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July 13, 2019 

In this strategy briefing… 

Employing a seasonality methodology, FS Insight looked at the 

performance in the second half of all sub-industries since 1990 and 

found stocks in 8 sub-industries that had the best outperformance 

during the June 30-Dec. 31 periods of each year. From those groups 

there are 13 new stocks that could outperform – Strategy – Page 3 
 

The single most important technical shift taking hold at the sector level 

currently continues to be the risk that bond proxies, like those utilities 

and consumer staples, begin to underperform – Technical – Page 8 

 

Tensions grow over the need to increase the debt ceiling, which, if not 

accomplished, could pose serious problems for federal government 

finances this fall. While the Treasury Department has yet to notify 

Congress of a “drop dead” date for the ceiling raise, there are reports 

lower federal inflows may be accelerating the date earlier than mid-

October – Policy – Page 10 
 

FS Insight Investment Views 

Near Term 

View: 

Highly likely Fed cut could boost 

stocks further. U.S. stocks remain 

the safe haven 

YE Target: 3,125 (YE P/E 17x · 2020E EPS 

$184) 

Style: Cyclical 

  

Focus Stock 

Ideas:  

GOOG, AAPL, BKNG, NKE, CLX, 

FB, MA, MNST, PG, TSLA, V, 

XLNX, BIIB, CBRE, DE, DOV, EXPE, 

FLT, LMT, MXIM, PLD, TGT, TPR, 

TXN, VRSN 

Additions: CLX, MA, PG, CBRE, EXPE, FLT, 

MXIM, PLD, TGT, VRSN 

Deletions: AMGN, PM, AME, AMZN, BWA, 

DIS, GILD, GRMN, NVDA, PSX 

 

The Wall Street Debrief 

 

The Fed Caves, Investors Rejoice: S&P 500 Tops 3,000  

Savvy investors knew a little while back that the Federal Reserve Board had changed its 

stance from tightening to easing. And if you didn’t then, surely you read here. 

Hopefully, you bought stocks. 

But if there were any doubt at all, any, then it’s been resolved once and for all: the Fed 

has unofficially officially caved in. An end of month Fed funds rate cut is coming.  Fed 

chairman Jerome Powell, in testimony before the Congress—ironically a venue where 

he is respected and could have easily asserted the Fed’s independence— simply rolled 

over for President Donald Trump.   

Yes, he told the representatives that Trump can’t fire him and that the central bank 

remains independent of outside political interference.  But then he made it as clear as a 

central banker can that indeed the Fed will very likely be cutting rates at the end of this 

month, which is what the president has been loudly agitating for over the past few 

months. (See page 6.) The Fed intends to “act as appropriate to sustain the expansion,” 

Powell said.  

Catnip, folks. And investors reveled in it. The Standard & Poor’s 500 index rose 0.8% 

last week to finish over 3000 for the first time ever. Yes, I know 3000 is only a number, 

not much different from 2999, but it isn’t just that. We’re at all-time highs again. 

Closing above 3000, rightly or wrongly, gives some investors—particularly those who 

have missed out—the confidence that this rally has legs.  Perhaps we should get our 

Dow 30,000 hats ready? The Dow Jones Industrial Average finished at 27,332. 
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The market is now up about 20% on the year, with tech stocks scoring a blistering more 

than 30% rise.  As an aside, please note that our own Tom Lee has been saying 2019 

would be strong since the beginning of the year. (See page 3.) 

One week ago, the market softened on strong jobs data but just a one word from one 

person, Jerome Powell, and the market’s wounds are salved.  

We will soon be coming up on the second quarter’s earnings reporting season. A few 

companies have already reported but the parade of the announcements will begin 

Monday.  

As of today, the S&P 500 is expected to report a 3% EPS decline for the second quarter, 

according to FactSet. Nevertheless, FactSet goes on to say that given the average change 

in earnings growth due to companies reporting positive earnings surprises during each 

earnings season, it’s likely the index will report (year-over-year) growth in earnings for 

Q2. Over the past five years on average, actual earnings reported by S&P 500 companies 

have exceeded estimated earnings by 4.8%. See chart nearby. 

