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Capital Watch
A Message from IPP
Market Eruption

Difficult 2018

Anak Krakatau was not the only eruption that caused
grievous damage to mankind in December. The stock
market also imploded and caved in, falling -8.6% for
the Dow, -5.4% for Eurostoxx 50 and -2.9% for MSCI
Asia x-Japan for the month of December. Importantly,
the Dow cratered past -15% from its recent peak in
recent September – a key metric that we at IPP
follows.

2018 was a difficult year for investments. Almost all
equity major markets turned in negative for the year.
The Dow closed the year -5.6%, Eurostoxx 50 ended at
-14.3% and MSCI Asia x-Japan concluded the year
miserably at -16.2%. The bonds market did not fare
any better. The commonly followed Barclay Global IG
Corporate index ended the year -6.0%. Turning in just
about positive for the year is Barclay US Aggregate US
Total Return, returning +0.01%. It was a tough year.

Causes of Blowout
There are many factors that caused the December
devastation; 1) The U.S. central bank, the Federal
Reserve System, continued to raise interest rates and
seem oblivious of the waning confidence in the
economic growth expectations of the U.S., 2) Trump’s
White House troubles with the resignation of Defense
Secretary James Mattis, 3) The budget fight between
Trump and the Democrats resulting in the shutting
down of the U.S. government, 4) Ongoing trade war
between U.S. and China resulting in economic
slowdown in China, and 5) Brexit chaos and Europe
economic weakness. The sheer number of negative
factors overwhelmed lingering positive news of the
good U.S. economy.
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The very worries that brought the markets down in December remains with
us throughout 2019. That is the bad news. The good news is that the market
has mostly priced in these risks.

What is in store for 2019?
What goes up, must come down. Conversely, what comes down, must go up – at least that is
how the long-term historical chart of the equity index look like. Below is the table of annual
returns of the Dow over the past 50 years. What you will notice, is that after a year of
negative returns, the stock market returns positive the next year – unless there is a recession.
Dow Jones Industrial Average – Past 50 Years Annual Data
Year

Closing Price

% Change

Year

Closing Price

% Change

2018

25,046.86

-5.63%

1992

3,284.08

4.17%

2017

21,750.20

25.08%

1991

2,929.04

20.32%

2016

17,927.11

13.42%

1990

2,679.45

-4.34%

2015

17,587.03

-2.23%

1989

2,510.33

26.96%

2014

16,777.69

7.52%

1988

2,061.48

11.85%

2013

15,009.52

26.50%

1987

2,277.53

2.26%

2012

12,966.44

7.26%

1986

1,793.10

22.58%

2011

11,957.57

5.53%

1985

1,327.99

27.66%

2010

10,668.58

11.02%

1984

1,178.59

-3.74%

2009

8,885.65

18.82%

1983

1,190.78

20.27%

2008

11,244.06

-33.84%

1982

884.53

19.60%

2007

13,178.26

6.43%

1981

932.95

-9.23%

2006

11,409.78

16.29%

1980

891.14

14.93%

2005

10,546.66

-0.61%

1979

844.38

4.19%

2004

10,315.51

3.15%

1978

821.13

-3.15%

2003

9,006.64

25.32%

1977

894.37

-17.27%

2002

9,214.85

-16.76%

1976

975.2

17.86%

2001

10,199.29

-7.10%

1975

802.89

38.32%

2000

10,729.38

-6.17%

1974

759.13

-27.57%

1999

10,481.56

25.22%

1973

924.07

-16.58%

1998

8,630.76

16.10%

1972

950.08

14.58%

1997

7,447.01

22.64%

1971

884.87

6.11%

1996

5,739.63

26.01%

1970

753.12

4.82%

1995

4,494.28

33.45%

1969

875.72

-15.19%

1994

3,794.22

2.14%

1968

903.96

4.27%
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Our view is that there is no recession in sight for 2019.

