
MARKET COMMENTARY 
 

 
LAST WEEK: 

U.S. equities finished mostly higher this week with 
Technology names leading the way as the best 
performer with leadership from hardware and software 
stocks. While the tech-heavy Nasdaq failed to extend 
its streak of new highs on Friday, the index market 
cap managed to trade at more than 50% of the S&P 
500 index value thanks to both Alphabet and Apple. 
Communications services was another bright spot, 
with notable gains from large cap internet names, 
while Healthcare outperformed with help from biotech 
and managed care. Consumer Staples, Consumer 
Discretionary, Utilities and Real Estate all finished 
higher, however lagged the broader market. Industrials 
ended slightly lower with machinery and equipment 
rental the notable drags. Financials also saw a modest 
pullback with banks on the defensive into earnings 
next week (though IBs did well). Energy was the worst 
performer on the week, snapping its five-week winning 
streak on the back of de-escalating tensions between 
the U.S and Iran. WTI crude slumped 6.4%, its largest 
weekly retreat since July. The Dollar index was up 0.5% as 
the Dollar-Yen rose above 109.5, the Euro-Dollar slipped 
to 1.11, while Gold gained 0.5% for its third straight 
weekly increase. 
 

Geopolitical tensions remained elevated at the start of the week 
following a U.S airstrike that resulted in the death of top Iranian 
military commander, Qassem Soleimani. Following the strike, 
President Trump threatened to act “very fast” if Iran were to retaliate 
against the U.S or U.S interests. After Iran fired 22 missiles at two 
military bases in Iraq where American troops are stationed, investors 
actually saw a de-escalation. The initial market reaction was a global 
risk-off move in futures, which ultimately rebounded after there were 
no U.S casualties. This briefly turned positive before President Trump 
announced that additional economic sanctions were warranted as 
both sides stepped back from further military action. 
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The volatility experienced over the course of the week was a good reminder that markets have a long history of ignoring geopolitics. 
Over the recent decades, all things equal, markets tend to overreact to initial geopolitical events and then actually recover quickly 
with investors looking past any short-term volatility. Reuters pointed out that recent increased tensions have not had any meaningful 
impact on oil supplies or global economic activity, which ultimately did not change the narrative. According to CNBC, hedge fund 
analytics tool Kensho monitored markets after 20 crisis events in the Middle East over the last three decades and found that in the 
month following the major events, stocks traded positively 65% of the time with an average gain of nearly 3% over the following three 
months.   
 
With stocks largely ignoring the flare up of geopolitical tensions, the bull market narrative remains intact. The most significant tailwind 
for sentiment has been the de-escalation of trade tensions between the U.S and China as the two sides are set to sign their Phase One 
trade deal next week. Additionally, the renewed central bank balance sheet expansion has been discussed as another key driver with 
Bank of America noting that central banks’ net purchases are forecast to total $447B over the course of the next six months. While 
expectations are that consensus estimates may be too high, many believe that an earnings recovery in 2020 is warranted, helping add 
another tailwind to equity markets. 
 
On the data front, investors saw an unexpected falter in labor 
market growth. Nonfarm (NFP) payrolls increased 145K in 
December, which was below the consensus of a 160K gain. 
However, with the miss in NFP, it did little to change the 
narrative and did not appear that there were any significant 
concerns or commentary surrounding the number. What 
seemed to garner the most attention was the softer wage 
growth number as average hourly earnings growth slipped 
below 3.0% year-over-year for the first time since July 2018. 
This was even as The Washington Post recently noted that 
the lowest-paid workers are seeing their paychecks rise at the 
fastest pace in over a decade with help from minimum wage 
increases.  
 
Many will look to the start of Q4 earnings season when 
results from the big banks will be in focus with many analysts 
expecting:

• Ongoing margin headwinds from the Fed’s 2019 
policy pivot 

• Modest loan growth 

• Better trading revenues on low expectations 

• Continued strength in mortgage banking

 

 
 THIS WEEK

U.S equities finished higher on Monday as the S&P 500 has now recorded gains in seven of its last eight sessions. It was a relatively 
light Monday to start the week ahead of Tuesdays’ start to Q4 earnings season, led by big banks. The narrative continues to lean 
bullish with the following key talking points for investors: 

• Trade deal optimism

• Rebounding earnings growth 

• A strong U.S economy 

Markets were led higher by all sectors with the exception of Healthcare in the S&P 500, which was the lone loser of the day.  
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In Fed speak, Boston President Eric Rosengren said policymakers this year are forecasting an almost ideal economic outcome; however, 
the Fed should be aware of the potential for accelerating inflation as he cited the extremely strong labor market, which may tighten to 
unsustainable levels. Looking forward to the rest of the week other Fed speakers include: 

• New York President John Williams  

• Kansas City President Esther George 

• Michelle Bowman (Community Bank Seat)

• Vice Chair for supervision Randal Quarles  

The most recent macro trade-related headlines seemed to have little effect on the market as Secretary of the Treasury, Steve Mnuchin 
said the text of the trade deal will include the aggressive purchase commitments mentioned by the Trump administration, which are 
expected to be that China will buy $40B-$50B worth of U.S agricultural products annually and a total of $200B of U.S goods over the 
next two years. Additionally, trade advisor Navarro said the deal contains very strong enforcement mechanisms, noting that the U.S 
will be allowed to reimpose tariffs unilaterally if China breaks any commitments. 
 