Investors who listen 

in to the company 

conference calls 

should keep an ear 

tuned to comments 

about China and 

effects, if any, of 

tariffs.  

Separately, WW 

International (WW), 

formerly Weight 

Watchers, rose 12% 

to 24.50 after 

JPMorgan upgraded 

the stock to Neutral from Underweight Thursday on stabilizing trends. By the way, FS 

Insight posted our bullish take Wednesday:  A Battered Weight Watchers' Stock Looks 

Inexpensive, in the Signal From Noise column. 

Bottom Line: The bull trots on to yearend. 

Quote of the Week: VW announces the end of Beetle production. WSJ: The original 

Beetle became a symbol of the youth-driven counterculture and peace movement of the 

1960s, despite its roots as a vehicle ordered up by Adolf Hitler in the 1930s as a cheap 

car for the German masses. Annual U.S. sales of the model peaked at 423,008 cars 

during the heyday of its popularity in 1968, the same year a Beetle named Herbie was 

featured in the Disney film “The Love Bug.” 

Questions? Contact Vito J. Racanelli at vito.racanelli@fsinsight.com or 212 293 7137. 

Or go to http://www.fsinsight.com/. 

 

 

 

 

 

 

 

 Vito Racanelli, Sr. Editor & Marketing Intelligence Analyst 

Source: FS Insight, Factset 
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The View from Thomas Lee (Equity Strategy) 

 

13 Seasonal New Stock Names for the 2H19; Remain Bullish 

Few folks like the number 13. For reasons that go back into the mists of time, 13 is 

considered unlucky, though few people know why. 

Nevertheless continuing in my tradition of being a contrarian—we are dating this issue 

on the 13th of July—I’ve got 13 new stock names that could outperform in the second 

half of 2019. As I’ve noted before, I’m bullish on the next six months. More on this 

below. 

Employing seasonality is a tactical approach to picking stocks, but no less potentially 

remunerative for it. I’ve identified eight potentially outperforming  industries to watch 

in the second half of 2019. The methodology is straightforward: I calculated the average 

returns of all GICS 4 sub-industries since 1990 and then identified eight sub-industries 

that had the best outperformance during the June 30-Dec. 31 periods of each year. 

The list of eight are: internet and direct marketing retail; home improvement retail; 

footwear; internet services and infrastructure; household products; data processcing 

and outsourced services; investment banking and brokerage; and finally railrods. 

Commonality among the first five would seem to be that they are consumer facing, and 

with interest rates low, consumers might have more money in their pockets to spend.  

For example, footwear seems timely with the inevitable back-to-school sales and 

outdoor summer activities, while home related groups could benefit from home sales 

in the fall with mortgage rates so low. 

Previously, I published two groups of seasonal stock lists for 1Q19 and 2Q19 at the start 

of the year and at the end of Q1, respectively. Seven of eight 1Q19 seasonal sub-

industries identified outperformed the market, but there was less success in 2Q19, 

when only three outperformed. Like any approach, seasonality has its limitations, but 

I believe that was mainly due to the "unseasonal" escalation of trade tension. 

Drilling down I identified 13 stocks—yes 13—among the membership of those eight 

groups that are also topped ranked (first quintile) by the Doctor Quant Model. Nearby, I 

present the tickers of those stocks that were added and those removed, for a net new 

group of 13.  I think these newly added stocks should outperform in the July-December 

period. 

As for the board market outlook, investors know there are many bear case ideas out 

there: it’s late in the 

cycle; the inverted 

yield curve, Brexit 

and falling global 

PMIs, among others. 

But from a macro 

perspective I can’t 

point out enough that 

there are two oracles 

telling investors they 

should be bullish in 

the 2H19, despite all 

the negativity.   

 

Thomas J. Lee, CFA 
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I believe the stock market in 2019 will look a lot like 2009. 

• First, last fall’s waterfall decline. Following previous 20% declines in 60 days the 

market is up an average 31% in 12 months. 