Is there a recession in 2019?
We need to decide whether the U.S. or the world is on the brink of a recession in
2019. If we believe it is, then we need to reduce our risk exposure now as the
market is likely to turn negative this year. However, if we think that it is a normal
correction in the generally upward sloping market, then we need to stay invested.
Stretching the thought a little more – we should be adding to our portfolio to take
advantage of the correction.
Currently, our view is that there is no recession in sight for 2019. While the yield
curve has flattened, we need to see it inverted to have a measure of confidence
that the U.S. economy will enter into recession in the near future. The U.S. just
posted a strong jobs data and it augurs well for the state of U.S. economy for the
moment – at least.
Our Tactical Positioning
We are maintaining our risk-on position for 2019. Our allocation between equity
and bonds is largely neutral with slight leaning towards equity. As such, we are
allocating 0-5% more to the equities from fixed income. For equities, we are
overweight in the U.S. and Asia, under-weighting Europe. Our geographical
allocation is 55-15-30 for US-Europe-Asia. We expect the equity market to gradually
recover from here to its previous high achieved in September 2018. As such, it is a
great time to add more to your portfolio is you have more cash on the side-lines.
Risks Ahead
The very worries that brought the markets down in December remains with us
throughout 2019. That is the bad news. The good news is that the market has mostly
priced in these risks. When these risks alleviate one and a time, the market will
respond positively. We expect that to happen. One major risk that is not fully priced
in is the hatred of Democrats towards President Trump. It will be very worrying
should this fight be brought to its extreme; market confidence will fall, and the U.S.
government will shut down.
Opportunities Ahead!
The market has corrected a fair bit from its recent high in September 2018. The Dow
crossed the -15% that we use as a benchmark for once-in-a-three-year milestone.
What it means it that once every three years, the Dow historically corrects -15%
and it has just happened. Thereafter, it recovers and will return to its previous high.
That is a positive! It is very hard to convince many of you that the sky is indeed
brighter given the horrendous month we had in December. We understand. That is
why it is easier said than done in attempting to buy at the low and then sell at the
high! Where there is money, there is emotion. As such, if you have the risk appetite,
then it is a good time that you put in more into investment and go for the ride!
Have a blessed and prosperous New Year!
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The outcome of the 90-day trade truce
will determine the Sino-U.S. outlook for
2019.
Potential Risks
Slowdown in Global Economic Growth
As we finally came to an end of the highly volatile month of December, investors witnessed
the two key historical records being made: one being the worst December ever and Dow
posting the largest daily point gained; giving investors the much needed “Santa Claus
Rally”. However, both weaker-than-expected corporate earnings growth and
macroeconomic data sparked a cautionary tale regarding the global economic outlook
for 2019 and dented investors’ sentiments. The slowdown in the demand for commodities
further weighted on investors’ hope to end 2018 on a good note and to start on a bullish
2019. As of the end of December 2018, most of the major markets’ indices are in the red.
For the whole of 2018, the U.S. markets have shown to be very resilient and have braved
the broad markets selloffs only to come out on top, but it finally buckled in December. The
abundance of negative news surrounding the Sino-U.S. trade feud, Brexit, U.S. government
shutdown, Fed rate hike fears and an expected slowdown in economic growth for 2019
weighed heavily on the markets. Therefore, we remain disciplined and stick to our core
houseview approach when deciding our investment asset allocation to brace for the ups
and the downs. As we close a chapter in 2018 and begin a new one in 2019, these bouts of
volatility will no doubt present challenges; but still within our expectations. What is
important, however, is to remain objectively invested, hold steadfast and brace for markets
in 2019.
Risks of Full-Blown Global Trade War
The rise in economic nationalism in the U.S. through threats and actual implementation of
trade tariffs against other major economic powerhouses may risk spurring a global trade
war. These tariffs are allowed by Section 232 of the U.S. law to safeguard “National Security
Interest”. As of 1 October 2018, U.S. has already levied tariffs on $250 bn worth of Chinese
goods while China’s retaliatory tariffs sit at $110 bn worth of U.S. goods. Currently, the
Chinese government has shown to be softening their stance in their retaliatory efforts as the
Chinese markets are currently getting the short end of the stick and are more negatively
impacted than the U.S. markets with China’s Purchasing Managers’ Index (PMI) showing a
contractionary manufacturing sector (<50.0). All in all, the Sino-U.S. trade feud has seen titfor-tat actions from both sides, setting up a volatile ground for the global stock markets
while investors fear a full-blown trade war being played out. The closely watched
upcoming 90-day trade truce (starting January 2019) set for negotiation will likely be the
key turning point for either the best or worst case scenarios to play out.
Emerging Markets Woes
The irrational emerging market slump and selloff which started in August 2018 seem to be
starting to recover from the rampant selloff scenario. Initially, the irrational investors’
behavior came about ever since the huge fall in Turkey’s Lira; triggering the mental
lumping of all emerging markets into one representative basket with no consideration
given to each market’s fundamental strengths. However, as observed in the market data,
we do see some upwards momentum in some emerging markets like Brazil, which is
recovering from this selloff. But a key thing to note will be that the emerging markets may
find it hard to take a breather as further U.S. Fed rate hike will only add to the downward
pressure on emerging market currencies as investors shift to U.S. higher-quality and higheryielding assets. A stronger U.S. dollar will also put additional pressure on the credit fulfillment
ability of Emerging Markets with a large amount of U.S. denominated debt. Valuations and
yields from EM markets remain very attractive; however, we continue to remain objective
that “Cheap” may not be “Good”.
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Current Fed Target rate is 2.25 to 2.50
percent.

