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U.S. Stocks:
The stock market continued to rally in February with both the S&P 500 and Nasdaq Composite gaining 3.2%, and
3.4%, respectively. February’s gains can be attributed to the Fed pausing rate hikes, the possibilities of a trade
deal between the U.S and China, and macro-economic data that signaled continued strength in the U.S. economy.
Rising oil prices contributed to particularly strong performance among energy companies, while the easing trade
war worries boosted technology and industrial stocks. Analysts lowered earnings-per-share estimates for 2019,
dropping Q1 estimates as much as 4.1% according to FactSet. This is not surprising given the strong earnings
growth in 2018 due to robust economic growth and the Tax Cuts and Jobs Act. In company specific news: BB&T
announced plans to buy SunTrust in the largest bank deal since the financial crisis ($28bn), a deal that would
create the 6th largest retail bank. AT&T defended its $85 billion merger with Time Warner against the Justice
Department. Ride-hailing apps Lyft and Uber are on track to IPO in March, with the former going public as early
as March 18th. The Kraft Heinz Company cratered as much as 30% in February due to weak earnings, an SEC
investigation, and a $15.4 billion accounting charge.

U.S. Macro News:
Multiple U.S. macro-economic indicators surprised to the upside in February such as; Q4 2018 GDP (2.6% vs. 2.2%),
the ISM Manufacturing Index (56.6% vs. 54.3%), job creation (304,000 vs. 154,000), and consumer confidence (121.7
vs. 131.4). In the February FOMC minutes Federal Reserve Chairman Jerome Powell remained upbeat about
domestic growth prospects for the medium term. He continued to stress the risks from deteriorating growth in
China and Europe. The Fed’s target rate remained in the range of 2.25-2.50 and based on the CME Futures the
market doesn’t expect another rate hike in 2019. On the negative side, December retail sales declined by 1.2%,
marking the largest monthly drop since September 2009. Also, factory orders declined 0.6% in November. Overall
the U.S. economy continued to perform well in an otherwise weak global environment. This imbalance between
the U.S. and the rest of the world brings into question how much longer the U.S. can outperform.

Oil:
The U.S. benchmark crude (WTI) continued to increase in February, reaching $57.43 per barrel. Despite steady
U.S. output, large cuts by OPEC contributed to the oil price recovery. Saudi Arabia alone cut production by 1
million barrels per day (a 10% reduction in the country’s output). Fears linger that oil demand will decrease in
coming years especially in Europe and China as both economies face economic slowdowns. According to the
Standard Chartered, in OECD Europe oil demand plunged by a staggering 755,000 barrels per day in December.
On the contrary, the International Energy Agency still expects consumption to increase each quarter this year
from a year earlier, given ongoing oil sanctions on Venezuela and Iran.
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Europe:
The Stoxx 600 gained 3.64% in February. European stocks are cheap, with the Stoxx 600 trading at 13.5x forward
12-month earnings vs. the S&P500 trading at 16.4x. Still, rising share prices haven’t drawn new money into equity
funds. For the past 6 weeks mutual-and exchange-traded EU funds have seen net outflows. The euro-area
economy continued to struggle with weakening growth and country specific shocks. Overall consumer sentiment
is stabilizing, but industrial confidence is still weak. The Manufacturing confidence index was -0.4 vs the
estimated 0.1. Italy’s consumer and economic confidence continued to deteriorate, but at least Italian banks
rallied after credit rating agency Fitch affirmed the nation’s BBB rating. On February 20th, President Trump
indicated that he could impose tariffs on autos from the EU, which would predominantly impact the German
economy. Brexit continues to create uncertainty as Prime Minister Theresa May promised a vote on delaying the
U.K.’s departure from the EU.

China:
China’s Shanghai Composite Index increased 12.33% in February. Retail investors seem to be using leverage to
boost their long positions in Chinese stocks in anticipation of a trade deal with the U.S. The rally seems highly
speculative as economic indicators continue to show deteriorating fundamentals. China lowered its GDP growth
target to 6.0 – 6.5% for the year from 6.5%. Manufacturing PMI saw a decrease to 49.2 from 49.5. The imports subsector came in at 44.8, down from 47.1 in January. The month of February saw Korean overseas sales decline by
11.1%. This marked the sharpest decline since April 2016. The Korean overseas sales number is a leading indicator
that traders use as a proxy for Chinese and Asian trade activity strength. The People’s Bank of China started to
ease financial conditions to boost the economy and the stock market. It steadily decreased the Required Reserve
Ratio for banks. This move has injected significant liquidity into the economy. The country also announced
corporate tax cuts of 2 trillion yuan or $298.31 billion. These tax cuts will draw funds away from infrastructure
projects, which then will need to be financed with more special purpose bonds. These special purpose bonds
are not reported in official government reports, yet they total $1.1 trillion or 7.4% of GDP. HSBC estimates that
these off-the-book bonds would increase Beijing’s officially reported 2.8% budget deficit to around 8%.
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