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May 18, 2019 

In this strategy briefing… 

Though the market slipped only a little this past week, bears are 

rejoicing like it was 1999. May 3’s level of 2945 isn’t the high for the 

year, as stocks seem to have pulled back more severely than 

investment grade and high-yield bonds. Muted credit activity suggests 

trade tensions having transitory impacts – Strategy – Page 3 
 

Worrisome trade headlines are rattling markets, but investors shouldn’t 

lose sight of the positive longer-term technical backdrop.  

Applied Materials (AMAT) remains in a bullish trend, with this week’s 

positive reaction to first quarter earnings report giving rise to positive 

technical action – Technical – Page 8 

 

While the focus in Washington, D.C., was on the escalating tensions 

between China and President Donald Trump, the Administration was 

taking steps to find successes elsewhere  – Policy – Page 10 
 

FS Insight Investment Views 
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Business cycle looks resilient; 2019 

shaping up to be like 2009. 
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The Wall Street Debrief 

 

The Market That Lives and Dies by Tweets  

It looks like vol is back. Probably for a while. 

It’s not last December all over again, but so far the month of May has been pretty poor 

for investors, down almost 3%. And it’s only about half over. Makes you wonder if the 

old adage “Sell in May and go away” will work this year, though it hasn’t in the past three 

years or so.  

Like it or not, this spring seesaw action, mostly lower, is a direct result of the status of 

the trade and tariff negotiations between the U.S. and China.  If President Donald 

Trump tweets trade talks are on the up, the market follows like a puppy. If he tweets 

that talks are breaking down, investors oblige that way as well. Doesn’t much seem like 

investing to me, or even trading, but more like slavish trend following.  You know 

there’s an old saying: “Those who live by the tweet, die by the tweet.” 

Looking at the trading action and the low likelihood of a trade deal any time soon, given 

the differences between the two sides, I’m getting more convinced of choppy action 

through to the third quarter.  So while we wait for a hoped for signed deal, the president 

throws the market a bone in the way of delayed tariffs on autos. Citing national security 

concerns Friday, the Administration said it would put off for 180 days a final decision 

on whether to imposed broad tariffs on cars produced by major trading partners, 

including Germany and Japan. Friday, for example, stocks recovered from a poor 

opening to finish off just 0.5% on the week, to 2860.  

I have a feeling, and it’s only that, but one fed by years of market observation, that we’re 

looking at some back and forth trading for a bit.  I will say this. I’ve been harping on the 

VIX index being too low for a while, a sign of complacency. We all expected a trade deal, 

and it didn’t come. 
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I’ll add the bull market does seem pretty resilient, even at an advanced age of 10 years.  

For example, Monday saw one of the worst down days—there’s that trade issue again—

in many months.  By Friday, however, a huge chunk of the losses were recovered.  

Indeed, as Frank Gretz, the market guru at Wellinton Shields writes in a recent report, 

“the market has done a surprisingly good job of ignoring other bad news [besides trade].  

For example, part of the yield curve went—slightly—negative again, the 3 month-10 

year spread.  I’ve noted the 3-10 spread isn’t a particularly reliable recession indicator. 

Gretz points out that the advance-decline action supports the bull.  It’s been positive 

when the market is down, unlike last October, when the A/D was negative even though 

the market was making new highs.  

Somewhat disheartening, although hardly new, is the continued removal of cash from 

equities. Last week, the Investment Company Institute (ICI) said that recent trends of 

huge outflows from equity mutual funds and huge inflows to bond mutual funds have 

continued, with a few exceptions.  This bull market has been mainly supported by 

institutions and corporate buybacks.   When will the retail investor return?  Will she or 

he ever return? 

Separately, the first quarter earnings season is wrapping up. According to Bespoke 

Investment Group, just over 2,000 companies reported and beat rates at both the top 

and bottom line came in puny this season relative to recent quarters. For example, the 

bottom-line EPS beat rate (the percentage of companies that topped consensus analyst 

EPS estimates) came in at 62.5%. That’s above the long-term average of 60% going back 

to 1999, but it’s the weakest beat rate seen since the Q3 2017 reporting period. 

