since
the pandemic and just a touch above a 50-year low.  Low unemployment is
obviously helpful to consumer spending by way of supporting both
incomes and confidence, but no recession in the last 50 years (excluding
the pandemic) has begun with an unemployment rate below 4%. The
average was 5.5% and the lowest was 4.3% at the onset of the 2001
recession. 

As the table below shows, there has consistently been an increase in total
unemployment of greater than 14% over a year or more before recent
recessions. This is no guarantee that the current environment will follow
that exact script – particularly given the more aggressive approach from
the Fed right now. But it does show that economic downturns tend to
emerge after unemployment experiences a persistent deterioration.

This table details out the general trend of rising unemployment before a
recession, and the corresponding S&P 500 performance with the current
rise small in magnitude compared to a recession, indicating a recession
might still be a ways off in our view.

MARKET LEVELS

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.

 

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

Thursday: Jobless Claims.
Friday: Consumer Price Index (CPI). Consumer Sentiment.
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