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TECHNOLOGY: SAMSUNG PLANS FOLDABLE SCREEN TO REJUVENATE ITS PHONES B4
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Heating Up
U.S. biotech IPO deal volume
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Morgan Stanley wrapped up a big-bank earnings season that reflected continued strength in the U.S. economy. B10

HEARD ON
THE STREET
By Charley Grant

Biotech’s
IPO Boom
Has Side
Effects

Biotech
stocks are a
hot ticket
once again on
Wall Street,
and that is

bringing a wave of high-risk,
high-reward initial public of-
ferings.

Small and midsize biotech
stocks are having a terrific
year. The S&P Biotechnology
Select Industry Index has hit
records, up about 15% so far
this year.

Upstart companies are
taking advantage of this mar-
ket strength, and investors
are rewarding them. Kidney-
disease specialist Tricida,
which has yet to put a drug
on the market, raised about
$250 million in an offering
earlier this month and com-
mands a valuation above $1
billion. Shares of Solid Bio-
sciences, a gene-therapy
startup that raised about
$125 million via a January
IPO, have more than doubled
so far this year.

As of Wednesday, 34 bio-
tech IPOs have priced so far
this year in the U.S. for a
combined deal value of about
$3.7 billion, according to De-
alogic data. Another handful
of companies, such as oncol-
ogy startup Replimune are
likely to go public before the
month ends. That would top
last year’s tally of 37 IPOs
that raised about $3.8 billion.

The burst of activity
should raise concern, since
IPO issuance tends to cluster
later in cycles.

However, this year’s IPO
rush has yet to match the eu-
phoria of 2014, when 84
companies went public and
raised a combined $7.8 bil-
lion. And back then, the bio-
tech market peaked in the
summer of 2015.

There is good reason to
think the biotech market
won’t turn down anytime
soon, even with more IPOs.
That is because big drugmak-
ers, desperate to boost
growth rates, are willing to
pay up for relatively scarce
high-quality biotechs. That
keeps merger-and-acquisition
activity strong, and, in turn,
gives biotech stocks a strong
bid throughout the sector.

Of course, too many new
biotechs risk overwhelming
their potential buyers. That
risk has yet to be front and
center, but investors would
be wise not to overlook it.

American Express Co.
raised its revenue forecast for
the year, following a second
consecutive quarter of strong
results on higher card-member
spending and loan growth.

The company on Wednes-
day said that given its finan-
cial performance for the first
half of the year, it now expects
revenue for the year to in-
crease at least 9%, up from its
earlier view of at least 8%. It
maintained its view of earn-
ings to be at the high end of
$6.90 to $7.30 a share.

Second-quarter consoli-
dated total revenue, net of in-
terest expense, was a record
$10 billion, up 9% from $9.2
billion a year earlier, the high-
est level of growth for the
company since the last finan-
cial crisis.

The increase reflected con-
tinuing growth in card spend-
ing and borrowing as well as
more consumers signing up
for AmEx cards that charge
annual fees.

The second quarter marked
the first full quarter for
AmEx’s new chief executive,
Stephen Squeri, since he took
over from longtime chief Ken-
neth Chenault in February.

Mr. Squeri laid out the com-
pany’s top priorities under his
leadership on the earnings
call, including expanding
AmEx’s position in the pre-
mium consumer-card market
and in commercial payments.

Overall, AmEx reported a
21% increase in second-quarter
profit to $1.62 billion, or $1.84
a share.

Analysts surveyed by
Thomson Reuters projected a
profit of $1.82 a share on
$9.84 billion in revenue.

AmEx card loans surged as
the company continues its ef-
forts to ramp up lending. The
company reported $75.4 bil-
lion in card-member loans, up
14% from a year earlier. The
company has been increasing
lending as part of its strategy
to fuel revenue growth.

Mr. Squeri on the earnings
call touted the company’s re-
cent Supreme Court win:
Wednesday’s financial report
is the first since the company
won a key legal challenge on
its policy of preventing retail-
ers who accept AmEx cards
from offering customers in-
centives to pay with cheaper
cards.

“Their ruling was a wel-
come end to a long legal bat-
tle,” he said.

