
 

Monday, January 14th, 2019 

“Stocks retrace half their losses” 

The smallest and most punished stocks are outperforming the recent leaders as the market returns to risk-
on after the holidays. The Nasdaq Composite is up 10.1% over the past 3 weeks, the best 3-week gain since 
2011. The Russell 2000 index (small caps) is up 7.4% YTD, vs. the 2.9% gain in the Dow.  
 
The oversold conditions we saw leading up to the Christmas Eve bottom have subsided for now, and the 
market has recovered quickly as it often has over this long bull market. Fundamental data has hardly changed 
in such a short timeframe, but data releases will also be limited until the government shutdown is resolved. 
 
As for the shutdown, the current length of 23 days is now the longest on modern record. The furloughed 
workers will distort January employment reports, but there isn’t expected to be a significant economic 
impact based on the shutdown alone assuming it gets resolved in the next couple weeks. Still, sentiment 
could benefit from this being resolved sooner than later. 
 
What has changed the most in recent weeks, and arguably the biggest support pillar for risk sentiment, has 
been the tone from the Fed. The December volatility clearly woke up Fed officials who now appear to be less 
on auto-pilot as it relates to monetary policy. Investors now see a roughly 19% chance of one or more 
additional interest-rate hikes by late June, compared with a 45% chance a month ago, according to Fed-funds 
futures tracked by CME Group1. 
 
Corporate earnings estimates for 2019 have been ratcheted down in recent weeks on concerns for the global 
economy and margin pressure. According to FACTSET, average estimates now call for 6.9% earnings growth 
on 5% revenue growth in 2019 with some of the biggest headwinds occurring over these next 6 months2. On 
the positive side, the bar has now been reset lower for companies to beat estimates. If the trade issues with 
China are resolved, many of these estimates could be revised higher which would support stock prices.  
 
President Trump has been confident on a deal with China being imminent, but as of now both economies are 
starting to feel direct and indirect impacts of the trade war. A report out of China this morning showed that 
Chinese exports and imports both fell in December as the impact of tariffs started to kick in. Economies and 
companies that feed the world’s second largest economy have reported significant slowdowns putting aside 
the fuzzy reports that come from China’s own officials.  Apple’s guide down a couple weeks ago also proved 
that many U.S. companies will be caught in the crosshairs.  
 
Last week, Amazon became the world’s largest company by market size. Believe it or not, from 1926 through 
the end of last year, only 10 companies have ever been ranked number 13. Over the past month, Apple, 
Microsoft and now Amazon have all taken over this leadership role. Berkshire Hathaway and Google parent, 
Alphabet, Inc. linger not too far behind.  
 
We hear so much press about the largest companies controlling the index prices, but is it really that much 
different than the past? The chart below tells us no. While the giants of today seem more top-heavy than ever 



before, the frequency of torch-passing and cluster of names near the top indicates that there is less 
dominance than the titans of past.    
 

 
 

Unfortunately for Jeff Bezos, his personal market cap is sure to take a hit in the coming months.  
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