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Agenda 

• Macroeconomic Backdrop: Vicious Troika Of Rates, Energy, And USD

• Equity Fundamentals: What To Expect This Earnings Season 

• Recap Of Investment Themes
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The Vicious Troika
Rising Rates, Dollar, And Energy Prices
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Yields, Dollar and Energy Have Broken Out
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Vicious Troika Is Bad For Equities
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The shaded periods are 
when US bond yields,  
oil prices & the US dollar 
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Beware Of $100 Oil
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Strong Dollar Does Not Help Either
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High And Rising Rates Are Also Unfavorable For Equities
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Over A Longer Investment Horizon, Vicious Troika Will 
Weigh On Profitability
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Higher Interest Rates And Lower Profitability Will  
Suppress Multiples
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... Fair Value Of PE NTM For The S&P 500 Will Be Much 
Lower 

2023

FV PE NTM 10- YEAR TREASURY YIELD

OPERATING MARGIN NTM 4 4.25 4.75 5

13.6 18.9 18.8 18.7 18.6

12.6 17.8 17.8 17.7 17.6

11.6 16.8 16.7 16.6 16.6

10.6 15.7 15.6 15.6 15.5

2004-2023 FOR PE NTM
STAT ESTIMATE SE TSTAT PVALUE

INTERCEPT 5.05 1.19 4.26 0%

10-YEAR 
TREASURY 
YIELD

-0.18 0.12 -1.45 15%

OPERATING 
MARGIN NTM 1.07 0.10 11.23 0%

NUMBER OF OBSERVATIONS: 236, ERROR DEGREES OF FREEDOM: 233
ROOT MEAN SQUARED ERROR: 1.97
R-SQUARED: 0.416,  ADJUSTED R-SQUARED: 0.411
F-STATISTIC VS. CONSTANT MODEL: 83, P-VALUE = 6.11E-28

irene.tunkel
Rectangle



13

Equity Fundamentals
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…Thanks To A Base Effect For The Magnificent Seven
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Quality Of Earnings Remains A Concern
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Margins Are Holding Up And Pricing Power Is Rebounding
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What We Are Watching This Earnings Season

• Effects of Troika

• Consumer Spending

• Pricing Power

• Restocking Cycle
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Recap of Recent Investment Themes
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… Which Enjoyed Multiples Expansion
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The Magnificent Seven Inflated Valuations Of The S&P 
500
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The Magnificent Seven Are Likely To Recouple With 
Rates...
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Time To Underweight Growth And Overweight Value
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In A High Interest Rates Regime, Cyclicals Outperform
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Overweight Energy And Aerospace And Defense
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Big Oil Is Profitable And Disciplined
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Aerospace And Defense Benefits From A Strong 
Pipeline Of New Orders
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Cybersecurity Will Also Be Bolstered Because Of 
Global Tensions
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Underweight Utilities  As Bond Proxies
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Underweight Materials As A Play On A Dollar And 
Slowing Global Growth
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Portfolio Positioning

Overweight 

• Monetary Tightening: Insurance, Banks

• Geopolitics: Energy, Aerospace & Defense, Cybersecurity

• Pent-up Demand for Services: Professional Business Services

• Government Spending: Construction and Engineering, Building 
Materials, Green and Clean, EV

• Defensive Growth: Software and IT Services, Health Care

• Defensives: Consumer Staples

 
Underweight

• Weak Demand For Goods: Semiconductors

• Slowing Global Growth: Chemicals, Metals & Mining

• “Higher For Longer”: Utilities

• Consumer Spending Slowdown: Consumer Services, Retailing

• Commercial Real Estate: Retail REITs, Office REITs

NOTE: ALLOCATION IS RELATIVE TO THE S&P 500. 

S&P SECTORS & STYLE

GROWTH

VALUE

LARGE

SMALL

ENERGY

MATERIALS

INDUSTRIALS

CAPITAL GOODS

TRANSPORTATION

COMMERCIAL & PROFESSIONAL SERVICES

CONSUMER DISCRETIONARY

AUTOMOBILES & COMPONENTS

CONSUMER DURABLES & APPAREL

CONSUMER SERVICES

RETAILING

CONSUMER STAPLES

FOOD & STAPLES RETAILING

FOOD, BEVERAGE & TOBACCO

HOUSEHOLD & PERSONAL PRODUCTS

HEALTH CARE

HEALTH CARE EQUIPMENT & SERVICES

PHARMACEUTICALS, BIOTECHNOLOGY & LIFE SCIENCES

FINANCIALS

BANKS

DIVERSIFIED FINANCIALS

INSURANCE

INFORMATION TECHNOLOGY

SOFTWARE & SERVICES

TECHNOLOGY HARDWARE & EQUIPMENT

SEMICONDUCTORS & SEMICONDUCTOR EQUIPMENT

COMMUNICATION SERVICES

TELECOMMUNICATION SERVICES

MEDIA & ENTERTAINMENT

REAL ESTATE

UTILITIES

 

– +
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Conclusions

• The vicious troika: Surging rates, an appreciating dollar, and higher energy 
prices are a triple whammy for US equities and other risky assets going 
forward.

• Earnings growth is expected to rebound into the yearend.  Looking further 
ahead, earnings growth will be under pressure should higher rates, energy, and 
the dollar persist.

• S&P 500 is highly concentrated: The Magnificent Seven continue to call the 
shots, but the bar is set high for these stocks – overweight Value vs. Growth. 

• Overweight Energy, Aerospace & Defense, And Cybersecurity to protect  
portfolio from geopolitical tensions.

• Underweight Metals & Mining, and Consumer Discretionary as growth both 
in the US and abroad is to slow further.
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