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Stone’s Weekly Market Guide - Week of May 27, 2018 

 

Week in Preview:  

• The June 12 summit between N. Korea and the U.S. appears to be on again for the moment, but markets will 
be watching closely as the cancelling of the summit and rising trade war fears helped cause the flight to 
safety last week. Attention will also continue to be paid to some stressed countries: Turkey and Italy. 
Turkey’s central bank hiked short term rates and implemented a one week repo rate at 16.5% which helped 
stabilize the Turkish lira on Monday. Please see our Chart of the Week for more on Italy. 

• U.S. data: Second revision of 1Q GDP is expected to hold steady at 2.3% with April personal income and 
spending expected to grow at 0.3% and 0.4% month-over-month respectively. The May jobs report should 
see an improvement with 190k nonfarm jobs created while unemployment holds steady at 3.9%. Average 
hourly earnings are forecast to hold steady at 2.6% year-over-year. May ISM Manufacturing will likely 
provide another data point that the U.S. economy is strengthening. Plenty of Fedspeak (including a Volker 
rule meeting) along with the Beige Book for the bond market to monitor. Markets continue to price in a 100% 
chance of a Fed hike on June 13. 

• Eurozone data: April unemployment is expected to improve slightly to 8.4%, while consumer inflation (CPI) 
should move higher to 1.6% year-over-year. Germany reports May employment (estimate: 5.3%) and CPI 
expected at 2.0% year-over-year. U.K. has a holiday shortened week like the U.S., but May Markit 
Manufacturing PMI ends the week and is expected to moderate slightly to 53.5. 

• Asia data: Japan continues to report a tight job market with April job-to-applicant at 1.59 and the 
unemployment rate at 2.5%. China reports May official and Caixin manufacturing and the official non-
manufacturing PMI with all expected to hold at growth levels similar to last month. Chinese A-Shares are 
added to the MSCI Emerging Markets index starting June 1. 

• Central banks of Israel, Kenya, Canada, Mauritius, Guatemala, Bulgaria and Dominican Republic are 
expected to meet. Kenya is expected to lower rates by 0.25% percentage point to 9.25% while others could 
hold policy rates steady. Canada expected hold steady, but odds are likely of a hike as soon as July. 

Week in Review: 

• Estimates of U.S. economic growth in 2Q declined with both the Atlanta and NY Fed estimates for 2Q falling 
to 4.035% and 3.01% respectively. May global PMI data pointed to U.S. slightly strengthening while 
European and Japanese economic expected growth cooled somewhat. 

• Despite the S&P 500 being fractionally higher, the week was generally marked by a flight to safety. 
Developed international and emerging market stocks were lower. The 10-year U.S. Treasury yield moved 
below 3% while the U.S. dollar and gold strengthened. Oil was weak with energy stocks and MLPs punished.

Chart of the Week: Italian politics and fears of 
growing populism have led to risk aversion and euro 
weakness. Italian president Mattarella vetoed the 
nomination of euroskeptic Savona for finance 
minister. If a technocratic government cannot win a 
confidence vote, Italy will likely hold an election in 
September or October. The danger is that euroskeptic 
parties may actually get a stronger mandate and hold 
more power to possibly exit euro membership. 
Continued bouts of financial stress should be 
expected and are clearly reflected in the chart of 
Italian 10-year yield spread over German debt. 
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