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STOCKS END HIGHER AS INVESTORS CHEER 
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Stocks closed at new highs for the S&P 500 
and Nasdaq Composite indexes on Friday, 
as investors welcomed strong corporate 
earnings, government approval of the 
T-Mobile and Sprint merger, and 
better-than-expected economic growth.

The Dow Jones Industrial Average DJIA 
ended up 51.47 points, or 0.2%, at 
27,192.45, while the S&P 500 index SPX 
closed up 22.19 points, or 0.7%, at 3,025.86. 
The Nasdaq Composite COMP advanced 
91.67 points, or 1.1%, at 8,330.21.

In addition to the all-time closing high, the 
S&P 500 registered a new intraday record at 
3,027.98 while Nasdaq saw a record 

intraday high at 8,339.64.

The S&P 500 has risen for six of the past 
eight weeks and is now up 20.7% for the 
year to date, while Nasdaq is up 25.5% for 
the year.
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Cent ral banks m ove t oward a dovish policy

Major central banks have moved toward a 
more dovish tone amid rising headwinds to 
the global economy. This week, the European 
Central Bank (ECB) specified that it would cut 
its short-term interest rate in September and 
possibly redo its quantitative easing program. 
This major policy shift aims to stimulate 
Eurozone?s weakening economy, which is 
suffering from the continuing weakness in 
global trade due to trade tensions between 
the US and China. In conjunction, the Fed has 
officially signaled that it will lower interest 
rates by 0.25% at its meeting next week; a 
larger rate cut is unlikely as there is now no 
sign of a looming economic downturn. In 
related news, Russia and Turkey cut interest 
rates this week amid a global shift toward a 
more accommodating monetary policy. Bank 
of Russia cut its key rate to 7.25% from 7.5%, 
and Turkey's central bank decreased its rate by 
425 basis points down to 19.75%.

Bor is Johnson is UK's new pr im e m inist er

Boris Johnson won the race to become UK's 
next prime minister, and Theresa May officially 

gave her resignation to the Queen on 
Wednesday. Johnson has promised to lead UK 
out of the European Union by the October 
31st deadline, with or without a deal, further 
strengthening the political and economic 
uncertainty for the UK. Several ministers have 
resigned in response to Johnson's victory, 
stating that they do not support leaving the EU 
without a deal. Also, the EU is unlikely to 
renegotiate the Withdrawal Agreement ? 
which has been rejected by the UK Parliament 
three times already. The UK Parliament is also 
likely to continue to oppose a no-deal result. 
As the gridlock continues, a general election 
has becoming more and more likely.

Germ any's m anufact ur ing sect or  slows

Germany's manufacturing PMI fell to 43.1 
from 45 in July, the lowest level in seven years 
and well below the 50 level. July's PMI reading 
points out that Germany's manufacturing 
sector fell further into a recession, sending 
signals that Germany's economy is weakening. 
The slowdown in the manufacturing sector 
can be credited to the ongoing trade disputes 
and Brexit doubt. That being said, Germany's 
labor market and household spending have 
remained strong, limiting the effect of a 
weakening manufacturing industry on other 
sectors. Additionally, the services sector came 
in stronger at 55.4, slightly lower than prior 
month's 55.8. Overall, Germany's government 
expects a 0.5% economic growth for 2019 and 
1.5% growth for 2020.
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US governm ent  approve increase on 
federal spending

Negotiators from the White House and 
Congress agreed on a deal to increase federal 
spending for the next two years, which would 
eliminate the budget caps set in 2011 and 
delay the debt ceiling until July 31, 2021. The 
legislation would increase spending by $320 
billion beyond the 2011 budget limits and 
would increase both defense and domestic 
spending. The deal passed in the House of 
Representatives this week, despite resistance 
from many Republicans and will likely pass in 
the Senate next week. With the elimination of 
spending caps, the $320 billion increase above 
the caps over the next two years will likely rise 
to $1.7 trillion more in estimated spending 
over the next decade. Debt as a percent of 
GDP would rise from 78% to 97% by the end of 
2029 (compared to 92% estimated under the 
current law).

US-China ant icipat es resum ing Trade t alks

US Trade Representative Robert Lighthizer and 
Treasury Secretary Steven Mnuchin are 
meeting with China's Vice Premier Liu He and 
his team next week in Shanghai to resume 
trade talks. US signaled that it would like to get 
back to the same level of dialogue reached 
with China before the deadlock in negotiations 

in May and hope to return to the working draft 
of a trade agreement reached in early May. 
The US is also demanding that China purchase 
more agricultural products from the US. China 
has yet to agree to these requests and wants 
the US to remove tariffs imposed earlier in the 
year.

US exist ing hom e sales repor t s lower  t han 
expect ed

In June, existing home sales fell 1.7%. Home 
prices for major West Coast cities dropped for 
the first time since 2012. On a year-over-year 
basis, sales fell 2.2%, the 16th consecutive 
month of annual declines. The housing market 
remains soft despite lower borrowing rates, 
rising wages and low unemployment. 
Meanwhile, the market saw a rise in new 
home sales in June, with a rise of 7% from a 
month ago and 4.5% from a year ago.

US econom y grew  at  a robust  rat e in Q2

US economy grew at an annual rate of 2.1% in 
the second quarter of 2019 ? lower than first 
quarter 's 3.1%, but better than economists' 
2% expectations ? despite a cooling global 
economy. The growth was supported by 
strong consumer spending (+4.3%), which 
helped offset the decline in business 
investment (-0.6%).
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Headliners

The Fed's Beige Book showed that the US 
economy is growing moderately and that the 
outlook is generally positive for the coming 
months despite the negative impact of 
trade-related doubt.

US June retail sales went beyond expectations, 
expanding 0.4% month over month against 
expectations for a 0.2% rise while industrial 
production was flat in June.

Japanese exports fell 6.7% in June, led by 
slower sales to China.

UK retail sales jumped 1% in June against 
expectations of a month-over-month decline. 
Data show that consumer demand remains 
strong and healthy despite the growing risk of 
a disorderly Brexit.

Iran seized a ship in the Strait of Hormuz, 
claiming it was smuggling fuel.

Japanese core inflation fell to just 0.6% year 
over year in June, the lowest level in two years, 
raising expectations that the Bank of Japan 
could move to further reduce monetary policy 
as early as this month.

Shares of Google parent Alphabet Inc. 
GOOG, GOOGL soared 10% Friday after 
reporting second-quarter results that topped 
Wall Street profit and revenue expectations 
and announcing a $25 billion share buyback 
program.

Intel Corp. INTC shares were up after the 
chip giant posted a big earnings beat and 
raised its outlook for the year late Thursday.

Shares of social-media company Twitter Inc. 
TWTR jumped 9% after the company posted 
better-than-expected user and revenue 
growth.

Shares of Amazon.com Inc. AMZN fell after 
the e-commerce giant reported results late 
Thursday that ended a year-long run of 
record quarterly profits.

Coffee retailer Starbucks Corp. SBUX shares 
ended up 9% after it bested forecasts for 
profit and sales late Thursday and raised its 
guidance for the year.

Dow component McDonald?s Corp. MCD 
reported second-quarter earnings and 
revenue that beat expectations, sending the 
stock up

Shares of drugmaker AbbVie Inc. ABBV rose 
after reporting second-quarter results Friday.
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THE WEEK AHEAD

Bonds may outperform stocks one year only to have stocks rebound the next. 
Click to learn more.

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