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Rotation Fixation

Thursday was a day for superlatives as ballooning spending/funding plans for AI were once again under
scrutiny. The cap-weighted S&P 500 (-120bps) and the equal-weighted S&P 500 (+80bps) posted their
largest daily differential since July 2024. Momentum stocks reversed hard in the large-cap space as that
segment produced its worst daily return relative to the bottom quintile since November 9th, 2020 (Covid
vaccine efficacy results). In all, it was the kind of day market pundits may reference a few months from now
as an obvious inflection point and, naturally, insist they recognized it in real time.

Despite the dramatic moves, the S&P 500 ended Friday down an unassuming 50bps for the week, and 2.5%
below its all-time high on October 6th. Thanks to Thursday’s tailwind, the average stock in the index
(+1.1%) outperformed for the third week in a row. Small caps even caught a bid as the Russell 2000 (+2%)
ended an uninterrupted six-week slide (-9%). The correlation of returns between various parts of the equity
market remains low for now. The rotation narrative seems to be holding up.

Market breadth continues to improve in our Technical work. However, it was so bad coming into the first
week of October that a meaningful improvement in most scores has yet to materialize. With a little recent
evening out among tech and non-tech indices, Chart Scores in that category continue to look fairly good as
a whole. There were no major category changes for the third full week of October, and the MTI remains at
Low Neutral. Leuthold tactical accounts ended the week with a moderate 52% net equity exposure.

Treasuries rallied hard on Thursday, allowing the 10-year yield to end the week below 5%. Fed hike
expectations have also been reined in over the last few weeks with a hold almost certain on Wednesday.
Still, this easing in the rate markets hasn’t really moved the needle in the Cyclical segment. Deterioration
in the Risk-On/Risk-Off subcategory continues to be front of mind as the Cyclical/Defensive Ratio makes
new lows and credit spreads make new highs. A downgrade for this category seems almost inevitable.

The recent market action has caused an interesting convergence of performance for equity indices in 2026.
Through Friday, the S&P 500, equal-weighted S&P 500, Russell 2000, Russell 1000, S&P 400, Nasdaq
Composite, Dow Industrials, and even the MSCI ACWI have all returned between +10-14% YTD.
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Rotation Fixation

Underperforming active managers might have a hell of a time finding their “most accurate” benchmark as
year-end reviews commence.

We also note that an equal-weighted basket of the three defensive sectors of the S&P 500 (Health Care,
Utilities, Consumer Staples) has returned roughly the same amount as the Nasdaq Composite so far this
year. Of course, over the entire span of this bull market, we’re a long way from parity in this ratio.
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