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We’re now halfway through 2019, and 
the stock market has delivered solid 
performance year-to-date. It’s difficult 
to believe that the S&P 500 is up nearly 
+20% in the first six months, but 
investors must remember that the 
market’s stout performance is coming 
off a miserable Q4 2018 where the S&P 
500 flirted with bear market territory.1 
Much of the gains in 2019 have been the 
market simply retracing losses endured 
at the end of 2018. As I write, the 
market is still only a few basis points 
above its all-time high. 
 
The trillion-dollar question, then, is 
where does the market go from here? 
What can we expect in the back half of 
2019? Below I’ll take a look at three 
events that could shape the equity 
market in 2019.  
 
Event #1: Escalating Geopolitical 
Tensions Resulting in War  
 
Last week saw tensions escalate 
between the U.S. and Iran, with the U.S. 
just moments away from a retaliatory  

 
strike on Iran before it was called off at 
the last minute. Tensions rose when the 
U.S. accused Iran of using mines to 
attack commercial ships in the Strait of 
Hormuz, which is a key shipping lane for 
the world’s crude oil supply. Days later, 
Iran shot down a U.S. drone it claimed 
had entered Iranian airspace.  
 
Whether or not the tension will escalate 
from here is a critical uncertainty. An 
analysis of several geopolitical crises 
since 1900 found that the Dow Jones 
Industrial Average often had knee-jerk 
reactions to escalations, falling an 
average of -6.8% within a month of a 
crisis. However, the Dow also quickly 
recovered – six months after the post-
crisis low, the Dow was trading, on 
average, 1.6% higher than before the 
crisis erupted.  
 
The other historical reference that could 
be valuable here is what happened 
during the Arab Oil Embargo, when 
OPEC nations cut off oil supplies to the 
U.S. and other countries. Oil prices 
jumped nearly 4x in five months, and 
U.S. stocks suffered a correction – falling 
more than 10% – that lasted throughout 
the embargo.2 
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This event is very much a “wait-and-see” 
for investors, given we have very little 
information about negotiations or talks 
between the two nations. On the energy 
front, however, the global economy is 
awash in oil supply and the U.S. is 
capable of ramping up production very 
quickly, making prices less of a concern. 
 
Event #2: A Trade Breakthrough or 
Breakdown with China 
 
Last week kicked off a set of hearings in 
the U.S. trade representative’s office so 
that consumers and corporations could 
voice concerns on trade. On the agenda: 
consumer and corporate grievances 
related to the planned 25% of additional 
tariffs on $300 billion of Chinese 
imports.  
 
To date, the consumer has largely been 
shielded from direct impact of tariffs, as 
many consumer goods have not yet 
been taxed. The Wall St. Journal 
analyzed some of the goods that would 
get caught up in this latest round of 
tariffs – 273 categories in total – and 
found that there were few comparable 
alternatives produced domestically or 
elsewhere for many of the goods. Items 
like fireworks, fishing poles, and electric 
blankets almost exclusively get 
imported from China, to the tune of 
$66.3 billion in 2018.  
 
Many companies have voiced concern 
over the latest round of tariffs, as they 
have not been able to find substitute 
suppliers to tide them over until a broad 
agreement is reached. President Trump 

and Chinese President Xi Jinping agreed 
to have an extended meeting in Japan 
next week at the G-20 Summit, but 
neither side has indicated that the 
purpose of the meeting is to reach an 
agreement. 3 Stocks have had a difficult 
time breaking through to new all-time 
highs, in my view, because of 
uncertainty over the U.S. – China trade 
issue. Until some resolution is reached, I 
believe stocks will struggle to move 
materially higher.   
 
Event #3: An Interest Rate Cut  
 
The stock market has been particularly 
receptive to the Fed’s shifting stance on 
monetary policy, in my view. I think the 
Fed’s announcement at the turn of the 
year to effectively pause interest rate 
increases in favor of a “patient” 
approach was and is a key catalyst to 
the current market rally.  
 
Market participants now appear to be 
convinced that the Federal Reserve is 
actually going to cut interest rates 
sometime in 2019, a move that I think 
could give the bull market more runway 
by increasing investor confidence and 
nudging investors into equity markets 
(since fixed income markets offer 
relatively low yields).  
 
But there’s another side to this story, 
and that is what happens if the Fed does 
not cut interest rates as the market is 
hoping. I think in that scenario you 
could see a volatile back half of 2019.  
 
Bottom Line for Investors: Don’t 
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Forget About the Wall of Worry 
 
In any given year, the market is faced 
with fairly consequential events and 
‘concerns’ that keep investors on edge. 
But you should remember that the U.S. 
economy is resilient and that stocks 
have a long, storied history of climbing 
the “wall of worry.” Often times, the 
more concerned investors are about 
stories or events that could shake up the 
markets, the more upside stocks 
potentially have – it creates a scenario 
where low expectations set a low bar, 
and stocks can surprise to the upside 
with good news and good outcomes.  
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DISCLOSURE 
Past performance is no guarantee of future 
results. Inherent in any investment is the 
potential for loss. 
  
Zacks Investment Management, Inc. is a wholly-
owned subsidiary of Zacks Investment Research. 
Zacks Investment Management is an independent 
Registered Investment Advisory firm and acts as an 
investment manager for individuals and institutions. 
Zacks Investment Research is a provider of earnings 
data and other financial data to institutions and to 

individuals. 
  
This material is being provided for informational 
purposes only and nothing herein constitutes 
investment, legal, accounting or tax advice, or a 
recommendation to buy, sell or hold a security. Do 
not act or rely upon the information and advice given 
in this publication without seeking the services of 
competent and professional legal, tax, or accounting 
counsel. Publication and distribution of this article is 
not intended to create, and the information 
contained herein does not constitute, an attorney-
client relationship. No recommendation or advice is 
being given as to whether any investment or 
strategy is suitable for a particular investor. It should 
not be assumed that any investments in securities, 
companies, sectors or markets identified and 
described were or will be profitable. All information is 
current as of the date of herein and is subject to 
change without notice. Any views or opinions 
expressed may not reflect those of the firm as a 
whole. 
  
Any projections, targets, or estimates in this report 
are forward looking statements and are based on 
the firm’s research, analysis, and assumptions. Due 
to rapidly changing market conditions and the 
complexity of investment decisions, supplemental 
information and other sources may be required to 
make informed investment decisions based on your 
individual investment objectives and suitability 
specifications. All expressions of opinions are 
subject to change without notice. Clients should 
seek financial advice regarding the appropriateness 
of investing in any security or investment strategy 
discussed in this presentation. 
  
Certain economic and market information contained 
herein has been obtained from published sources 
prepared by other parties.  Zacks Investment 
Management does not assume any responsibility for 
the accuracy or completeness of such information. 
Further, no third party has assumed responsibility for 
independently verifying the information contained 
herein and accordingly no such persons make any 
representations with respect to the accuracy, 
completeness or reasonableness of the information 
provided herein. Unless otherwise indicated, market 
analysis and conclusions are based upon opinions 
or assumptions that Zacks Investment Management 
considers to be reasonable. Any investment 
inherently involves a high degree of risk, beyond any 
specific risks discussed herein. 
It is not possible to invest directly in an index.  
Investors pursuing a strategy similar to an index may 
experience higher or lower returns, which will be 
reduced by fees and expenses. 
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