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Welcome to a Correction
Financial Markets
This past week was punishing for investors, and the market weakness has only intensified a few hours 
into the market open.  Interestingly, last week began in good shape.  Investors awaited the Federal 
Reserve’s rate decision and Chairman Powell’s post-meeting press conference, which went very 
much as expected.  While the FOMC left rates unchanged, Chairman Powell indicated that the most 
likely path for rates is lower, with the first cut occurring as soon as September—certainly pleasing 
news to investors.  Then came a flurry of disturbing economic reports and disappointing earnings 
announcements, and the market turned. 

Last week’s equity index performance was lackluster, indeed.  The Dow decreased by 2.10%, the S&P 
500 by 2.06%, and the NASDAQ by 3.35%.  The flipside of the decline in the equity markets was a 
remarkable rally (lower yields) in the Treasury market (explained in greater detail in the Yield Curve 
Update section of today’s paper).  It is important to note that this activity did not happen in a vacuum.  
Next, we will highlight the drivers behind last week’s reversal.
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The Economy
This past week’s economic releases were disappointing to say the least.  After a reasonably 
encouraging conclusion to the Fed meeting on Wednesday, we received a barrage of economic data 
indicating that the economy may be considerably weaker than investors and economists had thought.  
Financial markets reacted as one would expect.  Within equity markets, short-term traders protected 
profits by selling, some longer-term investors took profits, and short sellers had a field day.  As we 
wrote earlier, fixed income investors took it as a buy signal.

Thursday’s release of the ISM Manufacturing PMI1 and Friday’s employment report were the primary 
causes of concern that pushed equity markets lower.  While the U.S. economy is dominated by service-
oriented industries, the Manufacturing PMI is still viewed as a key indicator of overall economic health.  
Both of these announcements were disappointing, and making matters worse, previous reports of 
payroll growth were adjusted downward.

To add fuel to the equity short sellers’ fire, some earnings reports, particularly in the technology sector, 
underwhelmed lofty expectations.  On the positive side, year-over-year earnings growth for the overall 
S&P 500 index the second quarter is still strong at around 11.5%.2  

Lower interest rates make dividend-paying stocks more attractive.  We have written in the past that the 
heavy investment in technology and the increased usage of AI will make industrials companies more 
profitable.  While the disappointing economic releases are certainly disconcerting, it is important to 
remember that these numbers are often revised in future releases.

Conclusion
What does this mean for investors?  It is a shot across the bow for those who may have grown 
complacent amid a long-term equity bull market.  As it currently stands, with humility and a cloudy 
crystal ball, we do not expect a bear market or a recession to be imminent.  However, we do expect a 
rate cut from the Fed next month.

Yield Curve Update
Yields declined sharply this past week, amid concerns that the Fed's tight monetary policy stance has 
driven the U.S. economy into a downturn.  Growth fears were stoked by a slew of surprisingly weak 
economic data that came in throughout the week.  Most notably, unemployment claims rose to the 
highest level in nearly a year, U.S. manufacturing activity fell deeper into contraction territory,3 job 
openings fell, employment growth slowed, and the unemployment rate unexpectedly increased. 
Relative to the prior week, the 2-year yield fell 50 basis points, the 10-year yield fell 40 basis points, 
and the yield curve inversion declined to 8 basis points—the least inverted it has been in more than two 
years.  Since Friday’s close, the yield curve has continued to steepen and even briefly un-inverted 
earlier this morning. 

1Purchasing Managers’ Index
2Blended 2Q24 earnings growth rate from FactSet.
3As indicated by the US Manufacturing Purchasing Managers Index (PMI)
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While overshadowed by this week's economic releases, we gained valuable insights into the Fed's 
monetary policy plans with the conclusion of their July meeting on Wednesday.  The Committee left 
rates unchanged, as expected, but set the stage for a rate cut at their next meeting in September.  In 
Powell's post-meeting press conference, he noted that recent data had added to policymakers' 
confidence that inflation is falling sustainably towards their 2% target.  Importantly, Chairman Powell 
stated that the risks to their inflation/full employment mandate have come into better balance and 
added that the Fed stands ready to respond should the labor market weaken unexpectedly.  Given that 
Friday's surprisingly weak employment numbers were reported after the Fed meeting had already 
concluded, one stands to wonder whether the weakness was significant enough to change their 
thinking.  Fed Funds futures have certainly priced in this possibility, with the odds of a 50-basis point 
cut in September rising to more than 70%, up from 14% after Wednesday's Fed rate decision.

Last week's developments have quickly shifted market concerns from controlling inflation to avoiding 
recession.  While the labor market is still strong by historical standards, and many indicators like 
consumer spending, wage growth, and GDP suggest the economy is in a healthy position, the recent 
trend bears watching.

mailto:moclark@1919ic.com
mailto:rschutte@1919ic.com
mailto:amckenna@1919ic.com
https://www.linkedin.com/company/1919investmentcounsel/
https://www.instagram.com/1919_investment_counsel/
https://1919ic.com/


I. Front End Disclosure

The information provided here is for general informational purposes only and should not be considered an individualized recommendation or 
personalized investment advice. No part of this material may be reproduced in any form, or referred to in any other publication, without the express 
written permission of 1919 Investment Counsel, LLC (“1919”). This material contains statements of opinion and belief. Any views expressed herein are 
those of 1919 as of the date indicated, are based on information available to 1919 as of such date, and are subject to change, without notice, based on 
market and other conditions. There is no guarantee that the trends discussed herein will continue, or that forward-looking statements and forecasts will 
materialize.  

Statements concerning financial market trends or portfolio strategies are based on current market conditions, which will fluctuate. There is no 
guarantee that these investment strategies will work under all market conditions or are appropriate for all clients and each client should consider their 
ability to invest for the long term, especially during periods of downturn in the market. No representation is being made that any account, product, or 
strategy will or is likely to achieve profits, losses, or results similar to those shown.

All investments carry a degree of risk and there is no guarantee that investment objectives will be achieved. 

This material has not been reviewed or endorsed by regulatory agencies. Third party information contained herein has been obtained from sources 
believed to be reliable, but not guaranteed. 

There is no guarantee that employees named herein will remain employed by 1919 for the duration of any investment advisory services arrangement.  

1919 Investment Counsel, LLC is a registered investment advisor with the U.S. Securities and Exchange Commission. 1919 Investment Counsel, LLC, a 
subsidiary of Stifel Financial Corp., is a trademark in the United States. 1919 Investment Counsel, LLC, One South Street, Suite 2500, Baltimore, MD 
21202. ©2024, 1919 Investment Counsel, LLC. MM-00001232.

II. Investment Analysis

The information shown herein is for illustrative purposes. 1919 may consider additional factors not listed here or consider some, but not all, of the 
factors listed here as appropriate for the strategy’s objectives. 

There is no guarantee that desired objectives will be achieved. 1919 has a reasonable belief that any third party information used for investment 
analyses purposes is reliable but does not represent to the complete accuracy of such information by any third party.  

III. Portfolio Composition

For illustrative purposes. There is no guarantee that the portfolio composition for the strategy discussed herein will be comparable to the portfolio 
shown here. 
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