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“The Saga Continues…” 

Main Points 

 The trade war has escalated on both fronts—China has placed more tariffs on the U.S. targeting autos and soy beans, and the 
U.S. has responded by initiating tariffs on new products imported from China 

 Economic growth around the world is slowing, and in the U.S. a recession signal has occurred (yield curve inversion) 

 Market volatility has started to creep back up after a slow July—we expect it to continue 

Clients, 

As some of you may have noticed this month, volatility decided to come back and make things a little more interesting. 

So, what exactly is causing the recent uptick in volatility for the month of August? A few things for starters… 

The tit-for-tat trade war with China is ratcheting up to a scenario in which many investors did not foresee as the most 

likely outcome. Earlier this month President Trump had threatened to impose 10% tariffs on an additional $300 billion of 

Chinese goods, and in retaliation the Chinese said they would impose new tariffs on $75 billion worth of U.S. goods. For 

reference, there is currently $250 billion worth of Chinese imports subject to tariffs.  

In response to the Chinese tariffs, President Trump announced over social media that the U.S. would impose additional 

tariffs on Chinese imports. Current tariffs imposed on Chinese goods that were at 25% were proposed to be raised an 

additional 5% on October 1, 2019, and new Chinese import tariffs on goods such as apparel, electronics, cell phones, and 

computers might take effect on September 1st and December 15, 2019. Below is a table displaying the implemented and 

proposed tariffs:  

 

Federal Reserve Chairman Jerome Powell echoed his concern that the current trade policy was contributing to a 

slowdown in the U.S. and global economies, but what is the data telling us?  

For starters, Germany, which is Europe’s largest economy, announced a negative quarter-over-quarter GDP at -0.1%. 

The country has also been preparing for a recession by readying potential stimulus measures that would aim to bolster 

consumer spending and create jobs.  
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Causing more economic worry, one of the most reliable indicators of an impending recession occurred. The interest rate 

on the 10-year Treasury fell below the 2-year Treasury. This inversion of Treasury yields is known as an inverted yield 

curve and signals a strong possibility of slowing growth in the future. While this indicator has had a stellar track record 

the last seven occurrences, it is by no means a timing indicator. According to Credit Suisse research, the average time till 

a recession occurred was 22 months after the inversion and the average cumulative market return the next 18 months 

after the 10-year Treasury yield falls below the 2-year Treasury-yield is 15.7%. 

In the U.S., the expected probability of a rate cut for the month of September is currently at 90%. We view this potential 

rate cut as another signal in which the Federal Reserve is trying to get ahead of a slowing economy by trying to ease and 

prolong the current business cycle.  

With rates around the globe falling precipitously, and in some cases to negative territory, countries such as Denmark 

have actually offered a negative 0.5% mortgage rate before fees. Yes, you read that right! That means the bank is paying 

homebuyers to take out mortgages. Although the average U.S. 15 year mortgage is far from negative (currently at 

3.09%), it has dropped from over 4.15% back in 20181.  

As if the world wasn’t crazy enough, there is currently $16.5 trillion in negative yielding debt around the globe. If an 

investor bought a negative yielding bond and held it to maturity they would receive a guaranteed negative return. The 

question that often gets asked is, “Why would an investor want to buy a bond if they are guaranteed a negative return?” 

To answer simply, the investor that bought a negative yielding bond could still generate a positive return if the yield fell 

even further and they sold before maturity. Negative yields falling further? Yes, we also have a hard time wrapping our 

heads around the madness that has been ensuing.  

We believe there has been a shift in sentiment around the world as it tries to digest slowing economic growth, increased 

tariffs, Brexit uncertainty, and a synchronization of central bank accommodation. Market volatility could continue to 

increase as uncertainty mounts, but we continue to focus on the underlying fundamentals of the market—central bank 

policy, the change in interest rates, inflation, and company earnings. More important, we recommend investors stay 

aligned with their long-term investment goals and objectives.  

 

 

 

Please feel free to reach out with any questions,   

 

Nova R Wealth Team 
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IMPORTANT DISCLAIMERS AND DISCLOSURES 

General Disclosures: Nova R Wealth, Inc. (“Nova R”) is a registered investment advisor with the U.S. Securities and 

Exchange Commission. Nova R provides investment advisory and related services for clients nationally. The information 

provided is for your confidential use only. All information has been obtained from sources believed to be reliable, but its 

accuracy is not guaranteed.   

This presentation is for illustrative purposes only. Past performance is not indicative of future results. The information 

contained in this presentation has been gathered from sources we believe to be reliable, but we do not guarantee the 

accuracy or completeness of such information, and we assume no liability for damages resulting from or arising out of 

the use of such information.   

The performance numbers displayed herein may have been adversely or favorably impacted by events and economic 

conditions that will not prevail in the future. The index is unmanaged and does not incur management fees, transaction 

costs or other expenses associated with investable products. It is not possible to directly invest in an index. All returns 

reflect the reinvestment of dividends and other income.  

Historical performance results for investment indices and/or product benchmarks have been provided for general 

comparison purposes only, and do not include the charges that might be incurred in an actual portfolio, such as 

transaction and/or custodial charges, investment management fees, or the impact of taxes, the incurrence of which 

would have the effect of decreasing historical performance results. It should not be assumed that your account holdings 

correspond directly to any comparative indices.  

The views expressed in the referenced materials are subject to change based on market and other conditions. This 

document may contain certain statements that may be deemed forward‐looking statements. Please note that any such 

statements are not guarantees of any future performance and actual results or developments may differ materially from 

those projected. Any projections, market outlooks, or estimates are based upon certain assumptions and should not be 

construed as indicative of actual events that will occur. The information provided herein does not constitute investment 

advice and is not a solicitation to buy or sell securities.  

This content may not be modified, distributed or otherwise provided in whole or in part to a prospective investor or 

someone considering investing in the portfolio models without the express authorization of the party delivering the 

presentation. Please note that nothing in this content should be construed as an offer to sell or the solicitation of an 

offer to purchase an interest in any security or separate account. Nothing is intended to be, and you should not consider 

anything to be direct investment, accounting, tax or legal advice to any one investor. Consult with an accountant or 

attorney regarding individual accounting, tax or legal advice. No advice may be rendered, unless a client service 

agreement is in place.  

This material is proprietary and may not be reproduced, transferred, or distributed in any form without prior written 

permission from Nova R Wealth, who reserve the right at any time and without notice to change, amend, or cease 

publication of the information contained herein. This material has been prepared solely for informative purposes. The 

information contained herein includes information that has been obtained from third-party sources and has not been 

independently verified. It is made available on an "as is" basis without warranty. Strategies and investment programs 

described in this presentation are provided for educational purposes only and are not necessarily indicative of securities 

offered for sale or private placement offerings available to any investor. 

 

 

 

 


