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August 10, 2019 

In this strategy briefing… 

There are signals that give investors a useable roadmap to what the 

future will likely hold for stocks.  We’re all about the data. 

I’m going to give you five of them which together point to a gain of 

about 12% over the next six months for equities. We give some 15 

“asset light” stock ideas.” – Strategy – Page 3 
 

Semiconductors are where it’s at. Look to the semis for market and 

cyclical direction. The sector will remain one of the more important 

industry groups to watch in the coming days and through year-end. – 

Technical – Page 8 

 

Investors should be ready for anything when it comes to President 

Trump’s tweets. Friday, for example, he poured a little cold water on 

September trade negotiations meeting with China and gave investors a 

big head fake. Then stocks fell before recovering.  – Policy – Page 10 

FS Insight Investment Views 

Near Term 

View: 

Falling 10-yr, weakening USD, & 

higher odds of Sep. rate cut = very 

bullish. Stick with trades working in 

‘19, especially asset-light stocks 

YE Target: 3,125 (YE P/E 17x · 2020E EPS $184) 

Style: Cyclical 

  

Focus Stock 

Ideas:  

GOOG, AAPL, NKE, AMGN, BKNG, 

FB, PG, PM, ROK, TSLA, XLNX, 

AMZN, BIIB, CBRE, CSCO, DE, 

EBAY, EXPE, GRMN, KSS, MNST, 

MO, NVDA, PSX, TPR 

Additions: AMZN, CSCO, EBAY, GRMN, MNST, 

NVDA, PSX 

Deletions: CLX, BWA, CE, EMR, MXIM, TGT, 

TXN 

 

The Wall Street Debrief 

 

Trump Flips the Switch and Stocks Dive but Finish Flat 

The President did it again. It often seems to me that if an investor were forced to limit 

his or her attention to the comments of just two people, Donald Trump and Federal 

Reserve Board Chairman Jerome Powell, it would be enough to perform as well as or 

better than the market.   

Just as the market dusted itself off midweek and recovered by Friday morning from 

seesaw action caused by the previous week’s threat of increased tariffs against China, 

and just as investors were enjoying themselves going up the rollercoaster, Trump threw 

the down switch again. Wheeeeee and shares went south Friday. And just like a real 

rollercoaster, investors ended up pretty much where they’d started, with the market 

little changed on the week.    

Trump basically suggested that he didn’t know if the Chinese would keep to the 

scheduled September trade talks. For more see page 10. A market drop rapidly ensued 

Friday afternoon, but interestingly stocks staged a mini-comeback.  Indeed, the whole 

week was characterized by stocks battered up one way and down the next in the war of 

words between Trump and China. 

The market’s rise this year reminds me of an old football phrase that reportedly comes 

from the former Ohio State football coach, Woody Hayes: “three yards and a cloud of 

dust.” Basically, it suggests the idea of moving those first down chains methodically 

and slowly, with an occasional set back.  But if you move the ball three yards and some, 

on average, you keep getting first downs and eventually winning. 

There’s a lot of noise around the market’s trading action, big down days every once in a 

while. At one point, stocks were off 7% from highs in a matter of a few days before 
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recovering some of that. The market seems to be resilient. That’s not so say there aren’t 

going to be some more big downward moves.  As our head of research points out, there’s 

plenty of things that can go wrong. Just to name a few: A badly-managed Brexit, Trump 

and China continue mano a mano, the Democrats surge in the polls. You get my drift. 

But the signals remain bullish. 

On the week, the Standard & Poor’s 500 index finished at 2919, down a few points, or 

less than 0.5%, from the previous Friday’s 2932. In between, however, a thrill ride.  The 

SPX rose to as high as 2939 and as dropped as low as 2822. 

Though it appears to be a side show, the second quarter earnings reporting season is 

coming to an end soon. So far, it looks like it will be the second quarter in a row of 

negative EPS growth. And while that’s not a particularly good thing, it’s important to 

remember that the first quarter was only just barely negative, at 0.3%.  Moreover, this 

recently finished quarter will likely turn out less bad than expected, as we’ll see below.  