Potential Risks
Overcorrection of Interest Rate Policy
The U.S. Federal Reserve has concluded during the December Federal
Open Market Committee (FOMC) meeting with another round of rate hike
bringing the current Fed target rate to 2.25 to 2.50 percent. The rate hike
came amid positive economic data and forecast as the central bank
focused on tackling the rising inflation stemmed from the strong U.S.
economic growth. This is all in line with the Fed’s aim to continue tightening
and normalizing the monetary policy; with the objective of shrinking the
Fed’s balance sheet. Coupled with the rate hike, the Fed had also
indicated two expected rate hikes in 2019. However, investors had
expected a more dovish monetary policy given its data-dependency
approach; subsequently sending markets into a further downward spiral on
fear of over adjustment of interest rate policy which impedes economic
growth. Considering how interest rate changed can impact both the
bonds and equity markets, the FOMC and interest rate schedule will be on
our radar as we trek cautiously in the ever-changing market conditions.
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US Economic Snapshot

KEY ECONOMIC DATA POINTS

ACTUAL

EXPECTED

USD Markit PMI Composite (Nov 18)

54.7

54.4

USD Nonfarm Payrolls (Nov 18)

115K

200K

USD Unemployment Rate (Nov 18)

3.7%

3.7%

USD Consumer Price Index (YoY) (Nov 18)

2.2%

2.2%

USD Consumer Price Index Ex Food &
Energy (YoY) (Nov 18)

2.2%

2.2%

USD Fed Interest Rate Decision

2.5%

2.5%

USD Gross Domestic Product Annualized
(Q3)

3.4%

3.5%

USD Core Personal Consumption
Expenditures – Price Index (YoY) (Nov 18)

1.9%

1.9%

December 2018
U.S. markets went through a
volatile month of December and
ended in the red.
U.S. Treasury yields plunge as
investors flock to safe-haven
assets.
U.S. dollar lost some of its bull
strength after the dovish
December FOMC meeting.

