
Equity markets have entered a 
seasonal correction that typically lasts 
into the fall months with important 
market bottoms often reached in the 
month of October. Earnings estimate 
revisions, which are one of the best 
predictors of stock prices, are seeing 
estimates rise. This gives us confidence 
that this is a correction within a bull 
market. However, continued higher 
interest rates will be a challenge for the 
market. 

Long Treasury bond yields appear to 
be breaking to the upside, which could 
track rates to the 5% area. This will 
attract investors away from equities to 
bonds and even to cash. Potential 
strong buyers of bonds are retired 
investors who would welcome a 
guaranteed interest income of 5%. If 
rates do rise, it will keep pressure on 
both the bond market and the equity 
market. 
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Three Month Earnings Estimate Revision Is Now 1.04x

Source: Bank of America, August 6, 2023

S&P 500 With Price Momentum Indicators Point To A Choppy Correction

Taking a look at short-term price momentum indicators on the S&P 500 and Nasdaq 100, the only indicator oversold is the 14-day 
Stochastic. The Relative Strength Index (RSI) and Moving Average/Convergence Divergence (MACD) still have more work to do to 
indicate the market has bottomed, at least short term. One of these indicators oversold could signal a choppy market ahead, with 
volatility up and down.

S&P 500 With MACD, Stochastic And RSI Price Momentum Indicators

Source: StockCharts.com, August 11, 2023
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Source: StockCharts.com, August 11, 2023

Source: StockCharts.com, August 11, 2023

Nasdaq 100 With MACD, Stochastic And RSI Price Momentum Indicators

VIX Volatility Index – Volatility Rising 
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Source: Bloomberg, August 12, 2023

Consumers Remain Confident - Good For Spending

Source: Conference Board, last update July 2023, chart produced August 11, 2023

Seasonal Correction For Equity Markets 

Equity markets have entered a seasonal correction. The S&P 500 can correct 5%-10% off the July highs, while the Nasdaq can correct as much 
as 10%-16%. It is typical for markets to correct one-third to one-half of market moves and still maintain the trend that they are in. The current 
trend is up, and we expect this uptrend to continue when the correction is done. The seasonal pattern is that stocks peak in the summer 
months and enter a correction into the fall months with a major low often being set in October, followed by a strong seasonal year-end rally. 
So we expect volatility for the coming weeks and months. We are buyers of this pullback. 

Cyclical stocks, especially technology stocks, are most likely to have the largest correction, as these stocks are up the most. But we expect 
technology to maintain its leadership. 

Nasdaq 100 With Fibanocci Levels Off The Lows Of December 2022
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Source: Stockcharts.com, August 11, 2023

Source: StockCharts.com, August 11, 2023

FANG Plus Under A Correction With Relative Trends Weakening

S&P 500 Technology Sector Correcting In An Uptrend 
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Source: StockCharts.com, August 8, 2023

Banks Under Pressure, Too

Banks enjoyed a rally from the March-April regional bank crisis, but they are also now in a corrective phase. Recently, Moody’s Investors 
Service downgraded 10 regional banks and put several other banks on watch for a downgrade -- these actions have renewed concerns about 
the health of the sector with the risk of higher rates. One bright spot is that second quarter earnings did come in better than expected for 
Banks. But that does not outweigh: (1) the Moody’s downgrades (2) the pressure to pay higher rates on deposits, (3) credit tightening 
standards, and (4) the breakout in long bond yields which has renewed concerns about the value of the bond securities these banks are 
holding. In light of all that, we are of the view that Banks are value traps, meaning the stocks are cheap but not expected to hold rallies. 

Furthermore, a Fitch Ratings analyst told CNBC, “The ratings agency cut its assessment of the industry’s health in June, a move that analyst 
Chris Wolfe said went largely unnoticed because it didn’t trigger downgrades on banks.” The analyst also said, “Another one-notch 
downgrade of the industry’s score, to A+ from AA-, would force Fitch to reevaluate ratings on each of the more than 70 U.S. banks it covers.” 

A risk of a downgrade in the Banks will likely keep the stocks under pressure and/or they will underperform the market. 

KBW Bank Index
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KRE Regional Bank ETF

Banks Downgraded By Moody's

Source: StockCharts.com, August 8, 2023

Source: FactSet, Moody's, August 14, 2023
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Banks With Outlook Changed From Stable To Negative By Moody's

Banks Placed On Review For Potential Downgrade By Moody's

Source: FactSet, Moody's, August 14, 2023

Source: FactSet, Moody's, August 14, 2023
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Energy Fuels Higher

Energy stocks have done very well the last few years but then found themselves under a correction – which now looks to be 
completed. Below we look at the Invesco S&P 500 Equal Weight Energy ETF (RSPG), which gives a more balanced look at the 
sector than the sector’s two heavyweight stocks XOM and CVX, and this ETF has broken out to the upside. But even when we 
use the cap-weighted S&P 500 Energy Sector index, it too has broken out. Small cap energy stocks have also broken to the 
upside. This is a broad-based move for the sector. Higher crude oil prices are helping the sector to rally. Crude oil price 
momentum is improving, so this rally in crude looks to be sustainable. This is a sector we favor longer-term. 

