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Weekly Market Guide

Short-Term Summary: After trading down to the 200-DMA, U.S. equities have moved higher this week. However,
we believe this back and forth trading that we have seen over the last couple weeks, is normal and likely to persist
as we believe the S&P 500 remains in a consolidation phase as the rate of ascent slows and digests the strong
move higher from the March lows.

In the near-term, the percentage of stocks trading above their 10-DMA has not reached overbought territory
suggesting that there could be some further upside to this recent run. However, we generally believe the market
is likely to trade in a range of +5% to -5%, or 3,200-3,250 on the upper bound to 2,950-3,000 on the lower bound
assuming the consolidation is "normal". If the market backdrop, however, becomes more challenging in regards
to COVID-19 cases, US/China tensions becoming the central influence, or a stall in the economic recovery, the draw
down could be more severe towards to the 2736-2850 range, or 8%-12% lower than current levels. We continue to
have a positive bias, and would use bouts of volatility as buying opportunities.

Despite the uncertainties, we continue to find signs of optimism the recovery is well underway, even if there is still
a long road until full recovery.

● The US jobs market continues to show some improvement (which should be positive for sectors levered to
consumption such as Consumer Discretionary (recently upgraded to Overweight)) as the unemployment rate
moved lower to 11.1%, however, it is still a far cry from the under 4% seen prior to the pandemic.

● US ISM Manufacturing returned to expansionary territory. Historically, rising ISM Manufacturing readings
have held a strong correlation to rising 10-year yields, and improving relative performance in the small-caps.
However, there seems to be a disconnect between the improvement in the ISM Manufacturing data and the
relative performance of small cap and yields, which did not respond accordingly to the recent data. We would
continue to monitor this as it could present a "catch-up" trade opportunity for small-caps.

● Copper prices continue to move higher, which historically has been seen as a good indicator for the health of
the global macro environment, and tends to have a strong correlation to Chinese equities. A continued move
higher in copper could lead to continued improvement in the relative performance of Chinese equities, along
with Emerging Markets.
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The economy in the U.S. continues to show signs of early improvement, but 
still a ways to go before full recovery.  US ISM Manufacturing returned back 
into expansionary territory (above 50) with its latest reading of 52.6 and ISM 
new orders for June at 56.4.  Historically, there has been a correlation 
between US ISM Manufacturing and the 10-year bond yield, but with this 
latest report, there appears to be a disconnect as the 10-year yield failed to 
respond to the break-out in ISM Manufacturing.   
 
Also, important to the recovery is the U.S. jobs market given its high 
dependence on the consumer (which accounts for nearly 2/3 of GDP).  
Overall, non-farm payrolls rose for the second straight month after 
bottoming just north of 130.4 million.  The recent improvement in the jobs 
market has pushed the overall unemployment rate down to 11.1% from a 
high of 14.7%.  However, it will likely take time to get back to under 4%.  
During prior two recessions (dot com bubble and Great Financial Crisis), it 
took 48 months and 76 months, respectively, to fully recover to prior peak 
nonfarm payroll numbers.   

Source: FactSet, Raymond James Equity Portfolio & Technical Strategy 

US economic data reported in the past week: 

10-Year Yield 

Event Period Actual Consensus Prior

Personal Income May -4.20% -6.00% 10.80%

Personal Spending May 8.20% 9.30% -12.60%

Core PCE Deflator YoY May 1.00% 0.90% 1.00%

U. of Mich. Consumer Sentiment Jun F 78.1 79.2 78.9

U. of Mich. Current Conditions Jun F 87.1 88.0 87.8

Pending Home Sales MoM May 44.30% 19.30% -21.80%

Dallas Fed Manufacturing Activity Jun -6.1 -21.4 -49.2

Consumer Confidence- Conference Board Jun 98.1 91.5 85.9

Mortgage Applications 26-Jun -1.80% -8.70%

ADP Employment Change Jun 2,369K 2,900K 3,065K

ISM Manufacturing Jun 52.6 49.8 43.1

ISM New Orders Jun 56.4 51.9 31.8

Nonfarm Payrolls Change Jun 4,800K 3,230K 2,699K

Unemployment Rate Jun 11.10% 12.50% 13.30%

Initial Jobless Claims 27-Jun 1,427K 1,350K 1,482K

U.S. Job Market Improving- 
Unemployment Rate 

elevated, but down to 11.1% 

Unemployment Rate 

Nonfarm Payrolls 
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FUNDAMENTALS 
 

