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The S&P 500 sliced through its November lows on Friday as the prospect of an off-ramp
from the Middle East quagmire faded. That action was another knock to the MTI’s Technical
work, warranting that category’s second downgrade in the last three weeks. However, to-
day’s (now waning) market rebound reminds us that all hope isn’t lost in the Technical space.
A return to the “pre-war” conditions of excellent trend and breadth scores can’t be ruled out.
The overall MTI remains at Neutral and net equity exposure in Leuthold tactical accounts
ended last week at 49-50%. Big bets in either direction don’t seem particularly wise, at pre-
sent.

Last week’s Fed dot-plot called for one 25 basis-point cut this year and one next year—
unchanged from December. Fed funds futures are less optimistic, seeing no rate cuts through
the middle of 2027, and a higher probability of rate hikes over that period compared to cuts.
A much slower, or perhaps an end to the Fed easing regime would spell trouble for our mon-
etary/liquidity work down the line. A more immediate concern for that subcategory has been
the recent sharp increase in yields, which will tighten conditions regardless of any Fed ac-
tions.

The market’s downswing has peppered our Valuation factors with upgrades and, for the first
time in recent memory, that category is on the verge of moving from —4 to —3. Strike up the
band! The dip in the S&P 500 has lowered our five-year Normalized P/E multiple below 30x
for the first time since last June. When pressed in the past, we’ve pointed to that level as a
obvious warning sign for valuations, since the 30x threshold in that data series has only been
breached during the Tech and COVID-stimulus bubbles. The danger of that threshold has
worn thin of late, however, as the S&P 500 has spent the better part of the last two years
thriving with a Normalized P/E multiple north of 30x. We’ll say it again, valuations are a
much better tool for risk than timing.
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Given recent market action, is seems pretty reasonable to ask, “Is the top of the market in?” We find it a
little ironic that we were asking the very same question almost exactly one-year ago, in the weeks fol-
lowing “Liberation Day.”

If January 27th turns out to be the highwater mark
for the S&P 500’s 2022-2026 bull market, it wasn’t
a top telegraphed by our bellwether indexes. Every
peak is different, of course, but we would consider a
traditional topping pattern to be distributive in na-
ture. Meaning, as the S&P 500 makes new highs,
fewer and fewer of our bellwethers would “confirm”
that new high with new highs of their own
(measured over a month’s time). At the tops preced-
ing both the 1990 recession and GFC market col-
lapse, all eight indexes were flashing red flags (no
new highs). At the bubble peak of March 2000, seV- | pow.onss Transports
en were lagging. As it stands now, six of the eight
bellwethers made new highs after the S&P 500—in
some cases more than a month after.
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Market breadth was just fine going into the end of
February. So, maybe there’s still some hope that we
can pick up where we left off and return to robust
equity market in a “post-war” environment.
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*Equal-weighted composite of S&P 500 Consumer Discretionary, ]
Industrials, and Materials sub-indices. Daily data through March 20th.
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