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Improving Breadth Offsets Inflation Concerns

Another round of optimism for an Iran peace deal lifted the Nasdaq Composite and S&P 500 to modest
gains last week. They ended the week 4% and 2%, respectively, below their all-time highs recorded on June
2nd. Despite some early-week stumbles, the PHLX Semiconductor Index recorded a “run-of-the-mill” 9%
gain for the week, bringing its total return to +87% since March 30th.

With all of the attention on the newest >$2-trillion firm, the S&P 600 (market cap $1.8 trillion) quietly
gained 4%, with the S&P 400 not far behind. With a few upgrades among Breadth scores (that we’d still
classify as uninspiring), the SMID complex has enjoyed a nice little run over the last two weeks relative to
the S&P 500. Also of note is the improvement in participation within Large Caps since the end of May. Our
EW S&P 500 relative strength ratio, the Technical category’s weakest line item two weeks ago (at -4), is now
on the cusp of neutral.

The moderate uptick in the Technical work was met with a slight deterioration in the Cyclical space (more
on that below). Neither move was enough to change either category’s overall score. The MTI remains at
neutral, with net equity exposure in Leuthold tactical accounts at a moderate 54%.

The latest YOY headline CPI (+4.2%) was the hottest in three years. Core CPI is much more muted, with its
+2.9% reading just above its trailing 12-month average. For now, consumer prices suggest the inflationary
impulse is largely an energy story (but good luck selling that to the man on the street). On the other hand,
in our Cyclical segment, upstream inflation line items, like commodity and producer prices, have been at or
near maximum negative for quite some time.

The Major Trend Index is designed to recognize major market trends rather than intermediate moves, combining
around 130 individual components to assess the overall health of the stock market. Revisions and weight adjustments
are made from time to time
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Improving Breadth Offsets Inflation Concerns

It all brings us to the question: How much inflation is “too much” for the stock market? In the case of
producer prices, that figure has statistically been in the range of 4-5%—a level comfortably exceeded by the
current 8.8% YOY gain for PPI Finished Goods. Even with the recent push for peace, the transitory nature
of these results is still up for debate. For now, the MTTI inflation models will play the cards they are dealt.

PPI FINISHED GOODS

S&P 500 Returns by PPI Year-over-Year Change

Annualized monthly returns - 1948-2026 - Chg = concurrent S&P 500 total return - Fwd = next month S&P 500 total
return

PPI CHG (YOY) % OF OBS. ANN. CHG ANN. FWD
<0% 17.7% +15.8% +18.3%
0% to 2% 26.8% +16.9% +13.6%
2% to 4% 28.9% +10.3% +13.6%
4% to 6% 9.4% +8.3% +6.3%
> 6% 17.3% +4.5% +2.4%

Returns annualized geometrically from monthly observations within each bucket.

PPI FINISHED GOODS

Year-over-Year Change, 2016-2026

Shaded regions correspond to S&P 500 return breakpoint buckets
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