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US Equity markets sold off Thursday in the face
of a reopening federal government. With no
real single economic or market issue seeming
to drive prices lower, what was behind the
selloff?

While some might point to volatility in
sentiment surrounding Al, SIM would point to
the expected rush of economic data as federal
government workers return and the data

that was delayed during the shutdown gets

released. The economic fog that Chairman
Powell referred to should get lifted and there
should be more clarity (or confusion?) once
delayed data is published.

Expectations for another rate cut in December
continue to decline as the probability of a cut
in December, according to the CME Group, has
fallen to about 50% from 63% last week and
approximately 70% the week prior. Throwing
further water on the rate cut potential,
Minneapolis Federal Reserve President, Neel
Kashlari, told Bloomberg News yesterday that
he did not support the October rate cut and
could make a case that there should not be a
rate cut in December.

Importantly, a downward move in the Fed
Funds rate does not necessarily translate to
lower, longer-term rates. In fact, if short-term
rates do decline, we could make a case that
longer rates could rise. If longer-term rates
rise, then there should be even more emphasis
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placed on how much earnings growth should be expected. From that perspective,
even though Q3 earnings were roughly 13% better than expected, the size of the
beat was smaller than it has been. This delta (rate of change) in the size of market
earnings beat may be taken as a “warning” that earnings growth may be under
pressure. Since investors are looking for a signal as to when the music is going to
stop, this may also be adding to volatility.

While SIM thinks that there could be continued equity market volatility through
year's end, we continue to believe that the volatility and deluge of economic data
will likely not show increased danger of an economic decline.



