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INCISIVE INVESTOR

WEEK IN REVIEW
US UNEMPLOYMENT RATE AT A 17-YEAR LOW

As of noon on Friday, global equities were 
slightly lower than they were a week ago 
despite very strong earnings reports, on 
average. Yields on US 10-year notes were 
unchanged in yield at 2.96%, as today?s 
employment report showed only very modest 
wage pressures. Oil prices firmed to $69.10 a 
barrel this week amid growing speculation 
that the United States will pull out of the Iran 
nuclear deal, which would likely result in 
renewed US sanctions, potentially restricting 
Iran?s ability to sell oil on world markets. 
Volatility, as measured by the Chicago Board 
Options Exchange Volatility Index (VIX), 
declined to 15.2 from 16.5 last week.

The Dow Jones Industrial Average rose 1.6%, 
to 24,293, having recovered from a drop of 
about 150 points earlier. The blue-chip 
average has struggled of late, falling in nine of 
the past 12 sessions, not including Friday. The 
S&P 500 index rose 1.4%, to 2,667. The 

Nasdaq Composite Index rose  1.8%, to 7,218, 
with the day?s increase pushing the gauge 
back into positive territory for the week. All 
three indexes had opened lower. The day?s 
gains were broad, with all 11 S&P 500 sectors 
higher on the day. Tech was by far the biggest 
boost to markets, though, gaining 1.4%. For 
the week, the Dow and S&P are down about 
0.1%, while the Nasdaq has gained 0.9%, 
turning positive with Friday?s climb.

US unem ploym ent  rat e fal l below  4%

The US unemployment rates fell to 3.9% in 
April from 4.1% in March, the lowest since 
December 2000. Non-farm payrolls rose were 
smaller-than-expected (164,000), but February 
and March payrolls were revised upwards by a 
net of 30,000. Wage growth remains lukewarm 
as average hourly earnings advanced by only 
0.1% in April despite the appearance of a tight 
labor market. Nothing in the data should 
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prompt the US Federal Reserve to deviate 
from the gradual path of interest rate hikes.

No new developm ent s in US, China t rade 
t alks

A high-level delegation of US trade negotiators 
left Beijing on Friday after two days of talks 
without perceptible results. China?s official 
news agency said that both parties reached 
agreements in some areas but that there 
remained noteworthy disagreements over 
certain issues. The US contingent did not 
comment on the talks. Among the most 
pointed issues is a demand by the US that 
China halt support to favored industries that 
are part of the government?s ?Made in China 
2025? initiative. Both sides agreed on the need 
for more interchanges to ease tensions, 
according to the Xinhua news agency.

Global m anufact ur ing st eadies

After sinking in the early months of 2018, the 
JP Morgan global manufacturing purchasing 
managers? index ticked upwards at the start of 
Q2, recovering to 53.5 in April from 53.3 in 
March. April was the 26th straight month of 
expansion in global manufacturing. US 
manufacturing PMI hit 3½ -year high in April, 
while the eurozone PMI dropped to a 
13-month low, though remaining firmly in 
expansion mode.

June hike expect ed as Fed st ands f irm

The Federal Open Market Committee left 
interest rates unchanged after its meeting this 
week but did nothing to dissuade investors 

from pricing in a quarter-point rate hike at the 
June meeting. The Fed acknowledged that 
inflation had moved closer to its 2% target but 
noted twice in its statement that the inflation 
target is proportioned. Analysts read this to 
mean that the committee is not concerned 
about a modest near-term overextension 
above its inflation goal. Markets remain split 
over whether the FOMC will hike the fed funds 
target two or three times more in 2018.

US Treasury t o propose 2-m ont h bil ls

The US Treasury Department will increase the 
size of debt auctions in coming months in 
order to fund a growing US fiscal deficit. In 
addition to the larger auctions, the Treasury 
will introduce a 2-month Treasury bill. The 
Treasury has traditionally issued, 1, 3, 6 month 
and 1-year bills on a weekly basis. Secretary of 
the Treasury Steven Mnuchin stated that he is 
undisturbed about the bond market absorbing 
the additional bond supply. The US 
government borrowed a record $488 billion in 
the first quarter of 2018.
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Earnings news

The blended earnings growth rate for Q1 is 
now at 24.2% after 81% of S&P 500 voters 
reported. At the outset of earnings season, 
estimates for Q1 EPS growth stood at 17.3%. 
The blended revenue growth rate is 8.4%. 
Despite the strong data, stocks have lowered 
in recent months with the S&P 500 trading 
now at 19.7x, versus 23.3x in late January.

Major  St ock  Moves

Newell Brands Inc. rose 3.5% after 
first-quarter earnings beat forecasts. The 
consumer goods company also announced an 
agreement to sell packaging maker The 
Waddington Group for about $2.3 billion.

Alibaba gained about 4% after the Chinese 
e-commerce giant posted fiscal fourth-quarter 
revenue and earnings that beat expectations.

Celgene Corp. rose 1.2%. The biotech 
company posted first-quarter earnings ahead 
of forecast and provided a 2018 outlook above 
analysts? expectations.

VF Corp. shares fell 2.3% despite reporting an 
adjusted profit that was better than expected 
and revenue growth of about 22%.

After the close, Berkshire Hathaway Inc. is 
scheduled to release its quarterly earnings 
report. Chief Executive and Chairman Warren 
Buffett hosts Berkshire?s annual meeting on 
Saturday. The stock?s Class B shares rose by 
2%.

Pandora Media Inc. shares soared 24% after 
the streaming-music company late Thursday 
posted an earnings and revenue beat.

CBS Corp. rose 5.7% after the media company 
late Thursday swung to a quarterly profit and 
reported a sales beat.

GoPro Inc. jumped 9.5% after the technology 
company late Thursday posted earnings that 
beat expectations.

Shake Shack Inc. shares jumped 22% a day 
after the burger chain posted an earnings beat 
and lifted its outlook.
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Diversification is an investment principle designed to manage risk, but it can't 
prevent against a loss. Click to learn more.

                                                                                                                    -Randall Fielder 

                                                               (713-955-3555, randall@park10financial.com)
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