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What to Expect in Global Markets in 2019!

David Ricardo (1772- 1823)



         
	     The Voice for Reason 

Comments and Views for the Individual Investor 

(December 31, 2018)-   One of  the great contributors to economic theory in 
the19th Century was Englishman David Ricardo who coined the Theory of  
Comparative Advantage.  Ricardo, the abandoned son of  a Jewish stockbroker, 
overcame many obstacles in life and rose on his own laurels to become an 
accomplished London financier and member of  the UK parliament.  He left 
behind a legacy of  writings before his death advocating “industrial 
specialization” and “free trade” policies.  His most famous work, “Principles of  
Political Economy and Taxation” (1817) has been studied widely by 
academicians and government policy makers for many years.  Ricardo had been 
inspired in his youth by Adam Smith and his famous treatise “The Wealth of  
Nations.”  More broadly Ricardo writings focused largely on the market value 
of  labor.  The Theory of  Comparative Advantage presents the argument that 
each country should focus on exploiting its superior capabilities in an industrial 
product or commodity all the while embracing free trade.  Cross border trade 
according to Ricardo will result in the citizenry of  free trading countries 
enjoying higher quality products and at a more reasonable prices than would 
have been the case if  each country arbitrarily sets up protectionist tariffs that 
restrict or discourage trade. Ricardo was a tireless opponent of  protectionism 
believing tariffs lowered (not raised) standards of  living in a country.  

As we begin 2019 we are at a crossroads in modern economic history now 
having been beneficiary of  nearly 30 years of  expanding global trade since the 
fall of  the Berlin Wall in 1989 and the disassembling of  trade barriers across the 
globe.  Following World War II global trade had been shaped largely by the 
tense Cold War period that pitted OECD countries largely importing and 
exporting within one trading bloc and the communist Warsaw Pact countries 
operating within the COMECON bloc.  These two monoliths, one capitalist 
and one communist, became largely blurred after the fall of  communism in 
Eastern Europe and the former Soviet Union in 1989.  In fact, Russia applied to 
join the OECD in the early 1990s!   
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However, with the 2016 election of  the Trump administration and its largely 
jingoistic “America First” posture, the very existence of  the global trading 
system as we have known it the past 30 years is threatened.    

There is, however, a chance this sudden populist protectionist sentiment 
sweeping the globe can be thwarted.  The Trump administration is in serious 
trouble domestically.  Following disastrous mid-term elections in November,  
with growing unpopularity for a host of  ethical and potentially felonous 
activities as well as a sudden slowdown in U.S. financial markets, the Trump 
presidency will be facing serious problems in 2019.   Its very existence is at stake.  
Should Trump be forced to resign or face rejection by his own party to stand for 
re-election in 2020, we would likely see a return to more predictable policies 
coming from Washington.  Such scenario, if  realized, might give the global 
world order a chance to re-set and re-align to the expansive global trade system 
that started 30 years ago.   

How did markets fare in 2018?  While 2017 was a banner year for most 
investors who held significant equity exposure, 2018 proved to be a much more 
challenging year.  Here is a summary of  the performance of  global financial 
markets:  

Equity Indices  (in local currency terms, 12/31/18)) 
U.S. Dow Jones 	 	 down -5.6% 
U.S. Nasdaq		 	 down -3.9% 
Euro Stoxx 50 	 	 down -14.3% 
FTSE Euro 100	 	 down -12.5% 
German DAX	 	 down -18.3% 
HK Hang Seng	 	 down -13.6% 
Japan Nikkei 225	 	 down -12.1% 
China Shanghai Comp    down -24.6% 
Australia All-Ord  		 down -3.8% 
Emerging Mkts (MSCI)	 down -26.4% 

Global Bond indices 
World Bonds (Citi)		 down -0.69% 
EMBI+ (JP Morgan)	 down -2.11% 
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Alternative Investments indices 
Hedge Funds (HFRX)	 down -1.5% 
Volatility, US (VIX)	             36 
Gold spot	 	 	  up  +7.1% 
Oil (WTI)	 	 	 down -25.5% 

Currency Index 
US Dollar (DXY)	 	 up +5.0% 

Market volatility became the norm on some days in 2018  with indices rising or 
falling more than 2% on a record number of  days.  Then in late December the 
Dow gave way to increasing global trade tensions and suffered the largest one 
month drop in the index in 88 years.  Quarterly results were equally distressing 
with the market suffering the worst quarterly results since the Global Financial 
Crisis of  2008.   The CBOE Volatility Index (or VIX) had been hovering in a 
range between 10 and 16 during most of   2017, but it suddenly shot up in excess 
of  35 during the quarter.  On currency fronts this volatility was bullish for the 
US dollar.  The greenback increased across the board against most major 
currencies as reflected in the US Currency Index rising from 90 to 95.  Warning 
signs also emerged when US dollar short term interest rates pushed slightly 
higher than the USD 10 year note late in the 4th quarter.  An inverted yield 
curve is normally considered to be a warning signal of  imminent danger to any 
country economy.  Historical events have shown inverted yield curves often pre-
date the occurrence of  a recession in the economy within the coming year.  

What are the prevailing themes for 2019? 
Investors are reminded in times like these to remain calm and not rush to 
reckless emotional investing tactics.  The best method for coping with market 
changes and volatility is by staying disciplined with one’s asset allocation.  In the 
long run one’s choice of  asset allocation has the greatest impact on the success 
or failure of  one’s investment strategy.   

Globally we have enjoyed almost a decade of  rising equity markets.  Several 
factors seem to be at play that will create more (not less) volatility in equity 
market results.  One factor deserving careful scrutiny are the actions of  the 
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United States central bank (the U.S.  Federal Reserve (or commonly called the 
Fed).   Expect the Fed to gradually raise US dollar interest rates in the coming 
year.  The Fed’s rate policy and the decisions normally announced following its 
10 regularly scheduled FOMC meetings throughout the year are mainly 
influenced by the outlook for inflation and unemployment figures.  With the 
Trump administration in a knee-jerk fashion threatening tariffs on goods 
imported from China, it is inevitable that at some point such actions  will result 
in higher retail prices for US consumers.  Rising signs of  inflation would likely 
induce the Fed to raise US short term rates even further. .   

If  US-China trade negotiations can get back on track and move forward in a 
positive way, it leaves open the possibility that 2019 can become a productive 
investment year.    Under the scenario of  a more stable and predictable global 
trading environment, look for Japan and India to be two interesting equity 
markets.  Furthermore, watch Vietnam closely as it will likely be the country 
with the most to gain from exporters already diversifying some of  their 
manufacturing out of  China.  For the more fixed income sector of  the investor 
portfolio, we find more value in recommending senior loan note offerings and 
P2P credit instruments over traditional vanilla bonds.   In global currency 
markets, there is a consensus among forecasters that the U.S.  dollar may weaken 
slightly in 2019.  
___________________________________________________________ 

Footnotes:                                                                                                   
i) End of  year statistical research provided by BNP Paribas Wealth 
Management and Bloomberg Research. 

ii) An end of  year Gallup poll shows that President Trump’s disapproval 
rating at 53%————— an unprecedented approval rating for a first 
term president.  Over 50% of  the American public blame him for the 
shutdown of  the US government that began in late December and nearly 
60% oppose the wasteful southern border wall that his administration has 
been promoting.    
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