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OVERVIEW

Stocks fell last week but a late-week rally on Friday helped cushion the
blow heading into the weekend. Stocks climbed on Friday following a
stronger than expected June retail sales report, followed by a better-than-
expected drop in consumers’ inflation expectations. Equities had declined
earlier in the week following a hotter than expected CPI inflation report on
Wednesday but were able to recoup losses Friday after The University of
Michigan Consumer Inflation expectations index fell by more than
expected. Strong bank earnings reports from the likes of Citigroup
and Wells Fargo also helped markets late last week.

The July FOMC meeting announcement comes in about a week-and-a-half
on July 27th, where market participants expect another 0.75% rate hike.
Some investors have feared the potential for a full 1.00% hike, but
Friday’s forward-looking inflation reading has greatly diminished those
calls for a full percentage point. A Wall Street Journal report Sunday said
the central bank is on track to lift interest rates by 75 basis points.

The drop in consumers’ future expectations for inflation are likely
attributed to the more recent drop in gas prices albeit still highly elevated
in absolute terms. The national average price of gas fell to its lowest level
since May last week although I personally haven’t noticed the drop in gas
prices yet here in Colorado.

The most interesting Fed/Inflation call I’ve read lately came from Charles
Schwab’s head of markets, Liz Ann Sonders, who said that given how far
off 2% inflation looks right now, she considers it conceivable that Jerome
Powell and his Fed colleagues may start signaling they do not need to see
it all the way back down to target to lift the foot off the pedal on hiking.
This flexibility could provide the room to stop tightening early
enough to achieve a soft landing for the economy. Such an
occurrence would of course be bullish for stocks. Sonders has been
bearish for most of the year so to hear her point out a potentially bullish
development is intriguing.

WHAT WE ARE WATCHING

The following economic data is slated to be released during the week
ahead:

Monday: NAHB Home builders’ index

Tuesday: Housing starts (June)

Wednesday: Existing home sales (June)

Thursday: Jobless Claims. Leading Economic Indicators (June)

Friday: Purchasing Managers' Index (PMI) Composite Flash.

Companies reporting earnings this week:

Monday: Bank of America (BAC), International Business Machines (IBM),
The Goldman Sachs Group (GS), The Charles Schwab Corporation
(SCHW)

Tuesday: Netflix, Inc. (NFLX), Johnson & Johnson (JNJ)

Wednesday: Tesla, Inc. (TSLA), Abbott Laboratories (ABT), CSX
Corporation (CSX), United Airlines Holdings, Inc. (UAL)

Thursday: AT&T, Inc. (T), Snap, Inc. (SNAP), Blackstone, Inc. (BX),
American Airlines Group, Inc. (AAL), Union Pacific Corporation (UNP),

Friday: Verizon Communications, Inc. (VZ), Schlumberger Limited (SLB),
American Express Company (AXP)

BEHAVIORAL FINANCE TOPIC-OF-
THE-WEEK

“Behavioral finance rests on a simple premise: The biggest risks in
investing are embedded in ourselves as decision makers. Biology

encourages our brains to take cognitive shortcuts that can cause big
problems.” -Peter M.J. Gross

There are six emotional biases:

1.  Loss aversion.
2. Overconfidence.
3. Self-control.
4. Status quo.
5. Endowment.
6. Regret aversion.

Overconfidence Bias

An overconfidence bias occurs when people place unjustified trust in their
abilities. Overconfidence is compounded by self-attribution bias, in which
people exaggerate their success (self-enhancement) and blame others for
their failures (self-protection). Despite having aspects of both cognitive
and emotional errors, overconfidence is classified as an emotional error
because the bias is predominantly driven by emotion.

 

Effects of Overconfidence Bias

Overconfidence bias may make investors overestimate their
expected returns and underestimate risks.
Investors may invest in poorly diversified portfolios, a move that may
lead to significant downside risk.

 

How to Detect and Overcome Overconfidence Bias

A comprehensive review of trading records, identifying both winners
and losers, and calculating portfolio performance over at least two
years is recommended.
Investors must observe objectivity in their evaluation and execution of
investment decisions. Besides, they should interrogate the rationale
behind and the outcomes of investments as objectively as possible.
Such interrogations should capture both winners and losers.
In their analysis of unprofitable investment ventures, investors should
pay attention to the patterns or mistakes they may have been
unconscious of in examining the investment decisions they made
that turned out to be unprofitable.

 

(Source: CFA Institute, AnalystPrep)

MARKET SUPPORT

The key level of support to watch for the S&P 500 is at around the 3,666
level.

The key level of resistance to watch for the S&P 500 is at around 4,000 to
4,160

Recall these are key technical levels we look for the market to either hold
or push through when look at the potential for future moves. Common
support levels can be the 50- and 200-day moving averages as well as
other technical levels such as previous market highs or lows.

ZOOM SEMINAR: The World in Year
2030

Let's look ahead to 2030 to highlight 10 of the most exciting and in some
cases life-changing developments uncovered through global research
efforts. We hope this report helps you put the future in perspective and
provides some reassurance that it looks bright for long-term investors. 

Date: Thursday, July 21st

Time: 5-6pm MT

Brought to you by: Capital Group | American Funds
Guest host: Roger Bianco, SVP - Wealth Management Consultant

RSVP NOW
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Visit the JFG YouTube Channel
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