At the beginning of the quarter, EPS estimates were for a negative 2.7%.  It’s 

considerably better, if still down.  

According to FactSet, as of today, 90% of the companies in the S&P 500 index have 

reported.  The percentage of companies reporting actual EPS above estimates (75%) is 

above the five-year average. In aggregate, EPS growth is coming in at a mean 5.7% 

above the estimates, which is also above the five-year average. Using both actual and 

estimates for companies that haven’t yet reported, the earnings decline for the second 

quarter is -0.7% today. If that turns out to be the final number, it will mark the first 

time the index has reported two straight quarters of year-over-year declines in EPS 

growth since 1Q16 and 2Q16. 

Looking ahead, FactSet says analysts see yet another decline in EPS for the third quarter 

followed by low-single-digit earnings growth in the fourth quarter. The market’s 

forward 12-month P/E ratio is 16.7 times, which is neither cheap nor expensive. Can 

you say a Goldilocks’ market? 

With some $15 trillion of the world’s bond market now exhibiting the unusual 

characteristic of negative rates, there’s understandably a bit of nervousness in markets, 

particularly the U.S. Treasuries. That anxiety drove investors to risk off trades in the 

bond market, which also whipsawed stocks.  The U.S. ten-year note, for example, 

finished at 1.73%, down from 1.86% last Friday, but it traded as low as 1.595% during 

the week.  Unsurprisingly, gold rose over $1,500 a troy ounce, the first time that’s 

happened in six years. 

Quote of the Week: WSJ:  The national slowdown in the housing market has been 

driven by high-price markets, especially in the West Coast markets like the Bay Area, 

Los Angeles and Seattle. Economists and real-estate agents said some of the factors 

driving the recent decline in borrowing costs—a weakening global economy, an 

intensifying trade battle with China, and new fears about a U.S. recession—are likely to 

have a bigger impact on the market than lower rates. “What’s screwing everything up 

is the trade talks. When people have a lot of money and things are uncertain, they just 

kind of wait,” said Jeff Barnett, a regional manager at Compass in the Bay Area. 

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

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

 

The Data Says S&P 500 Index Set Up for a Monster 2H19 Rally 

Writing about what might happen in the market’s future isn’t without risk. Nobody 

gives you a magical crystal ball when you become a strategist.  

But here’s the thing. There are signals—based on empirical data—that, when 

interpreted properly, give investors a useable roadmap to what the future will likely 

hold for stocks, for example.  We’re all about the data. 

I’m going to give you five of them here which together point to a gain of about 12% over 

the next six months for equities. I believe investors should be more aggressive buyers 

right now and here’s why, followed by some 15 “asset light” stock ideas.  

The S&P 500 index fell a breathtaking 7% in the 4 days following the July 31 FOMC 

meeting and the plunge in the US 10-year note yield to below 1.70%. Indeed, it triggered 

a global market sell-off (panic?). For more on this, see page 6.  

As they always do after such big moves down, the doom prophets emerged from their 

bear caves, some pointing to 2019 as approaching its own “Lehman moment.”  The 

plunge in US bond rates is certainly not welcome (sign of disinflation, and even 

credibility issues for Fed); the 10-yr was 1.32% in 2016 after the surprise Brexit vote, so 

this is not ‘new ground.’ 

However, investors ignore 

at their own peril the 

following five bullish 

signs that were generated 

in the past week. These 

signals have dependably 

generated an average gain 

of 12% in the following six 

months, 3.3 times above 

the 3.6% average gain over 

90 years seen in the rolling 

average of any six months. 

Here’s why I’m bullish: 

1.  Fed made its first rate cut in July, and since 1971 such a move, when leading 

indicators are positive, as they are now, resulted in an average 14.4% gain; (See chart.) 

2. The VIX term structure (1 month-4 months) inverted. The last five of seven times 

was the bottom, followed by a mean six months gain of 8.9%; 

3. A 3% one-day drop is sign of panic. Since 2009, there followed a mean 15.3% gain in 

the next six months; 

4. The daily relative strength index (RSI) fell below 30. Six of the last six instances saw 

the market gain sharply, with average six months gain of 11.1%; 

5. The American Association of Individual Investors (AAII) measure of the percentage 

of bulls less bears is about -26. Since 1987, when it has been that negative, the market 

followed up with a mean 9.3% gain in the next six months.  