Friday saw a much stronger than expected sentiment report from the University of 

Michigan, where the headline index came in at its highest level since January 2004.  

While economists were forecasting the index to come in at a level of 97.2, the actual 

reading was much stronger at 102.4. That beat relative to expectations was the biggest 

since October 2017.  

The big driver of this month's strength was the fact that the expectations component 

surged 8.6 points to 96.0 from 87.4.  Over the last few years, the expectations 

component of the UMich Sentiment report has tried unsuccessfully to break above 90, 

but this month it blew right through that level to the highest levels of the current 

economic cycle. 

Wow. People want to spend. 

Quote of the Week: From MarketWatch: An estimated 10.7 million Americans will skip 

work the morning after the feature-length series finale of Game of Thrones airs on 

Sunday night, according to The Workforce Institute at Kronos, either by calling in sick, 

taking a last-minute personal or vacation day, or making some other arrangement. 

That’s almost as high as the estimated 17 million people who were sidelined the 

Monday after the NFL’s Patriots beat the Rams in Super Bowl LIII in February. 

Questions? Contact Vito J. Racanelli at vito.racanelli@fundstrat.com or 212 293 7137. Or go to 

www.fsinsight.com. 
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The View from Thomas Lee (Equity Strategy) 

 

Don’t Be Swayed by Risk Off Fears; Rally Looks Intact 

It feels bad, doesn’t it? Even though the market slipped only a little this past week, the 

bears are rejoicing like it was 1999. The first five months of this year have been one of 

those rare market moments that harken back to the mid-90s, when equities relentlessly 

rallied. Now comes a little cold water. 

Since May 3, at one point the S&P 500 was down about  ~5%, or ~125 points, the deepest 

such pullback since the awful days of December. Naturally, investors are asking 

themselves has this pullback done sufficient damage to signal a major top? 

I’m of the opinion that May 3’s level of 2945 isn’t the high for the year, as stocks seem 

to have pulled back more severely than investment grade and high-yield bonds. To me, 

the fact that credit activity is more muted suggests the trade tensions/tariffs are having 

transitory impacts.  More specifically, risk off has raised equity premia but not severely 

raised the risk of default. 

This can be seen quite clearly within the investment grade credit default swaps arena.  

Technology, industrial and financial stocks have been among the hardest hit, thanks, 

in part, to exposure to the China-U.S. trade and tariff tiff, but corresponding credits are 

not reacting as badly.  

Nevertheless, deeper technical damage has been done to markets than the pullbacks 

seen earlier in 2019. Consequently, time will be needed to heal these wounds.  

The next few months of trading might see some “choppy” action, as markets and 

investors attempt to fully price in tariffs and the risks of escalation against the 

probability of a resolution of these issues.  This doesn’t change my expectation for the 

S&P 500 to reach 3,100 by yearend 2019. 

 

 

Thomas J. Lee, CFA 
Co-Founder & Head of Research 

Previously Chief Equity Strategist at 

J.P. Morgan from 2007 to 2014, top 

ranked by Institutional Investor every 

year since 1998. 
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Another interesting indicator is that 

sentiment is also arguably bottoming. 

The American Association of Individual 

Investors AAII reading of the 

percentage of bulls less the percentage 

of bears was -9% in the past week. (See 

chart on the right.) 

That’s the worst level in all of 2019 and 

one surpassed only during by the dark 

weeks around the Federal Reserve 

meeting in November and resulting 

market collapse.  In my view, the AAII is 

one of the most reliable measure of 

investor sentiment.  This reading 

suggests that the bad news seems baked 

in. 

What could go wrong?   

There remains a risk that a major top 

was put into the equity market this 

month and that the trade war leads to a 

recession. However, such a risk is low 

and more than offset by the higher 

probability of a massive risk-on rally.  