With the 2Q just closing, Q2 earnings season will begin in a few weeks.  Expectations 
are for S&P 500 earnings to contract by 43.9% YoY.  Despite the significant 
contraction, 2Q is expected to be the trough for earnings with improvement 
throughout 2H 2020 and into 2021.  Currently, consensus expectations for 2021 of 
$162.12 would suggest a full recovery above 2019 levels.   
 
As seen below, all 11 sectors are expected to see YoY declines in EPS.  Not 
surprisingly, some of the more defensive sectors, such as Utilities, Real Estate, 
Health Care, and Consumer Staples are expected to see the fundamentals hold up 
better than some of the more Cyclical sectors of Financials, Industrials, Consumer 
Discretionary, and Energy.  The Consumer Discretionary and Energy sectors are 
expected to see the absolute level of earnings in 2Q turn negative.  Technology 
continues to exemplify leadership, not only from a stock standpoint, but a 
fundamental perspective with 2Q EPS expected to only decline 9%, the second best 
amongst sectors.   

Source: FactSet, Raymond James Equity Portfolio & Technical Strategy 
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TECHNICAL: SHORT TERM 

The consolidation phase seen over the last few weeks 
continues with the market attempting to balance areas of 
improving economic conditions (off of the bottom) in the 
US  with rising COVID-19 cases and other mounting risks.  
Moreover, given the sharp move off the bottom, it is not 
surprising to see some period of consolidation.   Without 
anything to disrupt the current narrative and the 
consolidation as “normal” (+5%/-5%), we would expect 
the market to be somewhat range bound with the lower 
bound of ~2950-3000 (50-DMA) and the upper bound of 
3200-3250 over the coming weeks/months.   
 
If a more challenging backdrop emerges in regards to 
cases, US/China relations, or the economic recovery is 
derailed, we could see a drawdown in the 8-12% range, 
which would take the lower bound closer to towards 
2736-2850.  In any event, we continue to have a positive 
bias towards equities and view pullbacks as buying 
opportunities. 
 
From a fundamental perspective, we use 3,111 as our 
base case S&P 500 price target for 2020.  With the S&P 500 
currently trading in line with this target, we would look to 
accumulate on pullbacks.  Also our bull case target 
remains 3,384 (upside surprises to virus spread and 
consumer activity), and our bear case target remains 2431 
(downside surprises to virus spread, consumer activity, as 
well as accelerating US/China trade tensions and odds of 
a Democratic sweep). 

Source: FactSet, Raymond James Equity Portfolio & Technical Strategy 
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TECHNICAL: SHORT TERM 

The % of stocks trading above its 10 DMA is off its lows and out of 
oversold levels.  However, it is not yet overbought in the near-term, 
suggesting that the recent bounce of the 200-DMA may continue in the 
very near-term.  However, given our belief (as described previously) that 
the S&P 500 is in a consolidation period, upside is likely capped around 
the 3200-3250 range.   
 
Longer-term, the % of stocks trading above its 200 DMA remain well off 
overbought territory, further contributing to our long-term bias towards 
equities.   
 
From a sector perspective, the most overbought in the near-term would 
be the Utilities and Real Estate sectors with Energy continuing to be 
significantly oversold.   

Source: FactSet, Raymond James Equity Portfolio & Technical Strategy 
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TECHNICAL: SMALL CAPS 
Price action of the small-cap index remains frustrating as it has yet to break-out after 
failing at the 200-DMA and rolling back to the 50-DMA.  However, some encouraging 
signs are that the 50-DMA has proven to be a formidable support level and the small-
caps were able to hold the recent uptrend. As we saw on page 2, there has historically 
been a correlation between ISM Manufacturing and the 10-year yield.  While the Fed has 
signaled that short-term rates are likely to remain low through 2022, a persistently 
higher manufacturing environment could push the 10-year higher and be a nice 
catalyst for a small-cap “catch-up” trade given the recent de-coupling between small-
caps relative performance (did not react to improvement to ISM Manufacturing data), 
the 10-year yield (remain low), and US ISM Manufacturing (which is improving).  
Quarterly earnings growth for small-caps continues to be volatile, but the technical 
picture is starting to improve for small-caps (holding above their 50-DMA and relative 
performance has put in higher lows).    This will be an area to keep an eye on over the 
coming weeks/months to see if the recent improvement is sustainable as small-caps 
have historically led large caps emerging from recessionary periods.   

