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A Word on the Market by Pat Adams, CFA

The stock market sold off a little last week and it was a
combination of China trade war, a natural pullback in front
of 3rd quarter earnings, and some of it was just algorithm
trades hitting the market from the “impeachment”
headlines of Trump. The S&P 500 was down about -1%
and the Nasdaq was down -2.2%.

We believe the major concerns should be trade and how
weak earnings will be in the third quarter. The market has
been discounting these concerns for awhile now as the
S&P 500 is up only 1.6% over the last 52 weeks, the
Nasdaq down -1.3%, and a growth as a reasonable price
index a big loser, the Barron’s 400 was down over -12%.

You must scratch your head on the impeachment saga. Our
view, Trump was putting some subtle pressure on the
president of the Ukraine to investigate Biden and his son,
to the point of impeachment seems like a huge stretch and
that was the markets reaction as well. The chess moves in
the Washington politics, seems like it requires the
democrats to move as fast as possible. Biden and son sure
look suspicious, it is very surprising to hear Biden brag
about having the prosecutor get fired before he released
funds to the Ukraine. If you were a democrat, we see why
you would want to shine the light on Trump rather than
have the news focus on Biden, their best candidate to get
elected. The Russian investigation of the investigators puts
pressure on the democrats to do as much political damage
as possible before these findings are announced. This
investigation could be extremely damaging! Lastly, the tax
policy of Warren, to tax wealth, make her unelectable as
the wealthy democratic donors will not support her...this is
what we have been reading anyway. It looks like the
democrats are on a sinking presidential ship unless they
can get rid of Trump. At this point, the Trump
Impeachment inquiry is a non-event for the market.

Before the talks resume later in October with China, we
would assume Trump will show a few more cards as to
what else may be imposed if a deal is not reached. We
believe these headlines could be very negative! As the
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S&P Sector Performance: As of September 27, 2019
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Federal Reserve is more dovish it makes sense for Trump
to be aggressive. We believe a real trade deal will be
difficult to achieve.

The market had expected earnings to be accelerating in the
3rd quarter, and then were to continue strongly in the
fourth quarter and into 2020. Third quarter earnings have
been cut by about 10% during the last year. Next years
earnings are expected to be up 10.4%, which could occur if
we get a large rebound in the global economy. Below you
can see the technology sector is expected to be down over -
10% in the 3rd quarter. As the economy reaccelerates next
year (provided China trade war gets resolved) the cyclical
sectors such as energy, technology like semiconductors,
materials, consumer discretionary and financials see vastly
improving trends and money to flow out of utilities and
consumer staples. In this assumption we would expect the
Federal Reserve to cut rates one or two more times, and
again the China trade war improves. If the hope for
recovery fades then so will the market.

Q3 2019: Growth

S&P 500 Earnings Growth: Q3 2019
(Source: FactSet)
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Economic Events Last Week

Date | Event

Flash manufacturing index rose to a five-
23-Sept month high of 51 in September from 50.3 in
the prior month

Consumer confidence index falls to 125.1 in

24-Sept September from 134.2

New home sales rebounded 7.1% in August

25-Sept to annual rate of 713K

Unemployment Claims increased by 3K to

26-Sept 213K in the seven days ended Sept. 21

Gross domestic product grew at a 2%

26-Sept annual pace in 2Q 2019

Orders for durable goods increased 0.2%
27-Sept last month against a forecast of 0.7%
decline

Consumer spending rose 0.1% in August,

27-Sept the smallest gain in six months

Core PCE price index rose slightly by 0.1%

27-Sept in August

Source: Briefing.com
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