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Global Market Outlook - July 2019 
Suggested Investor Action Plan  

Warnings about Europe and Japan  
Smoke is rising but so far, no flaming 
out of the equity markets of Europe 
and Japan although their economies 
are smoldering. 

It may be prudent to de-risk exposure 
to Europe (especially the U.K.) and 

Japan while the markets haven’t yet fully reflected 
the deteriorating economic outlooks.  

On the other hand, China appears to remain 
healthy for investing or having potentially good 
opportunities for U.S. companies doing business 
in China.  

China's stimulus measures, like the Fed's 
expected easing, if needed to continue economic 
growth, may result in only limited trade-war 
damage to growth prospects. 

More risky economies for investing are in Europe. 
On July 2nd Trump threatened to magnify his 
trade war with Europe over Airbus. 

The European Commission is trying to force Italy 
to reduce public spending and raise taxes. 
Germany is using lower-than-expected budget 
surpluses as an excuse to squeeze investment 
and delay tax cuts. Banks are being required to 
tighten their credit requirements, increase loss 
reserves, and reduce their lending to preserve 
their capital reserves.  

These policies have resulted in much of Europe 
spending most of the past decade in a recession 
or near-recession, while the U.S. and China have 
had virtually uninterrupted growth. 

U.S. Bright Spot in Global Economy 
The U.S. economy has entered its 11th year of a 
healthy expansion, breaking the previous record 
for the most prolonged period of growth in 
American history. 

There are also risks from a financial crisis such 
as the subprime mortgage collapse of 2008 or the 

technology bust of 2000. While nothing is certain, 
we currently do not see any major downside risk 
in the U.S. economy. 

In the past, foreign economies have avoided 
recessions for much longer than the 10-year record 
the United States has just surpassed. Australia is 
now in its 28th year without a recession, and the 
United Kingdom experienced 17 years of 
uninterrupted growth from 1992 to 2008. 

The 3.1% U.S. GDP growth rate for the first 
quarter of 2019 was despite the negative impact 
of the government shutdown, market turmoil in 
late 2018 and slowing foreign economies.  75.7% 
of S&P500 companies reported earnings above 
analyst expectations. 

In June 2019, while manufacturing slowed, it was 
still slightly expanding. The PMI (Purchasing 
Manager's Index) was at 50.1 (above 50 usually 
indicates economic expansion.) 

While U.S. GDP growth is expected to slow to 2-
2.5%, this is a reasonable, sustainable growth 
rate that should provide investment opportunities. 

Eurozone: If anything more goes wrong, the 
Eurozone is on the brink of a Recession. 
The Economic Journal: 
“Readjustment or economic crisis for 2019.” “The 
continuous downward revisions of forecasts of 
the different international organizations raise 
doubts about whether we are facing simply an 
adjustment of world growth or we are headed for 
a recession. The truth is that the balance of risks 
has worsened. 

“The United States seems relatively immune to 
this state of affairs, at least for the time being.”   

July 5 German manufacturing orders worse 
than expected.  Orders were down 2.2% vs. 
estimates of a 0.3% decline, reflecting weak 
export demand.  The 10-year German Bund yield 
is at all-time lows at around minus 0.4%. A survey 
showed factory activity shrank for a sixth month 
in June in continental Europe’s largest economy. 
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June 26 Eurozone Growth Weaker Outlook 
The growth outlook keeps declining for the 
Eurozone and now expected to be only 0.3% in 
the 2nd quarter 2019 – Institute for Economic 
Research. The institute also warned that 
"downside risks" in the eurozone remain high, 
especially in the autumn of 2019, when the UK is 
scheduled to leave the EU. 

July 1 “Spanish manufacturers report worst 
conditions in six years.” – Financial Times 

July 1 U.K. PMI (Purchasing Managers Index) 
in June was at the lowest (worst) level since 
2013. 

July 1 “Britain's economy has lost momentum 
and might have shrunk in the second quarter 
of 2019, according to data that showed the 
double impact of Brexit and the slowdown in the 
global economy.” (Reuters) 

Britain’s construction industry “dropped like 
a stone” in June to record its worst monthly 
performance in more than ten years as firms 
blamed the Brexit crisis for lack of new work.  

Japan 
June 30 Sentiment among Japan’s large 
manufacturers deteriorated to the lowest level in 
almost three years, according to a quarterly 
Tankan survey released by the BOJ. Source: 

Bloomberg. 

July 1 In June the Manufacturing PMI continued 
in contraction territory and worsened since May. 
“Japanese manufacturers continued to suffer 
from the slowdown in global trade volumes and 
weaker overseas demand conditions in June,” 
said Tim Moore, associate director at IHS Markit, 
which compiles the survey. 

China - Green shoots are everywhere 
China is still relatively unloved and cheap, 
providing room for Chinese equities to rally 
further. 

While we have major ongoing issues with China, 
such as stealing of intellectual property that 
needs to be resolved - but not discussed at the 
G20 meeting at the end of June, their market 
outlook is favorable. 