Perhaps we’ll  see FOMO again. I 

continue to believe that upside this year 

will be driven by both an expansion in the market price/earnings (P/E) ratio and by 

earnings per share (EPS) revisions. 

Bottom line: During this period of choppy action, investors should stick with FS 

Insight’s Granny Shots, which are culled from portfolios constructed with FS Insight 

long term themes applied to company fundamentals and other factors. (For more on 

how Granny Shots are chosen and these themes, please see the May 11 edition.)  They 

represent the “best of the best,” so to speak. Granny Shots have outperformed the S&P 

500 index by 4.3% so far this year since January 10.  

The tickers are : GOOG, AAPL, TSLA, BKNG, XLNX, PM, AMGN, FB, GRMN, NKE, LOW, 

AMZN, EBAY, ROK, CSCO, PYPL, KLAC, NVDA, QCOM, PSX, AMP, AXP, BF/B, MNST, MO, 

VAR and DIS. 

 

 

 

 

 

 

 

 

 

Thomas Lee, Co-Founder & Head of Research 

Source: FS Insight, Bloomberg 
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Figure: Comparative matrix of risk/reward drivers in 2019 
Per FS insight 

  
 

Figure: FS Insight Portfolio Strategy Summary - Relative to S&P 500 
** Performance is calculated since strategy introduction, 1/10/2019 

   
Source: FS Insight, Bloomberg 
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FS Fed Watch 

 

The Debate at the Fed: Inflation, What is to be Done? 

Markets have been yo-yoing on the ongoing trade tweets by President Donald Trump, 

but in the background a bigger discussion is ongoing quietly at the Federal Reserve. 

Inflation has stubbornly remained under the central bank’s 2% target.  Is that 

permanent? Investors should ask if that is so, then what does it mean for equities.  There 

is clearly disagreement about what should be done. 

Moreover, how is this mild inflation possible with the 3.6% unemployment level at a 

half-century low. Many, both inside and outside the bank, have predicted inflation will 

rise. But it hasn’t. 

The Fed itself seems puzzled or divided about what, if anything, should be done. 

Investors can glean something of the Fed’s thinking by paying careful attention to the 

speeches given by the bank’s officials. With unemployment falling, which should drive 

wages and prices, how can inflation remain low? 

For example, Fed governor Lael Brainard said the central bank should be prepared to tell 

investors it will allow inflation to run modestly above 2% without raising interest rates, 

in order to more credibly demonstrate its commitment to the goal.  “It is not entirely 

clear how to move underlying trend inflation smoothly to our target on a sustained 

basis in the presence” of forces that have made inflation less responsive than in the past 

to tight labor markets, she said.   

Others, like Kansas City Fed President Esther George , criticized the Fed for trying to 

“fine-tune” the economy, when such a thing isn’t possible. And Minneapolis Fed 

President Neel Kashkari said the central bank should not have been raising interest 

rates for the past several years, citing low inflation and a job market that appears to still 

have plenty of slack as justification for looser policy. 

So who ya gonna believe? 

As of Friday, Fed futures indicated that investors expect the Fed might cut rates by 

September or October, instead of a previous expectation of December. The latter was 

changed from thinking a likely cut would come in January, 2020.                 

Upcoming:  6/18-19  -  FOMC meeting. 
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Focus Insight Stock List 

 

Below we’ve highlighted the FocuS stocks that we recommend across at least two of our 

investment strategies for 2019. 

