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A  H O S T  O F  C O N T R A D I C T I O N S

This morning’s lead story in the Wall Street Journal is about the resilient U.S. 
economy. According to the report, strong hiring, consumer spending, stock 
market, and housing trends are all helping. Yet, a closer look shows some  
peculiar disconnects. Productivity fell again last quarter, manufacturing is 
rolling over, and the money supply is falling. Moreover, higher interest rates 
pose a challenge as the S&P 500 moves toward bull market territory.



CASE FOR GROWTH

Last week, a scorching hot May jobs report showed the 

U.S. economy adding 339,000 jobs, far above expecta-

tions. Private payrolls grew 283,000, up 2.7% from a year 

ago (Chart A, page 4). In recent cycles, recessions tend 

to follow whenever private job growth falls below a 1% 

“stall speed.” We are well above that level today.

With an unemployment rate near 3.7% and employers 

eager to find workers, it is hard to argue the economy is 

weak. A separate report from payroll provider Automatic 

Data Processing shows those staying in their job saw a 

6.5% pay rise from a year ago. More interestingly, job 

changers earned 12.1% more than a year ago.

The article further explains that consumers are flush with 

cash and spending. The author cites a Federal Reserve 

Bank of San Francisco report. That report posits that 

people in the United States have about $500 billion of 

“excess savings” — the amount above what would have 

been expected had pre-pandemic trends persisted. Rising 

incomes, plentiful jobs, and flush savings explain why 

consumption is up a whopping 7% from a year ago. In the 

ten years before the pandemic, average spending growth 

ranged from 2.75-3.75%.

Lastly, we see asset prices showing some tentative signs 

of firming up. For example, the S&P 500 at 4,293 is up 

20% from the October 6, 2022 low of 3,577. A sustained 

20% rise from a market bottom would constitute the 

bookend of a bear market drop. Generally, a 20% rise 

over at least a few months would be considered a “bull 

market.” And sales of new homes rose last month to 

683,000 units from a multi-year low of 534,000 units last 

July. Even the S&P CoreLogic Case-Shiller U.S. National 

Home Price Index increased in the past two months.

The strong job market, persistence in consumption 

spending, and resilience in asset values undergird the 

bull case for the economy and markets.

SOME CAVEATS

Three caveats come to mind that give us pause, despite 

the journal’s analysis:

1. We know that policy tightening, such as the Federal 

 Reserve’s (Fed’s) past year’s rate hikes, works with 

 a lag.

2. There is evidence the cyclical parts of the economy 

 are now struggling.

3. The stock market’s advance lowers return expecta-

 tions exactly as cash returns rise.

BORROWERS PINCHED

The market expected interest rates to remain around 1% 

early last year. As the Fed rapidly increased rates, the 

expectation for what could be earned holding cash or 

equivalents also rose. Today, forwards markets expect 

cash returns a year from now to be about 5%, up about 

0.5% from a few weeks ago.

Higher rates mean that the cost of borrowing money is on 

the rise. For example, according to Bankrate, the average 

rate on a 30-year mortgage is now near 7% versus 3% a 

little over a year ago. This means a $250,000 mortgage 

payment is now $1,663 versus $1,054 a year ago (a 60% 

increase). It also means the cumulative interest payments 

on the $250,000 principal would be $348,000 today versus 

$129,000 in early 2022 (a 170% increase). It is far harder to 

justify purchasing a home with borrowed money today.
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CONFLICTING SIGNS

In contrast to the employment report, last week’s 

Institute of Supply Management’s (ISM) manufacturing 

survey was weak (Chart B, page 4). As you can see, new 

orders for manufactured goods are now at recessionary 

levels. The May release was the ninth month of sub-50 

readings (contractionary), and the 3-month average of 

44.2 is the lowest since the pandemic hit. 

There is a strong historical correlation between this index 

and corporate earnings. The chart below shows the past 

relationship between forecast earnings for the S&P 500 

and the ISM Manufacturing index (Chart C, page 5). 

It should be noted that the past few weeks have seen 

the two indices move in different directions. While the 

manufacturing index has been moving lower, the past 

month has seen the S&P 500 forward 12-month operat-

ing earnings estimate rise to $228 from $224. Either the 

economy gets a lift to justify higher earnings or the 

earnings will likely suffer. 

Another sign that conflicts with the growth scenario 

is the supply of money. As Chart D on page 5 shows, a 

historic contraction in the money supply, measured as 

cash and ready cash in bank accounts, is now falling 

(after a sharp pandemic-era rise). The economist’s mea-

sure of money supply, known simply as “M2,” is down 

4.5% in the past year, something not seen before since 

records began. Contracting money supply generally 

points toward deflation and economic contraction, not 

inflation and economic expansion.

Finally, our WCA Barometer remains near 50, with a 

significant margin of error and high uncertainty around 

the forecast (Chart E, page 6). This means the mix of 

positive and negative signals is about 50/50%. Moreover, 

the mix has been directionless for the past few months. 

We have no strong view about the near-term direction of 

the economy and market conditions. Consequently, stock 

and bond exposure in tactical portfolios is very close 

to benchmarks.

CHALLENGING MARKET EXPECTATIONS

Lastly, the S&P 500’s rally now places the index above 

the average Wall Street strategist’s year-end forecast. The 

average year-end S&P 500 forecast by strategists is 3,966. 

With the S&P 500 trading at 4,293 as of this writing, this 

implies an average expected market price return of -7.6% 

for the remainder of the year. Against a T-Bill return of 

about 5.3%, the difference is a positive 12.9% in favor of 

cash over stocks (assuming we believe the strategists).