BY ANNAMARIA ANDRIOTIS
AND MARIA ARMENTAL

AmEx
Lifts
Revenue
Outlook

a promotional tool for its
stand-up specials, Netflix will
also create original content for
it with its talent.

The SiriusXM partnership,
scheduled for a launch by Jan-
uary 2019, marks the first time
Netflix has moved beyond
video and joined with another
distribution platform to create
a Netflix-branded product.

The push beyond its own
platform comes as Netflix faces
increased competition.

Hulu—the streaming service
co-owned by Walt Disney Co.,
21st Century Fox Inc. and

Comcast Corp.—and Ama-
zon.com Inc. are investing
more in content. Disney is also
launching its own direct-to-
consumer service to compete
with Netflix. (21st Century Fox
and The Wall Street Journal’s
parent company News Corp
share common ownership.)

Comedy has become one of
Netflix’s biggest bets in con-
tent. Over the past few years, it
has spent heavily to woo su-
perstar stand-up comedians in-
cluding Chris Rock, Dave Chap-
pelle and Amy Schumer away
from HBO to its platform.

In some cases, Netflix more
than doubled the fees that
comics were getting on AT&T
Inc.’s HBO.

Mr. Rock received $40 mil-
lion for two stand-up specials
for Netflix, twice what HBO
was offering, people familiar
with the pact said.

Netflix also has become a
home for rising comedic talent
such as Michelle Wolf, who re-
cently premiered a show there.
Joel McHale has a show on
Netflix and Norm Macdonald is
developing his own show as

PleaseturntopageB2

Netflix is coming to radio.
The streaming-content giant

has cut a deal with Sirius XM
Holdings Inc. to create a com-
edy channel with the satellite-
radio broadcaster, according to
the companies.

For Netflix Inc., the plat-
form—dubbed Netflix Is a Joke
Radio—will give it a new outlet
to use its growing library of
comedy content and potentially
drive SiriusXM subscribers
back to its own service.

Besides using the channel as

BY JOE FLINT

Netflix Brings Its Comedy to Radio

The deluge of money flood-
ing into and out of passive in-
vestments can have a very ac-
tive effect on stock prices, new
research says.

The report, from the data
and research arm of S&P
Global Inc., a major provider
of financial-market indexes, is

BY ASJYLYN LODER

dex products, such as the S&P
500, to mutual funds and ETF
companies.

Strategies that mimic the
S&P 500, including mutual
funds, ETFs and other index-
tracking investments, may
have accounted for as much
as one-third of the bench-
mark’s almost 3.8% decline
on Feb. 8, wrote Daniel Sand-
berg, a director at S&P Global
Market Intelligence, in the re-
port.

“There is an impact and
that impact can be signifi-
cant,” Mr. Sandberg said in an

PleaseturntopageB11

Dillian, an investment strate-
gist with research firm Maul-
din Economics.

Size is especially important
in an industry where the
cheapest funds garner the
most assets. The bigger the
strategies grow, the more
money fund companies make.

Investors yanking cash out
of index-tracking strategies ex-
acerbated sharp declines in
early February, when stocks
plunged and volatility surged,
according to the report pub-
lished this week by S&P Global
Market Intelligence. S&P
Global builds and licenses in-

been linked in recent years to
unusual price swings in oil,
Japanese equities and high-
yield debt.

While the S&P report found
that the money sloshing into
and out of passive strategies
does move asset prices, S&P
researchers concluded that
fears of widespread market
disruptions because of ETFs
are overblown.

“Any strategy in the finan-
cial markets is fine when
there’s a small number of peo-
ple doing it, but when a large
number of people do it, it can
cause distortions,” said Jared

the latest salvo in a long-run-
ning debate about the pressure
index funds exert on the stocks
and bonds they are meant to
track. The resurgence of mar-
ket turbulence this year inten-
sified concerns that an exodus
from index funds could trigger
an avalanche of forced selling.

