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The Russell 2000 Is Up Against Key Support

Since the rally kicked off last October, the ?Magnificent Seven? have outperformed all major stock
indexes. Among the laggards is the Russell 2000 Index. The Russell 2000 is made up of the
smallest 2000 public U.S. stocks. The graph on the left shows that since April, IWM (Russell 2000
ETF) is down 15% from the three recent peaks. Importantly, it is back to a critical technical line that
provided good support in 2022. The same line acted as resistance in 2018/2019. Further, it marks
the pre-pandemic highs. We will follow the index in relation to the support/resistance line closely.

Per Ed Yardeni, the forward P/E ratio of the Russell 2000 is 11.3. His graph to the right shows the
valuation is near the lowest it has been in 25 years. For reference, the forward P/E on the S&P 500
is 18 and in the middle of its 25-year range (13-26).

So why are Russell 2000 stocks trading at such cheap valuations and underperforming the broader
markets? For starters, passive investing has been steadily growing in popularity. As a growing
number of investors chase the largest indexes and the largest stocks, smaller stocks lag. On the
economic front, smaller companies generally have more trouble passing on inflation to their
customers. The result is slimmer profit margins than larger companies. Lastly, many smaller
companies are more indebted and have less access to the capital markets. It is estimated that a
quarter to a third of Russell companies pay more in debt costs than they earn. Investors refer to
such companies as zombies. Higher rates threaten zombies and other companies with high debt
levels. The Russell 2000 is undoubtedly cheap, but do your homework because high amounts of
debt and rising rates are a recipe for bankruptcy for some of these companies.
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What To Watch Today

Earnings



Fiscal Quarter  Consensus EPS* Last Years Last Year's

Time Symbel Company Mame Market Cap » Endi M A #0fEsts Report Date EPS*
o} HOM Boon Mobil Corporation  §433906066182 Sep/2023  $2.36 9 10282022 $4.45
o VX Chevron Corporation 8202503963399 Sep/2023  $3.68 8 10/28/2022  $5.56
o) ABEV AbbVie Inc. §258243979750 Sep/2023  §285 7 0/28/202  §366
O SNY sanofi $131,950,067,711 Sep/2023 §137 4 10/28/2022 8145
o EQNR Equinor ASA $103117,753178 Sep/2023  $0.97 2 sz 212
e IEN ICICI Bank Limited 3?9,?,?7,364,355 5&1}}2023 5031 1 10/22/2022 40,27
& AON Aan pl 64870714397 Sep/2023  §223 10 028202 8202
o CHTR Charter Communications, Inc.  $64535116771 Sep/2023  §7.73 8 10/28/2022  §7.38
O oL Colgate-Paimolive Company 860216210972 Sep/2023  $0.80 7 028202  $0.74
ﬂ- E ENI S.FOA. 35},&5&,1‘]5,243 SEprCIB £1.16 1 10/28/2022 5214
) $CC0 Southern Copper Corporation  $55,083949.916 Sep/2023 8077 3 028202 $0.67
& NWG NatWest Group plc $5040B376,445 Sep/2023  S0.28 1 028202  $0.14
3 PSX Phillips 66 $49841077781 Sepi20Z3  $478 5 0202 $6.46
o] MO Imperial Oil Limited $33822458700 Sep/2023 $174 2 ne 22
o KEL Xcel Energy Inc. 832504554307 Sep/0B 1.7 5 w0 18
O L¥B lyondellBasell ndustries NV~ $29748335714 Sep/2023  §1.98 8 028202 $1.96
=) K e Homunlkas| NdoTesia, 77 962621807 Sep/2023 N/A w2 w23
8 FMX m E‘f"’m"‘“”“ 821700030695 Sep/2023  $116 2 0282022 $1.49
& TROW T RowePrice Group, Inc. ~ $21,514385896 Sep/2023  $1.76 6 02772022 $1.86
Q CBRE CERE Group, Inc. S20706479621 Sep/2023 S065 3 w2z $1.13
& FTS Fortis Inc. $19217664000 Sep/2023  $0.55 4 10/28/2022  $0.54
@ i mumm MO gisseomnen sz 9131 9 e $1.3
o AER Aercap Holdings N.V S14670637804 Sep/2023  §244 4 naee 22
O AVTR Avantor, Inc. £13,640033917 Sep/2023 £0.25 10 10/28/2022 $0.34
o SWK Stanley Black & Decker,inc,  $12161,868830 Sepr2023  $084 4 027202 $0.76
® ROY Or. Reddy's Laboratories Lid ~ $11,120731,559 Sep/2023  $0.88 1 10/28/202  $0.82
1) SAIA Saia, Inc. §10118206510 Sep/2023  $359 7 031202 $367
o LECO Lincoln Electric Holdings, Inc. 89645312264  Sep/2023  $2.27 7 W02 §204
o VT nivent Electric pic STETSTITEZ Sep/0Z ST 4 028202 $0.66
o) GNTX Gentex Corporation §7.014746060 Sep/2023  $0.42 5 10/28/202  $0.31
& GTLS Chart Industries, Inc. 6446384335 Sep/2023  §161 7 e §13
) OMAB mmﬁ" delCentio o 199330443 Sep2023  §1.53 1 10282022 $113
o) AN AutoNation, Inc. $560B441634 Sep/023  §542 6 027202 86

