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Last week closed on a sour note as the S&P 500 posted its largest daily loss since the bounce off the “low”
at the end of March. The index’s modest sell-off also terminated a four-week run of coasting into a weekend
on an all-time high. Small Cap indices, which sniffed out the rally first, were the notable underperformers
for the second full week of May.

Our Major Trend Index, which has been treading water for the last few weeks, is wobbling. The latest data
led to dual downgrades in the Cyclical and Sentiment categories, pushing the overall MTI to Neutral. Net
equity exposure in our tactical accounts remains unchanged at a moderate 52%.

Last week’s hot CPI figures and scorching PPI readings raised more red flags in the Inflation sub-category
of the Cyclical work. Our Inflation Scorecard, updated after the CPI release, showed pricing pressure at its
highest level since early 2024—indicating a quick return to a disinflationary environment is probably not in
the cards. The growing inertia in inflation also contributed to another rise in rates. The market is now
demanding the highest yields on 10- and 30-year bonds in almost a year, moving a handful of line-item
scores downward in the weakening Liquidity sub-category.

Deterioration among scores has outnumbered improvements 4 to 1 in the Sentiment category over the last
few weeks. Investor surveys have been getting more positive as certain segments of the market roar higher,
meaning the contrarian scores are moving deeper into the red. Put/call measures have also turned more
bullish, but the SKEW index suggests heightened fear of downside tail risk. On top of everything else, we
are entering the seasonally unfavorable stretch of the calendar. All of those shifts prompted a drop in the
Sentiment category to -3.

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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Old Vs. New Economies

Last Thursday, we were able to say (with an air of indignation): “The Dow is over 50,000!” Still, that old-
economy index has yet to breach its February all-time high, set a few days before that famous non-sequitur
was screeched. Comparatively speaking, the new-economy Nasdaq Composite has distinguished itself
during the recent run. The selective bounce has caused several chart-score adjustments within the MTI
Technical category, from borderline neutral to max positive.
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If we try our best not to curve-fit the bounce and look at rolling 50-day trailing returns for the Nasdaq
Composite and the Dow Jones Industrials, the performance gap as of Friday is easily in the 1st percentile
of observations post-Tech Bubble. Also of note is that rolling returns have been this wide (in favor of the
Nasdaq) six times since 2020—all of which petered out right around this level.
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