Assets in passive funds that
try to match the market rather
than beat it have quintupled in
the past decade to $6.9 tril-
lion, according to research
firm Morningstar. Exchange-
traded funds, perhaps the
most visible manifestation of
the index-investing trend, have
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Passive Funds Ruffle Stock Prices
Fears, however, of
wide disruptions from
ETFs are overblown,
S&P report concludes

chief executive, said in an in-
terview at the show. He ex-
pects supersonic technology to
be “viable within the next de-
cade,” and that further ad-
vances will eventually allow
flights connecting cities
around the world within sev-
eral hours. The bigger chal-
lenge is the economic case, he
added: “Are there enough trav-
elers who would pay a pre-
mium to fly faster?”

Boeing is still trying to an-
swer that question. Will twice
as fast be enough, “or do you
really have to go a lot faster
on a longer route?” asked Greg
Hyslop, the company’s chief
technology officer.

Weeks ago, Boeing unveiled
a concept for a passenger-car-
rying hypersonic aircraft, the-
oretically capable of flying
many times the speed of
sound. But some experts pre-
dict it could be two decades
away. Boeing declined to pro-
vide a timeline.

For Boom’s founder and
PleaseturntopageB2

sound.
Backers include Boeing Co.,

Lockheed Martin Corp. and
closely held Colorado startup
Boom Technology Inc., which
aims to start flying a reduced-
size demonstration craft late
next year. An initial goal for
Boom’s proposed airliner is to
slash the time for transconti-
nental trips by more than half.
Round trips between the U.S.
West Coast and Asia could be
completed within the same
day, for business travelers—
the plush cabins would offer
only premium seats—in a real
hurry.

“This was the future we
were all promised,” said Ste-
ven Isakowitz, president of
Aerospace Corp., a nonprofit
think tank for the Pentagon. In
an interview earlier this
month, he cited both technical
advances and “extremely in-
teresting” NASA research into
reducing the shock wave and
noise.

“It’s going to be doable,”
Dennis Muilenburg, Boeing’s

FARNBOROUGH, England—
Fifteen years after the Con-
corde last flew, supersonic air

travel is back in the aerospace
industry’s sights.

Investors, plane makers and
equipment suppliers are push-
ing to revive superfast airlin-
ers and business jets. The big
questions: Will regulators go
along, and will passengers be
willing to pay? The Concorde
cut the time to fly from New
York to London or Paris to
about 3½ hours, about half to-
day’s typical journey. But it
was an economic failure.

The latest efforts, high-
lighted by exhibits and discus-
sions at the international air
show here, reflect support
from major aerospace compa-
nies, buttressed by promising
research into reducing the
sonic boom that occurs when
planes exceed the speed of

By Andy Pasztor,
Robert Wall

and Andrew Tangel

High-Speed Flying Is Back
On Aviation Industry’s Radar

Big 6 Banks Leave S&P Behind After Posting Strong Profits

Sources: FactSet (stocks); the companies (earnings) THEWALL STREET JOURNAL.
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IBM’S NEW BUSINESSES
START TO LOOK SMART

EARNINGS, B4
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MARKETS

Crude-oil inventories increased by 5.8 million barrels to 411.1 million barrels in the latest week. Workers at a Gulf of Mexico oil facility.

spike in volatility futures con-
tracts. Last year, a flood of
cash into funds that invest in
small mining companies was
linked to price gyrations in
gold stocks from Sydney to To-
ronto.

“They attract investors that
want to trade fast,” said Fran-
cesco Franzoni, professor of fi-
nance at USI Lugano and the
Swiss Finance Institute, who co-
wrote research showing that
stocks included in ETFs become,
on average, more volatile.

Mr. Sandberg and his col-
leagues tried to measure the
impact of money pouring into
and out of passive strategies,
and focused particular atten-
tion on ETFs. The research
was prompted by S&P clients,
mostly large institutional in-

vestors, who are increasingly
concerned that the rapid
growth of index-tracking funds
may be distorting stock prices.

“Clients are asking, ‘How
big do ETFs have to get before
we get concerned?” said David
Pope, a managing director at
S&P Global Market Intelli-
gence. “It’s everyone’s under-
lying fear, that one fund gets
so powerful that it starts to
move prices in a disruptive
manner.”

They found that some
stocks are more vulnerable to
price moves driven by surges
of investor cash. Like many
traditional indexes, the S&P
500 is divvied up based on the
stock-market value of the un-
derlying companies. But mar-
ket value has little to do with

the availability of the stock,
according to the S&P report.