THIS WEEK INTERNATIONAL:

APAC - Asian Equity indexes closed mainly higher last 
week with the Taiwan’s Taiex bucking the trend and 
ending .71% lower. The main driver behind positive 
price action continues to be optimism surrounding the 
Phase One trade deal between the U.S and China. In the 
most recent developments, the U.S announced that the 
two sides have agreed to semiannual talks in hopes of 
pushing for economic reform and continuing to resolve 
disputes. 
 
To start the week, Asian equities traded mostly higher 
on Monday with activity remaining fairly light as Japan 
remained closed for a public holiday. Most CSI 300 
sectors moved higher, led by info tech, telecoms and 
consumer staples. Utilities remained the laggard with the 
risk-on trade. The Yuan traded through 6.9 per Dollar for 
the first time in more than five months, recouping a third 
of its losses since June 2008 after the U.S announced 
they will lift the tag of “China currency manipulator” ahead of the trade deal signing next week. Additionally, Hong Kong’s stocks closed 
at an eight-month high on Monday, returning to levels not seen since before political protests erupted in the city. 
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Elsewhere in the region, Taiwanese president Tsai Ing-wen won in a landslide victory with record voter turnout over the weekend 
versus their opponent Han Kuo-yu, a China-friendly opposition challenger. The victory was the fourth time since 2000 that the 
Democratic Progressive party has won the presidency as they continue to advocate for the country’s formal independence.

 
Europe - European equity indexes ended mostly mixed amid ongoing geopolitical risk, which for the most part had abated by the 
end of the week. Markets were led higher by Technology, Autos & parts, Health Care and Personal & household goods. Real Estate, 
Retail and Materials underperformed the broader market. It was a notable week for German automakers with some pre-announcing 
earnings that beat expectations which helped offset lackluster German manufacturing data.  
 
On the Brexit front, UK Prime Minister Boris Johnson’s legislation overcame its final obstacle in the House of Commons as MP’s voted 
330 to 231 in favor of the withdrawal agreement, as it will now pass to the Upper House of Lords. The significant developments in 
Brexit should put an end to the parliamentary gridlock which the country has witnessed since 2016 Brexit when the referendum to 
breakaway was passed. PM Johnson is expected to continue to push for the measures to be passed into law before the end of the 
month so the UK can proceed with plans to break away from the EU on January 31st. Elsewhere in political news, Spain also ended 
their deadlock which has lasted since April 2019 as they voted in Socialist leader Sanchez as Prime Minister, paving the way for the 
country’s first modern coalition government.
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IMPORTANT DISCLOSURES

The information provided, including any tools, services, strategies, methodologies and opinions, is expressed as of the date hereof and is subject 
to change. Level Four Capital Management (“LFCM”) assumes no obligation to update or otherwise revise these materials. The information 
presented in this document has been obtained from or based upon sources believed by the trader or sales personnel or product specialist to be 
reliable, but LFCM does not represent or warrant its accuracy or completeness and is not responsible for losses or damages arising out of errors, 
omissions or changes or from the use of information presented in this document. This material does not purport to contain all of the information 
that an interested party may desire and, in fact, provides only a limited view. Any headings are for convenience of reference only and shall not be 
deemed to modify or influence the interpretation of the information contained.

This material has been prepared by personnel of LFCM and is not investment research or a research recommendation, as it does not constitute 
substantive research or analysis. This document is not directed to, or intended for distribution to or use by, any person or entity who is a citizen 
or resident of or located in any locality, state, country or other jurisdiction where such distribution, publication, availability or use would be 
contrary to law or regulation or which would subject LFCM to any registration or licensing requirement within such jurisdiction. It is provided 
for informational purposes, is intended for your use only, and does not constitute an invitation or offer to subscribe for or purchase any of the 
products or services mentioned, and must not be forwarded or shared with retail customers or the public. The information provided is not intended 
to provide a sufficient basis on which to make an investment decision. It is intended only to provide observations and views of certain LFCM 
personnel.  Observations and views expressed herein may be changed by the personnel at any time without notice. 

Nothing in this document constitutes investment, legal, accounting or tax advice or a representation that any investment strategy or service is 
suitable or appropriate to your individual circumstances. This document is not to be relied upon in substitution for the exercise of independent 
judgment. This document is not to be reproduced, in whole or part, without the written consent of LFCM.  
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