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Stocks ended sharply lower Friday as the 
U.S.-China trade war intensified further, 
after President Donald Trump said he?s 
ordering American companies to start 
looking for ?an alternative to China,? while 
readying additional measures after Beijing 
imposed retaliatory tariffs on imports of 
U.S. goods.

Early in the session, major indexes flipped 
between modest gains and losses after 
Federal Reserve Chairman Jerome Powell 
left the door open for another interest rate 
cut in September in a widely anticipated 
speech in Jackson Hole, Wyoming.

Stocks extended declines ahead of the 
closing bell, with the Dow off more than 700 
points at its session low. In the end, the 
Dow Jones Industrial Average DJIA closed 

with a loss of 623.34 points, or 2.4%, at 
25,628.90, while the S&P 500 index SPX 
dropped 75.84 points, or 2.6%, to finish at 
2,847.11. The Nasdaq Composite Index 
COMP shed 239.62 points to end at 
7,751.77, a loss of 3%.

The drop left the major indexes with their 
fourth consecutive weekly loss, with the 
Dow down 1% since last Friday, while the 
S&P 500 saw a 1.4% drop and the Nasdaq 
declining 1.8%.
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contained in this newsletter is based on sources believed to be reliable; however, their accuracy or completeness cannot be guaranteed. 

China t o charge m ore t ar if fs; Trum p 
ret aliat es

US President Donald Trump took to Twitter 
Friday morning after China's State Council 
announced that tariffs of 5% to 10% will be 
imposed on additional imports from the US 
beginning on September 1st. Trump said US 
companies should immediately pursue 
alternatives to China, including by bringing 
operations back to the United States. Also, 
Trump indirectly threatened to intercede in 
currency markets to weaken the surging US 
dollar.

Powell m oves t o sust ain econom ic 
expansion

Speaking at an annual gathering of worldwide 
central bankers in Jackson Hole, Wyoming, US 
Federal Reserve Chairman Jerome Powell said 
the central bank will act as appropriate to 
sustain the US economic development, but 
also said that policymakers face a challenging 
situation as there is no established pattern for 
bankers to follow in bettering the impacts of 
doubt surrounding the ongoing trade conflict. 
The Fed is close to accomplishing both its 
inflation and full employment mandates, 
though the global economic outlook has been 
worsening, Powell said, adding that the US 
economy continued to perform as expected 
overall. Those hoping for a strong dovish 
signal from the Fed are likely to be 

disappointed by Powell's measured 
statements.

Merkel provides Johnson 30 days for  
alt ernat ives t o Ir ish backst op

British Prime Minister Boris Johnson traveled 
to Berlin and Paris this week is an effort to 
restart Brexit discussions. German Chancellor 
Angela Merkel expressed a readiness to break 
the Brexit stalemate, challenging Johnson to 
formulate an alternative to the Irish backstop 
in the next 30 days while offering that she 
sees such an alternative as possible. The 
backstop, which would keep the United 
Kingdom within the European Union's 
customs union, has been the main sticking 
point preventing the UK from reaching a 
divorce agreement with the EU. French 
President Emmanuel Macron said any 
compromise would need to closely stick to 
what was previously agreed to with former 
British PM Theresa May. The UK press reports 
that EU officials are beginning to back away 
from their hard line on the necessity of the 
backstop and are beginning to seriously 
consider alternative arrangements.

It al ian governm ent  collapses; unclear  st eps 
ahead

Italian Interior Minister Matteo Salvini of the 
nationalist League party succeeded in ending 
the League's alliance with the majority Five 
Star Movement, but he has yet to comprehend 
his ambition of fighting for power in a general 
election, with Italian President Sergio 
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Mattarella. Discussions will continue until 
Tuesday. Meanwhile, discussions aimed at 
forming an alliance between the Five Star 
Movement and the usual center-left 
Democratic Party are happening. Salvini says 
he is open to forming a government with Five 
Star if it adopts a more helpful attitude toward 
the League's preferred policies. If a majority in 
Parliament cannot be attained, the president 
will set an election to occur in 45 to 90 days. 
Italy faces problematic budget negotiations 
with the European Union this fall because of 
the country's public debt being considered 
excessive under EU rules.

