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What to expect in the 2nd Half of 2019

In memory of  Arthur Ashe (1943-1993):  A Touch of  Class!



         
	     The Voice for Reason 

Comments and Views for the Individual Investor 

(June 30, 2019)-   It was touching this past week to learn that the city council of  
Richmond, Virginia in the southeastern United States recently voted to re-name 
one of  the main city thoroughfares Arthur Ashe Boulevard in memory of  the 
late and legendary tennis champion Arthur Ashe.  Richmond to this day bears 
the emotional wounds of  having housed the Confederate government for a 
period during the American Civil War (1861-65).  Ashe was one of  the city’s 
native sons and, despite suffering from racial discrimination in his youth there, 
he rose to become one of  the great sports icons of  a generation.  Any tennis 
player (in fact, any athlete) who lived and competed in the 1960s and 70s can 
remember the grace and poise of  Arthur Ashe which even exceeded his 
prodigious talent.  I can still see him serving and rushing the net with his tall and 
slender frame and Head eggbeater racquet.  Ashe as a young man had all the 
justification to become embittered by the racial discrimination of  the era
—————he was even denied the right to play tennis in the park in his 
hometown.  However, he chose early in his life to focus his energy on seeking a 
higher moral path.  Pity the racist rather than be victimised by his/her 
blindness.  His competitive achievements and promotion of  sportsmanship as a 
UCLA letterman, US Open and Wimbledon Singles titles, and bringing the 
Davis Cup home from Australia in 1968 are all part of  one of  the great sports 
stories of  our time.  His selfless behaviour serving in the US Army during the 
Vietnam War, opposing apartheid policies in South Africa, and promoting AIDS 
awareness serve no less a reminder of  his greatness.  He and Stan Smith 
(another Wimbledon champion) were genuine role models of  the age (certainly 
mine!).  Ashe belongs to a special category of  immortals. Congratulations 
Richmond!  

How have markets fared in the first half  of  2019?  Despite a punishing 
4th quarter in 2018, the global equity markets have come roaring back in the 
first half  of  2019 and, despite periodic spells of  high price fluctuation, the 
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markets have remained resilient.  Here is a summary of  the performance of  
global financial markets in the first half  of  the year:  

Equity Indices YTD  (in local currency terms, 6/30/19)) 
MSCI World	 	 up +51.1% 
U.S. Dow Jones 	 	 up +17.3% 
U.S. Nasdaq		 	 up +20.7% 
Euro Stoxx 50 	 	 up +15.7% 
MSCI UK	 	 	 up +9.9% 
German DAX 30	 	 up 17.4% 
HK Hang Seng	 	 up +10.4% 
Japan Nikkei 225	 	 up +6.3% 
Shanghai SSE	 	 up +19.4% 
ASX 200	   	 	 up +17.9% 
Emerging Mkts (MSCI)	 up +9.7% 

Global Bond Indices 
US Investmt Grade Corp	 up   +8.5%		   
Emerg Market                   up +11.0% 

Alternative Investments indices YTD 
Hedge Funds (HFRX)	  up  +4.32% 
Gold spot	 	 	  up  +11.3% 
Oil (WTI)	 	 	  up  +28.0% 

Currency Index YTD 
US Dollar (DXY)	 	  up +1.2% 

Volatility Index Level 
US VIX	 	 	   13.28 

What are the prevailing themes for the 2nd half  of  2019? 
Three key themes seem relevant as we enter the second half  of  2019:           
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1)Global financial markets will be increasingly (not less) impacted 
by chaotic and unstable leadership style of  the Trump 
Administration.  Under any normal presidency, a sitting U.S. president that 
enjoys a robust domestic economy with 3.2% GDP growth YOY and 
unemployment at 50 year low would likely enjoy an approval rating in the 70% 
range.  Trump, however, has reached his highest popularity level yet in the past 
month but it has just barely pierced 40%———the level below which any 
political candidate is considered an endangered species.  The latest NBC poll 
still shows that 53% of  Americans disapprove of  his style of  leadership.   Given 
the exorbitant cost of  running for political office in America, the 2020 political 
season is already underway with over 20 candidates having declared for 
presidency within the rival U.S. Democratic Party and many candidates across 
the U.S. declaring for seats in U.S. Senate and the U.S. House of  
Representatives in their respective political parties.   A least one candidate in 
Trump’s own Republican Party has avowed to oppose Trump in his quest to 
gain re-election for a second term.   The general election will take place in 
November 2020, but in the interim there will be a series of  state primary 
elections across America starting in 1st quarter 2020.  The candidates are 
beginning fund-raising now and the political rhetoric and attacks on Trump will 
intensify.  In addition, the U.S. House of  Representatives, now controlled by the 
Democratic Party, will launch a series of  separate congressional investigations 
into the Trump family over multiple ethics violations mostly emanating from the 
Mueller Report which was released in the 2nd quarter.  There is a chance, 
although not a certainty, that the U.S. House of  Representatives will initiate 
“articles of  impeachment” against Trump in a style reminiscent of  the Nixon 
impeachment hearings in 1974. The net result of  these undertakings is to 
remind investors that political instability in the U.S. points increasingly to a crisis 
of  leadership and this will impact the financial markets. 

2) Watch the yield curve-  
A long held view by economists and financial analysts is that the bond market 
yield curve often serves “like tea leaves” to provide hints to us where the 
economy is heading.  For example, 8 of  the last 10 recessions have been 
predicted by the occurrence of  an inverted yield curve. That condition exists 
when short term borrowing rates exceed long term rates.   
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As of  the end of  the 2nd quarter there were a series of  days when the yields on 
the  US Treasury 2 year notes exceeded the 10 year yields.  While the curve 
going out to 30 years still points slightly upward, it may be wise for investors to 
continue to watch the US Dollar yield curve.   

