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“Quantitative Adjustment” (QA) Unmasked 

• Anticipated Fed Rate Cut. The Federal Open Market Committee (FOMC) will meet
this week to discuss the current stance of monetary policy here in the U.S. Fed Funds
Futures are implying a greater than 90% probability that the Fed will cut rates a
quarter-percent for the third straight meeting.

• The Federal Reserve’s “Quantitative Adjustment”. Earlier this month, the Fed began
expanding its balance sheet, a seeming about-face from previous intentions to
allow its balance sheet to run off, which had been blamed, at least in part for recent
disruptions in the repo market. Now, the Fed is backtracking, and thus increasing the
supply of excess reserves to help mitigate the risk of further disruptions. Unlike
previous quantitative easing actions, this move may be more akin to a quantitative
adjustment – a modest right-sizing of its balance sheet and the supply of reserves to
better meet the needs of a growing economy and functioning financial system.

• Global Coordinated Monetary Stimulus. Recent monetary stimulus is not a trend
unique to the U.S.; in fact, multiple central banks around the globe (i.e., Japan,
Eurozone, Canada, and Australia) have been getting increasingly accommodative
in the back-half of this year, with expectations to continue to do so moving forward.

• En Garde, Lagarde. Last week, the ECB’s President Mario Draghi handed the reins to
Christine Lagarde, former head of the IMF. The central bank is expected to leave its
key short-term interest rate unchanged at -0.5%. However, Lagarde is likely to focus
on a strategic review of the ECB’s policy, which could lead to a revision of its
definition of price stability, rates and the current QE framework.
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Easing trade and geopolitical tensions improve business 
sentiment

Earnings growth has been negative for the past three 
quarters, but forward expectations are rising
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Bobbing for Earnings

• Earnings Improving, but Still Negative. With approximately 40% of companies
reporting so far, the blended year-over-year growth in Q3 earnings, which combines
actual results with analyst expectations for companies that have yet to report,
stands at -3.8% for the S&P 500. Earnings growth has improved relative to last week’s
-4.8% figure, 80% of S&P 500 companies have reported a positive EPS surprise and
64% have reported a positive revenue surprise.

• Future Earnings Expectations are Improving. Negative EPS growth for Q3 would mark
the first time the S&P 500 index reported three straight quarters of year-over-year
declines in earnings since Q4 2015 to Q2 2016. Oil, gas and consumable fuels in the
energy sector and semiconductors in the information technology sector are leading
the decline. However, Q4 estimates are dipping into positive territory and Q1 2020
estimates are predicting double-digit earnings growth.

• Negative Q3 Earnings a Result of International Exposure? The earnings season began
with continued concern around the impact of a stronger U.S. dollar, slower global
economic growth and trade tensions/their effects on companies with higher
international revenue exposure. A FactSet analysis concluded that companies
generating more than 50% of sales inside the U.S. had a blended earnings decline of
-0.8%; alternatively, companies that originate less than 50% of sales inside the U.S.,
the blended earnings decline is -9.1%, notably lower. However, decreasing trade
concerns may ultimately prove the current observation transitory over the long-term.

Geopolitical Ghouls Begone 

• The U.S. and China Approach Détente. As the U.S. and China work on finalizing
Phase 1 of the trade deal, both sides have been pushing for an agreement that can
be signed by Trump and Xi at next month's Asia-Pacific Economic Cooperation
summit in Santiago, Chile. Investors expect the deal to be more general than
specific; tariff hikes scheduled for December 15th will likely be put on indefinite hold,
and there may be some U.S. tariff rollbacks in 2020. Phase 1's confirmation will
launch Phase 2, with negotiations to continue well into mid-year 2020.

• “Break(ing) the Brexit Deadlock.” Johnson was unable to deliver on his promise of a
speedy Brexit, as U.K.’s parliament rejected his fast-track timetable, delaying his
October 31st deadline to exit the E.U. In turn, the European Union extended the Brexit
deadline once again until the end of January 2020. Johnson has requested an
election on December 12th which, in effect, represents a final recognition that the
U.K. is not leaving the E.U. this month, as British lawmakers continue to kick the can
down the road on its departure from the European Union.

• Business Sentiment Picks Up with Stability. Recent easing of geopolitical and trade
tensions has supported a fair rate of growth in business activity. In October, Markit’s
Flash U.S. Manufacturing PMI marginally increased to 51.5 from September’s 51.1.
New export sales saw an increase for the first time in four months and business
confidence in the manufacturing sector ticked higher for the second month in a
row. Business sentiment will likely continue to improve as we get closer to the
denouement relating to Brexit and a U.S./China trade deal.
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