For example, Walmart Inc.
accounts for 0.5% of the assets
in an S&P 500 index fund, but
only 0.1% of the average daily
trading volume of S&P 500
stocks in June, according to
S&P. By contrast, Netflix Inc.
is 0.7% of the benchmark’s as-
sets, but 3.3% of trading.

ETFs may buy more of a
stock than is readily available,
forcing prices higher to find
more willing sellers. Or they
may sell more than the market
has an appetite for, pushing
prices lower to attract buyers.

“There’s not much cause for
concern for systemic risk,” Mr.
Sandberg said. “But we have
been able to quantify that
there’s some minimal impact.”

interview.
The $3.6 trillion U.S. ETF

industry has faced particular
scrutiny. Like mutual funds,
ETFs package stocks, bonds or
other assets into a single
share. But unlike mutual funds,
ETFs can be bought and sold
on an exchange just like shares
of Amazon.com Inc.

In February, ETFs that bet
against the Cboe Volatility In-
dex were blamed for a price

ContinuedfrompageB1

ETFs
Ruffle
Markets

U.S. government-bond
prices edged lower Wednesday
as Federal Reserve Chairman
Jerome Powell reiterated that
the central bank would gradu-
ally raise interest rates “for

now.”
The yield on

the benchmark
10-year U.S.
Treasury note

settled at 2.875%, compared
with 2.862% Tuesday.

Yields, which fall as bond
prices rise, drifted lower after
Commerce Department data
showed housing starts slid
12.3% in June from the prior
month—the largest monthly
percentage drop since Novem-
ber 2016. Economists surveyed
by The Wall Street Journal
had expected housing starts to
fall 2.2%.

The yield on the 10-year
note then erased initial de-
clines to edge higher as ana-
lysts looked to Mr. Powell’s
House testimony for additional
hints about monetary policy.

Analysts had noted any
signs trade disputes were
hampering U.S. economic
growth could push the Fed to
rethink its approach to its rate
increases. But there were few
signs this week that the cen-
tral bank was at that point.
While Mr. Powell acknowl-
edged that “a more protec-
tionist economy is an economy
that’s less competitive, less
productive,” he said gradual
rate increases remain appro-
priate for the time being with
U.S. economic growth looking
solid.

Investors have “fully di-
gested the Fed Chair’s com-
ments, and don’t seem to have
a problem with where the Fed
is headed,” said Kevin Giddis,
head of fixed-income capital
markets at Raymond James, in
a note. “The [Federal Open
Market Committee] knows
where the weaknesses lie, and
have communicated the rela-
tive ‘fixes’ for them.”

CREDIT
MARKETS

ward the prospects for eco-
nomic growth. Investors mon-
itor the curve because short-
term rates have exceeded
longer-term ones before each
recession since at least 1975—
a phenomenon known as an
inverted yield curve.

“The merry-go-round isn’t
going to last forever, so we’re
kind of watching this,” said
Josh Markman, managing di-
rector at Bel Air Investment
Advisors.

The yield on the 10-year
U.S. Treasury note rose to
2.875% Wednesday after set-
tling at 2.862% Tuesday.
Yields move inversely to bond
prices.

In his remarks to the
House on Wednesday, Fed
Chairman Jerome Powell af-
firmed the Fed’s plans to
raise interest rates gradually
“for now” during his second
day of testimony on Capitol
Hill.

less than 0.1%, to 7854.44.
Gains in financial and in-

dustrial companies in the S&P
500 helped offset losses in
the real-estate and utilities
sectors, which are considered
bondlike due to their hefty
dividend payments.

Financial stocks were led
by gains in Morgan Stanley,
which rose 2.8% after the
bank said second-quarter
earnings rose 39% from a year
ago, beating analysts’ expec-
tations. The announcement
caps a strong second-quarter
earnings season for the six
largest U.S. banks.

Ryan Nauman, market
strategist at Informa Finan-
cial Intelligence, said the
strength in bank earnings
bodes well for the sector,
which has lagged behind this
year despite rising interest
rates, which typically boost
lending profitability.

“For the time being in the
second quarter, I’m very opti-
mistic for financials, but mov-
ing forward it’ll be interesting
to see how they fare with a
potential inverted yield
curve,” Mr. Nauman said.