• When high-yield bonds have a negative year, as occurred in 2018, stocks average 

27% gain in the next 12 months. 

Last but by no means least: Obviously, don’t fight the Federal Reserve Board, which is 

expected to reduce rates at the end of this month. After past Fed rate cuts during a non-

recessionary period, 100% of the time equities rally afterward, an average of 13%.  

What could go wrong? The biggest risk is a correlation event, such as a market meltdown 

driven by policy error. In addition, risk-on trades driven by a dovish Fed could continue 

relative outperformance of high beta/momentum trades, which could weigh on 

thematic performance, such as seasonality. 

Bottom line:  My base case is 2020 EPS of $184, a 17 P/E and YE target of 3125 on the 

Standard & Poor’s 500 index. I expect P/E expansion in 2H19, so 3125 is probably too 

low and 3,200-3,300 might be more appropriate.  The 2019 strong gains so far argue 

our mid-cycle view more correct than “late in cycle” consensus. 

 

 

 

 

 

 

 

 

Thomas Lee, Co-Founder & Head of Research 

Source: FS Insight, FactSet 
Source: FS Insight, Bloomberg, Factset 
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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 

 

Fed Chief Not Leaving: Tells Congress Fed Will Do What It Takes 

Can the President fire the Federal Reserve Board chairman? No, it wasn’t President 

Donald Trump asking (demanding) again this time round. 

Instead, Congressional representatives were asking Fed chairman Jerome Powell 

himself what he thought about the president’s oft-repeated desire to sack him. 

Unsurprisingly, the current chair doesn’t think that’s legal, and neither does the 

legislature. The law appears to be on Powell’s side, but the president’s drum beating on 

the issue seems to have accomplished much of what he wants anyway, which is lower 

rates.   

Last week, during Powell’s semi-annual two days of Congressional testimony, Maxine 

Waters (D-CA) asked him how he would respond if the President “called [him], today or 

tomorrow, and said, ‘I’m firing you. Pack up. It’s time to go.’”  Powell replied, “Of course, 

I would not do that.” Both parties in Congress support the notion of an independent Fed, 

a rare topic for bipartisanship. During the two-day testimony, both Republicans and 

Democrats routinely expressed support for an independent Fed, and for Powell as 

chairman.  

And yet, despite this assertion of independence, the Fed appears to be appeasing the 

president. In his responses, Powell signaled the central bank is in fact leaning towards 

a rate cut at its next policy meeting July 30-31 (something President Trump has been 

clamoring for on Twitter), and just as the CME fed futures market has predicted.  

Though the domestic economy is in good shape, Powell suggested economic data 

coming out of Europe and Asia has been disappointing. In fact, most recent 

manufacturing purchase manager indexes for Eurozone area and China are below 50, 

an indication of a contracting economy. Thus, the Fed intends “to act as appropriate to 

sustain the expansion.” What that comment seems to signal…President Trump may get 

that rate cut he’s been demanding. 

The 10-year Treasury note yield was around 2.12%, versus 2.01% the Friday before. 

The CME Fed futures market, a pretty accurate indicator of where rates are going, 

continues to place a 100% probability of at least one cut at the next FOMC meeting July 

31 and another in September.  

Upcoming:  7/30-31  -  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 07/11/19, source: FS Insight, Factset 

 

 

The Focus Portfolio underperformed the S&P 500 by 560 bps since its inception.  
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1 GOOG Alphabet Inc 371 $796,310 (8.1%) 24.8x • • • • • 5

