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WEEK IN REVIEW
STOCKS SUFFER AS TRUMP THREATENS TARIFFS ON MEXICO

Review  of  t he week ended May 31, 2019

- Mexico faces US t ar if fs due t o m igrat ion issues
- US?China ongoing t rade bat t le ram ps up
- Fed considers rat e cut s
- European par l iam ent ary elect ions followed by fallout
- US GDP revised w it h sl ight ly lower  num bers
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The Dow Jones Industrial Average DJIA 
dropped 354.84 points, or 1.4%, to 
24,815.04. The S&P 500 index SPX fell 36.80 
points, or 1.3%, to 2,752.06 and the Nasdaq 
Composite COMP dropped 114.57 points, or 
1.5%, to 7,453.15.

May, which in recent years has been a good 
month for stocks, has been dismal this year 
with the Dow falling 6.7% while the 
large-cap index lost 6.6% and the Nasdaq 
declined 7.9%. For the week, the blue-chip 
gauge shed 3% for its sixth straight week of 
losses, the longest weekly retreat since June 
2011. The S&P 500 was off 2.6% and the 
Nasdaq slid 2.4% for the week.
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Mexico m ust  discourage m igrat ion or  face 
US t ar if fs

Markets were jolted Thursday evening by US 
President Donald Trump's announcement that 
the United States will enforce a 5% tariff on all 
US imports from Mexico beginning on 10 June 
unless that country's government does more 
to discourage the flow of Central American 
migrants seeking asylum in the US. The tariffs 
are set to rise 5% each month until reaching 
25%. Trump also took aim at congressional 
Democrats, blaming them for failing to do 
enough to improve the crisis at the southern 
border. Markets have taken the news badly, 
fearful that highly integrated North American 
supply chains could be disrupted.

US?China t rade bat t le int ensif ies

China and the US exchanged threats this week 
as hopes for a quick resolution of the 
continuing trade battle continued to dim. 
China's state media warned that the US should 
not underestimate the country's ability to 
safeguard its interests. Media reports suggest 
the country has used comparable language 
only twice in the past, each time preceding 
military confrontations, once with India and 
once with Vietnam. China, which controls 90% 
of global rare earth mineral production, 
threatened to halt the export of rare earths to 
the US. The minerals are vital raw materials 
for many high technology products. The 
country also halted purchases of soybeans 
from the US. President Trump said that the US 
is not ready to make a trade deal with China 
and that tariffs could easily go considerably 
higher, though he remains hopeful that the 
two sides will eventually reach an agreement. 
Trump and Chinese President Xi Jinping are 
expected to hold talks on the sidelines of the 
G20 meeting in Osaka, Japan at the end of 
June.
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Fed cont em plat es rat e cut s

US Federal Reserve Board Vice Chairman 
Richard Clarida said this week that the US 
economy remains in a good place and the 
level of interest rates is appropriate but if 
inflation remains below expectations and 
global conditions worsen, the Fed could 
change its patient approach. The market has 
already priced in three cuts in the federal 
funds rate on the back of slowing global 
growth, increased trade tensions and 
below-target inflation readings around the 
developed world.

Consequences follow  t he European 
par l iam ent ary elect ions

As expected, the customary political parties in 
the United Kingdom were rejected at the 
ballot box in last weekend's European 
elections. The ruling Conservative Party came 
in fifth in the voting while Labor 's share of the 
vote fell by double digits, putting the party in 

third place, behind the new Brexit Party and 
the Liberal Democrats. The poor showing of 
the Conservative Party contrasted with the 
Brexit Party's strong showing is expected to 
lead to harder Brexit positions among the 
candidates competing to replace Prime 
Minister Theresa May. This in turn will increase 
the chances of both a no-deal Brexit and a 
general election before Article 50, the legal 
mechanism for the UK's withdrawal, expires in 
October. In Italy, the very strong showing by 
the right-leaning League raises the possibility 
that it will cease its alliance with the 
left-leaning Five Star Movement and seek a 
mandate of its own via a general election. If 
the League succeeds, markets expect that the 
country will take a more aggressive approach 
toward the European Union on budgetary 
matters. In fact, this week Brussels warned 
Italy over rising debt levels.

Slight ly lower  num bers on revised US GDP

The second estimate of US gross domestic 
product for the first quarter of the year was 
3.1%, down from 3.2%. One-off factors like an 
improvement in net exports and rising 
inventories added to the strong start to the 
year.
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Ot her  News

The Fed's favorite inflation measure, core 
personal consumption expenditures, rose 
1.6% year-over-year in April, from 1.5% in 
March, but remains below the Fed's 2% target. 
Tame inflation and slowing global growth have 
prompted calls for the central bank to cut 
rates.

China's manufacturing purchasing managers' 
index slipped to 49.4 in May, from 51.1 in 
April, signaling a modest contraction in the 
sector.

The German Bundestag's foreign affairs 
committee chair, Norbert Rottgen, warns that 

there will be no further Article 50 extensions 
for the UK without either a general election or 
a second Brexit referendum.

The Bank of Canada held rates steady at 
1.75% this week, saying the recent economic 
slowdown is likely temporary.

German unemployment rose in May for the 
first time in five years, to 5%, up from the 
post-reunification low of 4.9% set in March 
and April.

The US Department of the Treasury refrained 
from labeling China a currency manipulator in 
its semi-annual currency report to the US 
Congress.

Shares of auto makers with substantial 
production exposure to Mexico were under 
heavy pressure. Shares of General Motors 
Co. GM fell 4.3%, while Ford Motor Co. 
shares F declined 2.3%.

Japanese auto makers tumbled and French 
and German auto makers also took a 
beating.

Shares of Uber Technologies Inc. UBER rose 

1.5% after the ride-hailing company late 
Thursday reported a first-quarter loss of 
$1.01 billion. Investors are cheering 
assurances from executives that a price war 
with rival Lyft Inc. LYFT was settling down.

Red Robin Gourmet Burgers Inc. RRGB 
shares sank 17% after the restaurant chain 
posted weak quarterly results and a decline 
in comparable restaurant revenue.

Shares of Big Lots Inc. BIG jumped 6.1% after 
the retailer reported first-quarter earnings 
that topped Wall Street expectations.
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THE WEEK AHEAD

Here are six flags that may make your tax return prime for an IRS audit.

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

RED FLAGS FOR TAX AUDITORS

http://www.park10financial.com/resource-center/tax/red-flags-for-tax-auditors
http://www.park10financial.com/resource-center/tax/red-flags-for-tax-auditors
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