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INCISIVE INVESTOR

WEEK IN REVIEW
TRADE TENSIONS LESSEN

U.S. stocks closed higher Friday even as the 
earlier rally in financial shares flamed out, but 
for the week, all major benchmarks finished 
lower due to ongoing trade war-related jitters.

The S&P 500 index SPX rose 2.06 points to 
2,718.37. The Nasdaq Composite Index COMP 
climbed 6.62 points to 7,510.30.

The Dow Jones Industrial Average DJIA added 
55.36 points, or 0.2%, to 24,271.41. The 
blue-chip index was up more than 200 points 
during the session but surrendered most of its 
gains in the afternoon.

China Trade t ensions subside

After increasing pressure on international 
trading partners lately, the White House made 
efforts to tone down the pomposity this week. 
Plans to limit Chinese investment in US-based 
technology companies were canceled in favor 
of more arduous reviews by the Committee on 

Foreign Investment in the United States, an 
inter-agency body that reviews transactions 
for their national security effects. Markets 
were strengthened by the administration's 
decision to back away from firm numerical 
limits on investments from China in favor of a 
more flexible approach. The move also was 
seen as a victory for more modest 
government voices on trade, but a defeat for 
trade headliners. Roughly $35 billion in tariffs 
on select Chinese exports are set to come into 
force next Friday, leaving negotiators a narrow 
window to negotiate. However, all is not 
wonderful on the trade front. Canada 
announced that it will place $19 billion of 
tariffs on American imports this Sunday in 
retribution for US steel and aluminum tariffs. 
Also late in the week, US Treasury secretary 
Mnuchin denied reports that President Trump 
is contemplating pulling the US out of the 
World Trade Organization.
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Mexico expect ed t o lean lef t  

Andrés Manuel López Obrador, popularly 
known as AMLO, has a wide lead heading into 
Sunday's Mexican presidential election. AMLO, 
a former mayor of Mexico City, is making his 
third presidential bid after falling short in 2006 
and 2012. He favors renegotiating NAFTA and 
claims to be a fiscal conservative in spite of 
leaning left. With a ferocious 
anti-establishment streak, AMLO wants to 
increase social spending while cutting the 
salaries of politicians. Markets dread a weaker 
Mexican debt profile if he takes office.

EU leaders reach m igrat ion agreem ent

While a summit of European Union leaders did 
not make any progress on Brexit, it did reach 
an agreement on migration. EU member 
states will willingly open centers in order to 
decide whether individual traveling workers 
are granted asylum or returned home. The 
deal appears to have reduced pressure on 
German chancellor Angela Merkel from within 
her governing coalition, as the euro rose over 
a half-percent on the news.

ECB bor rows m et hod f rom  t he Fed

While the European Central Bank is expected 
to end its bond buying program at the end of 
2018, it intends to lengthen the duration of its 
portfolio through a reinvestment program 
beginning in 2019. Similar to the US Federal 
Reserve's "Operation Twist", the ECB will swap 
shorter-dated maturities for longer-dated 
ones in an effort to keep long-term interest 
rates lower in order to boost the eurozone 
economy.

Record high M&A act ivit y in 2018

Global mergers and acquisitions surged 64% 
in the first half of 2018 to a record $2.5 trillion, 
edging out the prior record high of $2.3 trillion 
in the first half 2007. Deals in the US 
accounted for $1 trillion of the total. Given 
that sudden rush in M&A tends to be a 
late-cycle wonder, investors may view the 
news with suspicion. Meanwhile, the US 
corporate debt load hit a record 6.3 trillion. On 
the other hand, companies have a record 
amount of cash on balance sheets to service
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debt, though most is focused in relatively few 
entities.

US GDP assessed lower

First quarter US gross domestic product was 
revised lower on Thursday, down to 2% from 
2.2%. Second quarter growth is expected to be 
much stronger, with some projections above 
4%, partially due to a narrower trade shortage.

Inf lat ion reaching t arget s

Both the Fed and ECB saw inflation hit their 
targets, though US inflation appears 
comparatively healthier. Eurozone inflation 
was 1.9% at the headline level, though much 
of the advance was due to rising oil prices. 
Meanwhile, the Fed's preferred inflation 
measure, the core personal consumption 
expenses price index?  which strips out 
unstable food and energy prices?   reached 
the central bank's 2% target. The Fed expects 
the inflation gauge to mildly overshoot its 
target in coming months.

MA JOR STOCK MOVES

Shares of Nike Inc. NKE soared 11% to a 
record high, after the athletic apparel 

company reported upbeat results and 
announced a $15 billion share buyback plan.  

Corona beer distributor Constellation Brands 
STZ dropped 5.8% after profit lagged behind 
estimates.

Wells Fargo & Co. WFC rose 3.4%, among the 
best performers in the banking sector. 
JPMorgan Chase & Co. JPM shares reversed 
earlier gains to fall 0.7% while Goldman Sachs 
Group GS slid 1.3% after it received a 
conditional approval from the Fed.

Shares of Vertex Pharmaceuticals Inc. VRTX 
soared 15% after Raymond James analyst 
Laura Chico said disappointing trial results 
revealed by Galapagos N.V. for a cystic fibrosis 
treatment ?removes a competitive overhang.?
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