2 AAPL Apple Inc 357 936,945 10.3% 17.8x • • • • 4

3 BKNG Booking Holdings Inc 505 81,430 (9.6%) 18.6x • • • • 4

4 NKE Nike Inc 230 140,074 1.4% 30.8x • • • • 4

5 CLX Clorox Co/The 444 20,054 (16.7%) 25.0x • • • 3

6 FB Facebook Inc 119 576,992 35.4% 27.6x • • • 3

7 MA Mastercard Inc 34 284,174 28.7% 36.5x • • • 3

8 MNST Monster Beverage Corp 140 35,406 13.5% 31.3x • • • 3

9 PG Procter & Gamble Co/The 169 287,179 5.7% 25.6x • • • 3

10 TSLA Tesla Inc 1762 43,335 (45.7%) N/A • • • 3

11 V Visa Inc 64 359,003 17.5% 33.5x • • • 3

12 XLNX Xilinx Inc 15 30,177 22.3% 31.0x • • • 3

13 BIIB Biogen Inc 46 44,950 (41.8%) 7.8x • • 2

14 CBRE Cbre Group Inc 2406 17,732 12.9% 14.4x • • 2

15 DE Deere & Co 92 51,734 (9.4%) 15.9x • • 2

16 DOV Dover Corp 42 14,465 21.5% 17.2x • • 2

17 EXPE Expedia Group Inc 288 20,024 0.6% 19.5x • • 2

18 FLT Fleetcor Technologies Inc 217 25,174 38.4% 25.0x • • 2

19 LMT Lockheed Martin Corp 3 103,850 21.6% 17.9x • • 2

20 MXIM Maxim Integrated Products Inc358 16,814 2.6% 25.3x • • 2

21 PLD Philip Morris International 2118 50,462 17.4% 43.1x • • 2

22 TGT Target Corp 170 45,160 14.6% 14.9x • • 2

23 TPR Tapestry Inc 5 8,875 (28.1%) 11.9x • • 2

24 TXN Texas Instruments Inc 425 110,792 6.1% 22.9x • • 2

25 VRSN Verisign Inc 4 26,071 28.7% 41.7x • • 2

Average (relative to S&P 500) 415 $165,087 5.6% 24.2x

Median (relative to S&P 500) 170 $45,160 10.3% 24.9x

Additions: CLX, MA, PG, CBRE, EXPE, FLT, MXIM, PLD, TGT, VRSN

Deletions: AMGN, PM, AME, AMZN, BWA, DIS, GILD, GRMN, NVDA, PSX
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Technicals: Robert Sluymer 

 

Cyclicals, Si! Defensives, No!  Look Under the Hood 

What’s the most important technical event taking place in U.S. capital markets today?  

Sure, new all-time highs would be a reasonable first guess, but it’s actually the sector 

rotation under the hood, so to speak, that has the potential to have the biggest impact 

to portfolios through H2. Why? 

First, US 10-year Treasury note yields are showing very early evidence of bottoming 

after declining from their Q4 2018 highs at 3.25%. And since bond prices move 

inversely to yields, that suggests evidence of price top. And lately, defensive sectors, 

notably utilities and staples, have already begun to underperform after peaking in 

relative terms in May.  

The chart below illustrates the longer-term relative performance trend between US 

cyclical sector and US defensive sectors. From a technical perspective, the pullback in 

Q2 was a healthy, normal pause, in longer-term uptrend. My technical work confirms 

Tom Lee’s fundamental view encouraging investors to favor more cyclical sectors, such 

as financials and industrials in the second half. 

The single most important technical shift taking hold at the sector level currently 

continues to be the risk that bond proxies, like those utilities and consumer staples, 

begin to underperform. US 10-year yields are showing increasing evidence of 

bottoming after falling from their 4Q18 high. Now they are just above 2%.  Meanwhile, 

utilities have been underperforming since beginning of the July.  

My recommendation is to incrementally reduce exposure to more defensive sectors, 

such as utilities. 

 MSCI Cyclical vs Defensive Sectors (MXCXDRN Index) 
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While defensive sectors are slowly weakening after temporary risk-off rebounds in 

Q219, more cyclical sectors have yet to confirm a technical improvement yet. My 

expectation remains that industrial and financial sectors will outperform in 2H19, but 

they have yet to offset the index impact from the leading technology and consumer 

discretionary sectors. I’ll come back to this in future reports. 