Invesco S&P 500 Equal Weight Energy ETF - Breakout!

Source: StockCharts.com, August 9, 2023

S&P 500 Equal Weight Energy ETF - Breakout!

Source: StockCharts.com, August 9, 2023
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Oil Prices Firming And Firming Against The CRB Commodity Index

WTI Crude Oil - Momentum Improving 

Source: Bloomberg, Federal Reserve Bank of St. Louis; last update July 28, 2023, chart produced August 9, 2023

Source: Bloomberg, Federal Reserve Bank of St. Louis; last update July 28, 2023, chart produced August 9, 2023
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Invesco S&P Small Cap Energy ETF - Breakout!

Industrials Correcting With Strong Relative Price - A Favored Sector

Source: StockCharts.com, August 9, 2023

Source: StockCharts.com, August 9, 2023
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Growth Vs. Value - Correction Favors Value But Growth Likely To Come Back

Semiconductors Are Consolidating – Favored Longer-Term 

Source: StockCharts.com, August 14, 2023

Source: StockCharts.com, August 9, 2023
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U.S. Dollar Consolidating

Europe Vs. S&P 500 - Europe Still Favored 

Source: StockCharts.com, August 14, 2023

Source: StockCharts.com, August 9, 2023
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Source: StockCharts.com, August 14, 2023

10-Year Treasury Yields Breakout Out - Risk To 4.8%-5%

TLT 20-Year + Bond ETF - Testing Lows Set Last October/November

Source: StockCharts.com, August 14, 2023

High Yield Bonds Holding Steady

The high yield bond market is holding on. Why is this important? This part of the bond market measures “risk-on” and “risk-off.” So 
we are not seeing any signs – at least yet – of a major risk-off move where yields would spike higher. Fitch Ratings Inc. has concerns 
about the ability of U.S. junk-bond issuers to pay back their near-term obligations as the Fed continues to raise interest rates. The 
credit agency expects the high yield default rate to be as high as 5% by the end of this year, as banks tighten credit and interest 
expense increases, impacting earnings.  So, this is an area of the market to watch. 
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Source: StockCharts.com, August 14, 2023

Source: StockCharts.com, August 14, 2023

iShares iBoxx High Yield Coporate Bond ETF

SPDR High Yield Bond ETF
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China's Consumer Prices Contract To A Negative 0.3% - Deflation In The Second Largest Economy

We pose these questions as something to ponder seriously: With China’s consumer prices falling into negative territory and showing 
deflation, will this collapse spill over into other economies? And, if yes, is this bullish for falling pricings in the U.S. economy, as well? 

Our thinking: the contraction of China’s consumer prices can be a positive for global pricing overall to come down. 

China Consumer Price Index Year-to-Year

Source: Bloomberg, August 11, 2023



The U.S. economy and employment remain 
strong, keeping a strong consumer and services 
side of the economy. But the goods side of the 
economy still remains week. A strong consumer 
keeps an economy strong (3Q23 GDP tracking at 
4%), but that show of strength will also keep the 
Fed on watch to still use higher interest rates to 
try to slow both the economy and employment. 
We believe this is why the long-end of the 
Treasury yields is breaking to the upside. We did 
not anticipate this breakout, as we expected 
more of a slowdown in the economy. But higher 
longer interest rates will help investors lock-in 
attractive income -- income that has not been 
available since 2008-2009. 

We also continue to expect equities to provide 
solid returns this year, and we are not sellers but 
buyers of this correction. We maintain that 
Technology is the leadership of this market, and 
we favor Semiconductors, Software and Services 
in this sector. We also favor Industrials as the 
capital coming to this area is very strong. Energy 
is a favored sector longer-term, and with crude 
oil pricing firming, it appears that the sector has 
bottomed.

For portfolios, we still recommend staying with 
quality investments. 

Mary Ann Bartels
Chief Investment Strategist

Sanctuary makes no  representation as to the accuracy or completeness of information contained herein. The information is based upon data 
available to the public and is not an offer to sell or solicitation of offers to buy any securities mentioned herein. Any investment discussed may 
not be suitable for all investors. Investors must make their own decisions based on their specific investment objectives and financial 
circumstances. Investments are subject to risk, including but not limited to market and interest rate fluctuations. Any performance data 
represents past performance which is no guarantee of future results. Pricesyields/figures mentioned herein are as of the date noted unless 
indicated otherwise. All figures subject to market fluctuation and change. Additional information available upon request. 

Securities offered through Sanctuary Securities, Member FINRA and SIPC. 
Advisory services offered through Sanctuary Advisors, LLC, and SEC registered investment advisor.  
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