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MARKET OUTLOOK

Stocks remained volatile last week amid Thursday’s CPI report, the start of
Q3 earnings season, and big swings in European markets particularly
from the U.K. The Dow swung 1,500 points intraday on Thursday
alone, marked by an initial drop of 500 points following the disappointing
CPI report before finishing 1,000 points higher. The big swing can be
attributed to an oversold market due for a technical bounce higher
along with a drop in the dollar and treasury yields that day. Then on
Friday, stocks gave back about half of Thursday’s gain as the volatility
continues.

The Dow did manage to post a slight gain of 1% on the week while the
S&P 500 and Nasdaq dropped -1.5% and -3% respectively.

Retail sales data on Friday came in flat month-over-month for September
while retail sales, excluding autos, were up just 0.1%. The retail sales
numbers are not adjusted for inflation, so the lackluster numbers for
September suggested consumers were pulling back on spending
somewhat in the wake of high inflation. The silver lining of the report is
that we need economic data to slow down somewhat to help with
battling inflation. The Fed has indicated it won’t stop this rate hiking
campaign until it sees signs of slowing inflation.

Turning to the week ahead, Q3 earnings season continues with a pickup in
the number of companies reporting (See below section for more). On the
economic front this week, housing data will be in focus with various
reports released throughout the week including the homebuilder’s (NAHB)
Index, US housing starts data, along with data on existing home sales.

Q3 EARNINGS SEASON

Our partners at LPL put together this nice summary on what we’re
watching for as Q3 earnings season begins:

Expectations are very low for this earnings season. The challenges are
many, with intense cost pressures and slowing economic growth at the top
of the list. The chorus of analysts and strategists calling for big cuts to
estimates has gotten louder. Expect estimates to come down, but not
collapse.

Numerous Headwinds
Corporate America has a lot working against it this earnings season.
These headwinds include slower economic growth, cost pressures amid
high inflation, ongoing supply chain issues, geopolitical instability in
Europe and Asia, and significant currency drag from a very strong U.S.
dollar. None of this is new news, but it has brought expectations for third
quarter earnings growth down by nearly 7% to achievable levels in the 2%
range [Figure 1 shown below]. 

There are some Positives..

First, companies typically generate about three percentage points of
upside, even in challenging profit environments, as they bring expectations
down low enough to beat them. In addition, it appears that economic
activity picked up in the third quarter. After GDP contracted in the first
two quarters, GDP growth may approach its pre-pandemic 2% trend for
the third quarter.

Finally, generating earnings growth in a tough economic environment is a
little easier when inflation is the source of the weakness. The consensus
estimate for year-over-year revenue growth for the S&P 500 in the third
quarter is 8.5%.

Source: LPL Research, FactSet.

SOCIAL SECURITY ANNOUNCEMENT

How well do you remember 1981?

Harrison Ford had his first bow as Indiana Jones in Raiders of the
Lost Ark.
Frogger and Donkey Kong were all the rage at video arcades.
Bob Ross left the Air Force and took up painting.

On top of that, we had the largest Social Security cost-of-living adjustment
(COLA) on record: 11.2%.

 This year’s COLA increase won’t reach that high, but the Senior Citizens
League anticipated it to be as much as 8.7%. As it turns out, they were
right on the nose. This tops last year’s 5.9% increase.**

What this increase means for those collecting Social Security benefits is
additional help battling inflation. The average Social Security retiree
benefit will increase $146 per month, to $1,827 in 2023, from $1,681 in
2022.1

Why is it happening now? Congress has COLA increases pegged to
rising inflation. While there’s been a great deal of talk about inflation this
year, the increase depends on the much-anticipated official numbers: the
third quarter’s Consumer Price Index (CPI) is measured against the CPI
of the previous year, and the COLA is calculated from that.

More info can be found:

http://blog.ssa.gov/social-security-benefits-increase-in-2023/

 

** CNBC.com, October 13, 2022

WHAT WE ARE WATCHING &
EARNINGS REPORTS

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

Monday: ---

Tuesday: Industrial Production Index (Sept.), NAHB Homebuilders' Index
(Oct.)

Wednesday: Building Permits and Housing Starts (Sept.)

Thursday:  Weekly Initial Jobless Claims, Existing home sales (Sept.),
Leading Economic Indicators (Sept.)

Friday: 

Companies reporting earnings this week:

Monday: Bank of America Corporation (BAC), The Charles Schwab
Corporation (SCHW).

Tuesday: Netflix, Inc. (NFLX), Johnson & Johnson (JNJ), The Goldman
Sachs Group, Inc. (GS).

Wednesday: Tesla, Inc. (TSLA), United Airlines Holdings, Inc. (UAL),
International Business Machines Corporation (IBM), The Procter &
Gamble Company (PG), Lam Research Corporation (LRCX), Abbott
Laboratories (ABT).

Thursday: AT&T, Inc. (T), CSX Corporation (CSX), Union Pacific
Corporation (UNP), Freeport McMoran, Inc. (FCX).

Friday: Verizon Communications, Inc. (VZ), HCA Healthcare, Inc. (HCA),
American Express Company (AXP).

MARKET SUPPORT

The key level of resistance to watch for the S&P 500 is at around 3,400
and 3,200.

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.
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Content in this material is for general information only and not
intended to provide specific advice or recommendations for any
individual. All performance referenced is historical and is no guarantee
of future results. All indices are unmanaged and may not be invested
into directly. 
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