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

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 

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

 

Debt Ceiling Deadline Looms; UK-Iran Standoff in Persian Gulf  

President Donald Trump continues to push the envelope on partisanship with the 

reported roundup of illegal immigrants as early as this weekend. As this takes place, 

tensions are growing over the need to increase the debt ceiling, which if not 

accomplished, could pose serious problems for federal government finances this fall. 

While the Treasury Department has yet to notify Congress of a “drop dead” date for the 

ceiling raise, there are reports lower federal inflows may be accelerating the date earlier 

than mid-October. 

In Congress, Federal Reserve Chairman Jerome Powell said it would be “unthinkable” 

for the US government to default on a payment because of the failure of Congress to 

increase the debt ceiling (see page 6).  

Meanwhile, House of Representatives speaker Nancy Pelosi has been dealing with 

internecine fighting within the Democratic caucus and will need to use all her political 

skills to get the votes together to increase the debt ceiling, always a tough vote.  The 

Democrats are likely to need assurances from the Senate Republicans and President 

Trump that the spending caps called for under the sequester provisions of the Budget 

Control Act will be lifted for domestic spending and not just defense spending. Without 

such a deal it will be a real challenge for the speaker to round up the votes to secure 

passage of the debt ceiling.  

The House is scheduled to leave town for their August break on July 26 and not return 

until after Labor Day in September. Perhaps Congress and the White House could come 

up with a short-term increase, even days or weeks, but we could have a completely 

avoidable crisis on the horizon. Stay tuned. 

Separately, there are reports U.S. Treasury Secretary Steven Mnuchin has been 

suggesting to U.S. suppliers of Huawei Technologies that they seek licenses allowing 

them to resume sales to the Chinese firm (a Treasury spokeswoman denied the story). 

The US in May banned U.S. firms from selling parts to Huawei, which was required to 

receive government approval before acquiring technology from US firms. President 

Trump is looking for a trade deal with China (or near certainty of one) as the reelection 

season will soon kick off. Further easing of these restrictions on one of China’s most 

prized global companies would not be surprising. 

International relations must seem like the whack-a-mole game, sometimes. Just as the 

U.S. and China try to ratchet down trade tensions, potential conflict in the Middle East 

boils over. Last week, three Iranian vessels tried blocking the passage of a U.K.-flagged 

oil tanker on its way through the Persian Gulf. A British warship came to the rescue. US 

sanctions on Iran are hurting the country’s economy, and things likely will get worse if 

the there’s no diplomatic relief.  Additional sanctions may be forthcoming as Iran has 

continued to breach prior commitments on uranium enrichment. The standoff 

continues. 
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Figure: Top Trump Tweets 

  
 

 

 

 

 

Economic Calendar 

From 07/15/19 – 07/19/2019 

 

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

TIME (ET) REPORT PERIOD ACTUAL FORECAST PREVIOUS 

MONDAY, JULY 15 

8:30 AM EMPIRE STATE INDEX JULY     -8.6 

TUESDAY, JULY 16 

8:30 AM RETAIL SALES JUNE     0.5% 

8:30 AM RETAIL SALES EX-AUTOS JUNE     0.5% 

8:30 AM IMPORT PRICE INDEX JUNE     -0.3% 

9:15 AM INDUSTRIAL PRODUCTION JUNE     0.4% 

9:15 AM CAPACITY UTILIZATION JUNE     78.1% 

10 AM BUSINESS INVENTORIES MAY     0.5% 

10 AM NAHB HOME BUILDERS INDEX JULY     64 

WEDNESDAY, JULY 17 

8:30 AM HOUSING STARTS JUNE     1.269 MLN 

8:30 AM BUILDING PERMITS JUNE     1.294 MLN 

2 PM BEIGE BOOK         

THURSDAY, JULY 18 

8:30 AM WEEKLY JOBLESS CLAIMS 7/13   -- -- 

8:30 AM PHILLY FED JULY     0.3 

10 AM LEADING ECONOMIC INDICATORS JUNE     0.0% 

FRIDAY, JULY 19 

10 AM CONSUMER SENTIMENT JULY    98.2 

 

Source: MarketWatch 
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