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Last Christmas did not feel like a time for joy for many 

investors, who found themselves perplexed and 

shocked at the abrupt market volatility. It was not the 

gift they were expecting.

A number of factors are thought to have left investors 

jittery the end of last year, among them; the Federal 

Reserve’s hawkish tone and the prospect of several 

interest rate hikes in 2019; concerns about trade 

talks as well as concerns with some FAANG stocks. 

These issues and others introduced some spectacular 

volatility into the markets that had prognosticators 

wondering about the new year.

Had the long-running bull market really come to 

an end? 

Despite this volatility, stocks bounced back in the new 

year, and through the second week in February, the S 

& P 500 was up more than 16 percent.  By February 22, 

the Dow had broken through the 26,000 mark for the 

first time since last November. That capped nine weeks 

in a row of gains, a record going back 24 years. 

The Russell 2000 also saw impressive gains since the 

start of the year, with the small cap index showing its 

longest weekly winning streak since the mid-90s 

as well. 

Different Factors can Invite Volatility

With the bounce in the first weeks of 2019, stock analysts 

and chief investment strategists are singing a slightly 

different tune than in past years. They are cautiously 

optimistic, but foresee more volatility and less upside 

than we have seen during the rally.  There are currently a 

couple of positive developments that have spurred the 

recent rally.

The Fed’s more dovish tone has helped stimulate the 

market.  The market has reacted favorably to the Fed’s 

more conciliatory tone. Ironically, the Fed has reacted to 

their own influence on the markets. 

Maybe inflation rates could rise later in the year, which 

might force the Fed’s hand and return to a raising rates 

environment. For now, the Fed is comfortable with the 

rate of inflation. 

The Early Year Market 
Rebound of 2019
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A deal with China may be priced into the market already 

or it might stimulate the market further. This is hard to 

say, but any good news on this front has been welcome 

news to the market and its direction. Also, some analysts 

believe that the recent rally has produced overbought 

conditions and that the trajectory can not continue. 

Since tariffs were imposed by the U.S., the Chinese 

economy has been impacted negatively. A solid deal 

could be good for the global economy. 

Conversely, there are some analysts who believe that we 

could retest those December lows and question why the 

Earnings growth in the fourth quarter of 2018 

were quite good. Nearly three-quarters of S&P 500 

companies reported earnings that beat forecasts. The 

earnings growth rate for those companies saw a growth 

rate of 13.3 percent. 

Facebook was one of the big names that beat 

expectations, both in earnings and revenues. 

A break down of sectors saw communication services 

companies, industrials and information technology 

companies among the most likely to report above-

estimate earnings.  Utilities and real estate companies 

were least likely to have beaten estimates.

Q4 2018 Earnings and What is 
Expected in 2019

Fed has changed its stance.  Could it be that rising wages 

could be a precursor of higher inflation? And what will 

the effect of potential tariffs be on Europe and Japan? 

A slowing global economy will also have some impact on 

investor’s returns this year compared with last.

So, while the rally in the first months of this year has 

steadied some nerves and made up for the “Christmas 

surprise,” the expectation of volatility in this new year may 

be the gift that keeps on giving.

Within the communication services sector, companies 

like Netflix, Twitter, Walt Disney and News Corporation 

were second only to the energy sector in reporting 

earnings that surpassed expected results. 

The energy sector was the big winner with earnings 

surprises that beat expectations by a wide margin. 

Companies like Phillips 66 and Valero Energy were 

among the big winners.  

That set a high bar for this year as analysts focus on 

every variable that might portend the strength of the 

economy this year and the financial condition of many 

companies that they follow.

Fred Imbert/Ryan Browne, “Dow rises more than 180 points to retake 26,000, notches 9-week winning streak,” (2019, February 22), CNBC.com

Liz Ann Sonders/Jeffrey Kleintop/Brad Sorensen, “Schwab Market Perspective: Be Careful What You Wish For,” (2019, February 16), Schwab.com, 

Market Commentary
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Expected Earnings Growth has Come Down

Recent earnings announcements and guidance 

provide a glimpse into what may be the trend in 2019.

Companies can provide an estimate of their earnings-

per-share ahead of reporting actual results. 

CVS Health beat fourth-quarter earnings estimates 

but has issued guidance this year that falls short 

of forecasts. 

Another large consumer company, PepsiCo, has said 

that it forecasts earnings below Wall Street estimates 

for 2019 after having a good 2018. The company does 

believe that it will see more earnings growth in 2020 

though. PepsiCo had met forecasts in the fourth-quarter 

of 2018. 

These companies are just two examples that join the 53 

S&P 500 companies who have issued negative earnings 

guidance for the first quarter of 2019. As of February 

8, 2019, 65 S&P 500 companies has issued guidance 

for the quarter. The other 12 companies issued positive 

guidance for the quarter. That accounts for 82 percent of 

reporting companies offering negative guidance, which 

is above the 5-year average. 

Even for last year, the earnings growth of S&P 500 com-

panies seems to be tied to each company’s exposure 

to the percent of sales outside the U.S.  With a slowing 

global economy, a stronger U.S. dollar and trade ten-

sions, those companies relying on sales outside the U.S. 

had lower blended earnings growth. 
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Longer term estimates by analysts predict low sin-

gle-digit earnings growth in the second and third 

quarters. Many of these estimates come from Refinitiv 

(formerly Thomson Reuters).

That trend is predicted to reverse in the fourth quarter of 

2019. The contrarian spin on this is that if many of these 

companies beat expectations this year, it could be posi-

tive for the stock market. 

Successful trade negotiations and fluctuations in the 

dollar could impact the final results, along with contin-

ued strength in the economy.

Martin Baccardax, “CVS Beats Q4 earnings Forecasts but Guides for Weaker 2019 Profit,” (2019, February 20), TheStreet.com, Investing 

Amelia Lucas/Lauren Hirsch, “PepsiCo expects earnings to decline in 2019 as it invests to boost its sales growth,” (2019, February 15), CNBC.com, 

Food and Beverage

John Butters, “Earnings Insight; key metrics,” (2019, February 8), FactSet Research Systems, Topic of the Week

Staff, “Q4 earnings update: Positive surprises so far,” (2019, February 13), Proactive Advisor Magazine, Topping the Charts
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Disclaimer: Investment Advisory Services offered through Retirement

Wealth Advisors, (RWA) a Registered Investment Advisor. Austin

Wealth Solutions and RWA are not affiliated. Investing involves risk

including the potential loss of principal. No investment strategy can

guarantee a profit or protect against loss in periods of declining values.

Opinions expressed are subject to change without notice and are not

intended as investment advice or to predict future performance. Past

performance does not guarantee future results. Consult your financial

professional before making any investment decision. This information is

designed to provide general information on the subjects covered. It is

not, however, intended to provide specific legal or tax advice and

cannot be used to avoid tax penalties or to promote, market, or

recommend any tax plan or arrangement. Please note that Austin

Wealth Solutions and its affiliates do not give legal or tax advice. You

are encouraged to consult your tax advisor or attorney.
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