Source: FactSet, Raymond James Equity Portfolio & Technical Strategy 

Small cap relative performance 
has a 82% correlation with the US 
10 year yield over the past 5 years 

Small cap relative performance has 
generally trended (64% correlation) with 

ISM manufacturing over the past 10 years 

US ISM Manufacturing (reading of 52.6) 
is back into expansionary territory– this 

should be a positive for small-caps 

Bounced off 
the 50 DMA 
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Source: FactSet, Raymond James Equity Portfolio & Technical Strategy 

TECHNICAL: CONSUMER DISCRETIONARY 
 

We recently upgraded the Consumer Discretionary sector (please reference our Sector Analysis- June 2020) as U.S. economy recovers.  Overall, as seen in today’s 
non-farm payrolls, the U.S. jobs market continues to improve.  Given our belief that a large portion of the job losses are classified as “temporary”, the recovery could 
be swift as the economy reopens and employees return to work.  While there is still a long road to full recovery (hotel revenues per available room still down over 
60% and travel still down 75%), we believe the excessively high savings rate (aided by the unprecedented monetary/ fiscal measures) coupled with the inability to 
spend during lockdown should be a positive for the typically spend-happy US consumer once the economy fully reopens.  We would continue to be selective on an 
individual basis, as the average stock within Consumer Discretionary (equal-weight index) remains down ~20% YTD while the cap-weighted index was the second 
best performing sector (+6.6%) in 1H 2020 driven by large exposure to e-commerce and home improvement giants that represent about 50% of the cap-weighted 
index.  We would like to see a continued broadening out of the strength in the sector, but the recent improvement in relative performance off of the low in the equal-
weighted index is encouraging.   

Failure to hold the 200-DMA is negative    
 
Index bouncing off the 50-DMA is a 
potential starting point to rebuilding 
momentum. 
 
Earnings reports will likely influence the 
trend  

RS holding an 
uptrend so far 

2nd Best Performing 
Sector in 1H 2020  

Consumer Discretionary  
Equal-Weighted 

Consumer Discretionary  
Cap-Weighted 
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Source: FactSet, Raymond James Equity Portfolio & Technical Strategy 

TECHNICAL: COPPER AND CHINA 
 

Copper prices continue to move higher, which can be a good indicator for the health of the global macro environment.  As seen below, historically, the 5-year 
correlation between copper prices and Chinese equities has been 85%.  If the strength in copper is sustainable, Chinese equities look poised to break above January 
highs and serve as a nice catalyst to drive the relative performance of Chinese equities (and potentially Emerging Market equities) higher.   

China 

China could break above 
January highs 

Chinese equities (and Emerging 
Markets) have a 85% correlation 
with the price of Copper—rising 

Copper pricing could push Chinese 
equities to 1-year highs 
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Source: FactSet, Raymond James Equity Portfolio & Technical Strategy 

TECHNICAL: 1H 2020 PERFORMANCE DOMINATED BY LARGE CAPS 
 

As seen below, the returns seen in 1H 2020 have been dominated by the large cap 
names.  The largest 10 names on average returned 7.8% while the overall S&P 500 
was down 4%.  Additionally, the three largest stocks (AMZN, APPL, and MSFT), which 
make up 16% of the S&P 500, were up on average +35% over this period.  Excluding 
these names, the S&P 500 would have been -8% vs. actual returns of -4%, masking the 
reality the economy is still challenged.  
 
