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It clearly feels like politics will start to become a negative for the
markets. The markets have raced up because of Trump’s policies
to stimulate the economy. The Kavanaugh appointment illuminates
the problems Trump will have if they lose one or both houses of
congress. Also, in the political view, additional tariffs are now
being implemented by the U.S. and China, a clear stalemate has
developed. The U.S. has imposed a 10% tariff (going to 25% on
Jan. 1%) on an additional $200 billion in Chinese goods and the
Chinese have responded with 5%-10% tariffs on $60 billion of
U.S. goods. The Chinese have now canceled a trade delegation that
they planned on sending to Washington.

The Federal Reserve plans on raising interest rates on Wednesday
by .25% to 2.25%. The Federal Funds rate is now about the same
as the inflation rate, which means the Federal Reserve’s policy has
shifted from accommodative to neutral, if we see several additional
interest rate increases, as is planned, the Fed will be viewed as
moving to a credit restricting policy. It is the first time, in a very
long-time, money supply growth actually contracted. At this point,
it is a minor issue, but it is critical to watch, as the Fed is also
shrinking their balance sheet by $50 billion a month. The market
has never dealt with this before. Interest rate increases and
shrinking of the Fed’s balance sheet will at some point be a
problem.
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Below, the blue line is the spread between the 2-year and 10-year
treasuries, which is currently about 30 bpts. As the spread narrows,
and it is clearly narrow now, you get a pickup of volatility in the
stock market. When volatility picks up, then stock prices fall.
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S&P Sector Performance

Last Week
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Interest Rates
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Source: Bloomberg.com

Economic Events This Week
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Chart 2: The yield curve has a strong leading relationship with the VIX
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We mentioned last week about our bullish view of 5G, which is the
next generation of wireless communications. Our research points
to Nokia as the big winner in a cycle that may last 6-8 years and is
just now starting. We believe AT&T, Verizon, and T-Mobile are
sprinting (no pun intended) to get this equipment deployed as it
improves both margins and revenues for service providers.

One of our favorite stocks is AT&T with a 9 P/E multiple (40%
upside), 6% dividend yield and accelerating revenues and margins
beginning likely in the 3™ quarter. The acquisition of Time Warner
is a big deal.

NOK and T are unique situations and should hold up well in a bear
market and grow nicely in the coming years. The valuation of T,
based on P/E, are now lower than the bottom of the bear market in
2009 and has a catalyst
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Economic Events Last Week

Date

| Event

19-Sep

Housing Starts for Aug. were
reported at 1282K which was
higher compared to estimates
of 1229K

Building Permits for Aug.
came in at 1229K vs.
expectations of 1310K

Initial Claims for the week of
9/15 were reported at 201K
compared to consensus
forecasts of 209K

The Philadelphia Fed for
Sep. came in at 22.9
compared to estimates of
15.3

20-Sep

Existing Home Sales for
Aug. were reported at 5.34M
vs. expectations of 5.37M

20-Sep

The Leading Indictators for
Aug. came in at 0.4% vs.
forecasts of 0.5%

Source: Briefing.com
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