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INCISIVE INVESTOR

WEEK IN REVIEW
TRADE WAR THREATS PUSH MARKETS OFF A CLIFF

U.S. stocks ended sharply lower on Friday, 
with the main benchmarks recording their 
biggest weekly losses in more than two 
years as concerns over a potential trade 
war with China continued to worry 
investors. The selloff on Wall Street was 
triggered by President Trump?s Thursday 
announcement of tariffs on at least $50 
billion of Chinese goods and the retaliatory 
response from China. The tech sector was 
weighed down by growing fears that fresh 
government regulation will be imposed on 
social media firms following revelations 
regarding the misuse of personal data 
during the 2016 US election.

The Dow dropped more than 700 points 
on Thursday and declined by more than 
400 points on Friday, leaving the blue-chip 
gauge with a weekly drop of 5.7%. That 

marked the lowest close for the Dow of 
2018, taking out the previous closing low 
set in early February. The index is now 
down nearly 5% since the start of the year. 
The S&P 500 index slumped 2.1%, to end 
at 2,588.26, with all of the 11 main sectors 
closing lower. Financials and technology 
stocks led decliners, down nearly 3%. The 
benchmark index lost 6% over the week 
and is down 3.2% year to date. The Nasdaq 
Composite Index declined 2.4%, to 
6,992.67 and posted a 6.5% loss over the 
week. Weekly losses for all three 
benchmarks were the steepest since 
January 2016, when markets were routed 
on fears of global economic slowdown.

Meanwhile, the CBOE Volatility Index (VIX) 
rose 8% to 25.17, above its long-term 
average of 20 and nearly 57% higher for
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Wall Street?s so-called ?fear index,? which 
measures bullish and bearish options bets 
in the S&P 500 index 30 days in the future 
and tends to rise as stocks tumble, has 
more than doubled thus far in 2018.

The ICE U.S. Dollar Index fell 0.4%, with the 
dollar hitting its worst levels against the 
Japanese yen since Trump?s November 
2016 election victory. Gold  ended at 
$1,349.90 an ounce? the highest finish 
since Feb. 16. Oil futures rose 1.9% to 
$65.54 a barrel on more indications that 
OPEC could maintain production curbs 
into 2019. Yields on US 10-year Treasury 
notes were litt le net changed on the week 
at 2.84%.

The Good News

Markets largely shrugged off positive 
economic data and Trump?s signing of a 
$1.3 trillion spending bill that averted 
another government shutdown. 
Durable-goods orders jumped 3.1% in 
February, largely reversing a big drop at 

the start of the year and posting the 
largest gain since last summer. Sales of 
newly constructed homes were litt le 
changed in February, with a 0.6% decline 
compared with the previous month. 
January?s tally was raised substantially. The 
February selling pace was 0.5% higher 
than a year ago at a 618,000 seasonally 
adjusted annual pace.

Congress passed a spending bill and 
Trump signed it to avoid a government 
shutdown. Trump said that he signed the 
spending bill, ?as a matter of a national 
security,? adding there are ?a lot of things 
I?m unhappy about in this bill.? Trump 
criticized Congress for passing the 
spending package without leaving enough 
time to read the plan before funding 
expires at the end of the day. The White 
House late Thursday formally approved 
reprieves on previously announced global 
metals tariffs for the European Union plus 
six other nations, including Canada and 
Mexico.

US slaps t ar if fs on goods f rom  China

US president Donald Trump announced 
tariffs on about $60 billion in imports from 
China and also imposed restrictions on 
technology transfers and acquisitions in 
response to unfair trade practices, such as 
the theft of intellectual property. The tariffs 
are meant to roughly offset estimates of 



the value of lost earnings to US companies 
as a result of forced technology transfers 
and joint ventures in order to gain access 
to China?s markets. In response to the US 
actions, China announced it will add tariffs 
of $3 billion on imports from the US and 
called for a dialogue to address trade 
conflicts. China has also threatened to 
retaliate against the levies by halting 
purchases of certain agricultural products 
from states that President Trump won in 
the 2016 general election, a move aimed at 
hurting the president politically. Not all the 
news on the trade front was adversarial 
this week, though. In a NAFTA 
breakthrough, the US dropped its demand 
that 50% of the content of vehicles 
assembled in Canada or Mexico originate 
in the US, a major concession that makes a 
renegotiation of the agreement somewhat 
more likely.

Fed raises rat es, signals m ore t o com e

In his inaugural press conference as 
chairman of the Federal Open Market 
Committee, which followed the 
announcement of a ¼ point increase in the 
federal funds rate target, Jerome Powell 
said that US Federal Reserve officials want 
to balance two risks. The first risk is that 
they raise rates too much and keep 
inflation from reaching the Fed?s 2% target. 
The second is that they don?t hike rates 
quickly enough, thus letting the economy 
overheat and forcing the committee to 
hike rates more quickly, which could then 

lead to a recession. Powell said the FOMC 
is trying to take the middle ground via 
further gradual increases of the federal 
funds rate. 

Trum p appoint s Bolt on as nat ional 
secur it y advisor

The long-anticipated departure of H.R. 
McMaster from his post as national 
security advisor came to fruition this week 
as President Trump announced the 
appointment of former United Nations 
ambassador John Bolton to lead the 
National Security Council. The president 
has remade the national security 
apparatus in recent weeks, appointing 
former CIA director Mike Pompeo to 
replace Rex Tillerson as secretary of state 
and Gina Haspel to replace Pompeo at the 
CIA helm. The new team must face several 
important issues in the near term such as 
dealing with the potential recertification of 
the Iran nuclear deal and preparing for a 
planned summit with North Korean leader 
Kim Jung Un. 
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How Invest ors Can Deal Wit h t he Threat  of  a Trade War

The threat of a global trade war continued to hang over the stock market Friday, a day after 
plunging in a broad selloff that analysts pinned largely on President Donald Trump?s 
announcement that he would impose tariffs on billions of dollars of Chinese imports. For 
investors, it might inspire déjà vu after the administration?s decision in early March to institute 
tariffs on steel and aluminum imports provoked a steep selloff, only to see most of the decline 
reclaimed in subsequent weeks.