So maybe this is our crystal ball. 
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In short, these signals are saying the S&P 500 index is set up for a monster rally in 2H19. 

We are not ignoring the negative signal of a plunge in interest rates, nor saying that a 

full-blown trade war is negative for the world.  But we believe the trifecta of strong US 

corporates; a positive White House (towards business) and a dovish Fed are major 

supports for U.S. equities.   Moreover, whether investors are convinced of it or not, 2019 

is tracking 2009 closely (something I’ve been saying since the start of this year). My 

view remains that 2009 is the best analog for 2019 and that equities are seeing their 

best year since before 2006. 

The larger question remains: why does the Street seem to view every 5% pullback as the 

start of Armageddon?  This old bull market has endured multiple 5%-10% drawdowns 

and managed new highs—yet, investors seem to believe this expansion’s structure is 

built on straw (though, actually, it makes sense if one sees this as purely central bank 

driven). 

What could go wrong? There are so many things that could go wrong.  Deflation. A badly 

managed Brexit.  Trump and China go to threat level 10.  The Democrats surge in the 

polls.  Russia interferes in the next election.  North Korea.  Deutsche Bank.  Too many. 

Bottom line:  I believe that investors need to stick with the four winning strategies I 

have pointed out: (i) US over RoW; (ii) “asset light” over “asset heavy”; (iii) Large-cap 

over small, (iv) and cyclicals.  The following 15 stocks tickers represent the top decile of 

“asset light” + Doctor Quant Model ranked 1, and 11 underweights which are “asset 

heavy” and DQM ranked 5.   

OW tickers are: ROK, VRSN, LRCX, MXIM, QCOM, XLNX, MSFT, CL, MNST, MO, PM, 

AMGN, BIIB, GILD, BMY 

UW tickers are: WAB, CRM, WDC, ICE, CB, L, STI, HCP, WELL, NI, AP 
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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 

 

Market to Fed: “See You in September. Counting the Hours…” 

Just a week past the previous Federal Open Markets Committee (FOMC) meeting and the 

countdown to the next one (September 17-18) has begun in earnest. Already various 

Fed policymakers are out there, some making public hawkish rate comments, others 

dovish. Call it an intravenous rate news drip feed for investors. I don’t know if it is 

haphazard or simply on purpose, to keep investors guessing. 

September’s FOMC meeting will be particularly interesting because Fed Chairman 

Jerome Powell might have painted himself into a corner.  He is on the record as noting 

the previous 25 basis points reduction, which took the Fed funds target rate down to 

2.00%-2.25%, is a kind of mid-cycle adjustment.  "Let me be clear,” he noted after the 

FOMC meeting. “What I said was it’s not the beginning of a long series of rate cuts."  

These are words the Fed chairman might be forced to eat. 

The market begs to differ. Me? I watch the CME Fed Futures market closely. It has yet to 

fail me. Currently, it’s positively Trumpian in outlook. Despite the chairman’s stance, 

the Fed futures trading is adamant.  The Fed is cutting in September. 100% probability. 

Now I would never make a 100% probability of anything except that I’ll eat chocolate 

put in front of me.  Nevertheless, as this column has noted previously, the futures 

market has so far ruled. That is to say, I have found this market often correct when it 

comes to the short term direction of the next FOMC meeting, better than the Fed itself. 

Meanwhile, President Donald Trump, who got part of his wish, the rate cut, hasn’t let 

up in his criticism of the Fed. He wants more and that puts Powell back in the bind he 

was in before, which is trying to maintain the Fed’s independence even while the 

Administration raises tariffs, which could drive down growth. Never one to do things 

by halves, Trump wants’ “bigger and faster” rate cuts. 

