
News from the markets and the broader economy has been improving 
lately, so now there’s a lot riding on Friday’s employment report for 
October. If the numbers meet or beat expectations, it could confirm 
this positive trend and accelerate markets. If not, we could be in for a 
bumpy stretch as investors react to the conflicting indicators.

We’re already seeing an upswing in turbulence — the Volatility Index 
(VIX) for stocks is up for six straight sessions through Tuesday. This 
is perhaps due to any combination of uncertainties: Along with the 
upcoming jobs report, there’s also an election generating plenty of 
last-minute controversies and the growing likelihood that the Federal 
Reserve will increase interest rates next month.

A Fed move is bolstered by the recent report that growth in U.S. gross 
domestic product for the third quarter was 2.9% — significantly higher 
than the Fed’s GDPNow forecast of about 2%. The fourth-quarter GDP 
projection is also rising. In addition, inflation is climbing closer to the 
Fed’s target level; there are signs that wage growth is picking up, and 
manufacturing activity increased in October in both the U.S. and Europe.

The stock market also has seen a notable surprise when it comes to 
profitability. As recently as mid-October, it had been a given that 
earnings growth for the Standard & Poor’s 500 would be negative for 
3Q — the only question was how negative. 

But according to tabulations by FactSet, an above-average number of 
companies have beaten analyst estimates for the quarter, and those 
wins have been by a greater-than-average amount. With more than 
half of the S&P having reported results, the current estimate for 3Q 
earnings growth has climbed into the black at 1.6%. It would be the 
first time in the past six quarters that year-over-year profit growth has 
been positive. Fourth-quarter projections call for further gains in both 
revenue and earnings.
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KEY TAKEAWAYS
• Volatility has picked up in 

recent sessions, with investors 
on edge over next week’s 
election and a likely rate hike 
in December. Friday’s jobs 
report is the next number 
to watch for indications on 
economic strength. 

• The outlook for 3Q earnings 
growth has seen a surprising 
turnaround. Instead of 
a sixth straight negative 
quarter for the S&P 500, the 
forecast is now for positive 
results. Revenue growth, long 
elusive, is a key contributor. 

• Rising yields is the 
market reacting to bond 
overvaluation — this is no 
cause for alarm if rates rise 
gradually. Income-minded 
investors should take heart, 
as higher yields tend to mean 
higher coupon payments on 
newly issued bonds. 
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And that turnaround appears to be spread across the market. FactSet reports that eight of the 11 S&P 
sectors are expected to show positive earnings growth, with the only sizable drag coming from the 
battered energy sector. Minus energy, projected earnings growth for the S&P jumps to about 5%. And 
even though 3Q energy earnings are negative year over year, more than two-thirds of the companies in 
the sector are reporting positive surprises.

Of particular interest to us are the improvements in the financial sector, which for some years now has 
struggled in a low-rate environment and as new rules have been imposed. So far, nearly three-quarters 
of the companies in the sector have surpassed 3Q analyst consensus on revenue and earnings. This is 
helping us, as our portfolios are overweighted to financials.

Most of the big banks saw higher trading revenue in the quarter, but they’re also benefiting from higher 
interest rates ahead of any Fed action. The yield on the 10-year Treasury note rose from 1.36% in early 
July to just under 1.6% at quarter-end, and it has continued to climb this quarter. It nudged up close to 
1.9% Tuesday, the highest level since April.

The ironclad rule of bond math is that rising bond yields mean falling bond prices. Fixed-income investors 
are seeing this relationship in their 3Q statements, and there’s a good chance they’ll see more of it in the 
fourth quarter if the Fed opts to raise rates in December.

In our view, there’s no cause for alarm — in fact, we see longer-term positives from rising yields as long 
as they don’t rise too quickly. We’ve seen nothing to change our belief that rates will increase on a very 
gradual basis. 

Bonds have been fundamentally overpriced for some time, so it’s a natural function of the market to 
adjust those valuations closer to their intrinsic value. And from an income perspective, higher yields stand 
to push up coupons on newly issued bonds. Given that a bond’s income accounts for the lion’s share of its 
total return over time, this is a good thing for long-term investors.

As always, we encourage investors to speak with one of our financial advisors, who can help determine 
which investment vehicles are best suited for you based upon your individual goals, objectives, risk 
tolerance and time horizon.
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Investing in securities products involves risk, including possible loss of principal.
This material is provided for informational purposes only by USAA Asset Management Company (AMCO) and/or USAA Investment Management Company 
(IMCO), both registered investment advisors. The material is not investment advice and is not a recommendation, an offer, or a solicitation of an offer, to 
buy or sell any security, strategy or investment product. The views and opinions expressed in the material solely reflect the judgment of the authors, but not 
necessarily those of AMCO, IMCO or any affiliates as of the date provided and are subject to change at any time. All information and data presented herein 
has been obtained from sources believed to be reliable and is believed to be accurate as of the time presented, but AMCO/IMCO does not guarantee its 
accuracy. The information presented should not be regarded as a complete analysis of the subjects discussed. Any past results provided do not predict or 
indicate future performance, which may be negative. No part of this material may be reproduced in any form, or referred to in any other publication, without 
express written permission of AMCO/IMCO and USAA.
Diversification is a technique to help reduce risk. There is no absolute guarantee that diversification will protect against a loss of income.
The fixed income securities are subject to price volatility and a number of risks, including interest rate risk. Interest rates and bond prices move in opposite 
directions so that as interest rates rise, bond prices usually fall and vice versa. Interest rates are currently at historically low levels. Fixed income securities 
also carry other risks, such as inflation risk, liquidity risk, call risk, and credit and default risks. Lower-quality fixed income securities involve greater risk 
of default or price changes. Securities of non-U.S. issuers generally involve greater risks than U.S. investments and can decline significantly in response to 
adverse issuer, political, regulatory, market and economic risks. Fixed income securities sold or redeemed prior to maturity may be subject to loss.
Investments in foreign securities are subject to additional and more diverse risks, including but not limited to currency fluctuations, market illiquidity, and 
political and economic instability. Foreign investing may result in more rapid and extreme changes in value than investments made exclusively in the securities 
of U.S. companies. There may be less publicly available information relating to foreign companies than those in the U.S. Foreign securities may also be subject to 
foreign taxes. Investments made in emerging market countries may be particularly volatile. Economies of emerging market countries are generally less diverse 
and mature than more developed countries and may have less stable political systems.
Standard & Poor’s 500 Index and S&P are registered trademarks. The S&P 500 Index is an unmanaged index of 500 stocks. The S&P 500 focuses on the large 
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