 

 

 

 

Figure: Focus Insight Stock List 
As of 05/10/19, source: FS Insight 
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1 AAPL Apple Inc 220 $867,763 5.5% 16.4x • • • • • 5

2 GOOG Alphabet Inc 101 808,309 (1.9%) 25.0x • • • • • 5

3 BKNG Booking Holdings Inc 5 77,485 (10.1%) 17.7x • • • • 4

4 AMGN Amgen Inc 97 103,744 (26.7%) 12.1x • • • 3

5 AXP American Express Co 50 99,149 10.5% 14.9x • • • 3

6 DIS Walt Disney Co/The 23 243,148 9.2% 20.8x • • • 3

7 FB Facebook Inc 78 527,805 27.0% 25.3x • • • 3

8 PM Philip Morris International In 202 134,901 15.8% 16.7x • • • 3

9 QCOM Qualcomm Inc 471 99,043 29.1% 20.7x • • • 3

10 TSLA Tesla Inc 2080 37,518 (50.4%) N/A • • • 3

11 XLNX Xilinx Inc 38 26,504 8.5% 26.5x • • • 3

12 ABBV Abbvie Inc 122 117,527 (27.8%) 9.1x • • 2

13 AMZN Amazon.Com Inc 106 921,394 10.6% 68.4x • • 2

14 GILD Gilead Sciences Inc 304 84,546 (7.7%) 9.7x • • 2

15 GRMN Garmin Ltd 430 14,833 9.3% 21.0x • • 2

16 ITW Illinois Tool Works Inc 307 48,993 4.7% 19.0x • • 2

17 JNJ Johnson & Johnson 269 367,593 (6.8%) 16.1x • • 2

18 LMT Lockheed Martin Corp 40 95,377 14.9% 16.5x • • 2

19 MA Mastercard Inc 120 257,571 19.6% 33.1x • • 2

20 MSFT Microsoft Corp 27 980,853 12.0% 28.0x • • 2

21 NKE Philip Morris International 6 132,844 (0.0%) 28.0x • • 2

22 NVDA Nvidia Corp 872 94,394 2.1% 36.8x • • 2

23 ROP Roper Technologies Inc 199 37,205 20.4% 27.9x • • 2

24 TPR Tapestry Inc 17 8,907 (23.1%) 11.9x • • 2

25 V Visa Inc 230 327,095 10.2% 30.6x • • 2

Average (relative to S&P 500) 257 $260,580 2.2% 23.0x

Median (relative to S&P 500) 120 $103,744 8.5% 20.7x

Additions: MA, TPR

Deletions: BBY, D

Focus Portfolio Performance

(Since Introduction on 1/10/19, Relative to S&P 500)  
 

The Focus Portfolio outperformed the S&P 500 by 220 bps since its inception.  
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Technicals: Robert Sluymer 

 

Focus on the Longer Term; AMAT Looks Good Here 

The binary nature of those worrisome trade headlines are rattling markets, but 

investors shouldn’t lose sight of the positive longer-term technical backdrop.  

The most recent sell-off in the equity market is understandably anxiety-provoking. 

Afterall, who would want to own economically sensitive stocks when the risk of stray 

Presidential tweet or headline could send stocks careening lower at any point. These are 

valid concerns exactly why it makes sense to review the technical backdrop.  

Technically speaking, I’d encourage investors to stay focused on the likelihood that the 

S&P 500 Index is simply digesting the Q1 surge that pushed weekly indicators into 

overbought territory. My view remains unchanged, that is, the S&P 500 should trade in 

relatively narrow range above support near the S&P’s 200-day moving average (2775) 

and Q4 2018 highs (2800), very similar to what developed through Q2 2018. 

Applied Materials (AMAT) 

 

 

More specifically, a stock like Applied Materials (AMAT), a maker of semi-conductor 

equipment, remains in a bullish trend, with this week’s positive reaction to first quarter 

earnings report giving rise to positive technical action.  

Uptrends almost always develop in a stair-step way to create higher highs and higher 

lows. As one proxy for the broadly improving cyclical backdrop, AMAT has the look of a 

stock that is in a new bull market. The rebound from its 200-day moving average is 

another step in an ongoing uptrend that is likely to continue through the second half of 

2019.  Continue to accumulate on near-term pullbacks.  

 

Robert Sluymer, CFA 
Head of Technical Analysis Strategy 

Former Managing Director leading 

RBC’s U.S. Technical Research team 

with over 26 years of expertise in 

investment research and technical 

analysis. 