Even the economists seem to agree with the futures market. A recent survey by The 

Wall Street Journal showed that private sector economic forecasters see a 64% chance 

of a rate cut at the Sept. 17-18 FOMC meeting, up from 50% on month ago. They also see 

a higher probability, 34%, of a recession in twelve months, compared to 30% in July.  

Separately, the idea of negative rates for U.S. Treasuries gained some currency in recent 

days. It seems incredible, but then many of the world’s developed nations already are 

afflicted with them. The entire German curve from short to long is now negative.  Folks 

are paying to have the government hold their money. Crazy.  

As low as the UST yields are, they are still much higher than competing bonds at other 

developed nations and the dollar, of course, is a stable currency so the carry trade is 

there and will until the US hits negative rates. Heck. Even if US rates go negative, they 

might still be higher than Germany’s.  

I do think that as long as there is no convincing evidence of a recession, the bond market 

move simply makes stocks more attractive, something my colleague Tom Lee has been 

saying for a while. (See page 3.) 

The 10-year Treasury note yield ended Friday at 1.74% versus 1.87% the previous 

week. At one point it touched 1.59%, not far above the previous low of 1.37 right after 

the Brexit vote 3 years ago.  

Upcoming:  9/17-18  -  FOMC meeting. That’ll be fun. 
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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 08/09/19, source: FS Insight, Factset 

 

 

 

The Focus Portfolio underperformed the S&P 500 by 460 bps since its inception.  
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Technicals: Robert Sluymer 

 

Look to the Semis for Market and Cyclical Direction 

Semiconductors are where it’s at. The sector will remain one of the more important 

industry groups to watch in the coming days and through year-end.  

Let’s start with a very short-term review of the Philadelphia Semiconductor Index 

(SOX). As weird as Fibonacci retracements may seem to the uninitiated, I’m always 

impressed how well they identify reversal levels often referred to as pivot points in 

technical discussions. Of course, they aren’t perfect; no single indicator is but very often 

a 50%-62% retracement of a prior move in an asset serves as a reversal level.  

In just over a week, the SOX collapsed, down 13%, only to bounce up magically from 

62% retracement of the June-July rebound, which conveniently corresponds to a broad 

band of support at the summer 2018 highs. By Monday’s close a bounce seemed likely 

supported by a variety of trading indicators, such as the relative strength index (bottom 

panel) along with the Put-Call, and VIX etc. reaching near-term oversold extremes.  

The bottom line is the low established this week near 1411 on the SOX is now an 

important line in the sand for the bull-bear debate. If I am right that the broader market 

is establishing a low, then the SOX should not break this week’s lows. Given the 

destructive speed of the correction, it wouldn’t be surprising to see a choppy basing 

pattern develop for a few weeks ideally catching up the rising 200-day moving average, 

currently near 1350. What I found particularly interesting this week was the strength 

the semis displayed, notably during last Tuesday’s decline when most pro-cyclical 

groups were in the red.  

Assuming semis are able to stabilize near current levels, which I believe is just 

beginning to develop, look for these stocks to rebuild their relative leadership versus 

the broader market as an important tell for not only the direction of the broader market 

but for cyclicals across the board. 

Semiconductor Index (SOX) 
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Figure: Rob’s Weekly Sector Review 
Source: FS Insight, Factset 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 

Noteworthy among sectors is that relative performance trends for most sectors remain 

effectively unchanged, after the recent sell-off and bounce this week. 

In particular, defensive areas such as Utilities, REITs and Staples retraced some of their 

losses during the June-July sell-off but not enough to signal an important downtrend 

reversal.  Cyclicals obviously lost ground but most are bouncing from oversold levels at 

key trading support with relative performance still holding above their June lows.  

Lastly, technology’s relative uptrend has been dented but is by no means broken. 
 

Figure: Best and worst performance sectors over past 3 months 
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 Robert Sluymer, Head of Technical Analysis Strategy 
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Views on Washington Policy from Tom Block 

 

Trump Shoots From the Lip; China Trade Talks to Resume in Fall 

With Congress currently out of session, the nation’s attention was squarely on the 

terrible mass shootings in El Paso, TX, and Dayton, OH. Nevertheless, markets were 

focused on President Donald Trump and his important decisions with respect to the 

ongoing trade war with China.  

