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The views expressed herein are those of Gray Howard and do not necessarily reflect the view of UBS Financial Services Inc. or its affiliates. Printed 2/13/2023 
  

Look Forward, Not Back 

February 2023  
  
-Gray Howard, Senior Portfolio Manager 
  
Don’t look now but the S&P 500 is up about 7.5% for the year and 18% since last October.1  I mentioned 
in my December note, I felt the consensus narrative was way too negative heading into 2023 and that 
seems to be playing out. While it’s still early in the year, I continue to believe the stock market bottomed 
in June of last year, followed by a classic retest in October, and now we are seeing the typical signs of an 
early bull market advance. 
  
Hardly a coincidence that interest rates and the US dollar peaked around the same time after being the 
strongest headwinds last year.1  It’s always fascinating how trends tend to reverse at points of extreme 
yet so many on Wall Street fail to recognize the statistical power of mean regression and its 
predictability.2  Many pundits will attempt to assign a reason for a trend reversal, but it all comes down 
to investor expectations and positioning. 
  
For example, coming into 2023 investors were expecting the worst and were likely already positioned 
very defensively.3 In fact, this defensive positioning is the very reason why markets tend to have limited 
downside as there is essentially no one left to sell.3  Conversely, heading into 2022 investors were 
overweight the most aggressive parts of the market and once the Fed started to raise interest rates, it 
was the very act of these investors bringing down their risk exposure that caused the market to adjust 
lower.4  Again, it all comes down to positioning and if everyone is saying the same thing, there’s often 
very little fire power to keep the trend intact.  
  
It’s also important to understand what actually moves markets. It’s not retail investors watching CNBC or 
reading the Wall Street Journal, but the collection of large institutional interest such as hedge funds, 
pension plans, and mutual funds.5  Considering their size or the amount of money they manage, it can 
often take weeks if not months to complete a buying or selling campaign. 6 
  

Therefore, the last thing, in my view, they would want to do is advertise their research before they have 
bought or sold a sizable position. This is often called buy side research as the analytical work is not 
intended for the public, but only used to increase shareholder value for the particular fund.7  Conversely, 
sell side research is what the public receives through major brokerage firms and is designed to sell 
products and services which is why market strategists and analysts are so often a day late and a dollar 
short. 7   Precisely why it’s so important to listen to what the market is saying as opposed to a bunch of 
opinions as these large institutions will often leave a very revealing wake behind as they complete their 
campaigns. 
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So what is the market saying? 
  

Again, I think we are seeing the typical signs of a bull market advance. For example, the economically 
sensitive areas of the market like technology and consumer discretionary are by far the strongest sectors 
year to date. 1 Furthermore, the defensive areas like healthcare, consumer staples, and utilities are all 
down for the year. 1   Of course the rumblings among most trading desks are that this has just been short 
covering, but the breadth and momentum of this move would certainly suggest otherwise. 8 
  

In fact, Sentiment Trader had this to say last week…. “As we've seen with other metrics in recent weeks, 
the types of readings we're seeing now in momentum and breadth are rarely, if ever, seen during 
protracted bear markets. When investors shift from near-depression, like last fall, to overwhelming 
optimism, it can precede choppy trading for weeks or even months. But with rare exceptions, it has 
resolved in higher prices for most equity indexes over the medium- to long-term.”8 
  

Of course, there is still a long list of things to worry about - recession, WWIII, inflation, unemployment and the list 

goes on. 9  But keep in mind that markets like to climb a wall of worry and once we have more clarity around these 
issues, the market will have likely already made a sizable move.  
  
Many continue to believe that the only way to get inflation down is to increase unemployment and decrease 
wages - ironically, often the same folks that preached about increasing the minimum wage over the past 15 years. 

9 Inflation is a byproduct of the amount of money slashing around in the system, otherwise known as M2.10  After 
the unprecedented increase in M2 through Covid, we have since seen a rapid decline. See 
chart  https://www.longtermtrends.net/m2-money-supply-vs-inflation/.   
  

Also, when it comes to fighting inflation, unemployment is often a side effect, but not the actual cure. 11  The 
1970s were a prime example as we had high inflation and high unemployment. 11 Perhaps the gig economy, work 
from home, Covid lockdowns, artificial intelligence, are just some of the reasons why the employment numbers 
remain strong in the face of Fed tightening.  
  

After the market’s recent ramp, we are now in overbought territory, and it would be healthy to see a 
pullback or some sideways consolidation from here. 1  But given the defensive positioning, I would 
expect pullbacks to be somewhat short and shallow, in my view, as there are still a lot of investors likely 
on the wrong side of the football.   
  

A great mentor of mine, Andrew Slimmon with Applied Equity Advisors, told me years ago that the key to 
this business is to buy fear and sell greed. And yes, it really is that simple but in reality, extremely difficult 
to do!  It's human nature to invest in the present while markets are looking forward into the future. But, 
if we take the time to listen, the market is sending a powerful message that the future is not as dire as 
most predict.  
  
 All the best, 
Gray 

  

https://eur01.safelinks.protection.outlook.com/?url=https%3A%2F%2Fwww.longtermtrends.net%2Fm2-money-supply-vs-inflation%2F&data=05%7C01%7Cgray.howard%40ubs.com%7Cea54ff051cb84401e96508db0de2f70f%7Cfb6ea4037cf14905810afe5547e98204%7C0%7C0%7C638119040701693678%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C3000%7C%7C%7C&sdata=Ic53jeouAZcFyXcVCBCJ%2BCx562Jm3BaMnFfVMZxMyuQ%3D&reserved=0
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Please note:   If you’ve been forwarded this email and would like to be included on future commentary, please feel 
free to reach out to hilary.miller@ubs.com. 
  

Also, if you do not have assets under management with our group and would like more information, please let us 
know. 
  
Diversification does not assure a profit or guarantee against loss in declining markets. Asset Allocation does not guarantee a 
profit or protect against loss in a declining financial market. Past performance does not guarantee 
future results and current performance may be lower or higher than past.   
  
This article has not been prepared with regard to the specific investment objectives, financial situation or particular needs of 
any specific recipient. It is published solely for informational purposes and is not to be construed as a solicitation or an offer 
to buy or sell any securities or related financial instruments or to participate in any particular financial, trading or investment 
strategy. Readers should not construe the contents of this article as legal, tax, accounting, regulatory, or other specialist or 
technical advice or services or investment advice or a personal recommendation. 
As a firm providing wealth management services to clients, UBS Financial Services Inc. offers investment advisory services in 
its capacity as an SEC-registered investment adviser and brokerage services in its capacity as an SEC-registered broker-dealer. 
Investment advisory services and brokerage services are separate and distinct, differ in material ways and are governed by 
different laws and separate arrangements. It is important that clients understand the ways in which we conduct business, that 
they carefully read the agreements and disclosures that we provide to them about the products or services we offer. For 
more information, please review the PDF document at ubs.com /relationship summary. 
UBS Financial Services Inc. is a subsidiary of UBS AG. Member FINRA/SIPC. 
  
© UBS 2023. All rights reserved. The key symbol and UBS are among the registered and unregistered trademarks of UBS. UBS 
Financial Services Inc. is a subsidiary of UBS AG. Member FINRA/SIPC.  
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