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Technical and fundamental resistance 
Key takeaways 

• The combination of fundamental outlook and technical analysis can 
be a powerful tool. 

• Currently, both are suggesting that market headwinds still exist.  

While understanding and projecting economic fundamentals are the foundation of our analytical work, we also use 
technical analysis as a tool to help confirm that trends are still intact or if the market action is telling us that the 
environment is beginning to change. Most investors understand that pricing in the equity market is largely based 
on what market participants believe or expect will happen in the future. In other words, price action in equities, or 
any financial market for that matter, reflects expectations often well before the underlying fundamental data is 
reported and confirmed. That alone can make watching price charts an important piece of the forecasting puzzle.  

As of the time of this writing, the S&P 500 (SPX) has closed above its 200-day moving average (3,975 today), a 
frequently watched indicator/level of support or resistance, every trading day since last Friday. But we recommend 
not getting overly excited just yet. Why? Because more technical resistance exists just above the 200-day moving 
average at the trendline drawn off the all-time record high set on the first trading day of 2022. That level, today, is 
in the 4,075 – 4,085 range. Important technical resistance levels or zones often bring sellers into the market. We 
think this zone of resistance will be hard to break in the near term should the SPX continue on a deteriorating 
technical trend featuring lower highs on rallies and lower lows on pullbacks. 

For strategists who make a living attempting to predict the direction and magnitude of moves in financial markets, 
the combination of fundamental outlook and technical analysis can be powerful tool. In the current case of the 
SPX, in addition to the reading on the technical trend mentioned above, our take on the underlying economic 
fundamentals syncs with the view that, at least in the near term, equity indexes will likely have a tough time 
marching higher. The fundamentals do not currently favor meaningful equity upside in our opinion.  
In terms of fundamentals, to begin, our work suggests consensus earnings estimates for this year are too high. We 
expect estimate reductions as the fourth-quarter earnings reporting season plays out and companies issue reduced 
guidance. And, perhaps, at least as important as earnings, the Federal Reserve (Fed) continues to tell markets to 
expect more rate hikes and that the “terminal rate” or high in the federal funds target rate will be above current 
market expectations and will stay there longer than fixed-income markets have priced in. Our central bankers 
continue to signal they are not close to lowering interest rates. The Fed goal of slowing demand and growth appears 
to be working.  

Other fundamentals worth contemplating include sales growth, which over the last year or more came from 
inflation, not volume growth. This pricing pressure is not likely going to last much longer, and we see profit margins 
narrowing. In addition, as the economy slows, we expect layoffs and consumer credit delinquencies (autos, credit 
cards) to rise further. And finally, we do not expect stocks to rally sustainably if the economy is heading into 
recession. Market headwinds still exist; we recommend staying defensive for now.  

Scott Wren 
Senior Global Market Strategist 

Last week’s S&P 500 Index: +2.7% 
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Risk Considerations 

Each asset class has its own risk and return characteristics.  The level of risk associated with a particular investment or asset class generally correlates with the level of return the 
investment or asset class might achieve. Equity securities are subject to market risk which means their value may fluctuate in response to general economic and market conditions and 
the perception of individual issuers.  Investments in equity securities are generally more volatile than other types of securities.  Technical analysis is based on the study of historical price 
movements and past trend patterns. There is no assurance that these movements or trends can or will be duplicated in the future. 

General Disclosures 

Global Investment Strategy (GIS) is a division of Wells Fargo Investment Institute, Inc. (WFII). WFII is a registered investment adviser and wholly owned subsidiary of Wells Fargo Bank, 
N.A., a bank affiliate of Wells Fargo & Company. 

The information in this report was prepared by Global Investment Strategy.  Opinions represent GIS’ opinion as of the date of this report and are for general information purposes only 
and are not intended to predict or guarantee the future performance of any individual security, market sector or the markets generally. GIS does not undertake to advise you of any 
change in its opinions or the information contained in this report. Wells Fargo & Company affiliates may issue reports or have opinions that are inconsistent with, and reach different 
conclusions from, this report. 

The information contained herein constitutes general information and is not directed to, designed for, or individually tailored to, any particular investor or potential investor.  This report 
is not intended to be a client-specific suitability or best interest analysis or recommendation, an offer to participate in any investment, or a recommendation to buy, hold or sell 
securities. Do not use this report as the sole basis for investment decisions. Do not select an asset class or investment product based on performance alone. Consider all relevant 
information, including your existing portfolio, investment objectives, risk tolerance, liquidity needs and investment time horizon. The material contained herein has been prepared from 
sources and data we believe to be reliable but we make no guarantee to its accuracy or completeness. 

Wells Fargo Advisors is registered with the U.S. Securities and Exchange Commission and the Financial Industry Regulatory Authority, but is not licensed or registered with any financial 
services regulatory authority outside of the U.S.  Non-U.S. residents who maintain U.S.-based financial services account(s) with Wells Fargo Advisors may not be afforded certain 
protections conferred by legislation and regulations in their country of residence in respect of any investments, investment transactions or communications made with Wells Fargo 
Advisors.  

Wells Fargo Advisors is a trade name used by Wells Fargo Clearing Services, LLC and Wells Fargo Advisors Financial Network, LLC, Members SIPC, separate registered broker-dealers and 
non-bank affiliates of Wells Fargo & Company. CAR-0123-02338 
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