Summer 2018

Summer 2018
“Gimme Shelter” (Rolling Stones)
Oh, a storm is threat’ning
My very life today
If I don’t get some shelter
Oh yeah, I’m gonna fade away
Ooh, see the fire is sweepin’
Our very street today
Burns like a red coal carpet
Mad bull lost its way

Looking at the relatively sharp movements in global
equities, as measured by the MSCI World Index
(illustrated by the underlying ETF graph below) and in
tune with the lyrics introducing the summer navigator,
you can clearly see the market`s frustration, susceptibility and sensitivity to headline news.

iShares MSCI World all countries index ETF (1 January - 19 July 2018)

Source: Bloomberg L.P.
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Just when you have thought we have made a positive
break out as in January, March or May, some headlines
come out to slap markets down again. It has been incredibly tiring and really a case of 2 steps forward and
1 step back or more like 3 steps forward and 2 steps
back. Perhaps it is the sudden change to increasing
volatility having come from an extended period of quantitative easing that lead to suppressed volatility.

Was there any shelter? Not really much.
When you consider traditional safe havens like US
bonds, which, when looking at the 10-year US Treasuries, reveals that they have also been somewhat volatile.
Yields have been perhaps capped and have come off
year-high levels when equity markets have stayed weak
but have, on an overall basis, remained vulnerable to
inflation worries.

US 10-year Treasury Notes Yield (1 January – 19 July 2018)

Source: Bloomberg L.P.

TRADE WARS?
“A battle is a combat in warfare between two or more
armed forces, or combatants. A war usually consists
of multiple battles. Battles generally are well defined
in duration, area, and force commitment. A battle with
only limited engagement between the forces and without decisive results is sometimes called a skirmish.”
Source: Wikipedia

So, there we are then. We are currently in a trade
skirmish, which could escalate into a battle and in the
worst-case scenario end up in a war.
Whilst this may seem a mere semantics, the differences are vitally important. At the moment, we believe

the risks are manageable although, perhaps, they have
increased somewhat with the proposed 10% tariffs on
USD200bn of Chinese imports. Doing the math, if you
add the 25% tariffs on USD 29bn on steel and aluminum to the 25% on USD34bn on Chinese imports,
which are in effect already, to the proposed tariffs,
you arrive at the figure of USD35.5bn. However, we did
not include the proposed tariffs on cars & car parts
from the EU as we consider them highly unlikely to be
enacted. Consequently, the effect on global growth will
likely turn out to be 0.1% less than described on the
following table.
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Estimated impact from initiated and planned trade tariffs on global growth

Source: Bloomberg L.P.

Whilst this may sound like a lot if you look at the tariffs
as a kind of tax hike, it is essentially equivalent to a
sustained 33% increase in retail gasoline prices. In
fact, when you look at the USD170bn price tag of this
year`s tax cuts, the tariffs seem somewhat dwarfed in
magnitude.

Of course, there are worries about how the tariffs may
impact the Chinese economy, but with the offshore
Chinese Yuan having already depreciated by 6%, all
things being equal, the net 4% tariff should be manageable, especially given the increased focus on boosting
consumption by the domestic Chinese consumer.

STUPID IS AS STUPID DOES (FORREST GUMP)
Some Wall Street commentators have already declared
that the US has won the trade war because the US
stock market has gone up while the Chinese market
has gone down. It is still a skirmish and no one can
predict the outcome of a war after the first shot has
been fired. Of course, there may be an element of patriotism here, but we may be wiser to remember Voltaire,
who once mused that “It is lamentable, that to be a
good patriot one must become the enemy of the rest of
mankind".
Of course, one could simply conclude that, because
China does not export USD200bn of goods to the US,
victory is assured. Once again, this fails to take into

account subtle nuances like holding up approvals for
US companies to do business in China or discouraging
Chinese inbound tourism to the US.
At the moment we are effectively playing a game of
chicken with both the strong men of the US and China,
unwilling to back down. The cars are heading closer
towards one another but a head-on collision is not
imminent. There is still plenty of scope to find a facesaving compromise allowing both to take back to their
countries the usual declaration of victory. Assuming
stupidity, stubbornness and grandstanding does not get
in the way.
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RISE OF THE BERSERKERS
Berserkers (or "berserks"), as the definition goes, were
champion Norse warriors who are primarily reported
in Icelandic sagas to have fought in a trance-like fury, a
characteristic which later gave rise to the English word
"berserk."
These champions would often go into battle without
mail coats. Berserkers are attested to in numerous Old
Norse sources, as were the Úlfhéðnar ("wolf-coats").
The rage the berserker experienced was referred to
as berserkergang ("going berserk"). This condition has
been described as follows:
This fury, which was called berserkergang, occurred
not only in the heat of a battle, but also during laborious work. Men, who were thus seized, performed

things which otherwise seemed impossible for human
power. This condition is said to have begun with shivering, chattering of the teeth, and chill in the body, and
then the face swelled and changed its colour. With this
was connected a great hot-headedness, which at last
gave over into a great rage, under which they howled as
wild animals, bit the edge of their shields, and cut down
everything they met without discriminating between
friend or foe. When this condition ceased, a great dulling of the mind and feebleness followed, which could
last for one or several days. Source: Wikipedia
Whilst the berserkers were considered to be expendable `shock troops`, used to intimidate enemies, the
world is not used to generals or a commander in chief
behaving in such a manner.

