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WEEK IN REVIEW
BOND MARKET FLASHES RECESSION WARNING

Review  of  t he week ended March 23, 2019

- Brexit  delays unt i l  Apr i l  12 or  lat er
- Fed lowers grow t h, inf lat ion project ions
- US-China t rade deal t im eline st all ing
- European m anufact ur ing cont ract s advance
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U.S. stocks closed sharply lower Friday, with 
all major indexes logging their worst day in 
more than 2 ½ months, after a downbeat 
round of economic data in Europe and the 
U.S. stoked global growth fears while a 
closely watched measure of the yield curve 
inverted for the first time since 2007, 
triggering recession worries.

All benchmarks had their biggest one-day 
drop since Jan. 3 with the Dow Jones 
Industrial Average DJIA tumbling 460.19 
points, or 1.8%, to 25,502.32. The S&P 500 
index SPX was off 54.17 points, or 1.9%, to 

2,800.71 and the Nasdaq Composite Index 
COMP declined 196.29 points, or 2.5%, to 
7,642.67.

For the week, the blue-chip index fell 1.3%, 
the S&P 500 lost 0.8% and the Nasdaq shed 
0.6%.

The Cboe Volatility Index VIX Wall Street?s 
so-called fear index, spiked 24% to 16.96, 
underscoring the jittery market sentiment.
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Brexit  delayed

The European Union agreed late this week to 
grant the United Kingdom a two-week Brexit 
extension in order to hold a third vote on the 
withdrawal agreement next week. If that vote 
fails, the UK would have to decide a way 
forward. Options include a long extension of 
the Article 50 period ?  which would require 
UK participation in European Parliamentary 
elections ?  a revocation of Article 50 ?  
meaning the UK would retain its EU 
membership ?  and leaving the EU without a 
deal. The process kicks off on Monday with an 
amendable motion on the government 's next 
steps, which could lead to Parliament formally 
taking control of the process.

Fed set s back  rat e hike out look

Members of the US Federal Reserve's Federal 
Open Market Committee released their 
quarterly summary of economic projections 
after this week's meeting and surprised the 
market by projecting zero interest rate hikes in 
2019, down from the committee's December 
projection of two hikes. The FOMC now sees 
only one hike over the next three years while 
futures markets are beginning to price in a cut 
in rates late this year. MFS global investment 
strategist Rob Almeida notes that a consensus 
is forming among market observers that the 
Fed will need to see stronger inflation 
readings, not just a resumption of a faster 

pace of economic growth, for the FOMC to 
adopt a tighter policy stance. The committee 
also announced that it will end its balance 
sheet run-off in September after shrinking its 
bond holdings for the past two years. The 
Fed's projections for economic and inflation 
were both trimmed. Economic growth is 
forecast to rise 2.1% in 2019, down from 
December 's 2.3% view, while inflation 
expectations were cut to 1.8% from 1.9%.

Trum p-Xi sum m it  m ay delay unt i l  June

Two rounds of trade negotiations between the 
United States and China are scheduled in the 
next two weeks, the first in Beijing and the 
second in Washington, but a finalized deal 
may not come together until June, the South 
China Morning Post reported this week. 
Others see a somewhat faster timeline, with 
an agreement possible by late April. Among 
the contentious issues remaining is the 
proposed enforcement mechanism whereby 
the US could impose unilateral tariffs on China 
should the terms of the agreement be 
breached.
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European m anufact ur ing sect or  rem ains 
st am m er ing

The flash Eurozone manufacturing purchasing 
managers' index for March fell deeper into 
contraction territory on Friday, slipping to 47.6 

from 49.3 in February, the lowest level since 
2013. The news helped drive the yield on 
benchmark 10-year German bunds back 
below zero for the first time since September 
2016. Sentiment weakened in the US as well, 
though not as dramatically, with the flash 
manufacturing reading falling to 52.5 in March 
from 53.0 in February.

Japan downgrades econom ic project ions

The government of Japanese Prime Minister 

Shinzo Abe this week downgraded Japan's 
economic outlook for the first time in three 
years, citing weak exports and industrial 
production. Ripple effects from the US?China 
trade battle have been a significant headwind 
for Japan's exporters. Recently released 
figures show that Japanese exports fell for a 
third straight month in February.

UK unem ploym ent  rat e sl ides despit e 
Brexit  uncer t aint y

Unemployment in Britain fell to 3.9% in the 
three months to January, its lowest level since 
1975. Some observers fear that uncertainty 
surrounding Brexit may be causing UK 
employers to delay investment, instead hiring 
workers, who can be let go in the event of a 
disruptive Brexit.
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Norway bucks t rend and hikes int erest  
rat es

Amid slowing global growth and muted 
inflation, this week's decision to hike rates by 
Norway's central bank, the Norges Bank, runs 
somewhat against the global grain. The central 

bank indicated its next rate hike could come 
earlier than markets expected, by June. 
Today's move was not a surprise, coming in 
response to higher oil prices and 
greater-than-anticipated economic growth and 
inflation.

Shares of Tiffany & Co. TIF rose 3.2%, after 
the luxury jewelry retailer reported fiscal 
fourth-quarter profits that beat Wall Street 
expectations, but missed forecasts for 
same-store sales growth.

Nike Inc. NKE shares slumped 6.6% even 
after the company reported fiscal 
third-quarter profits that beat analyst 
expectations and revenue that was in line 

with forecasts. The stock has risen 19% 
year-to-date.

Shares of Hibbett Sports Inc. HIBB rallied 
20% after the sporting-goods store operator 
reported same-store sales growth of 3.8% 
versus the flat growth expected by analysts. 
The firm also issued guidance for the full 
2020 fiscal year that surpassed forecasts.

GameStop Corp. GME shares reversed 
direction to fall 1% after the videogame 
retailer announced late Thursday that retail 
veteran George Sherman would assume the 
chief executive officer role at the firm.
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THE WEEK AHEAD

You make decisions for your portfolio, but how much do you really know about    
the products you buy? Try this quiz.

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

WHAT?S YOUR INVESTMENT IQ?

http://www.park10financial.com/resource-center/money/budget-check-up-tax-time-is-the-right-time
http://www.park10financial.com/resource-center/investment/whats-your-investment-iq
http://www.park10financial.com/resource-center/investment/whats-your-investment-iq
http://www.park10financial.com/resource-center/investment/whats-your-investment-iq