CONCLUSION

Although last month’s employment report bolsters the 

case for the economy, we see lots of crosscurrents. These 

crosscurrents make it difficult to conclude that the prog-

ress seen to date will be sustained. The cumulative effects 

of rate hikes are not yet fully impacting the economy; 

there are signs of weakness in some critical parts of the 

economy, and the market’s rally likely limits the upside. 

For these reasons, we continue to emphasize the impor-

tance of quality. We are also staying close to benchmarks 

in our tactical positioning until more clarity emerges.
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CHART A   |  U.S. PRIVATE PAYROLL GROWTH Source: Bureau of Labor Statistics

CHART B   |  ISM MANUFACTURING SURVEY CONTRACTION Source: Institute for Supply Management
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CHART C   |  CORRELATION BETWEEN ISM AND S&P EARNINGS Source: Institute for Supply Management, Bloomberg

CHART D   |  MONEY SUPPLY’S HISTORIC CONTRACTION Source: Federal Reserve
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CHART E   |  WCA BAROMETER Source: WCA, Bloomberg
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WCA Fundamental Conditions Barometer Description: We regularly assess changes in fundamental conditions to help guide near-term asset allocation 
decisions. The analysis incorporates approximately 30 forward-looking indicators in categories ranging from Credit and Capital Markets to U.S. Economic 
Conditions and Foreign Conditions. From each category of data, we create three diffusion-style sub-indices that measure the trends in the underlying data. 
Sustained improvement that is spread across a wide variety of observations will produce index readings above 50 (potentially favoring stocks), while read-
ings below 50 would indicate potential deterioration (potentially favoring bonds). The WCA Fundamental Conditions Index combines the three underlying 
categories into a single summary measure. This measure can be thought of as a “barometer” for changes in fundamental conditions.

Index Descriptions: WCA Quality Indices are based on Washington Crossing Advisors’ quantitative analysis of firms along three dimensions: asset profit-
ability, consistency, and leverage. Higher quality companies are defined as those which fall in the top quintile of largest-cap U.S. companies and tend to have 
higher average profitability, greater than normal consistency, and low leverage. Lower quality companies are defined as those which fall in the lowest quintile 
based on the same criteria. Indices are reconstituted annually, continuously rebalanced, and presented on a total return basis, as calculated by Bloomberg. 
Indices are unmanaged and do not represent performance of any actual portfolio or portfolio strategy offered by Washington Crossing Advisors, LLC.

Standard & Poor’s 500 Index (S&P 500) is a capitalization-weighted index that is generally considered representative of the U.S. large capitalization mar-
ket. S&P 500 Growth Index and S&P 500 Value Indices are designed to provide a comprehensive measure of global equity growth and value performance. 
S&P High Beta Total Return Index is designed to measure the performance of the constituents of the S&P 500 that are most sensitive to changes in market 
returns.
S&P Low Beta Total Return Index is designed to measure the performance of the constituents of the S&P 500 that are least sensitive to changes in market 
returns.

The information contained herein has been prepared from sources believed to be reliable but is not guaranteed by us and is not a complete summary or 
statement of all available data, nor is it considered an offer to buy or sell any securities referred to herein. Opinions expressed are subject to change without 
notice and do not take into account the particular investment objectives, financial situation, or needs of individual investors. There is no guarantee that 
the figures or opinions forecasted in this report will be realized or achieved. Employees of Stifel, Nicolaus & Company, Incorporated or its affiliates may, at 
times, release written or oral commentary, technical analysis, or trading strategies that differ from the opinions expressed within. Past performance is no 
guarantee of future results. Indices are unmanaged, and you cannot invest directly in an index.
 Asset allocation and diversification do not ensure a profit and may not protect against loss. There are special considerations associated with inter-
national investing, including the risk of currency fluctuations and political and economic events. Investing in emerging markets may involve greater risk 
and volatility than investing in more developed countries. Due to their narrow focus, sector-based investments typically exhibit greater volatility. Small 
company stocks are typically more volatile and carry additional risks, since smaller companies generally are not as well established as larger companies. 
Property values can fall due to environmental, economic, or other reasons, and changes in interest rates can negatively impact the performance of real 
estate companies. When investing in bonds, it is important to note that as interest rates rise, bond prices will fall. High-yield bonds have greater credit risk 
than higher-quality bonds. The risk of loss in trading commodities and futures can be substantial. You should therefore carefully consider whether such 
trading is suitable for you in light of your financial condition. The high degree of leverage that is often obtainable in commodity trading can work against 
you as well as for you. The use of leverage can lead to large losses as well as gains.
 All investments involve risk, including loss of principal, and there is no guarantee that investment objectives will be met. It is important to review 
your investment objectives, risk tolerance and liquidity needs before choosing an investment style or manager. Equity investments are subject generally to 
market, market sector, market liquidity, issuer, and investment style risks, among other factors to varying degrees. Fixed Income investments are subject to 
market, market liquidity, issuer, investment style, interest rate, credit quality, and call risks, among other factors to varying degrees.
  This commentary often expresses opinions about the direction of market, investment sector and other trends. The opinions should not be considered 
predictions of future results. The information contained in this report is based on sources believed to be reliable, but is not guaranteed and not necessarily 
complete. The securities discussed in this material were selected due to recent changes in the strategies. This selection criteria is not based on any measure-
ment of performance of the underlying security. Washington Crossing Advisors LLC is a wholly owned subsidiary and affiliated SEC Registered Investment 
Adviser of Stifel Financial Corp (NYSE: SF). Registration with the SEC does not imply a certain level of skill or training.
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