Yield curve t oys w it h inversion

The yield on the US 10-year Treasury note fell 
below the 2-year note yield briefly this week, 
sparking fresh US recession concerns. 
However, some analysts argue that a yield 
curve inversion, which almost always precedes 
US recessions, is not as powerful a signal in 
the current conditions. Negative rates in 
Europe and Japan, the expected restart of 
bond buying by the European Central Bank 
and the immense Fed balance sheet are all 
twisting the yield curve and muting the 
traditional signal, they believe.

Buyback  pace slows down

The pace of corporate stock buybacks slowed 
in the second quarter, according to the Wall 
Street Journal. Members of the S&P 500 Index 
repurchased $166 billion worth of shares last 
quarter, down from $206 billion in the first 
quarter and less than the $190 billion 
repurchased during the same quarter a year 
ago. Companies have spent $4.2 trillion on 
buybacks since 2013, the Journal reported.

Lim it ed ent husiasm  for  long-t erm  negat ive 
yields

Germany issued 30-year debt at a yield of 
-0.11% this week, but it was able to sell only 
about 40% of the ?2 billion issue to investors. 
US President Donald Trump praised 
Germany's ability to issue negative yielding 
debt as he put more pressure on the Fed to 
aggressively lessen monetary policy.

ECB cont inues t o pursue aggressive easing 
package

European Central Bank governing council 
member Olli Rehn last week pointed out that 
an aggressive easing in monetary policy is 
likely at the bank's September meeting, and 
the minutes of the governing council's July 
meeting, released Thursday said the same. 
More deeply negative policy rates, added 
more bond buying and stronger forward 
guidance are expected to be parts of the 
package.

EARNINGS NEWS

With 95% 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 -0.5% year over year, while revenue is 
expected to grow about 4% 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%. Looking ahead to Q3, 
analysts are lowering estimations further, 
forecasting a 3.2% EPS decline. Relatively 
upbeat reports from retailers have helped 
ease fears of a slowing US economy.
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HEADLINERS

The US granted Huawei an added 90 days to 
buy components from US companies to 
supply customers. The purchases are 
restricted to those maintaining existing 
telecom networks and providing software 
updates to Huawei handsets. The company is 
prohibited from buying US components to 
manufacturer new products without a license.

China reformed its loan prime rate in order to 
ease credit conditions.

White House economic advisor Larry Kudlow 
said the combination of low unemployment 
and strong retail sales shows that consumers 
are so far unaffected by the trade war.

The flash Markit manufacturing purchasing 

managers' index slipped below 50 for the first 
time in a decade this week. The PMI slipped to 
49.9, the lowest level since September 2009, 
amid headwinds from the trade dispute with 
China and slower global growth.

The US Congressional Budget Office forecasts 
a 2019 budget deficit of $960 million and 
expects the US deficit to GDP ratio to rise from 
79% today to 95% over the next decade. The 
CBO expects the economy to grow 2.3% in 
2019 and 1.7% next year.

Mexico's economy contracted 0.8% in the 
second quarter compared with the same 
quarter a year ago amid a continued global 
trade slump. Growth was unchanged 
compared with the first quarter of 2019.

Shares of Foot Locker Inc. FL tumbled 18.9%, 
after the retailer reported second-quarter 
sales and profits that missed Wall Street 
expectations.

HP Inc. HPQ shares fell 5.9%, after the PC 
and printer manufacturer announced a 
Enrique Lores would assume the CEO role 
effective Nov. 1, along with third-quarter 
results that matched analyst expectations.

Salesforce.com Inc.  CRM reported quarterly 

financial results late Thursday, showing 
revenue growth and earnings-per-share that 
beat Wall Street forecasts. The company?s 
stock rose 2.2%.

Shares of Intuit Inc. INTU rose 1.1%, following 
a release of better-than-expected fiscal 
fourth-quarter results Thursday evening.

Hasbro Inc. HAS announced plans late 
Thursday to acquire the British firm 
Entertainment One Ltd ETO in a deal that 
values the company at $4 billion. The toy 
maker?s stock retreated nearly 9%.
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THE WEEK AHEAD

Understanding the cycle of investing may help you avoid easy pitfalls.

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

THE CYCLE OF INVESTING 

http://www.park10financial.com/resource-center/investment/the-cycle-of-investing
http://www.park10financial.com/resource-center/investment/the-cycle-of-investing
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