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Bullish and bearish macro arguments for stocks

Key Takeaways

The Inflation Timing Model is bullish
for stocks and bonds, and both seem
to be responding to that.

Stock earnings yields are bearish
for stocks versus interest rates,
and a recession could really hurt
earnings yields.

Our Economic Timing Model is
consistent with an upcoming
recession, and Fed Policy, while not
as hostile, is still unfavorable.

The Fab Five Composite Model remains
cautious for stocks, and that is my
benchmark for my market views on the
primary trend. Nevertheless, for the first
time in a while, | can make a potential bullish
macro case for stocks and bonds.

Good news on inflation

The good news is based on consumer price
inflation, which our models suggest peaked
this summer. The NDR Inflation timing
model had given an up signal for inflation

in November 2020 and a down signal for
inflation in July 2022, as shown on the chart
above. Compare that to what the Fed had to
say at those signal dates.

Turning to what the NDR inflation timing
model might mean for stocks, see the chart
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at the top of page 2. The model in October
fell into a zone of “low inflation pressures,”
which historically has been bullish for stocks.
The model is also bullish for bonds. And

the falling rate of industrial price inflation

is confirmed on the chart at the bottom of
page 2.

What should be happening and what is
happening can sometimes be two different
things, but | am encouraged when looking
at bond yields at the top of page 3. It shows
that upward momentum in bond yields has
fallen to a bullish level for stocks.
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Many who agree that inflation is coming
down are not bullish because they believe
we are in, or on the verge of recession. | think
that is valid, but | just want to point out that
so far, the chart at the bottom of page 3, says
we are not in a recession currently. So that is
the bullish macro case for stocks.

Bad news on the economy
Turning to the still bearish macro case for
stocks, see the charts on pages 4 and 5. Low
stock earnings yields relative to rates, our
Economic Timing Model, and Fed policy and
money supply remain unfavorable.
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Low Inflation Timing Model historically bullish for stocks
Dow Jones Industrial Average vs. Inflation Timing Model Monthly Data 1962-01-31 to 2022-10-31
I——Dow Jones Industrial Average (2022-10-31 = 32,732.95)
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Full History: 1962-01-31 to 2022-10-31
% Gain/ | % of
Inflation Timing Model Is | Annum | Time
Above 10.5 -3.26 | 23.19
0.0-10.5 5.32 | 32.77
Below 0.0 13.04 | 44.04
Buy/Hold = 6.53% Gain/Annum
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Industrial materials prices showing weak inflationary pressures
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Falling rates of industrial price inflation are

confirmed on the chart at left. This chart

goes back to 1949 and shows bond prices

have historically risen in this mode.
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Falling 10-year yield from peak now bullish for stocks

S&P 500 Index vs. 10-Year Treasury Yield Deviation-From-Trend Weekly Data 2007-12-28 to 2022-12-02
——S&P 500 Index (2022-12-02 = 4,071.70)
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S&P 500 Gain/Annum Performance S&P 500 Gain/Annum Performance
Full History: 1969-04-25 to 2022-12-02 Chart View: 2007-12-28 to 2022-12-02
% Gain/ | % of % Gain/ | % of
Ind. In Bottom Clip Annum | Time Ind. In Bottom Clip Annum | Time
Above Upper Bracket -1.55 | 32.99 Above Upper Bracket 0.16 [34.95
Between Brackets 4.66 |30.08 Between Brackets 6.54 | 24.50
Lower Bracket and Below | 17.73 | 36.93 Lower Bracket and Below | 13.60 | 40.55
Buy/Hold = 7.12% Gain/Annum Buy/Hold = 7.02% Gain/Annum
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S&P 500 earnings yields low and falling relative to bond yields

S&P 500 Index vs. Earnings Yield Relative to Interest Rates Weekly Data 1966-02-25 to 2022-12-02
—S&P 500 Index (2022-12-02 = 4,071.70)
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Economic Timing Model shows mild recession likely

NDR Economic Timing Model (Current Version) -- Mode Basis Monthly Data 1948-01-31 to 2022-10-31
—Index of Coincident Economic Indicators
100+ 4100
79r 179
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400 1 40 Just as big a problem is the outlook for
32F 4 32 . . . -
251 | earnings yields. The NDR Economic Timing
2 1% Model, shown at left, leads us to conclude
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Full History: 1948-01-31 to 2022-10-31 earnings have hypothetically fallen some
Economic Timing % Gain/ | % of
ModelIndicates | Annum | Tirme 24% per annum since 1948. When the model
Strong Recession 796 123 :
Shaded areas represent National Moderate Recession -4.08 4.88 . o,
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Buy/Hold = 2.56% Gain/Annum
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Near-record tight monetary, fiscal, and exchange rate policy
NDR Real Monetary, Fiscal & Exchange Rate Policy Index Monthly Data 1974-09-30 to 2025-04-50
—The Economy (The Index of Coincident Economic Indicators)
100 {100
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79 {79
71 {7
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56 1 56
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| don't like to “fight the Fed,” even though P 14
Source: _The Conference Board
| fee' a |Ot Of the rise in rates is behlﬂd us. — NDR Real Monetary, Fiscal & Exchange Rate Policy Index (Advanced Six Months)(2023-04-30 = -45.0%)

Policy Easy = Economic Expansion

When | look at the monetary, fiscal, and
exchange rate policies on the chart at right,
however, | see near-record restraint. This
has been consistent with below-average
economic growth.