o POR P"ﬂ'c ?;’"‘“‘ Blecic  o4000550712  Sepr2023 5045 2 0/25/2022  $065
(&) ENIC Enel Chile S.A $3970,160383  Sep/2073 B N/A $0.08
o BCPC Balchem Corporation $3.023257489 Sep/2023  $0.91 2 042022 $078
o) arp  MnceResouscePalies  ocizezoss sz 13 2 e
& ML Newell Brands Inc. $2061530000 Sep/2023  $0.23 6 028202  $0.53
o} ABR Arbor Realty Trust $2564402156 Sep/023 $0.47 4 N/04/2022  $055
& CRI Carter's, Inc. $2430359365 Sep/2023  §1.49 3 0/28/2022  $1.67
o PIPR Piper Sandler Companies  $2390847816 Sep/2023  §1.70 1 ez 23
0 FHE First Hawaiian, inc. 82235720384  Sep/2023 50.44 4 10/28/2022 $0.54

Fiscal Quarter  Consensus EPS* Last Years Last Year's

Time Symbol  Company Name MIItCT  oteg Forecast FOFEsls  pocortDate  EPS*
o} HOM Boon Mobil Corporation  §433906066182 Sep/2023  $2.36 9 10282022 $4.45
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Time Event Impact Actual Devo Consensus Previous

FRIDAY, OCTOBER 27
12:30 ®EUSD Core Personal Consumption Expenditures - Price Index (MoM)(Sep) [ - - 03%  0.1%
12:30 ®EUSD Core Personal Consumption Expenditures - Price Index (YoY)(Sep) 1 - - 37% 39%
12:30 BEUSD Personal Consumption Expenditures - Price Index (MoM)(Sep) ~ . - - 03%  0.4%
12:30 BEUSD Personal Consumption Expenditures - Price Index (YoY)(Sep) B - - s 35%
12:30 ®EUSD Personal Income (MoM)(Sep) | I ¥ U Y
12:30 ®EUSD Personal Spending(Sep) B - - 05 04%
14:00 ®EUSD Michigan Consumer Sentiment Index(Oct) | HEE 63 63
14:00 ®EUSD UoM S-year Consumer Inflation Expectation(Oct) | D W 3%
17:00 ®EUSD Baker Hughes US Oil Rig Count - - - 502
20:30 ®EUSD CFTC Gold NC Net Positions = - $1127K
20:30 ®EUSD CFTC Oil NC Net Positions . . - 306.4K
20:30 BEUSD CFTC S8P 500 NC Net Positions - - $-63.K
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Market Trading Update

As discussed yesterday morning on Before The Bell, we now have a confirmed break of the 200-
DMA. The selling continued into the close yesterday as the previous safe haven of large-cap
technology stocks has come under pressure. With the break, there is some minor support between
current levels and the 50% retracement level of the rally that started in November last year. The
market is oversold technically on many levels, which suggests further downside is likely limited.
However, the potential upside is also likely limited for now, with several resistance levels overhead.
Use rallies back toward the 50-DMA to reduce risk and raise cash as needed. While a year-end
rally is likely, there is currently a risk of further downside before the rally begins. Remain cautious
for now.



https://www.youtube.com/watch?v=nKXG1bfgj20
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Q3 GDP Comes In Red Hot

Q3 GDP grew at an annualized rate of 4.9%, well above expectations of 4.4%. Consumer spending
led the charge, rising 4%, a nice increase from 0.8% last quarter. Government spending, +4.6%,
also propelled GDP higher. The contributions to GDP are shown below, courtesy of Joseph
Poitano. The price deflator was +3.5%, 1% more than expectations. While that may be cause for
concern at the Fed, the core price deflator, excluding food, energy, and housing, was only +1.8%.
Today?s monthly PCE prices index will give us a more current read of inflation.