The dispersion between
shorter-term and longer-term
rates, known as the yield
curve, indicates sentiment to-

The Fed chairman has
mostly sidestepped recent
questions on trade policy be-
cause he said it is outside the
Fed’s responsibilities. But he
cautioned Tuesday that open
economies have fared better
than closed ones.

“Perhaps it’s just too early
to see anything on” the im-
pact of trade disputes, said
Keith Wade, chief economist
at Schroders. Mr. Wade said
he had hoped the testimony
would reveal more of the
Fed’s thinking on trade but
added that interpreting eco-
nomic indicators so far has
been challenging.

The Fed’s beige book, a re-
port published by the central
bank on economic conditions
in its 12 regional districts,
showed that 11 of the districts
were growing modestly or
faster, but that worker short-
ages and rising costs for raw
materials weighed on busi-
nesses. Manufacturers in
many of the districts reported
higher prices and supply-
chain disruptions following
new trade policies.

Eric Aanes, founder of Ti-
tus Wealth Management, said
his firm is overweight in
small companies that are less
sensitive to interest rates and

tariffs. But he said that could
change as the markets get
more clarity on how the trade
disputes will play out.

“We believe once the tar-
iffs settle out that foreign
markets will be a good place
to put your money,” said Mr.
Aanes, whose firm manages
about $610 million.

The dollar continued to
strengthen, a potential head-
wind for corporate earnings,
especially at multinational
companies. The WSJ Dollar
Index, which measures the
U.S. currency against a group
of 16 others, was up less than
0.1% Wednesday to a new 52-
week high.

Mr. Nauman said investors
are looking to the commen-
tary in earnings reports for
indications of how the rising
dollar, wage growth and trade
tensions are weighing on
companies. Microsoft, Philip
Morris International and
Union Pacific are among the
companies reporting earnings
Thursday.

Elsewhere, the Stoxx Eu-
rope 600 rose 0.5%, boosted
by gains in technology and
auto stocks. In Asia early
Thursday, Japan’s Nikkei was
up 0.4% and Hong Kong’s
Hang Seng was up 0.6%.

U.S. stocks rose Wednesday
as investors parsed another
wave of U.S. earnings reports
and the Federal Reserve sig-
naled that the economy is ac-
celerating.

Corporate-earnings season
is off to a
r o b u s t
start, with
about 8% of
companies

in the S&P 500 having re-
ported so far. Companies in
the index have increased
earnings by 22% in the second
quarter, surpassing analysts’
estimates of about 19%, ac-
cording to FactSet. Investors
hope that earnings season
will offer a spark for stocks,
which were under pressure
for much of June amid trade-
related worries.

The Dow Jones Industrial
Average added 79.40 points,
or 0.3%, to 25199.29, rising
for the fifth consecutive ses-
sion, its longest winning
streak since mid-May. The
S&P 500 edged up 6.07, or
0.2%, to 2815.62, its highest
closing value since February.
The technology-heavy Nasdaq
Composite fell 0.67 point, or

BY BEN ST. CLAIR
AND DANIELLE CHEMTOB

Financial, Industrial Stocks Power S&P

WEDNESDAY’S
MARKETS

Head of the Class
Financial stocks lifted the S&P 500 onWednesday
after Morgan Stanley reported earnings.
Performance, minute by minute

THEWALL STREET JOURNAL.Source: FactSet
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BY AKANE OTANI

Yields Up
As Powell
Reiterates
Rate View

level since June 26, 2017. The
dollar has gained recently as
investors have flocked to the
safety of the currency amid
trade tensions.

The dollar got a boost as
Mr. Powell affirmed the cen-
tral bank’s plans to gradually
raise interest rates “for now”
but warned of risks from an
escalation of trade friction.
Higher interest rates typically
attract investors to a currency.

During Mr. Powell’s testi-
mony before Congress on

Tuesday and Wednesday, law-
makers expressed concerns re-
garding President Donald
Trump’s decision to impose
tariffs on imports to wring
trade concessions from coun-
tries such as China, Germany
and Canada.

Mr. Powell provided some
words of caution, while noting
that the outcome of the trade
disputes remain uncertain.

