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Clear Harbor Flash – Elections and Earnings Comment 
 

We now have a significant midterm election, another round of earnings, and three quarters of the year’s 

market performance in the rear-view mirror. While our full 2015 Outlook will be forthcoming at year-

end, we wanted to provide the Clear Harbor take on some of the most salient developments now. 

 

 Midterm Election Impacts 

Unlike the significant realignment of 1994 or the “shellacking” of 2010, this year’s midterms brought few 

true surprises. While we at Clear Harbor are reluctant to rely on the historical outperformance of equity 

markets under the combination of Democratic president and Republican majorities in Congress, we do 

accept much of the current conventional wisdom. We are hopeful that a lame-duck president anxious to 

safeguard his legacy, and Congressional leaders under pressure to deliver results, will avert a repeat of 

the debt ceiling battle. With luck, we may see a renewed effort toward consensus on defense spending, 

trade agreements, the renewal of certain tax extensions, and possibly even immigration and tax reform.  

The transition in committee leadership in the Senate may bring a degree of volatility to particular 

segments of the market, particularly the financial and energy sectors. The Financial Services Committee 

is likely to revisit Dodd-Frank, its oversight of the Federal Reserve and its mandate, and other important 

policies. At the same time, we look for the next head of the Energy Committee to appear friendlier 

toward companies focused on the hydrocarbon extraction and infrastructure expansion. However, we 

caution that such shifts may prove more symbolic than substantive, particularly given expectations of a 

deceleration in drilling into 2015 on the heels of the recent marked correction in crude prices.   

New committee leadership could also very well bring a resurgence in the debate around health care 

affordability and the efficacy of the Affordable Care Act. Market participants will also follow with 

interest any shift in Congress’s approach to the for-profit education sector. However, the primary driver 

of this market remains the ability of companies to generate profits in what remains a slowly but steadily 

improving economic environment. 
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 Q3 Earnings  

The Q3 earnings season proved quite healthy, with earnings expanding at an annualized rate of 

approximately 10%. The vast majority of sectors in the S&P 500 exceeding analyst expectations in terms 

of revenue growth, margin expansion and other important metrics. Within the S&P 500, only 

telecommunication has disappointed analyst projections.  

The energy story grew more complex in Q3. While the majority of companies beat analyst expectations 

for the quarter, a year-to-date correction of nearly 25% in crude prices provoked a downward spiral 

across the sector of the kind not seen since 2011. While the greatest headwind for crude has been an 

imbalance in supply and demand, the surge in the U.S. dollar accounts for more than a third of the 

decline. We are mindful that continued dollar strength would tend to weigh on oil even if an economic 

snapback were to help bring supply and demand back into balance.  

Perhaps the most significant aspect of the S&P 500’s performance so far this year has been its tendency 

to track earnings growth, with little contribution from P/E contraction or expansion. As we highlighted in 

expressing our expectation of such a shift in past commentaries, this contrasts markedly from 2013, 

when a significant majority of gains in the index could be attributed to the expansion of P/E multiples. 

As we approach 2015, we suspect multiples may remain range-bound, hemmed in by historically low 

rates on the lower bound, and growing prospects for wage inflation and incremental individual 

consumption in the economy on the upper. We will keep an eye on both sides of the P/E tug-of-war in 

evaluating the relative appeal of equities versus other asset classes.  

 Market Capitalization and Performance 

So far this year, investors who pursue a disciplined diversification strategy have observed a striking 

divergence in U.S. equities on the basis of sheer size. The largest companies, or “mega caps,” have 

handily outperformed large caps, which in turn have outpaced midcaps, which finally have managed 

better than small caps. To take the extreme case: the S&P 500 has so far returned approximately +12.1% 

this year, versus just 2.2% for the Russell 2000, the leading index of small capitalized companies. We will 

discuss possible causation and expound further on this observation in the Outlook for 2015.  

Sincerely, 
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Disclosure: 

Clear Harbor Asset Management, LLC (“Clear Harbor”) is an SEC registered investment adviser with its principal 

place of business in the State of New York.  Clear Harbor and its representatives are in compliance with the current 

notice filing requirements imposed upon registered investment advisers by those states in which Clear Harbor 

maintains clients.  Clear Harbor may only transact business in those states in which it is notice filed, or qualifies for 

an exemption or exclusion from notice filing requirements.   

The material contained herein is intended as a general market commentary. The commentary may contain general 

information and views that are not directly relevant to your particular account. Opinions expressed herein are 

those of Aaron Kennon and may differ from those of other employees and affiliates of Clear Harbor Asset 

Management LLC. The information contained herein should not be construed as personalized investment 

advice.  Past performance is no guarantee of future results.  Information presented herein is subject to change 

without notice and should not be considered as a solicitation to buy or sell any security.  Any comparison to an 

index, including the S&P 500 and Russell 2000, is for comparative purposes only.  An investment cannot be made 

directly into an index, which are unmanaged and do not reflect the deduction of advisory fees.  This brochure is 

limited to the dissemination of general information pertaining to its investment advisory services.  The current 

account composition is intended for informational purposes and allocations are subject to change. 

For information pertaining to the registration status of Clear Harbor, please contact Clear Harbor or refer to the 

Investment Adviser Public Disclosure web site (www.adviserinfo.sec.gov).  For additional information about Clear 

Harbor, including fees and services, send for our disclosure statement as set forth on Form ADV from Clear Harbor 

using the contact information herein.  Please read the disclosure statement carefully before you invest or send 

money. 
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