Trump’s attacks on US Feb Chairman Powell, whom he personally appointed 
only a year ago, are more theatrics than substance.  The Fed has long 
maintained  its style of  independence from domestic politics since its inception 
in 1913.  Powell has given hints that he will not buckle to Trump’s aggressive 
rhetoric and bullying.  More importantly the Fed’s arsenal of  tools mainly 
preoccupies itself  with the short term rate policy in the US.  The long term rates 
on bonds are largely controlled by the market and its perception about inflation.  
Hence, watch the yield curve! 

3) Trade Tariff  deals and other forms of  wishful thinking- 
Market reaction to the news of  a meeting between Presidents Xi and Trump 
following the G-20 meetings in Tokyo last week provided investors a sigh of  
relief.  While there was no obvious conclusion to the talks, there was a tepid 
announcement that both sides had decided to suspend further tariff  increases for 
the time being.  The Chinese appear to be be playing the long game———they 
know Trump is suffering in the polls and is growing increasingly isolated on the 
world stage.  While the impact of  trade tariff  hikes is already punishing to both 
economies, the Chinese today export only about of  20% of  their total exports to 
the U.S., compared to a decade ago when it was closer to 30%.  The Chinese 
have a more resilient economy today than 30 years ago.  The RMB is recognised 
as one of  the five global currencies with Special Drawing Rights (SDR) status.  
Its domestic economy, while facing formidable challenges to control the growth 
of  corporate debt, still enjoys in its “slowdown years” annual GDP growth 
roughly triple that of  EU countries and double that of  the United States.  The 
country will not be falling into the ocean anytime soon.  

Trump has had to repeatedly back down on his threats to implement additional 
tariffs——————most notably because members of  his own political party in 
Congress oppose such additional tariffs as does the U.S. Chamber of  Commerce 
and a list of  over 50 major corporate leaders who have signed a petition urging 
the White House to seek other means for seeking a more balanced trade 
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relationship with China.  Trump sees trade relationships as a zero-sum game.  
The Chinese and even other US trade partners are likely to resist treating trade 
like a ballgame which is won or lost.   Whereas the US has legitimate issues to 
address with China with regard to  Intellectual Property Rights(IPR) and 
allowing more favourable access to Chinese markets by US companies in China, 
there is growing skepticism over the Trump style of  how to achieve these goals.    

There is serious reason for calling into question Trump’s efforts to denigrate the 
World Trade Organisation (WTO) as a forum for putting pressure on China.  
The U.S., after all, has won 80% of  its litigation cases in the WTO since its 
inception.   In addition, the White House’s total fixation on the “trade deficit” as 
a barometer for US-China trade fairness seems largely outmoded thinking.  
While the U.S. does have a trade deficit of  USD 400 billon to 150 billion on 
goods crossing the borders with China,  the actual net-net exchange of  money 
between the U.S. and China (what we call “balance of  payments”)  is more like a 
small deficit of  USD 39 billion (or 16% of  Trump’s ghost figure).   

The “piggy bank” that Trump says is being robbed is fictitious.  The U.S. gains 
hefty cross border revenues, not only with China but with many trading 
partners, in the form of  royalties, fees, and services from US companies 
operating abroad.  The revenues from these fees and services balance out  a 
significant portion of  the U.S. trade deficit with the approximate 102 countries 
who have a trade surplus with the United States.  Trump has greatly misguided 
his base by not educating them in this aspect of  global trade.  He just does not 
get it.  

Look for the Chinese to hold their ground in trade negotiations.  Chinese 
negotiators are not likely to “give in” to intimidating tactics and threats which at 
this point are probably equally harmful to US middle class consumers, US 
farmers, and irritate members of  Trump’s own Republican Party who are 
seeking re-election in 2020.  

A final word for investors: Diversification is the wisest of  strategies!  Investors 
who balance their portfolios with positioning in more than one type of  asset 
class are more likely to preserve wealth and cope successfully with the 

!6



uncertainty that lies ahead in the 2nd half  of  2019.  Seek to adopt the 
appropriate asset allocation with your investment advisor. 
___________________________________________________________ 
Footnotes:                                                                                                   
i) Cover photo appeared in the September 20, 1968 edition of  “Life 
Magazine” following Arthur Ashe’s epic five set victory over Dutchman 
Tom Okker to win the Men’s Singles Title on the lawns of  Forest Hills 
Club in New York.  It was the first U.S. Open of  the so-called “open era” 
which allowed amateurs and professionals to compete together.  
ii) An end of  year NBC poll shows that President Trump’s disapproval 
rating at 53%————— an unprecedented approval rating for a first 
term president.    
iii) GDP Figures, trade deficit and surplus figures as well as royalties and 
service revenue figures provided by The Economist and by LGT Bank.  
iv) The 448 page Mueller Report was completed by a commission set up 
in 2017 by the Dept of  Justice to determine the extent of  Russian 
meddling into the 2016 election.  It is available online at Amazon. 

About the author: 
Bruce VonCannon is a native of  North Carolina USA and currently a 
Managing Director with Vanheel Management Ltd., a Hong Kong SFC  
and U.S. licensed independent asset management firm founded in 2002.   His 
career spanning 27 years in international banking and wealth  
management has included assignments in New York, Taiwan, Hong Kong, 
Singapore and Geneva.  He is a frequent speaker at financial seminars, 
universities, and business forums and author of  “A Guidebook for Today’s Asian 
Investor” (2017) published by Palgrave Macmillan.

!7