The Chinese government and central bank have 
responded to Trump’s trade war by cutting 
interest rates and reserve requirements, reducing 
taxes, ramping up public spending, and easing 

credit restraints. “The country is unleashing 
massive stimulus.” (Bloomberg) 

July 1 The trade war is over — and China won 
Marketwatch: "Trump will lift some restrictions on 
Huawei's ability to do business with U.S. 
companies and will postpone tariffs he threatened 
to impose on an additional $300 billion annually 
in Chinese imports. In exchange, Xi agreed China 
would buy more U.S. agricultural products — 
although some U.S. farmers will find other 
countries already have muscled them out of the 
Chinese market. 

“This deal effectively marks the end of Trump’s 
trade war with China. 

“The Chinese president has clearly calculated his 
American counterpart is unwilling to do anything 
that would threaten his support among key 
constituencies as the 2020 election looms.   

“That means, I believe, that the current tariffs will 
continue, but no new ones will be imposed.  

“China will not rein in its state-owned enterprises. 
It will not curtail its Made in China 2025 initiatives 
in cutting-edge technologies like robotics, electric 
vehicles, and artificial intelligence. 

“Trump’s big concessions to Xi pleased powerful 
interests hurt by the tariffs. The heads of the 
National Retail Federation and Semiconductor 
Industry Association both praised the new cease-
fire.” 

July 7 A strong economy and Fed rate cuts: 
The stock market wants to ‘have its cake and 
eat it, too.’  Marketwatch points out with the June 
strong jobs report you have to look at the 
slowdown in Europe and Japan to justify a U.S. 
rate cut at the Fed July 30-31 meeting. 

"The 'Fed Put' Is Kaput" - Barron's highlights of 
Jack Hough article 

"The stock market is caught between a myth and 
a menace, and that could make for a sticky July. 
I recommend moderate bellyaching to anyone 
who will listen, but not selling. 

"Investors have long believed that the Federal 
Reserve has the power to soothe stock market 
ailments by reducing interest rates. Some even 
think that, although the market did well during the 
first half of this year, a July cut is sure to keep the 
rally going. 



  

After a lengthy historical discussion of when rate 
cuts helped and hurt stocks, he points out that 
more relevant is the starting point of rate cuts.  
We are already barely off long-term lows in U.S. 
interest rates. With our huge increased debt by 
the Trump $trillions tax cut, mostly helping the 
already wealthy, at some point we may need 
much higher rates to attract buyers for our debt. 

Market interest rates are being kept low, since 
there is over $10 trillion of foreign government 
debt at negative interest rates due to much of 
Europe and parts of Asia in or near recession.  
We still have a strong economy and relatively 
higher interest rates - even at near all-time lows 
for the U.S. 

He points out over the past seven fed funds rate 
cuts by the Fed, the first three started at an 
average rate of 9.5%.  The next three started at 
an average of 6%. The latest from 5.25%. And if 
we get a cut July, it would be from 2.25-2.5%. 
This stimulus from such low rates is not the same 
as when rates were at 9.5% or 6%. 

Action Plan Recommendations 
I can discuss individually specific 
recommendations based on 
goals, objectives, and your risk 
tolerance. 

In general, I suggest investors reduce allocations 
in Europe and Japan. Increase growth objective 

allocations to more U.S. equities. While growth is 

slowing, the U.S. has comparatively stronger 
economics than most global economies.   

Consider more U.S. Small-Mid Caps, which 
overall are less dependent on European sales. 
With revenues more from within the U.S., they do 
not have the currency risk of a stronger dollar that 
reduces foreign earnings. Smaller companies 
also have the potential for faster growth, and with 
so many more smaller companies than large, 
good research can potentially find hidden gems.  
Smaller companies’ stocks are often more volatile 
with less trading volume, but over the long term 
have rewarded investors.   

Instead of “dumb” index funds with no stock selection 
based on individual company outlooks, or similar 
ETF’s (only make sense for traders, not investors), I 
suggest managers with long-term track records of 
outperformance compared to the category they 
invest in and compared to the risk taken (Alpha vs. 
Beta in investment terms) – not just raw returns.  

For those who want to build an ark for some of their 
funds for more protection, I recommend a strategy 
that participates in part of equity gains without 
downside risk and not having to recover market 
losses to have future annual gains, backed by a 
strong insurance company1. Guaranteed2 fixed 
annuities are also an option.  However, we only 
recommend a few of these carefully selected options.  
1Index annuities are insurance contracts that, depending on the contract, 
may offer a guaranteed annual interest rate and some participation growth, 
if any, of a stock market index.  Such contracts have substantial variation 
in terms, costs of guarantees and features and may cap participation or 
returns in significant ways.   
1,2 Any guarantees offered are backed by the financial strength of the 
insurance company, not by an outside entity.  Investors are cautioned to 
carefully review an index annuity for its features, costs, risks, and how the 
variables are calculated. 
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