The initial stock and bond market reactions were positive. Based on the Atlanta Fed GDPNow
estimate of 5.4%, Investors were expecting a higher number than analysts were expecting. Further,
GDP lags. Not only does it report data that is several months old, the data tends to be revised over
time. Often, heading into a recession, GDP is revised sharply lower.


https://tinyurl.com/BBR-2023
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Albert Edwards Questions The Hot Economy

Albert Edwards shares the graph below, which questions yesterday?s strong GDP print. He
cautions that we should keep a close eye on core durable goods orders as they tend to correlate
with economic activity. Per Edwards:

For all the talk of a resilient economy, core orders (non-defense cap goods ex aircraft)
look pretty weak in real terms. The data is published in nominal terms, and the Conf
Board publishes the real data later

His broader point is that inflation is distorting economic data. Inflation is impossible to measure with
great accuracy. Therefore, looking at nominal and real data side by side is helpful. As he shows,
the volume of durable goods orders is at a 15-year high, yet on an inflation-adjusted basis, it is well
below the highs and in line with recessionary periods.



From our point of view, the economy is not in a recession, but it?s also likely not as strong as some
data might lead us to believe.
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Tweet of the Day

3

Carl Quintanilla @carlquintanilla - 1h - #*

BERNSTEIN: “. For the 29% of S&P 500 companies that have reported
third quarter results so far, earnings are up +11% .. but without the
contributions of the ‘Magnificent 7’ stocks, index EPS growth would drop
to-8.6% ." $5PX

ExsealT & Comsensus forecasts for the S&P 500 as a whole are for eamings to decline -3.1% year-over-year on 1.5%
higher revenues, with real estate and energy expected to be the largest drags on the bottom line

S&P 500 ; Tap and Batiom Line YoY_% Growth
/s ol _1NZSI2023
2023 Q3 Estimates | 2023 04 Estimates | 2024 01 Estimates | 2024 02 Estimates
Secior ve 2022 O3 Actuals | v 2022 04 Actuats | ve 202301 Actuale | ve 2023 02 Actuals
Eamings | Salws | Eamings | Seles | Eamings | Sales | Emmings | Sales
Communaalion Serces 30.5% 55%| 394% 60| Z0.4% 68%] 15.1% B.7%]
Consumer Discretionany 16.6% s6%| 233% apw| 132% 6.7% 5.8% 6.2%
Firancak o 8% 4.5% 25% 75% 0.5% 3.2% 3.6% 2.4%
Infarmation Techralogy 4T% 20%|  130% 12| 154%m ek 128w 2.3%
Uiities 41% L Y 2e%| 22w 20| 1264 8.4%
Industrials 2% 1.2% 2% 2.1% 10,0% 4.5% 4.9% 4.8%
Consumer Staples 1.5% 4. 2% 0.8% 1.3% 5.7% 2.9% Lo 1.0%
Haalth Carg 21.1% 4.3% 5.2% 4.3% 31% 4.3% 24.9% 4.3%
Matoripls 226% -5.8% 10.8% 3.5% &, T% £0.3% 4.2% 23%
Enagy 355% 16T 21.8% A% -1.2% 3.3% 2006% 8T%
Rieal Exato 4B 0% S5%|  40.4% B.4% 1.9% s7%|  -14.3% 52%
SAP500 3.1% 1.5%) 6.1% 30% 7.7% AT 11.1% 5.3%
S&P500 Ex Financials 1% 1.1%) 6.7% 4% B6% Ao  125% 5.7%
SAPS00 Ex Enrgy _15% 3.5% 94% 46% 2.0% 48%  104% 5.0%|
Magnificient 7- 331%  109%| 442%  13.1%| 250%  13.7%| 155%  126%
SAPS00 Ex Magnificient 7 BEY 0.3% 0.5 25% 4.0% a6%  104% 4.3%

*Magnificient T includes Apple, Microsoft, Alphabet, Amazon, Nvida, Tesla and Mata Platformes,

Source: Factiel, NS, Buemalvn analyiy
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Please subscribe to the daily commentary to receive these updates every morning before
the opening bell.

If you found this blog useful, please send it to someone else, share it on social media,
or contact us to set up a meeting.
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