STAY THE COURSE
The current volatility, daily headline barrage and negligible gains for global investors (the MSCI world index
is up just under 2%), with over half the year gone, have
led many investors to throw in the towel. We believe,
this year will be back-end loaded in terms of returns as
investors scale the wall of worry and focus on fundamentals such as economic growth, corporate profit
growth and consumer spending.
We may just get a tailwind from the tariffs as consumers, who were delaying purchases, act now rather
than waiting for the price of the goods they want to
increase in price. Think of it as a stimulus for consumers effectively bringing consumer purchasing decisions
forward.
Whilst the cliché that the only certain things in life are
death and taxes still remains appropriate, I think you
can add to this, that politicians are really only interested in being re-elected and getting votes. In this
context, it is important to take note of the back down by
President Trump on the immigration crisis and most
recently on his comments made at the Russian

summit. We also notice the sensitivity of the administration to any sharp falls in equity markets. The performance of the equity market has been touted as a direct
result of the current government`s policies.
Picking up on the recent comments by the Chairman
of the Federal Reserve; “The US economy is doing well
and interest rates are likely to rise further in a moderate way. However, there was some disappointment in
the weakness of wage growth.” It doesn’t take a rocket
scientist to figure out that if the cost of goods increase
and wages remain static, the consumer’s disposable
income is going to be squeezed with negative effects on
the quality of life. This is hardly a vote winning strategy.
I therefore fully expect the current loud din to fade
towards background elevator music as the year progresses and in the meantime the EU and Japan signed
a trade deal, which eliminates nearly all tariffs on products they trade. It is the largest bilateral trade deal,
covers one third of the global economy and markets of
more than 600 million people.

The Navigator
has been written by:
Peter Ahluwalia, Partner
Chief Investment Officer
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Disclaimer
Important Information
The information in this material has been approved by swisspartners Advisors Ltd. (“swisspartners Advisors”). As a firm providing wealth management
services to U.S. clients, swisspartners Advisors is registered under the U.S. Investment Advisers Act of 1940 with the U.S. Securities and Exchange
Commission (“SEC”) as an investment advisor. Nothing in this material is a recommendation that you purchase, sell, subscribe or hold, or an offer or
solicitation of a purchase or sale of any security, futures, options, other financial instruments or other investment, that you pursue any investment
style or strategy or buy any other product or service. The value of, and income from, your investments may vary because of changes in interest rates
or foreign exchange rates, securities prices or market indexes, operational or financial conditions of companies or other factors. This material does
not take into consideration the specific investment objectives, financial situation or particular needs of any person that enters into a relationship with
swisspartners Advisors. Nothing in this material is or is intended to be investment, accounting, tax or legal advice. You should consult with your own
advisors concerning such matters. Swisspartners Advisors does not provide legal, tax or accounting advice. The information contained herein was
obtained from sources believed to be reliable. Although reasonable care was taken in gathering the information and formulating the opinions contained
herein, swisspartners Advisors does not make any representation whatsoever as to its accuracy or completeness and accepts no liability for any loss
arising from the use of this material. The information, opinions and estimates expressed herein reflect a judgment as of its original publication date
and are subject to change without notice. No representation or warranty, expressed or implied, is made by swisspartners Advisors regarding future
performance. The value and income of any securities or financial instruments can go up as well as down. The market value of securities or financial
instruments may be affected by several circumstances, including among others, changes in economic, financial or political factors, time to maturity,
market conditions and volatility, or the credit quality of any issuer or reference issuer. Foreign currency rates may have a positive or adverse effect on
the value of any investment. Investors assume all risk and some or all of the amount invested may be lost. This material is not directed to, or intended
for distribution to or use by, any person or entity that is a citizen or resident of, or located in, any locality, state, country or other jurisdiction where such
distribution, publication, availability or use would be contrary to law or regulation or subject swisspartners Advisors to any registration requirement.
IRS Circular 230 Disclosure: swisspartners Advisors and its affiliates do not provide legal or tax advice. Accordingly any tax-related discussion contained
herein (including any attachments) is not intended or written to be used, and cannot be used, in connection with promoting, marketing or recommending
to any person any transaction or matter addressed herein or for the purpose of avoiding U.S. tax-related penalties.
Forward-Looking Statements
“The Navigator” may contain forward-looking statements that reflect swisspartners Advisors’ current views with respect to, among other things, future
events and financial performance. Any forward-looking statement contained in this material is based on our current plans, estimates and expectations.
The inclusion of this forward-looking information should not be regarded as a representation by swisspartners Advisors or any other person that the
future plans, estimates or expectations contemplated by swisspartners Advisors will be achieved. Such forward-looking statements are subject to various
risks and uncertainties and assumptions relating to our operations, financial results, financial condition, business prospects, growth strategy and liquidity.
International investments are subject to additional risks such as currency fluctuation, political instability and the potential for illiquid markets. Investing in
emerging markets may accentuate these risks. If one or more of these or other risks or uncertainties materialize, or if the underlying assumptions prove
to be incorrect, the actual results may vary materially from those indicated in these statements. These factors should not be construed as exhaustive.
swisspartners Advisors does not undertake any obligation to publicly update or review any forward-looking statement, whether as a result of new
information, future developments or otherwise. It is important that you carefully read the agreements and disclosures that we provide to you about the
products or services we offer.
For more information, please visit our website at www.swisspartners-advisors.com / © 2018 swisspartners Advisors Ltd. All rights reserved.
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