“The bottom line is a more
protectionist economy is…less
competitive. It’s less produc-

tive,” he told the House Finan-
cial Services Committee on
Wednesday. “So it’s not a good
thing if that’s where this goes.”

Interest rates that are
higher in the U.S. than in Eu-
rope and other developed
economies give investors a
strong incentive to stick with
the dollar, said Mazen Issa, a
strategist at TD Securities.
The higher yield offered by the
U.S. currency compared with
the euro makes it expensive
for investors to bet in favor of

the 19-nation European cur-
rency and against the dollar,
he said. “In the absence of a
macro catalyst, the market is
happy to be owning dollars,”
Mr. Issa said.

Federal-funds futures,
which investors use to bet on
the direction of interest-rate
policy, late Wednesday showed
a 61% probability that Fed offi-
cials will raise rates at least
two more times this year, up
from 58% a week ago, accord-
ing to CME Group data.

The U.S. dollar rose after
Federal Reserve Chairman Je-
rome Powell signaled the cen-
tral bank remains confident it

can continue
to gradually
raise interest
rates.

The WSJ Dollar Index,
which measures the U.S. cur-
rency against a basket of 16
others, rose less than 0.1% to
88.71, closing at its highest

BY DANIEL KRUGER

Dollar Climbs to Highest Level in More Than a Year

CURRENCIES

Oil prices gained for a sec-
ond-straight session despite
data that showed U.S. invento-
ries of crude oil increased
sharply last week.

Light, sweet crude for Au-
gust delivery ended 1% higher
at $68.76 a barrel on the New
York Mercantile Exchange.

Brent crude,
the global
benchmark,
also closed

1% higher, at $72.90 a barrel,
on ICE Futures Europe.

The U.S. Energy Information
Administration said in its
weekly report that crude-oil
stockpiles jumped by 5.8 mil-
lion barrels to 411.1 million
barrels. Analysts surveyed by
The Wall Street Journal had
forecast crude supplies would
fall by 3.3 million barrels from
the previous week. The report
also showed U.S. oil produc-
tion jumped to a record 11 mil-
lion barrels a day.

“Overall a very bearish re-
port, especially in comparison to
expectations,” said Kyle Cooper,
a consultant for ION Energy.

U.S. oil prices retreated as
expected immediately after the
report’s release, falling toward
a one-month intraday low at
$67.04 a barrel. But prices,
which are off 7.3% this month
after hitting a multiyear high
above $74 a barrel in late
June, turned positive in the af-
ternoon and remained firm.

The market’s bullish turn
was driven partly by investors
shifting attention away from
rising crude-oil inventories and

toward an unexpectedly large,
3.2-million-barrel decline in U.S.
gasoline stockpiles last week.
The EIA report also showed a
price-supportive, 433,000-bar-
rel-a-day weekly increase in
motor gasoline supplied to the
U.S. market, to 9.7 million bar-
rels a day. That number, used
by investors as a proxy for de-
mand, points to an active sum-

mer driving season. Among re-
fined products, gasoline futures
rose 0.9% to $2.0444 a gallon.

The International Energy
Agency in its latest monthly re-
port forecast global demand
growth would slow to 1.3 mil-
lion barrels a day in the second
half of 2018 from 1.5 million in
the first half.

Slowing demand growth

could partly come from China,
whose economic expansion
slowed slightly in the second
quarter from the first quarter,
the statistics bureau reported
on Monday. The trade conflict
between China and the U.S.
could cause a further slow-
down going forward, hitting
oil demand, analysts said.

Increasing expectations that

Iranian oil would still find its
way to the international mar-
ket after U.S. sanctions are im-
plemented in November was
also bearish for prices.

Rising production from Rus-
sia, Saudi Arabia and other
members of the Organization
of the Petroleum Exporting
Countries has also weighed on
prices in recent weeks.

BY DAN MOLINSKI
AND SARAH MCFARLANE

Oil Rises Despite Jump in U.S. Stockpiles

COMMODITIES

Passive Surge
Investors have favored index-tracking funds over stock pickers.
Monthly net flows

THEWALL STREET JOURNAL.Source: Morningstar
Note: U.S. exchange-traded funds and mutual funds, including obsolete funds.
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