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Stocks ended at their lowest levels in a 
month on Friday as investors worried that 
President Trump?s escalation of the trade 
war with China would impact economic 
growth, despite news that the U.S. labor 
market remained healthy.

The benchmark S&P 500 index fell for a fifth 
straight day, to record the steepest weekly 
loss since last December?s selloff, closing at 
its lowest level since June 26.

Stocks extended losses after China vowed 
to retaliate against President Trump?s 
decision on Thursday to impose 10% tariffs 
on the remaining $300 million of imports 
from China not already subject to levies. 
Second quarter corporate earnings for S&P 
500 companies are now also on track to       

record a decline for two consecutive 
quarters for the first time since 2016.
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Trum p pronounces new 10% t ar if f  on 
im por t s f rom  China

Frustrated at the slow speed of trade talks and 
referring to China's failure to purchase large 
amounts of US agricultural products and halt 
the shipment of fentanyl to the United States, 
President Donald Trump announced 10% 
tariffs, effective 1 September, on the 
approximately $300 billion in US imports from 
China not already subject to a 25% levy. The 
tariffs are expected to affect an array of 
consumer products that had previously 
avoided duties.

Fed cut s int erest  rat es w it h cool response

The US Federal Reserve cut interest rates a 
quarter of a percentage point on Wednesday, 
the first reduction in over a decade. Markets 
reacted coolly to the Fed's silenced signal on 
additional rate cuts. Fed Chairman Jerome 
Powell played down the odds of multiple 
additional rate cuts to come, calling 
Wednesday's action a "midcycle adjustment," 
and not the first in a long series of rate cuts. 
Equities fell and the yield curve flattened after 

Powell's statements as investors reduced 
expectations for further downward 
adjustments in rates. One of the reason's the 
Fed cited for Wednesday's cut was doubt 
surrounding trade, so Thursday's tariff 
announcement likely increases the odds of 
additional cuts. The "hawkish" cut resulted in a 
surge in the US dollar to its highest level in two 
years, a possible headwind for US exporters 
going forward.

US payrolls m eet  project ions

The US economy added 164,000 new jobs in 
July while the unemployment rate held steady 
at 3.7% and wages grew at an annualized 3.2% 
rate. Hiring in the manufacturing sector beat 
forecasts, rising 16,000 on the month, but the 
prior two months' payrolls were downwardly 
revised by 41,000 jobs. 

Wor ldw ide m anufact ur ing rem ains 
challenged

Purchasing managers' indices released this 
week show that the global manufacturing 
sectors remains challenged by headwinds 
connected with the US?China trade battle, 
Brexit and other factors. The Institute for 
Supply Management 's measure of US 
manufacturing sentiment was the only major 
regional index to hold above 50, coming in at 
51.2 in July. PMIs in the Eurozone, United 
Kingdom, Japan and China all remained below 
50 last month, suggesting the sector is 
experiencing a contraction.
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UK increases "no-deal"  Brexit  preparat io

The British government has set aside an 
added £2 billion to be spent preparing for any 
no-deal Brexit result. That brings total 
spending on Brexit preparations to £6.3 
billion. Since taking office just over a week ago, 
Prime Minister Boris Johnson has repeatedly 
stated that while he prefers to discuss a 
withdrawal agreement with the European 
Union, the United Kingdom will  leave the EU 
on 31 October with or without a deal. In 
parliamentary news, the Conservative Party's 
majority was cut to a single vote after it lost a 
seat following a by-election in Wales on 
Thursday.

BOE cut s grow t h forecast , issues recession 
r isk  warning

The Bank of England held rates steady this 
week but warned of a one in three chance of 
recession by early 2020 due to increased 
doubt over Brexit even if a deal is reached with 
the EU. If there is a no-deal Brexit, the pound 
will fall sharply, inflation will rise and growth 
will slow further, Governor Mark Carney 
forecasted. The pound fell to a two-year low of 
around $1.20 before steadying late in the 
week.

US warns Viet nam  over  t rade

With global supply chains in flux because of 
the continuing US?China trade dispute, 
Vietnam has benefited, and it has become a 
source of concern for the US Trade 
Representative, Robert Lighthizer, who 
warned Vietnam this week that it must take 
steps to reduce its $40 billion trade excess 
with the US by expanding imports of US 
goods, services, agricultural products and 

intellectual property. Also, the US is looking for 
US-bound goods from China transshipped 
through Vietnam in an effort to avoid US 
tariffs.  

EARNINGS NEWS

With around three-quarters of S&P 500 
constituents having reported for Q2 2019, 
blended earnings per share, the combination 
of reported data and estimates for those who 
have yet to report, is now - 1.25% year over 
year, while revenue is expected to grow about 
4.2% compared with the same quarter a year 
ago, according to FactSet Research. 
Expectations at the start of the reporting 
period were for a deeper decline in EPS of 
around -2.7%. One strategist points out that 
while the manufacturing sector continues to 
struggle around the world, US consumer 
demand remains strong and healthy. 
Overhanging the landscape, however, is a 
good deal of macro uncertainty due in large 
measure to the deepening US?China trade 
dispute.
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HEADLINERS

The US announced an agreement with the EU 
that will open the way for more beef imports 
from the US.

Spillovers from the US?China trade war are 
negatively affecting Asian exporting nations 
such as South Korea, Taiwan and Japan. For 
example, South Korean exports fell for an 
eighth straight month in July, while Taiwanese 
manufacturing contracted for a 10th straight 
month and Japanese industrial production 
slumped 3.7% in June. 

China's Politburo met this week and promoted 

a policy mix that pushes to cushion downside 
pressures on the country's economy without 
taking great efforts to reenergize growth.

Japan removed South Korea from its "white 
list" of countries subject to less-stringent 
customs procedures. South Korea said it 
would do the same for goods entering South 
Korea from Japan. This is the latest flare-up in 
a seething feud that dates back to before 
World War II.

US consumer confidence rose close to an 
18-year high, the Conference Board reported 
on Wednesday.

Apple Inc. AAPL stock followed Thursday?s 
2.2% decline with a 2% drop Friday, after the 
Trump?s announcement of more tariffs on 
Chinese imports. Wedbush analyst Dan Ives 
estimated the trade dispute could lower 
fiscal 2020 earnings by 4% if Apple absorbs 
the price increases, or cut iPhone demand by 
6 million to 8 million united if Apple passes 
on the costs to consumers.

Shares of Dow component Exxon Mobil Corp. 
XOM fell 1% Friday, after the energy giant 
reported second-quarter earnings that fell 
less than Wall Street had expected. Revenue 
also fell 6% year-over-year.

Fellow Dow constituent Chevron Corp. CVX 
reported second-quarter profit that beat Wall 
Street expectations, while revenue growth 
came in below. The stock ended steady.

Burger King parent Restaurant Brands 
International Inc. QSR on Friday reported 
second-quarter profit and revenue that 
topped expectations and its stock rose 6%.
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THE WEEK AHEAD

Make your retirement as exciting as your next vacation. Click to learn more. 

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

PREPARING FOR THE ULTIMATE VACATION
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