
Raising Rates and Playing Politics

The week began with the U.S. implementing tariffs on 
$200 billion worth of Chinese goods, which triggered 
Beijing to impose retaliatory tariffs on $60 billion worth of 
American products. Chinese officials also canceled mid-
level trade talks that had been scheduled for later in the 
week, dashing hopes for a near-term resolution.

OPEC was also in focus on Monday after it and several 
non-OPEC nations ended a weekend meeting without an 
agreement to increase output in order to counter falling 
supply from Iran due to U.S. sanctions. President Trump 
criticized OPEC in front of the UN General Assembly on 
Tuesday, saying the oil cartel is “ripping off the rest of the 
world” by colluding to limit supply and prop up prices.

In the same address, the U.S. president also criticized 
Iran, which is currently the target of U.S. economic 

The S&P 500 pulled away from record highs this week, losing 0.5% in total, as investors digested a 
flurry of political headlines and the latest policy statement from the Federal Reserve, which included 
another rate hike -- the third one this year. The Dow also fell, losing 1.1%, but the tech-heavy Nasdaq 
outperformed, rallying 0.7%.
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sanctions, calling its government a “corrupt 
dictatorship” and saying its leaders “sow chaos, 
death, and destruction.” President Trump also spoke 
regarding North Korea, ISIS, and Syria, and reiterated his 
administration’s hard stance on fair trade.

The Federal Reserve increased short-term interest rates 
on Wednesday, as expected, raising the fed funds target 
range by 25 basis points to 2.00-2.25%. In its policy 
statement, the Fed removed the word ‘accommodative’, 
which led some to believe that officials could be moving 
towards slowing monetary tightening. However, Fed 
Chairman Jerome Powell said during his post-decision 
press conference that the language change didn’t signal 
a change in the Fed’s path for rate hikes.

As for rate-hike projections, the Fed still appears to 
be on track to raise rates another 25 basis points 
in December, with the CME FedWatch Tool putting 
the chances at 75.8%. Beyond 2018, the Fed’s dot 
plot showed expectations for three rate hikes in 
2019 (unchanged from June) and one in 2020 (also 
unchanged from June).

On Capitol Hill, political drama unfolded on Thursday as 
Supreme Court nominee Brett Kavanaugh and his 
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accuser, Christine Ford, who has accused Mr. Kavanaugh of sexually assaulting her back in high school, testified before 
the Senate Judiciary Committee. The Committee advanced Mr. Kavanaugh’s nomination on Friday, but a final Senate vote 
will be delayed for a one-week FBI investigation.

Overseas, two populist parties governing Italy widened the country’s budget-deficit target for next year to 2.4% of GDP on 
Friday, likely putting the country at odds with the European Union. The major European stock indices sold off in reaction to 
the news, with Italy’s MIB leading the retreat.

In U.S. corporate news, Comcast (CMCSA) paid $40 billion to win a bid for European broadcaster Sky, ending a two-
year battle with 21st Century Fox (FOXA); Nike (NKE) reported above-consensus earnings for its fiscal first quarter; and 
Facebook (FB) fell on Friday after disclosing a “security issue” impacting 50 million users.

However, perhaps the week’s biggest corporate story revolved around Tesla’s (TSLA) CEO, Elon Musk, who was sued by 
the SEC on Thursday evening over his tweet about taking the electric automaker private. Mr. Musk and the SEC were 
reportedly close to reaching a no-guilt settlement that would have barred him from being chairman for two years, but Mr. 
Musk backed out at the last minute.

As for the sector standings, they were pretty mixed between red and green. The heavily-weighted financials sector was 
the second-worst performer, losing 4.1% in total, with materials (-4.5%) being the only group with a more substantial 
loss. Conversely, the newly-added communications services sector was the top performer with a weekly gain of 1.1%.