Major  St ock  Moves

Micron Technology Inc. (MU) shares fell 8% 
after the company posted an earnings 
beat late Thursday, but also announced 
plans to spend money building out its 
fabrication sites. Dropbox Inc. (DBX) made 
its debut on Friday, with the stock soaring 
35% to $28.48. The company priced its 
initial public offering at $21 a share late 
Thursday. Nike Inc. (NKE) shares gained by 
0.3% after the shoe-and-apparel company 

topped sales expectations even though it 
swung to a fiscal third-quarter loss. Shares 
of Kroger Co. (KR) and Target Corp (TGT) 
shot higher in early trade after reports that 
the two companies are in merger talks but 
ended the session lower. Shares of Kroger 
closed 0.5% lower, while those for Target 
fell 1.5%. Shares of 3M Co (MMM) and 
Goldman Sachs Group Inc. (GS) dropped 
3.9% and 3.5% respectively.

INCISIVE INVESTOR
PAGE 4

 

          Dat e                         Count ry/Area        Release/Event

- Tue, Mar 27           Eurozone               Economic sentiment indicator
- Wed, Mar 28          US                           Q4 gross domestic product (final)
- Thu, Mar 29           UK                           Q4 GDP (final)
- Thu, Mar 29           US                           Personal income/spending
- Fri, Mar 30             Japan                       Industrial production, unemployment
- Fri, Mar 30             US, Europe             Good Friday

THE WEEK AHEAD - UNITED STATES

SPECIAL REPORT
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Will this deeper pullback also prove fleeting or does it reflect a heightening of trade tensions 
that pose a real threat to global growth and corporate bottom lines? Here?s what investors 
need to know:

Sink ing sent im ent

In themselves, the tariffs outlined Thursday won?t have a big impact on the economy even if 
implemented in full, but that doesn?t necessarily dictate how market participants respond. As 
the market reaction highlights, there is a clear risk that sentiment continues to deteriorate. 
And the damage from a further escalation of the trade conflict with China could be much 
greater.

Ret aliat ion

Indeed, the worry for investors might have more to do with concerns about potential 
retaliation and escalation. China?s government criticized the punitive actions and said it would 
take ?all necessary measures? in response. For companies that sell to China, or indeed any 
country outside the U.S., the effects are likely to be negative? which is why markets are 
reacting again. Even the best-case results would still be worse, economically, than where we 
are now.

Perspect ive

That doesn?t mean investors should panic. Despite the rhetoric, there is time for negotiations. 
Beijing on Friday said it had plans to impose tariffs on just $3 billion of U.S. imports including 
fruit, pork and recycled aluminum, in response to the previously announced U.S. steel and 
aluminum. China had previously signaled it would prepare retaliatory tariffs against a range of 
agricultural products, taking aim at farm states that backed Trump in the 2016 presidential 
election.

We have noted the watering down of the previously announced aluminum and steel tariffs, 
and it isn?t inconceivable that Chinese officials could offer minor concession that would allow 
Trump to claim victory. However, we should be warned against underestimating Beijing?s 
willingness to retaliate if push comes to shove. ?President Xi Jinping has spent the past few 
years cultivating the image of a strongman, and it would be very surprising if he were not to 
retaliate,? said Ian Shepherdson, chief economist at Pantheon Macroeconomics, in a note. 
?Nothing rallies support at home more effectively than being seen to face down an external 
threat, even one whose actions, arguably, you have provoked.? Pantheon, he said, is prepared 
to pull back its growth forecasts for this year as a result of the Trump tariffs, depending on 
how aggressively China responds, ?and the stock market has already delivered its own verdict.?
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What  t o wat ch  

Investors worried about the potential damage to global growth from rising trade tensions 
should pay attention to actions taken by the world?s largest economies, paying particular 
attention to tariffs that target nonagricultural goods. That means that in addition to the U.S. 
and China, investors should watch Japan, Mexico and Canada, as they?re key trading partners 
of the world?s largest economies. And watch what gets targeted. We would become 
increasingly concerned if policies were enacted by these large economies that specifically 
targeted trade in automobiles and auto parts, electronics, petroleum products, and electronics 
and machinery. 

So what  should invest ors wor r ied about  a t rade war  do? 

Investors who wish to protect their portfolios against the risk case of a full-scale trade war 
should ensure they are not overexposed to export-oriented equity regions (Germany, Japan) or 
sectors (machinery, car manufacturing), and ensure adequate global diversification, including 
assets in the U.S., where some sectors could benefit directly from the tariffs (e.g. steel 
manufacturers). 

Go global. Global stocks such as contained in the Vanguard Total World Stock ETF (VT) are up 
0.2% in 2018, beating the U.S. market and they?ve advanced 14% over the past 12 months. 

Go small. Many small cap and micro-cap companies have almost all of their sales inside the 
U.S. and are not as affected by tariffs on sales overseas. 

For  ot her  st rat egies t o deal w it h t hese issues, call us (713-955-3555) or  em ail us here at  
Park  10 Financial (info@park10f inancial.com ).