As seen to the right, the equal-weight index has given up relative performance to the 
cap-weighted index over the last few years, suggesting that the rally in equities was 
relatively narrow.  However, following the market low, the equal-weight index 
attempted to regain some relative performance, suggesting some broadening out, 
which is positive for equities.  However, this has not been sustainable as large caps 
continue to dominate.  We would look for further relative strength in the equal-weight 
index for get constructive that the recent consolidation phase is likely over.   
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Source: FactSet, Raymond James Equity Portfolio & Technical Strategy 

DIVIDENDS NOT PROVIDING SUPPORT IN 1H 2020 
 

Overall, equity income strategies have offered little support in 1H 2020 with Growth and non-dividend paying companies continuing to dominate performance.  As 
seen below, the average return for non-dividend paying companies has been 2.1% through 1H 2020, while the average dividend paying stock was down 13%.  Not 
surprisingly, sectors with large exposure to higher growth companies such as Technology and e-commerce within Consumer Discretionary are the best performing 
sectors through the 1H 2020.   
 

M20-3149998 
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IMPORTANT INVESTOR DISCLOSURES
This material is being provided for informational purposes only. Expressions of opinion are provided as of the date above and subject to change. Any information should not
be deemed a recommendation to buy, hold or sell any security. Certain information has been obtained from third-party sources we consider reliable, but we do not guarantee
that such information is accurate or complete. This report is not a complete description of the securities, markets, or developments referred to in this material and does not
include all available data necessary for making an investment decision. Prior to making an investment decision, please consult with your financial advisor about your individual
situation. Investing involves risk and you may incur a profit or loss regardless of strategy selected. There is no guarantee that the statements, opinions or forecasts provided
herein will prove to be correct.

Sector investments are companies engaged in business related to a specific sector. They are subject to fierce competition and their products and services may be subject to
rapid obsolescence. There are additional risks associated with investing in an individual sector, including limited diversification.

Commodities and currencies investing are generally considered speculative because of the significant potential for investment loss. Their markets are likely to be volatile and
there may be sharp price fluctuations even during periods when prices overall are rising.

Links to third-party websites are being provided for informational purposes only. Raymond James is not affiliated with and does not endorse, authorize, or sponsor any of
the listed websites or their respective sponsors. Raymond James is not responsible for the content of any third-party website or the collection or use of information regarding
any websites users and/or members.

This report is provided to clients of Raymond James only for your personal, noncommercial use. Except as expressly authorized by Raymond James, you may not copy,
reproduce, transmit, sell, display, distribute, publish, broadcast, circulate, modify, disseminate, or commercially exploit the information contained in this report, in printed,
electronic, or any other form, in any manner, without the prior express written consent of Raymond James. You also agree not to use the information provided in this report for
any unlawful purpose. This report and its contents are the property of Raymond James and are protected by applicable copyright, trade secret, or other intellectual property
laws (of the United States and other countries). United States law, 17 U.S.C. Sec. 501 et seq, provides for civil and criminal penalties for copyright infringement. No copyright
claimed in incorporated U.S. government works.

Index Definitions

The S&P 500 is an unmanaged index of 500 widely held stocks that is generally considered representative of the U.S. stock market.

The Dow Jones Industrial Average (DJIA) is a price-weighted average of 30 significant stocks traded on the New York Stock Exchange (NYSE) and the NASDAQ.

The NASDAQ Composite is a stock market index of the common stocks and similar securities listed on the NASDAQ stock market.

The MSCI World All Cap Index captures large, mid, small and micro-cap representation across 23 Developed Markets (DM) countries. With 11,732 constituents, the index is
comprehensive, covering approximately 99% of the free float-adjusted market capitalization in each country.

The MSCI EAFE (Europe, Australasia, and Far East) is a free float-adjusted market capitalization index that is designed to measure developed market equity performance,
excluding the United States & Canada. The EAFE consists of the country indices of 21 developed nations.

The MSCI Emerging Markets Index is designed to measure equity market performance in 23 emerging market countries. The index's three largest industries are materials,
energy, and banks.

The Russell 2000 index is an index measuring the performance of approximately 2,000 smallest-cap American companies in the Russell 3000 Index, which is made up of 3,000
of the largest U.S. stocks.

The NYSE Alerian MLP is the leading gauge of energy infrastructure Master Limited Partnerships (MLPs). The capped, float-adjusted, capitalization-weighted index, whose
constituents earn the majority of their cash flow from midstream activities involving energy commodities, is disseminated real-time on a price-return basis (AMZ) and on a
total-return basis (AMZX).
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The Barclays Intermediate Government/Credit Bond index measures the performance of U.S. Dollar denominated U.S. Treasuries, government-related and investment grade
U.S. corporate securities that have a remaining maturity of greater than one year and less than ten years.

