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Stock Market Floats above Earnings, Economic Data

The stock market recently achieved a technical posi-
tive that nonetheless carries its own level of trepidation. On
4/25/16, the trading week opened with the 50-day simple
moving average (SMA) on the S&P 500 climbing back
above its 200-day SMA. In other words, the dreaded “death
cross” had been reversed – remarkably, for the second time
in nine months.

The death cross occurs when the 50-day simple mov-
ing average trendline falls below the 200-day trendline. The
most-recent death cross occurred on the S&P 500 on 1/8/
16, when the falling 50-day and the more-gently descend-
ing 200-day SMA crossed paths at 2,058. With its late-April
emergence, the S&P 500’s 50-day SMA spent approximately
3.5 months below long-term resistance.

A prior death cross occurred on 8/31/15, following
the market low on 8/25/15. The S&P 500’s 50-day trendline
got back above its 200-day simple moving average on 12/
21/15, meaning its duration in the death cross was just
slightly longer than the most-recent incident.

The S&P 500 is up about 2%-3% year-to-date, after
being in correction territory in mid-February. Most remark-
ably, stocks have shaken off the two “cliff dives” in August
’15 and January ’16.

But investors would do well to remember that stocks
were barely out of the summer-fall ’15 “death cross” period
when the market collapsed again. While this knowledge
would presumably overhang the markets, investors seem
uncommonly sanguine, bidding stocks higher even with-
out the support of rising earnings or encouraging do-
mestic data.

1Q16 EPS REMAINS NEGATIVE YEAR-OVER-YEAR
Based on Bloomberg data and with about one-third of com-
ponents (166 companies) having reported, calendar first-
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quarter 2016 earnings for the S&P 500 are down 6% year-
over-year. Our first snapshot week, which showed a 10%-
11% annual decline, was over-weighed with financial com-
panies and big banks in particular, which are well-known
early reporters. We knew we would see the average annual
decline diminish as the market provided a more representa-
tive sample, but we thought overall performance might be a
bit better at this point.

What is interesting is that after four quarters in which
Energy earnings were the primary drag on overall perfor-
mance, that mantle has been shifted over to Financial Ser-
vices. Excluding Financial Services companies, overall 1Q16
EPS to date would have been down 2.8%. When only En-
ergy companies are excluded, however, the EPS decline mod-
erates only to a 5.1% decline from the headline 6% fall-off.
That’s because even a year ago, Energy earnings were pretty
terrible. The weakness in Financial Services (down 14%) is
less intense than the negative comparisons (down 60%) still
being recorded in Energy. But Financial Services, at about
17% of the market weight, is much heftier and more conse-
quential in the final tally than Energy, which is barely 6%.

Besides Energy and Financial Services, the worst-earn-
ing sectors include Materials. Yet Energy, Materials and Fi-
nancial Service are the leading sector performers for the sec-
ond quarter to-date in terms of stock appreciation. This lead-
ership extends back to the break out of the mid-February low,
when leadership swung 180 degrees from defensive to risk-
on and economically sensitive.

The corollary is that traditional defensive names are
having a pretty good or at least not-bad earnings season. Con-
sumer Staples earnings are about flat; Telecom Services and
Healthcare earnings are up in single digits. These defensive
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sectors, however, have exchanged early year stock strength for
recent weakness.

As the earnings season proceeds and the heavy early con-
tribution from Financial Services is further diluted, we expect
the overall EPS decline for calendar 1Q16 to continue to di-
minish. But we no longer believe the 1Q EPS decline will be
limited to 2%-3% year-over-year; the more likely outcome is a
decline in the 3%-5% range. Energy, traditionally a late-re-
porting sector, will wrap up the EPS season with a thud. More
important, non-commodity-sensitive and interest-rate-sen-
sitive sectors have not stepped up to the plate, despite lower
input costs. Earnings outside these areas are pretty medio-
cre overall.

ECONOMIC DATA
CONTINUES TO UNDERWHELM
A week ago we noted the mixed to feeble data coming back
from the consumer economy, including March retail sales and
the steep slump in March housing starts. Both data points ei-
ther weighed on or reflected shaky consumer sentiment, as the
University of Michigan consumer sentiment survey fell to 89.7
for April from 91 in March.

Data since mid-month has remained a mixed bag. Hous-
ing bulls were partly reassured by March existing home sales,
which rose a higher-than-anticipated 5.1% from February to
reach a 5.33 million seasonally adjusted annual rate (SAAR).
With housing inventories remaining tight, prices rose. The av-
erage median price of $227,000 was up 5.1% from March 2015.

Continued jobs growth, some signs of wage growth, and
still-low interest rates are keeping the existing home sales
market vibrant even as first-time homebuyers remain
underrepresented. More listings leading to higher inventory,
which in turn pushes down prices, is likely required to get this
market moving sharply higher again.

Just as housing bulls were relaxing, new home sales were
reported to have declined more than anticipated in March. This
marked a third consecutive down month in new home sales.
While weakness in the Western region is disproportionately
dragging down the national number, no region is particularly
vibrant. The new home sales data coupled with the new starts
and permits data suggests that housing construction is at risk
of tailing off more measurably in coming months.

Data from the industrial economy, despite a few silver
linings, is generally cloudy. Orders for durable goods in the
U.S. were positive in March. But they rose a less-than-expected
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0.8% following the revised 3.1% slump for February du-
rable orders. Shipments of non-military capital goods ex-
cluding aircraft, which are used in the GDP calculation, rose
an anemic 0.3% - again, not much of a bounce-back from
the prior month’s 1.8% decline.

We have pointed out that regional Fed indices can
sometimes capture a shift in the dynamic before it is re-
flected in the national numbers. Last week we highlighted
the very solid Empire (New York State) Manufacturing in-
dex. This week we point to the Philly Fed’s general regional
business activity index, which at 13.5 for April confirmed
the surprising strength (13.9) first reported in March.

Regional reports from Philadelphia and New York are
encouraging, but they have not yet translated into national
trends. Large U.S. businesses are still struggling to generate
demand growth amid tepid international economic activity
and a U.S. consumer who seems increasingly to be moving
to the sidelines. These negative force are impacting economic
data while weighing on any EPS recovery.

CONCLUSION
As the 4/25/16 trading week got underway, the array on the
S&P 500 was optimal: the index price was on top, followed
in descending order by the 20-day simple moving average,
the 50-day SMA and the 200-SMA. All those things were in
place last December when the 50-day emerged from four
months of hibernation below the 200-day. Barely three weeks
later, the entire edifice came crashing down. Could the same
thing happen this time?

We are not in the prediction business, but we do at-
tempt to analyze and assess the operating environment for
clues as to what might happen. The environment at present
is not perfect, but it is much less scrambled than it was in
those prior periods immediately preceding the August ’15
and January ’16 death crosses.

At those times, the stock market was confronting enor-
mous volatility and turbulence in currencies, commodities,
& energy (CC&E). In our view, the past few months dem-
onstrate that CC&E levels have stabilized. The disconnect
on monetary policy between the U.S. Fed (restrictive) and
global central banks (accommodative) is well known and
no longer seems a source of consternation. In short, the “new
normal” on CC&E & interest rate policy gives markets fur-
ther room to run, rather than impetus to correct.

Jim Kelleher, CFA,
Argus Director of Research
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