Data source: FXStreet Economic Calendar

Our Opinion on the U.S. markets
The U.S. economy will continue to be one of the strongest
drivers of global growth.
The three major U.S. market indices, the S&P 500, Dow Jones,
and Nasdaq ended the volatile month of December in the
red. Shortly after the November U.S. midterm election ended
with results coming up as expected with the Democrats taking
the House and Republican winning the Senate, the global
equity market correction happened. Investors were
hammered by waves after waves of negative news causing
investors to flee to safe-haven assets as fear looms the global
markets. This subsequently triggered a huge cascade of sell
down pressure and resulted in a huge plunge in the global
equity markets; registering a negative YTD for the U.S. market
indices as we close off 2018.
U.S. Treasury yields fell across the board and clocked a net
decrease at the end of December. Yields were heavily
weighed amid the global equity markets downward spiral.
Investors’ sentiments were also heavily weighed as concerns
regarding the global market outlook were dragged lower by
the lingering global trade tensions and a slowdown in the
demand of commodities; indicating an expected slower
economic growth. The 10-year U.S. Treasury bond yield
reached the high of 2.970% on the 3 December 2018 before
declining as demand for safe-haven assets surged; bringing
down yields.
The U.S. Dollar Spot Index, which tracks the U.S. currency
against 10 of its major peers, lost some of its bullish strength as
the dovish tone from the December Federal Open Market
Committee (FOMC) meeting sets in. The index closed lower at
96.17. The possibility of Brexit "no-deal", Emerging Market woes,
U.S. government shutdown coupled with the U.S.-China trade
feud continues to provide additional support to the demand
for USD, as investors seek out higher quality, higher yielding,
and lower risk assets.
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Dec

YTD

S&P 500

-9.18%

-6.24%

Dow Jones

-8.66%

-5.63%

NASDAQ

-9.48%

-3.88%

UK & EMU Economic Snapshot

KEY ECONOMIC DATA POINTS

ACTUAL

EXPECTED

EUR Markit PMI Composite (Nov 18)

52.7

52.4

EUR Gross Domestic Product s.a. (YoY)
(Q3)

1.6%

1.7%

ECB Interest Rate Decision

0%

0%

EUR Consumer Price Index – Core (YoY)
(Nov 18)

1%

1%

EUR FRA Markit PMI Composite (Nov 18)

54.2

54.0

EUR GER Markit PMI Composite (Nov 18)

52.3

52.2

EUR Markit PMI Composite (Nov 18)

52.7

52.4

GBP BoE Interest Rate Decision

0.75%

0.75%

GBP Gross Domestic Product (MoM)
(Oct 18)

0.1%

0.1%

December 2018
European stocks decline led by
U.S. markets selloff.
European Central Bank (ECB)
declares the start of Quantitative
Tightening (QT) with only a
reinvestment approach of
existing monies.
Euro rose slightly amid dovish
Fed policy.

Data source: FXStreet Economic Calendar

Our Opinion on the UK & EMU
Euro markets valuations remain attractive and will remain in our
watchlist for opportunities to enter.
European markets ended mostly lower for the month of
December as most bourses register a net decrease for 2018.
European economic data has been reasonable with fair
sentiments while valuation remained reasonable. Currently,
Italy's budget deficit issue has been settled with the European
Union (EU), bringing one less negative news to the table.
However, with the possibility of a “no deal” Brexit still hovering on
every investor’s mind and weighing down heavily on sentiments,
we remained mindful of the potential risks involved. Furthermore,
as President Trump proceeds with his economic agenda, market
watchers are also keeping a close eye on the U.S. and EU trade
talks progress.
The 10-year German government bund yield stood at 0.208
percent at the end of November, declining from the 2018 startof-year yield of 0.430 percent. The spread over the equivalent
10-year U.S. Treasury bond yield widens to minus 276 basis points
from last month minus 266 basis points amid a investors’ flock to
safe-haven assets.
The Euro rose slightly in the month of December 2018 with the
EUR/USD trading at 1.1393 at the start of December and closed at
1.1440 at month end. Positive news on the settlement between
the European Union (EU) and Italy’s populist government
regarding Italy’s fiscal debt budget outlook and positive update
on the “Brexit” progress coupled with British Prime Minister Theresa
May surviving a vote of no-confidence helped to prop up both
the Eurozone markets and the Euro. Additionally, the switch to a
dovish tone by the Fed helped to slow the dollar bull run, enabling
the Euro currency pair to recover.
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Dec

