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MARKET UPDATE: BIRD CALL

The major US equity averages suffered a sharp sell-off on Friday after
Fed Chair Powell’s short and pointed remarks in Jackson Hole, Wyoming,
appeared to dash hopes of the central bank changing its aggressive
course of rate hikes in the months ahead. The markets have been hoping
to see a Fed “Pivot” of sorts in the coming months (i.e. more “Dovish”),
meaning less aggressive hikes if not outright rate cuts, but Powell pushed
back against the rising narrative on Friday by instead saying the
committee remain focused on fighting inflation (i.e. continued “Hawkish”
tone).

The Dow fell -1,008 points, or just over -3%, for its worst day since May.
The S&P 500 and Nasdaq Composite fell -3.4% and -3.9%, respectively,
for their worst days since June. The drop erased the August gains for all
three averages.

LPL has published some timely follow up comments to piggy back on the
Midyear Outlook 2022 piece from a few weeks ago. In “Navigating
Turbulence”, we wrote that it was tough to see the bull case through the
cloud cover, but that an improved macroeconomic environment may set
the stage for higher valuations, further earnings growth, and solid gains
for stocks over the rest of the year.

Some of those gains have already come—the S&P 500 is up 6% since
the publication was released on July 12, even after Friday’s 3.4%
decline. Despite an increasingly hawkish Federal Reserve (Fed), and a
seasonally weak month of September right around the corner, we still see
more upside for stocks over the balance of 2022. Some inflation relief is
likely coming, which can help foster interest rate stability. Corporate
America continues to show its resilience. And using history as a guide,
seasonal forces and midterm elections should provide a fourth quarter
tailwind. However, in the very short term, the market’s direction will likely
depend on when the Fed signals its rate hiking campaign will end.

We maintain our year-end fair value S&P 500 target at 4,300-4,400 based
on a price-to earnings ratio of 18-19 times our $235 EPS estimate for
2023. In a soft-ish landing scenario, perhaps a 50% probability at this
stage, we see upside to that target range. On the flip side, a potential
Fed policy mistake, a possible recession in 2023, and heightened
geopolitical tensions present risks to the downside.

TEST YOUR MONEY KNOWLEDGE

Can you answer the two trivia questions below?....

The answers are listed at the end of the newsletter... no peeking!

1. If you buy a company’s bond…

a) You own a part of the company

b) You have lent money to the company

c) You are liable for the company’s debts

d) You can vote on shareholder resolutions

2. Which of the following best explains why many municipal bonds
pay lower yields than other government bonds?

a) Municipal bonds are lower risk

b) There is a greater demand for municipal bonds

c) Municipal bonds can be tax-free

d) Don’t know/Not sure

WHAT WE ARE WATCHING

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

Monday: ---

Tuesday: Consumer Confidence. Job Openings and Turnover Survey
(JOLTS).

Wednesday: Automated Data Processing (ADP) Employment Report
(Aug.)

Thursday: Jobless Claims. ISM Manufacturing Index (Aug.)

Friday: Jobs report (Aug.)

MARKET SUPPORT

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

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.

Trivia Answers

1. Answer is B

Bonds are loans that investors make to a corporation or a government
body in exchange for regular interest payments and the return of principal
at a future date. Companies issue corporate bonds to raise money for
capital expenditures, operations, and acquisitions. But unlike
stockholders, bondholders don’t receive ownership rights in the
corporation.

2. Answer is C

Because dividend payments from municipal bonds are usually exempt
from federal income tax, even with lower yields than other government
bonds, their after-tax rates of return are attractive to investors in higher tax
brackets. 
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