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Headline worries persist but the technical backdrop continues to show evidence of improving.  
While debt ceiling and recession worries continue to dominate the headlines, it is important for investors 
to stay focused on the longer-term incremental improvement that has evolved over the past two 
quarters. The monthly S&P 500 chart below illustrates a number of noteworthy technical developments 
that provide important perspective.  
As a reminder, we view the lows that developed between Q3 and Q4 last year to be the lows for the 
current cycle. This view is supported by the long-term mometum indicator in the top panel, which was 
oversold and bottoming in Q4 2022 just as the S&P began to show evidence of stabilizing near its red 
4-year moving average which coincided with the lower end of the blue shaded uptrend band near the 
blue arrow. In addition, the monthly momentum indicator has now crossed above the zero axis, which 
we view to be confirmation that the trend has turned positive. Our expectation is that the S&P remains 
in a choppy sideways trading range through much of 2023 with 4200-4300 an important resistance 
band.  
Overall, we believe the technical backdrop is improving and we expect pullbacks to be relatively short 
lived and opportunities for investors to continue building equity exposure in anticipation of further 
upside in 2024.  
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S&P – Trading levels that matter – Is a breakout pending? After rallying strongly in March, the S&P 
has traded sideways above 4039-4078 support through April and May. Short-term momentum 
indicators, tracking 2-4 week swings, have moved from overbought levels in early April to moderately 
oversold into mid-May. These indicators suggest that the next move for the S&P is to the upside to 
challenge resistance at 4160-4195 and potentially rally to next resistance at 4325.  

 

Russell 2000 Small-cap Index – Early signs of bottom at critical support. While large-cap growth 
has lifted the S&P 500 through 2023, a myriad of smaller regional banks have dragged the Russell 
2000 Index down to challenge an important support band between 1641-1700 that began in June 
2022. While the small-cap index has obviously lagged large-caps, the chart below illustrates that it is 
showing very early signs of bottoming, which we view as an encouraging step for the broader equity 
market. While a break below 1641 would be a major technical concern, our expectation is the Russell 
2000 will continue to show evidence of bottoming over the coming months.  
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Semiconductors continue to show evidence of improving. Despite concerns of a pending 
recession by many investors, the technical pattern of the SOX Semiconductor Index is encouraging as 
it successfully bounced from support near the April and March 2023 lows. A move above the March 
highs at 3230 would confirm the trend for the group is higher with next resistance near 3633.  

 

Industrial Machinery remains resilient depite economic concerns. The S&P 1500 Industrial 
Machinery Index has traded in a resilient sideways range above key support near 1376 coinciding with 
its red rising 40-week (200-day) moving average. While investors remain concerned about an economic 
slowdown, this cyclical sector suggests the economic slowdown is likely to be short lived. A move above 
the March highs at 1539 would confirm the group’s uptrend with potential to test of the 2022 highs.  
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