    

          @rsluymer 

 

Source: FS Insight, Bloomberg, Optuma 
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Figure: Rob’s Weekly Sector Review 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 

Here are noteworthy leaders and laggards for the week. 

Leader: Technology – The past week’s pullback in technology has not damaged the 

sector’s underlying uptrend. In fact, at the group level, secular growth groups such as 

software and notably cloud-related stocks, continue to rally to new highs. Consumer 

Discretionary – Similar to tech, the consumer discretionary sector’s relative 

performance remains in an uptrend with little evidence of deteriorating.  

Laggard: Materials remain in an downtrend, probing its next key technical level at the 

December 2018 lows. What would improve the technical backdrop? A move above the 

Q1 2019 trading range would be needed to signal a positive trend reversal. 

Figure: Best and worst performance sectors over past 3 months 
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Views on Washington Policy from Tom Block 

 

Trump’s Trade Success—Outside China 

While the focus of media and trade action in Washington, D.C., was on the escalating 

tensions between the Chinese government and President Donald Trump, the 

Administration was taking steps to find successes elsewhere.   

For example, the U.S. announced a postponement until at least November of its 

proposed tariffs on imported cars and car parts.  This tariff would hit two of the US's 

closest allies, Japan and Germany, and is opposed by those governments and by much 

of American industry.  Though the China negotiations have been in the headlines, trade 

talks are also ongoing with both the European Union and Japan. The delay of the auto 

tariffs allows for these negotiations to proceed without the threat of a draconian US 

action. 

The other trade issue that saw some positive attention this past week was a meeting in 

Washington between the US Trade Representative and leaders in Congress to discuss 

revised NAFTA or, as it’s now known, USMCA, for United States, Mexico, Canada 

Agreement. 

The treaty needs Congressional approval before it can come into force, and with change 

in control of the House of Representatives to the Democrats from the Republicans, there 

have been comments from unions that labor can do better with the new leverage 

provided by Speaker Nancy Pelosi and House Democrats.   

Most observers acknowledge the revised treaty is better for the U.S. than existing 

NAFTA and the Administration appears willing to make accommodations on some of 

the assurances that Democrats and labor seek. Of course, what may really be 

determinative is whether or not the Democrats are willing to give Trump a victory here 

with the 2020 elections approaching. 

House Democrats passed their first major bill that included a bipartisan measure aimed 

at lowering generic drug pricing but combined it with Affordable Care Act (ACA) 

provisions. Without separating the two measures, no final healthcare bill will pass the 

Senate or be signed by the President. 
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Formerly Global Head of Government 
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           @TomBlock_FS 

L. Thomas Block, Washington and Policy Strategist 
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Figure: Top Trump Tweets 

  

 

 

 

 

 

 

 

 

 

 

Economic Calendar 

 

From 05/18/19 – 05/24/2019 

 

NEXT WEEK'S MAJOR U.S. ECONOMIC REPORTS & FED SPEAKERS 

TIME (ET) REPORT PERIOD ACTUAL FORECAST PREVIOUS 

MONDAY, MAY 20 

8:30 AM CHICAGO FED NATIONAL ACTIVITY INDEX APRIL     -0.15 

TUESDAY, MAY 21 

10 AM EXISTING HOME SALES APRIL     5.21 MLN 

WEDNESDAY, MAY 22 

2 PM FOMC MINUTES         

THURSDAY, MAY 23 

8:30 AM WEEKLY JOBLESS CLAIMS 5/18       

FRIDAY, MAY 24 

8:30 AM DURABLE GOODS ORDERS APRIL     2.6% 

8:30 AM CORE CAPITAL GOODS ORDERS APRIL     1.4% 

     Source: MarketWatch 

  

 

Donald J. Trump 
The 45th President of United States 

of America 
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Disclosures 
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