-60} Shaded areas represent National Bureau 4-60
of Economic Research recessions. Policy Tight = Economic Contractlon Sourre NedDaws Research /nc
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Economic Performance
The Real Monetary, Fiscal & Exchange Rate Policy Index Is Full History: 1974-09-30 to 2022-10-31
Real M2 Money Supply Year-to-Year Change % Gain/ | % of
Plus Real Federal Expenditures (12 Month Total) Year-to-Year Change Real MF&ER Policy Index | Annum | Time
Less Real Federal Receipts (12 Month Total) Year-to-Year Change Above 16.8 3.44 [14.22
Less Real Broad Index of the Foreign Exchange Value of the Dollar -7.4-168 1.90 | 68.10
Year-to-Year Change. Below -7.4 126 |17.67

Buy/Hold = 2.00% Gain/Annum
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Record negative monetary growth remains bearish for stocks

Monthly 12/31/1925 - 12/3172022

S&P 500 Index vs Real Monetary Base

3975 4 3975
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2 J J M j J w V‘ U \\ U J d ‘ 12 that the outlook for profits and valuations
El } ]
ol | J 13 -
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-18 4 -18
-31 | Datasubject to revision by the Federal Reserve Board Weak Monetary Growth Source: Federal Reserve Board | =31

sins)  Real Monetary Base - 12-Month Rate of Change (Moved Forward 2 Months)
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See the signals.™

Founded in 1980, Ned Davis Research Group is a leading independent
research firm with clients around the globe. With a range of products
and services utilizing a 360° methodology, we deliver award-winning
solutions to the world's leading investment management companies.
Our clients include professionals from global investment firms,
banks, insurance companies, mutual funds, hedge funds, pension 7ecnichY

and endowment funds, and registered investment advisors.

SENTIMENT

Important Information and Disclaimers

NDR (Ned Davis Research) uses the weight of the evidence and a 360-degree approach to build up to market
insights. When we say “evidence,” we mean processing millions of data series to fuel a historical perspective, build
proprietary indicators and models, and calm investors in a world full of bull/bear news hype and hysteria. We believe
that no client is too big or too small to benefit from NDR’s insights.

The data and analysis contained in NDR'’s publications are provided “as is” and without warranty of any kind, either
expressed or implied. The information is based on data believed to be reliable, but it is not guaranteed. NDR
DISCLAIMS ANY AND ALL EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY
WARRANTIES OF MERCHANTABILITY, SUITABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE.

NDR'’s reports reflect opinions of our analysts as of the date of each report, and they will not necessarily be updated
as views or information change. All opinions expressed therein are subject to change without notice, and you should
always obtain current information and perform due diligence before trading. NDR or its affiliated companies or their
respective shareholders, directors, officers and/or employees, may have long or short positions in the securities
discussed in NDR's publications and may purchase or sell such securities without notice.

NDR uses and has historically used various methods to evaluate investments which may, at times, produce
contradictory recommendations with respect to the same securities. When evaluating the results of prior NDR
recommendations or NDR performance rankings, one should also consider that NDR may modify the methods
it uses to evaluate investment opportunities from time to time, that model results do not impute or show
the compounded adverse effect of transaction costs or management fees or reflect actual investment
results, that other less ful recommendations made by NDR are not included with these model
performance reports, that some model results do not reflect actual historical recommendations, and that
investment models are necessarily constructed with the benefit of hindsight. Unless specifically noted on
a chart, report, or other device, all performance measures are purely hypothetical, and are the results of
back-tested methodologies using data and analysis over time periods that pre-dated the creation of the
analysis and do not reflect tax qu ion, commissi and other trading costs. For these
and for many other reasons, the performance of NDR’s past recommendations and model results are not a
guarantee of future results.

Using any graph, chart, formula, model, or other device to assist in deciding which securities to trade or when to
trade them presents many difficulties and their effectiveness has significant limitations, including that prior patterns
may not repeat themselves continuously or on any particular occasion. In addition, market participants using such
devices can impact the market in a way that changes the effectiveness of such devices. NDR believes no individual
graph, chart, formula, model, or other device should be used as the sole basis for any investment decision and
suggests that all market participants consider differing viewpoints and use a weight of the evidence approach that
fits their investment needs. Any particular piece of content or commentary may or may not be representative of the
NDR House View, and may not align with any of the other content or commentary that is provided in the service.
Performance measures on any chart or report are not intended to represent the performance of an investment
account or portfolio, as some formulas or models may have superior or inferior results over differing time periods
based upon macro-economic or investment market regimes. NDR generally provides a full history of a formula
or model's hypothetical performance, which often reflects an “all in” investment of the represented market or
security during “buy”, “bullish”, or similar recommendations. This approach is not indicative of the intended usage
of the recommendation in a client’s portfolio, and for this reason NDR does not typically display returns as would
be commonly stated when reporting portfolio performance. Clients seeking the usage of any NDR content in a
simulated portfolio back-test should contact their account representative to discuss testing that NDR can perform
using the client’s specific risk tolerances, fees, and other constraints.

NDR'’s reports are not intended to be the primary basis for investment decisions and are not designed to meet
the particular investment needs of any investor. The reports do not address the suitability of any particular
investment for any particular investor. The reports do not address the tax consequences of securities, investments,
or strategies, and investors should consult their tax advisors before making investment decisions. Investors should
seek professional advice before making investment decisions. The reports are not an offer or the solicitation of an
offer to buy or to sell a security.
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