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Unemployment Down, Job Openings Up, Retail Sales Steady 

Source: Econoday.com 

Unemployment levels are at 

record lows, and job openings 

continue to increase. Real 

Disposable Income has increased 

with the strong job market and 

lower gasoline prices.  These 

trends have led to steady growth in 

retail sales.  
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Manufacturing, Service and Construction Remain Steady 

Despite concerns of a global economic slowdown, the domestic economy 

appears relatively healthy.  Both the manufacturing and services data remain 

steady. Manufacturing, however, has decelerated from its blistering pace as 

indicated by several recent regional reports.  

Source: Econoday.com 
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Source: Econoday.com 

Housing Is Weak 

Once mortgage rates moved over 

4.5%, home prices and sales turned 

down.   
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Yield Curve Flatter But Not Inverted 

Market participants have never been as focused on the yield curve as they are 

today, and for good reason. Typically, yield curve inversions foretell worse 

economic times.  Presently, a flattening yield curve appears to reflect concern 

but not undue stress in the financial markets.  
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Loan Growth Appears Healthy 

After a pause in 2017, commercial and industrial loan growth resumed an 

advance which appears to remain intact. In fact, despite a flattening yield curve, 

bank loan growth has accelerated.  
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The Next Recession Will Occur When Profits Turn Down 

In the past, like 2006 to 2008, 

corporate profits have served as a 

leading indicator. Currently, profits 

are still growing. 

And margins sharply turned down 

during every recession since 1959. 

 

Margins have been rising. 
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Forward earnings estimates show growth for 2019 but are drifting down on 

concerns of decelerating global growth.   

Earnings Estimates 
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Both the short-term and long-term advance decline oscillators show oversold  

conditions, marking the first time since 2016 that both levels have indicated a 

“buy” signal. This is one indication, not a reliable rule. 

Technical Indicators Reflect Oversold Levels 
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NOW 

NOW 

Similarly, sentiment measures show increasing signs of pessimism.  From a 

contrarian perspective, some view this signal as indicative of a potential 

bottoming for equities.  

Sentiment Reflects High Pessimism 
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Valuation Has Normalized 

Rising earnings and falling prices have made stocks more attractively valued.  

The forward price-to-earnings multiple for the S&P 500 is now just above the 

market’s long-term multiple of 14.6x.  

 

Given the weight of the evidence, we believe that U.S. stocks may have gone 

through a “valuation correction” as U.S. macroeconomic demand, as 

presently reported, appears to be solid. Ultimately, earnings will tell the tale. 
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• Economic growth in 2019 is expected to decelerate from 2018 levels but remain above the average for the current 

cycle. Unemployment levels are at record lows, and job openings continue to increase. Manufacturing and 

Construction appear relatively healthy. Uncertainty persists due to trade war overhangs. The housing market has 

remained cool since the summer, with higher absolute prices and higher interest rates crimping affordability in 

some markets.   

 

• The T-Bill/10-year U.S. Treasury spread has narrowed but remains positive, reflecting concern but not stress. 

 

• As interest rates have risen, banks have been able to increase loan growth and credit.  Ceteris paribus, this trend 

should help drive growth in 2019 and beyond. 

 

• Corporate profit margins and overall profits are expected to continue increasing.  Margins have turned down 

ahead of every recession to date, but that has yet to occur in this cycle.  However, 2019 earnings estimates have 

started to decline. 

 

• With the Q4 decline in the equity markets, some measures reflect “oversold” conditions. Sentiment has turned 

decidedly negative. These conditions can portend a bottoming process, but they are not rules. 

 

• A contraction in P/E multiples generally has driven the sell-off.  The S&P 500 forward P/E ratio has gone from 

18.5x to approximately 15.0x over the course of the year, and it is now near the 10-year average. 

 

The domestic economy appears to be on solid footing, but concerns abound as investors head into 2019, including 

these: the trade war with China, the continued slowdown in housing, declines in oil prices, the possibility of 

unexpected inflation, and the effects of rising interest rates and quantitative tightening. Ultimately, actual changes in 

earnings will tell the tale.   

 

 

 

Overriding Themes 
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