The Euro Stoxx 50 Index is a market capitalization weighted stock index of 50 large, blue-chip European companies operating within Eurozone nations. Components are
selected from the Euro STOXX Index which includes large-, mid- and small-cap stocks in the Eurozone.

The China CSI 300 is a capitalization-weighted stock market index designed to replicate the performance of top 300 stocks traded in the Shanghai and Shenzhen stock
exchanges. It had a sub-indexes CSI 100 Index and CSI 200 Index.

The S&P 500 Futures is a capitalization-weighted index of 500 stocks. The index is designed to measure performance of the broad domestic economy through changes in the
aggregate market value of 500 stocks representing all major industries.

The DJIA Futures is a stock market index futures contract traded on the Chicago Mercantile Exchange`s Globex electronic trading platform. Dow Futures is based off the Dow
30 stock index.

The Nasdaq 100 Futures is a modified capitalization-weighted index of the 100 largest and most active non-financial domestic and international companies listed on the
NASDAQ.

Europe: DAX (Deutscher Aktienindex (German stock index)) is a blue chip stock market index consisting of the 30 major German companies trading on the Frankfurt Stock
Exchange.

Asia: Nikkei is short for Japan's Nikkei 225 Stock Average, the leading and most-respected index of Japanese stocks. It is a price-weighted index composed of Japan's top 225
blue-chip companies traded on the Tokyo Stock Exchange.

Keep in mind that individuals cannot invest directly in any index, and index performance does not include transaction costs or other fees, which will affect actual investment
performance. Individual investor's results will vary. Past performance does not guarantee future results. Future investment performance cannot be guaranteed, investment
yields will fluctuate with market conditions.

International Disclosures

For�clients�in�the�United�Kingdom:

For clients of Raymond James Financial International Limited (RJFI): This document and any investment to which this document relates is intended for the sole use of
the persons to whom it is addressed, being persons who are Eligible Counterparties or Professional Clients as described in the FCA rules or persons described in Articles 19(5)
(Investment professionals) or 49(2) (high net worth companies, unincorporated associations, etc.) of the Financial Services and Markets Act 2000 (Financial Promotion) Order
2005 (as amended)or any other person to whom this promotion may lawfully be directed. It is not intended to be distributed or passed on, directly or indirectly, to any other
class of persons and may not be relied upon by such persons and is, therefore, not intended for private individuals or those who would be classified as Retail Clients.

For clients of Raymond James Investment Services, Ltd.: This document is for the use of professional investment advisers and managers and is not intended for use by
clients.

For�clients�in�France:

This document and any investment to which this document relates is intended for the sole use of the persons to whom it is addressed, being persons who are Eligible
Counterparties or Professional Clients as described in "Code Monetaire et Financier" and Reglement General de l'Autorite des marches Financiers. It is not intended to be
distributed or passed on, directly or indirectly, to any other class of persons and may not be relied upon by such persons and is, therefore, not intended for private individuals
or those who would be classified as Retail Clients.

For clients of Raymond James Euro Equities: Raymond James Euro Equities is authorised and regulated by the Autorite de Controle Prudentiel et de Resolution and the
Autorite des Marches Financiers.
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For�institutional�clients�in�the�European�Economic�rea�(EE�)�outside�of�the�United�Kingdom:

This document (and any attachments or exhibits hereto) is intended only for EEA institutional clients or others to whom it may lawfully be submitted.

For�Canadian�clients:

This document is not prepared subject to Canadian disclosure requirements, unless a Canadian has contributed to the content of the document. In the case where there is
Canadian contribution, the document meets all applicable IIROC disclosure requirements.

Broker Dealer Disclosures

Securities are: NOT Deposits • NOT Insured by FDIC or any other government agency • NOT GUARANTEED by the bank • Subject to risk and may lose value

Raymond James & Associates, Inc., member New York Stock Exchange/SIPC. Raymond James Financial Services, Inc., member FINRA/SIPC. Raymond James® is a
registered trademark of Raymond James Financial, Inc.
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