In the previous week, the President announced a new 10% tariff on the estimated $300 

billion of Chinese imports entering the US that were not already subject to the 25% 

tariff. He followed that up Monday by declaring China to be a currency manipulator.  

The combined actions shook up markets, and led to global concerns about a potentially 

rapidly deteriorating relationship between the two global economic superpowers. 

Interestingly, there are widespread media reports that both China trade actions were 

personally dictated by the President, and that most of his advisers opposed the moves. 

In fact, the President shot from the lip, as is his wont, tweeting, for example, the 

currency manipulator announcement prior to any formal determination by the U.S. 

Treasury Department.   

Meanwhile, Treasury Secretary Steven Mnuchin who had seen his Washington stock go 

up with the recent budget deal he negotiated with House Speaker Nancy Pelosi, was 

firmly undercut by the presidential currency tweet.  He had, just hours earlier, returned 

from China where several days of talks ended without an agreement, but an 

announcement of additional talks scheduled for September.  The President has often 

declared that he makes great decisions based on his gut, and China policy appears to be 

reliant on the President's gut. 

There are some glints of potential movement. Treasury and White House officials 

stated the talks announced for September are still on, and no specific actions were 

announced to accompany the currency declaration.  

China responded to the new 10% tariff with strong actions of its own against American 

farmers, directing the cessation of all agricultural purchases from the U.S. The U.S. is 

reportedly suspending approval of export licenses for domestic companies seeking to 

sell to Chinese tech giant Huawei Technologies.   

These measures may hold the key to stepping back from the brink of an expanded trade 

war.  A deal that includes renewed agricultural purchases by China, and approval of 

American sales to Huawei continues to make sense for both sides and could break the 

deadlock at some point in the fall. 

Nevertheless, investors should be ready for anything when it comes to President 

Trump’s tweets. Friday, for example, he poured a little cold water on the September 

meeting and stocks fell. (See page 1.)  

“We’re not ready to make a deal, but we’ll see what happens,” Mr. Trump told reporters 

Friday morning. “We will see whether or not China keeps our meeting in September.” 

Good grief. 
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Figure: Top Trump Tweets 

  
 

 
 

 
 

 

Economic Calendar 

From 8/12/19 – 8/16/19 

 

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

TIME (ET) REPORT PERIOD PREVIOUS 

MONDAY, AUG. 12 

2 PM FEDERAL BUDGET JULY  -$77 BLN 

TUESDAY, AUG. 13 

6 AM NFIB SMALL BUSINESS INDEX JULY  103.3 

8:30 AM CONSUMER PRICE INDEX JULY  0.1% 

8:30 AM CORE CPI JULY  0.3% 

11 AM HOUSEHOLD DEBT Q2   

WEDNESDAY, AUG. 14 

8:30 AM IMPORT PRICE INDEX, EXCLUDING FUEL JULY  -0.3% 

THURSDAY, AUG. 15 

8:30 AM WEEKLY JOBLESS CLAIMS 8/10  -- 

8;30 AM RETAIL SALES JULY  0.4% 

8:30 AM RETAIL SALES EX-AUTOS JULY  0.4% 

8:30 AM PRODUCTIVITY Q2  3.4% 

8:30 AM UNIT LABOR COSTS Q2  -1.6% 

8:30 AM EMPIRE STATE INDEX AUG.  4.3 

8:30 AM PHILLY FED INDEX AUG.  21.8 

9:15 AM INDUSTRIAL PRODUCTION JULY  0.0% 

9:15 AM MANUFACTURING OUTPUT JULY  0.4% 

9:15 AM CAPACITY UTILIZATION JULY  77.9% 

10 AM BUSINESS INVENTORIES JUNE  0.3% 

10 AM NAHB HOME BUILDERS INDEX AUG.  65 

FRIDAY, AUG. 16 

8:30 AM HOUSING STARTS JULY  1.253MLN 

8:30 AM BUILDING PERMITS JULY  1.220MLN 

10 AM CONSUMER SENTIMENT INDEX AUG.  98.4 
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