
Over the past few weeks a storm of 
uncertainty hit global markets. Companies 
reported decent second quarter earnings, but 
these results have been overshadowed by 
political and monetary policy concerns.

In most of the developed world long-dated 
rates are below zero. In Germany for example, 
if investors want to lend the Bundestag 
money for 10 years, they will pay the German 
government more than half a percent a year 
for the privilege. If it seems ludicrous to pay 
someone for the honour of lending them 
money, it is because it is. While quantitative 
easing is a symptom of why 10-year bunds 
in Germany and many of its peers are 
negative, the reason for this phenomenon is 
anaemic growth and lack of inflation globally, 
especially in Europe. 

Across the Atlantic, US long-dated interest 
rates are still positive, if only barely. Some 
market commentators think this might soon 
change. This is because, while the Federal 
Reserve’s recent 25 basis point cut last week 
was anticipated, markets also hoped that the 
Federal Reserve would signal an extended 
monetary easing cycle, allowing rates to 
drift even lower, possibly below zero. Federal 
Reserve Chairman Jerome Powell dashed 
these hopes after suggesting that further cuts 
were far from guaranteed. Soon after Powell’s 
announcement, as analysts and economists 
where still nit-picking the Federal Reserve’s 
transcripts, US President Trump engaged in 
intense criticism of the decision.

Luckily, the Federal Reserve was not the only 
ones to suffer the wrath of @realDonaldTrump. 
Trade tensions between Trump and the rest 
of the world also intensified. Trump tweeted 
a 10 % tariff on $ 300 billion worth of goods 
partially made in China. The additional tariffs 
would come into effect on 1 September, which 
would mean that the US has successfully 
raised prices of basically every product 
imported from China a year before a general 
election (who says politics are boring?). China 
retaliated by devaluing the yuan. 

These scares created enough uncertainty 
for the Central Banks of India, New Zealand 
and Thailand to take precautionary measures 
to ensure the stability of prices within their 
countries, by reducing interest rates by more 
than markets were expecting. Similar fears 
echoed through global markets as riskier 
assets, such as equities and emerging market 
currencies fell. 

”In the end, trees don’t grow to the sky, and 
few things go to zero.” – Howard Marks

Howard Marks, an accomplished distressed 
debt investor, is most often quoted when 
referring to hubris within markets. And while 
he is correct in that only a few things do go to 
zero, it seems he was not discussing interest 
rates.  

However, we do remain bullish on equities. 
Over the next few weeks risk assets will 

digest the uncharitable actions of 
the Federal Reserve and the Trump 
Twitter feed. However, once the new 
normal is absorbed, the focus will shift 
towards whether the global economy 
is experiencing a cyclical slowdown or 
whether a recession is imminent? Given 
limited signals of the latter, we are of 
the view that markets will decide on the 
former. 
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