YTD

FTSE 100

-3.61%

-12.48%

Euro Stoxx 50

-5.41%

-14.34%

DAX

-6.20%

-18.26%

CAC 40

-6.50%

-11.93%

Asia & Emerging Markets Economic Snapshot

KEY ECONOMIC DATA POINTS

ACTUAL

CNY Caixin Manufacturing PMI
(Nov 18)

50.2

50.0

CNY Caixin Services PMI (Nov 18)

53.8

50.8

CNY Trade Balance USD (Nov 18)
CNY Producer Price Index (YoY)
(Nov 18)
CNY Consumer Price Index (YoY)
(Nov 18)

$44.71B

December 2018

EXPECTED

Asian
trade
Asiastocks
Stocksdecline
Fell on as
Poor
tensions
persist.
Chinese Manufacturing

Data
Majority of the Asian indices
ended
2018
in the red;
with the
China's
Shadow
Banking
exception
Market of India.
Ballooned
30
Percent Last Year
The Shanghai SE Composite
Yen Depreciated
Against
posted
one of its worst
the Dollar Ove
performances
in 2018.

$34B

2.7%

2.7%

2.2%

2.4%

CNY Non-Manufacturing PMI (Dec 18)

53.8

53.4

CNY NBS Manufacturing PMI (Dec18)

49.4

49.9

Dec

YTD

S&P 500

-9.18%

-6.24%

Dow Jones

Dec
May

-8.66%

-5.63%

-9.48%

-3.88%

NASDAQ

YTD
YTD

MSCI
Asia
MSCI
Asia
-1.95%
-0.73%
r Divergence
in
Monetary
Pacific
ex
-3.36%
-16.54%
Pacific
Policy
Japan
ex
Japan

Data source: FXStreet Economic Calendar

Our Opinion on Asia & the Emerging Markets
All eyes will be on the outcome of the trade talks as we begin the
90-day trade truce. We remained mindful of how China will navigate
2019 using its policy-driven approach.
The major Asian bourses closed lower for the month of December,
led by the sell-off from the U.S. markets. Investors' equity holding
took a beating as the contagion U.S. market equity correction
spread to Asia markets. Weaker-than-expected corporate earnings
and economic data also brought much negativity to the markets as
investors remained worried about global economic growth outlook
amid the unsettled Sino-U.S. trade feud. Further negative news
surrounding the U.S. government shutdown and Brexit weighed
heavily on investors’ sentiments and lead to the flight to safely
mentality. Thin trading volume and algorithm trading also
contributed to the highly volatile month of December, amplifying
the existing investors’ “fear”. The U.S. equity market rally towards the
end of December was simply not enough to offset the prolonged
plunge global markets have been experiencing.
Based on data obtained from the Coinbase website, Bitcoin price
ended the month of December at USD $3721.18 per coin. Digital
assets took a severe beating with Bitcoin leading the way
downwards. Bitcoin price reached the record high of USD
$19,783.21 on 17 December 2017 last year and has since fallen by
more than 80 percent to its current end of December price within a
span of about 1 year. Currently, retail Bitcoin investors are hoping for
institutional investors to join in to bump up trading volume and price.
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MSCI
MSCI
Emerging
Emerging
Markets
Markets

-3.90%
-3.23%

1.68%
-16.90%

Nikkei 225
Nikkei 225

-10.45%
3.41%

-12.08%
-9.45%

Hang Seng
-2.49%
Hang Seng
-1.20%
Shanghai SE
Shanghai SE -3.64%
-0.74%
Composite
Composite

-13.61%
-5.02%

India Sensex
-0.35%
India Sensex
-1.67%

5.91%
-3.18%

-24.59%
-17.59%

