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Currency & the Trade War

Rate Cuts Aren’t Always a Good Thing
A central bank’s decision to lower interest rates
is theoretically an effort to reduce borrowing
costs and thereby encourage economic activity.
Reality has proven to be a bit more messy –
Over the past 35 years, markets have had
strikingly different reactions to a 25 basis point
(bps) reduction in interest rates relative to a 50
bps cut. Following a 25 bps cut, returns have
typically been strong and broad-based. In the
wake of a 50 bps cut, however, nearly all styles
of investing tend to suffer. This is likely because
the magnitude of a 50 bps cut may be
interpreted as a stop-gap measure to support
the economy amidst recession (implying that
there is a more severe mismatch between
interest rate policy and underlying economic
conditions).

In response to a new round of tariffs announced
by the U.S. last week, China allowed the closely-
controlled yuan to fall below the psychologically
important 7 level on Monday, spurring a sharp
sell-off in the markets. Although some have
mistakenly labeled the move as outright
currency manipulation geared to make Chinese
exports more competitive (something China has
been accused of in the past), in this case China
simply did not intervene to support its currency
in the face of market-driven depreciation.
Regardless of the semantics, the episode
highlights the tension inherent in the U.S.’s
efforts to increase tariffs while simultaneously
hoping to insulate domestic consumers from
tariff-driven price increases. At this point the
two nations appear far apart on a bona fide
‘trade deal’, and a ‘trade truce’ is the more likely
near-term goal.
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The End of Cash?

Emerging Market Demographics Emerging markets represent a significant part of
the global economy and are expected to drive the
lion’s share of global growth. China and India
are the only two countries on earth with over
one billion people, and they collectively account
for ~36% of the global population. While both
countries are considered cornerstone emerging
markets, a closer look at their demographic
profiles reveals a more nuanced picture. India
has an abundance of younger people that have
yet to enter the workforce, a dynamic that
should support sustained economic growth for
generations to come. China, on the other hand,
faces an eventual drop-off in the number of
younger workers, due in part to its one-child
policy. This may become a legitimate issue in
China’s efforts to fuel consistent long-term
economic growth (although improving worker
productivity is likely to soften the blow).

Due to the convenience, flexibility, and security
provided by digital payment methods, they
continue to take share from cash use in society
(e-commerce is the most visible sign of this
shift). Sure, the payment landscape may be
facing a secular shift away from cash, but that
doesn’t mean it’s going away anytime soon
either. Cash still has a purpose, and it continues
to account for a majority of in-person
transactions. There are a number of
explanations behind this behavior (e.g.
consumers with limited access to banking, data
privacy concerns, etc.), but perhaps the most
obvious one is habit – many consumers simply
feel more comfortable with a store of value that
they can touch and feel.
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Contact: If you have any questions or comments, please do not hesitate to contact us at 703.992.6164. For more information about Harbour
Capital Advisors, please visit our website at www.harbourcapitaladvisors.com.

Disclosure: Harbour Capital Advisors, LLC (“HCA”) is an SEC-registered investment adviser located in McLean, Virginia. HCA and its

representatives are in compliance with the current filing requirements imposed upon SEC-registered investment advisers by those states in which

HCA maintains clients. HCA may only transact business in those states in which it is registered or qualifies for an exemption or exclusion from
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HCA does not make any representations or warranties as to the accuracy, timeliness, suitability, completeness, or relevance of any information

prepared by any unaffiliated third party and takes no responsibility therefor. All such information is provided solely for convenience purposes only

and all users thereof should be guided accordingly. Past performance may not be indicative of future results. Therefore, there can be no assurance

(and no current or prospective client should assume) that future performance of any specific investment or investment strategy (including the

investments and/or investment strategies recommended or undertaken by HCA) made reference to directly or indirectly by HCA will (i) be suitable or

profitable for a client or prospective client’s investment portfolio or (ii) equal the corresponding indicated historical performance level(s). Different
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the deduction of transaction and/or custodial charges, the deduction of an investment management fee, or the impact of taxes, the incurrence of

which would have the effect of decreasing historical performance results. The material contained herein is provided for informational purposes only

and does not constitute an offer to buy or sell or a solicitation of an offer to buy or sell any option or any other security or other financial
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should assume that any such discussion serves as the receipt of, or a substitute for, personalized advice from HCA, or from any other investment

professional. HCA is neither an attorney nor an accountant, and no portion of the content provided herein should be interpreted as legal,

accounting, or tax advice. The tax information contained herein is general in nature and is provided for informational purposes only. HCA does not

provide legal, tax, or accounting advice. HCA cannot guarantee that such information is accurate, complete, or timely. Laws of a particular state or

laws which may be applicable to a particular situation may have an impact on the applicability, accuracy, or completeness of such information.

Federal and state laws and regulations are complex and are subject to change. Changes in such laws and regulations may have a material impact

on pre– and/or after–tax investment results. Rankings and/or recognition by unaffiliated rating services and/or publications should not be

construed by a client or prospective client as a guarantee that he/she will experience a certain level of results if HCA is engaged, or continues to be

engaged, to provide investment advisory services, nor should it be construed as a current or past endorsement of HCA by any of its clients. Rankings

published by magazines, and others, generally base their selections exclusively on information prepared and/or submitted by the recognized adviser.


