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MACROECONOMIC DRIVERS OF STOCK MARKET 

VALUATION



THESIS

SOURCE: CrestmontResearch



CAUSE



EFFECTðBANK FAILURES

SOURCE: WSJ.com



ECONOMIC EFFECTðDEFLATIONARY CONSUMER

SOURCE: St. Louis Fed



ECONOMIC EFFECTðLOW VELOCITY



ECONOMIC EFFECTðòBALANCE SHEET RECESSIONó



ECONOMIC EFFECTðMONETARY POLICY RESPONSE

SOURCE: Cleveland Fed



VALUATION EFFECTðPOST QE2 PERFORMANCE

SOURCE: Bloomberg LLP



CURRENT SITUATION



CYCLICAL OUTLOOKðMODERATE ECONOMIC GROWTH



CYCLICAL OUTLOOK ðEQUITY MARKET (CURRENT)

SOURCE: CrestmontResearch
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FAIR VALUE



CYCLICAL OUTLOOKðECONOMIC GROWTH

SOURCE: Bloomberg LLP



CYCLICAL OUTLOOK ðEQUITY MARKET (FV)

SOURCE: CrestmontResearch
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CYCLICAL OUTLOOKðINFLATION

SOURCE: Bloomberg LLP



CYCLICAL OUTLOOK ðEQUITY MARKET (FV)

SOURCE: CrestmontResearch
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CYCLICAL OUTLOOKðP/E

SOURCE: CrestmontResearch



CYCLICAL OUTLOOKðTHE òFLATIONSó

SOURCE: Bloomberg LLP



CYCLICAL OUTLOOK ðEQUITY MARKET (FV)

SOURCE: CrestmontResearch
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CYCLICAL OUTLOOKðEARNINGS GROWTH

SOURCE: Bloomberg LLP



CYCLICAL OUTLOOKðEARNINGS GROWTH

SOURCE: Bloomberg LLP



CYCLICAL OUTLOOKðMARGIN EXPANSION UNLIKELY



CYCLICAL OUTLOOK ðEQUITY MARKET

SOURCE: CrestmontResearch
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SECULAR OUTLOOK



SECULAR OUTLOOK ðRISING INFLATION

SOURCE: Bloomberg LLP

10Y nominal Treasury yields less TIPS yields



SECULAR OUTLOOK ðRISING INFLATION

SOURCE: Bloomberg LLP

US Total Debt / GDP (IMF forecast)



SECULAR OUTLOOK ðCOMPRESSING P/E MULTIPLES

SOURCE: Bloomberg LLP

SPX trailing 12mo P/E multiple



SECULAR VIEWðSTOCK MARKET



HARMONICõS POSITIONING



HARMONICõS POSITIONING ðASSET ALLOCATION

ÅStocks > Bonds
ÅTreasury Bonds at extended valuations

ÅSome areas of corporate bond market more attractive

ÅUS > Foreign stocks
ÅForeign stocks offer better growth prospects and will benefit from falling US$

ÅBUT emerging market valuations are dependent on growth; US benefits from quality

ÅQuality > òjunkó

Å Large company stocks > small
ÅDividends

ÅForeign revenues

ÅEarnings stability

ÅShort-term and Inflation-protected Bonds > Long-term Bonds

ÅCommodities 
ÅNeutral

ÅReal Estate
ÅUnderweight



HARMONICõS POSITIONING

Large-cap Core US stock

Mid-cap Value US stock

Mid-cap Growth US stock

Small-cap Core US stock

Intl Developed Mkt stock

Intl Developed Mkt - Canada

Intl Emerging Market stock

ultra-short term US bond

short-term US bond 

intermediate-term US bond

high yield US bond 

TIPS

Emerging Market bond

Real Estate Investment Trusts

commodities

Variance of Tactical vs Strategic asset allocation



HARMONICõS POSITIONING ðSTOCK STRATEGIES

ÅOverweight:

ÅConsumer Staples

ÅEnergy

ÅProducer Durables

ÅTechnology

ÅUnderweight:

ÅHealthcare

ÅUtilities

ÅNeutral:

ÅFinancials

ÅConsumer Discretionary

ÅMaterials & Processing



HARMONICõS POSITIONING

Consumer Discretionary

Technology

Producer Durables

Materials & Processing

Energy

Consumer Staples

Healthcare

Utilities

Financial Services

Variance of HIA sector weight vs market



PRACTICAL APPLICATION OF TSDM



TSDM
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S&P 500 Positive Surprise index Trend



TSDM

103.45%
104.05%

97.15%

95.35%

Q1 Q2 Q3 Q4

S&P Positive Surprise index

10 Year Quarterly Seasonal Factors



ABOUT HARMONIC INVESTMENT ADVISORS



Harmonic Investment Advisors is a 

boutique, research-driven investment 

management firm creating customized 

solutions for institutions, private clients and 

non-profit organizations.  

ABOUT HARMONIC INVESTMENT ADVISORS


