July 30, 2019
In this week’s Highlights,
Ryan Grabinski discusses the
Fed meeting, the strong
consumer, earnings, and
trade.

THE BULL THAT KEEPS ‘GOING AND GOING’
Some may think of the iconic energizer bunny mascot when they
hear that phrase; others may not, but the point is that the market
keeps ‘going and going’ higher. With equities just off fresh highs, all
eyes are on the Fed as today is the start of a two-day fed meeting
where the market all but guarantees a rate cut. (The current
probability of a rate cut is 100%.) We all know the word
“guarantee” is frowned upon in this business, but the futures
markets are guaranteeing a cut, suggesting investors may be caught
off guard if they decide not to.
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Source: Bloomberg

Last Friday, the GDP report was released showing better than
expected economic growth in the second quarter with the reading
coming in at 2.1% Q/Q AR versus the consensus expectation of
1.8% Q/Q AR. The consumer continues to be a workhorse,
contributing 2.9% with government spending also providing a
boost of 0.9%. The drag was primarily from inventories (-0.9%)
and trade (-0.7%). I witnessed this first hand over the weekend
when my wife and I took the ferry from Bridgeport to Port
Jefferson. There was no additional room for cars both going and
returning. In addition, we stopped at one of the local farms to buy
an always-delicious peach cream pie. The line was the longest I can
remember over the past few years and the supply for the day was
gone; in fact, we were forced to place an order for pick up on our
way home. With a round trip ferry ticket running $160 and pies
costing $35, I believe it is safe to say consumers remain in a good
place for the time being.
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Personal Consumption Expenditure Contribution to Real
GDP Percent Change (SAAR, %PT)
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Source: Bureau of Economic Analysis

Financial companies also suggested that the consumer finance
divisions were powering earnings. While this is good for the
economy, it worries me a bit from an equity standpoint that perhaps
this is as good as it gets. The base effect deriving from the Tax Cut
and Jobs Act passed at the end of 2017, made the prospect of yearover-year declines in earnings growth possible if not likely in 2019.
However, earnings continue to grow, albeit a bit slower than initial
expectations. With 2Q earnings season about halfway over,
I/B/E/S data from Refinitiv shows 0.9% growth Y/Y for the 2nd
quarter. This could still change as some of the bellwethers have yet
to report but the longer the market can hang in on flat earnings
growth the better the prospects will be for next year with easy
comps.
S&P 500 2Q'19 Blended Earnings Growth By Sector
(Y/Y Pct. Change)
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Source: I/B/E/S data from Refinitiv

Trade continues to be front and center and is often cited as one of
the reasons why companies are not spending on capex. The good
news is U.S.-China trade talks are set to resume; the bad news is
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they now seem to be more about building trust than reaching an
actual agreement. European trade issues are not going away either.
The negative impact trade has on c-suite sentiment is difficult to
quantify into lost capex dollars but the clear relationship between
fixed investment and the CEO outlook survey shows uncertainty is
weighing on investment decisions.

Source: BEA, Business Roundtable

While most of this note focuses on the domestic market, I do have
one noteworthy observation about Emerging Markets. Earnings
Estimates have steadily increased over the past six weeks and, in
fact, this is the longest consecutive streak of upward estimates since
early 2018.

Source: Bloomberg

Of course, I probably jinxed the market as one that will keep going
and going but we all know that batteries die at some point. Lower
rates are likely here to stay for an extended period and it just may
mean equities are the best place to be.
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IMPORTANT DISCLOSURES
This communication was prepared by Strategas Asset Management, LLC (“we” or “us”). Recipients of this
communication may not distribute it to others without our express prior consent. This communication is provided
for informational purposes only and is not an offer, recommendation or solicitation to buy or sell any security. This
communication does not constitute, nor should it be regarded as, investment research or a research report or securities
recommendation and it does not provide information reasonably sufficient upon which to base an investment
decision. This is not a complete analysis of every material fact regarding any company, industry or security. Additional
analysis would be required to make an investment decision. This communication is not based on the investment
objectives, strategies, goals, financial circumstances, needs or risk tolerance of any particular client and is not presented
as suitable to any other particular client.
For investors subject to MiFID II (European Directive 2014/65/EU and related Delegated Directives): We classify
the intended recipients of this communication as “professional clients” or “eligible counterparties” with the meaning
of MiFID II and the rules of the UK Financial Conduct Authority. The contents of this report are not provided on
an independent basis and are not “investment advice” or “personal recommendations” within the meaning of MiFID
II and the rules of the UK Financial Conduct Authority.
The information in this communication has been obtained from sources we consider to be reliable, but we cannot
guarantee its accuracy. The information is current only as of the date of this communication and we do not undertake
to update or revise such information following such date. To the extent that any securities or their issuers are included
in this communication, we do not undertake to provide any information about such securities or their issuers in the
future. We do not follow, cover or provide any fundamental or technical analyses, investment ratings, price targets,
financial models or other guidance on any particular securities or companies. Further, to the extent that any securities
or their issuers are included in this communication, each person responsible for the content included in this
communication certifies that any views expressed with respect to such securities or their issuers accurately reflect his
or her personal views about the same and that no part of his or her compensation was, is, or will be directly or
indirectly related to the specific recommendations or views contained in this communication. This communication is
provided on a “where is, as is” basis, and we expressly disclaim any liability for any losses or other consequences of
any person’s use of or reliance on the information contained in this communication.
Strategas Asset Management. LLC and Strategas Securities, LLC are affiliated with Robert W. Baird & Co.
Incorporated (“Baird”), a broker-dealer and FINRA member firm, although the firms conduct separate and distinct
businesses. A complete listing of all applicable disclosures pertaining to Baird with respect to any individual
companies mentioned in this communication can be accessed at http://www.rwbaird.com/researchinsights/research/coverage/third-party-research-disclosures.aspx. You can also call 1-800-792-2473 or write: Robert
W. Baird & Co., PWM Research & Analytics, 777 E. Wisconsin Avenue, Milwaukee, WI 53202.
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