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Key takeaways: 

 Long-term yields are at decade highs and a further backup in rates will, in our view, likely bring selling pressure for equities. 

 Soft landing appears to be the consensus among market participants.  

 Technology, retail, and bank stocks will provide clues on where the market goes next. 
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E quities experienced selling pressure in August as the S&P 500 and NASDAQ suffered their first monthly declines since February.  The 
pullback in the S&P 500 reached -5% on August 18, as traders booked profits in big tech, and investors became concerned with current 

valuation levels due to rising bond yields.  However, US equities found their footing in the last week of the month after Fed Chair Powell deliv-
ered a benign speech at the Jackson Hole Economic Symposium. Overall, Powell outlined a balanced outlook for inflation and the economy, 
but he added that the Fed is in a “position to proceed carefully as we assess the incoming data and the evolving outlook and risks.”1   Investors 
took that remark as proof that the Fed’s rate-hiking campaign has essentially ended.   

A few days later, on August 29, the bulls were rewarded with more good news.  The Job Openings and Labor Turnover Survey (“JOLTS”) 
showed a significant drop in job openings.  While still well above pre-pandemic levels, the survey is now at levels dating back to early 2021 
and supports the view that the labor market is cooling.  According to the Fed and most investors, a softer labor market is a prerequisite for 
achieving the Fed’s 2% inflation target.  Not surprisingly, equity investors celebrated the JOLTS release with one of the best rallies of the year.  
By month end, the S&P 500 and NASDAQ had recouped much of their earlier losses to end the month with modest declines of -1.8% and          
-2.2%, respectively.  Of concern, the more diversified, small-cap Russell 2000 index had a sharper decline of –5.2%, which is emblematic of 
this year’s narrow breadth of equity returns.2 

The soft JOLTS report also helped trigger a sharp rally in the bond markets to end the month, providing some yield relief for equities.  Howev-
er, one of the most significant developments in August was the steady march higher in longer-term yields despite encouraging disinflation 
trends.  The US 30-year yield reached a high of 4.48% (highest level since 2001), and the 10-year yield reached a high of 4.37% (highest since 
2007) driven by stronger-than-expected economic data and increased scrutiny on government deficit and issuance following the Fitch down-
grade.3  Though yields finished the month well off their highs, the trend suggests that longer-term yields are biased upward in the near term.  
Higher yields pose a new threat to equities as valuation multiples have expanded this year due to S&P earnings declines.  With the S&P 500 
already trading at a premium multiple, a further backup in rates will likely ensue in more equity selling pressure. 

We believe that strong economic data over the last few months has made a soft landing the consensus view among investors.  The odds of a 
recession are clearly lower, which has been good for equities, but it has also helped drive yields higher, posing a new threat to equities.  Based 
on the market reaction to the soft JOLTS report, we seem to have reached a point where market participants welcome softer economic data.  
This is a double-edged sword, because if we start to see a string of weak economic data reports, it will not be long before the consensus 
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shifts from soft landing to recession.  For now, we believe the market will trade range-bound until we get more clarity on the path forward for 
yields and the economy. 

Key areas to watch going forward are the performance of technology, retail, and bank stocks.  The major catalyst for June and July’s big equity 
rally was Nvidia’s shockingly good earnings report in late May.  The company’s second-quarter revenue guidance was over 50% above analyst 
consensus, and management attributed the outperformance to investments in artificial intelligence (“AI”).  Nvidia’s report and commentary 
sparked a sharp rally across the technology sector, and other perceived AI beneficiaries, which carried the S&P 500 to new year-to-date highs 
forcing hedge funds and other professional investors to cover short positions.  While NVDA delivered another stellar quarterly report in Au-
gust, investors responded to the report by broadly selling tech stocks.  Importantly, this earnings season has made clear that very few com-
panies are seeing the same immediate uplift from AI as NVDA.  If anything, most companies will experience increased costs before seeing any 
revenue or productivity benefit.   

While consumer spending has been a bright spot for the economy, some red flags are starting to bubble to the surface. During this earnings 
season, several large retailers warned about troubling trends in credit delinquencies and shrink, which is industry jargon for theft.   With out-
standing credit card balances hitting new highs and the savings rate well below pre-pandemic levels, consumer excess savings appear to be 
running low.  Another concern is that the student loan payment moratorium has ended, which is estimated to add an additional monthly ex-
pense of $383 to borrowers.4  Thus far, most of the trouble has been isolated to the low-end consumer. Still, we will watch retailers closely 
to see if consumer spending and credit becomes a broader problem for the economy and markets. 

Finally, the lingering effects of March’s regional bank crisis pose a continued risk.  Banks are still paying up for deposits, and lending stand-
ards have tightened considerably.  A reduction in credit usually constrains growth over the intermediate term.  While bank stocks are well off 
of their March lows, they remain down sharply for the year, and their underperformance suggests that the crisis may not be over yet. 

With equities trading at an elevated valuation and consensus now calling for a soft landing, we believe the balance of risks skews to the 
downside for equities, and that the Fed’s aggressive rate-hiking campaign over the last twelve months will eventually induce a recession.  
During this period of elevated uncertainty, we continue to focus on diversification and capital preservation, and we believe that credit markets 
offer more favorable risk/reward than equities at current valuations. 

4. Clifton, Daniel. Policy Outlook: Three Student Loan Catalysts Ready To Hit & Loom Large Over US Consumers, Strategas, June 2023. 
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Important Disclosures 

This publication is provided by Element Pointe Family Office (“Element Pointe”) for general information and educational purposes only. Any 
discussion of securities or investment strategies should not be construed as research or investment advice. This material should not be con-
strued as an offer to sell or a solicitation of an offer to buy any security. 

This publication contains certain forward-looking statements that indicate future possibilities. Due to known and unknown risks, other uncer-
tainties and factors, actual results may differ materially from the expectations portrayed in such forward-looking statements. Readers are 
cautioned not to place undue reliance on forward-looking statements, which speak only as of their dates. 

Element Pointe does not make any representations as to the accuracy, timeliness, suitability, completeness, or relevance of any information 
prepared by any unaffiliated third party incorporated herein, and takes no responsibility therefore. All such information is provided solely for 
convenience purposes only and all users thereof should be guided accordingly. 

Nothing herein should be construed to limit or otherwise restrict Element Pointe’s investment decisions. Element Pointe customizes the port-
folios it manages to suit the needs of each client. Investment advisory services are only provided to investors who become Element Pointe 
clients pursuant to a written account agreement, which investors are urged to read and carefully consider in determining whether such agree-
ment is suitable for their individual facts and circumstances. 

Investing in fixed income products is subject to certain risks, including interest rate, credit, inflation, call, prepayment, and reinvestment risk. 
Investments in alternative investment strategies is speculative, often involves a greater degree of risk than traditional investments including 
limited liquidity and limited transparency, among other factors and should only be considered by sophisticated investors with the financial 
capability to accept the loss of all or part of the assets devoted to such strategies. Investing in the stock market involves gains and losses and 
may not be suitable for all investors. The indexes mentioned are unmanaged and an investment cannot be made directly into them and do not 
include fees and charges, which would reduce an investor's return. Past performance is no guarantee of future results. 

All expressions of opinion reflect the judgment of the authors as of the date of publication and are subject to change without prior notice. 
There is no guarantee that the views and opinions expressed herein will come to pass.  


