
We have spent the past several weeks discussing the positives seen in the U.S. economy, coupled with the divergence in our markets and international markets. 

To summarize, strong earnings growth in the United States is consistent with rising GDP domestically. Interest rates are trending upward, albeit in fits and starts. 

This is very good news and has resulted in significant strengthening of the U.S. dollar relative to other currencies around the world. The downside to this good 

news is that the rest of the world is losing ground rapidly. Because the U.S. dollar is the world’s reserve currency, many other countries borrow in dollar         

denominated terms. When the dollar strengthens versus another currency, it becomes more and more difficult to repay debt, thereby further weakening the    

underlying currency-and the country’s stock market. This event has potential to become the metaphoric viscous circle and can have catastrophic impacts. The 

classic example is the Asian currency crisis of 1997. The Thai currency became so devalued that it nearly caused the collapse of multiple neighboring countries 

that were exposed to Thailand's financial system. As panic set in, investors around the world began withdrawing money from the exposed countries, which 

caused all related assets to fall. Ultimately the World Bank had to step in and inject billions of dollars into the troubled areas. While I am not suggesting that 

such an event is inevitable, or even likely, I do think it is very important that international markets show strength when the U.S. shows strength. World markets 

are interrelated and what happens in one corner of the world eventually affects us all. This is true when that corner of the world is as small as Thailand. Right 

now, the entire world is lagging far behind the U.S. and the problem is worsening due to the perfect storm of rising rates, threats of a trade war with China, the 

near collapse of the Turkish currency and nationalist policies around the globe.  

The divergence between U.S. markets and international markets is currently the greatest we’ve seen in the past fourteen (14) years according to Bespoke. For 

reference, I have included two charts that visually depict this phenomena courtesy of www.stockcharts.com on 

the following page. Click here if you would like to review these relationships in more detail and over the past     

decades. Upon review, you will quickly recognize the strong correlation between global markets. At present, we 

are the only country moving up - and that is a lot of weight pulling in the opposite direction. I am hopeful that 

with midterm elections around the corner we will see a favorable resolution of the trade war situation and a 

strong rebound in foreign markets. We remain moderately bullish. 
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https://stockcharts.com/freecharts/perf.php?SPY,EEM,VGK,FXI,EWJ
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Divergence between U.S. and international markets over the past 200 days.  

Source: www.stockcharts.com  
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IMPORTANT DISCLAIMERS 

This material is prepared by Cabana, LLC, dba Cabana Asset Management and/or its affiliates (together “Cabana”) for informational purposes 

only and is not intended to be relied upon as a forecast, research or investment advice, and is not a recommendation, offer or solicitation to buy 

or sell any securities or to adopt any investment strategy. The opinions expressed reflect the judgement of the author, are as of the date of its   

publication and may change as subsequent conditions vary. The information and opinions contained in this material are derived from proprietary 

and nonproprietary sources deemed by Cabana to be reliable, are not necessarily all-inclusive and are not guaranteed as to accuracy. As such, 

no warranty of accuracy or reliability is given and no responsibility arising in any other way for errors and omissions (including responsibility to 

any person by reason of negligence) is accepted by Cabana, its officers, employees or agents.  

 

This material may contain ’forward looking’ information that is not purely historical in nature. Such information may include, among other things, 

projections and forecasts. There is no guarantee that any forecasts made will come to pass. Reliance upon information in this material is at the 

sole discretion of the reader. Past performance is not a reliable indicator of current or future results and should not be the sole factor of          

consideration when selecting a product or strategy. All investment strategies have the potential for profit or loss. All strategies have different     

degrees of risk. There is no guarantee that any specific investment or strategy will be suitable or profitable for a particular client. The information 

provided here is neither tax nor legal advice. Investors should speak to their tax professional for specific information regarding their tax situation. 

Investment involves risk including possible loss of principal. 

 

Cabana LLC, dba Cabana Asset Management (“Cabana”), is an SEC registered investment adviser with offices in Fayetteville, AR and Plano, TX 

The firm only transacts business in states where it is properly registered or is exempted from registration requirements. Registration as an         

investment adviser is not an endorsement of the firm by securities regulators and does not mean the adviser has achieved a specific level of skill 

or ability. Additional information regarding Cabana, including its fees, can be found in Cabana’s Form ADV, Part 2. A copy of which is available 

upon request or online at www.adviserinfo.sec.gov/.  

 

The Financial Advisor Magazine 2018 Top 50 Fastest-Growing Firms ranking is not indicative of Cabana's future performance and may not be 

representative of actual client experiences. Cabana did not pay a fee to participate in the ranking and survey and is not affiliated with Financial 

Advisor magazine. RIAs were ranked based on percentage growth in year-end 2017 AUM over year-end 2016 AUM with a minimum AUM of 

$250 million, assets per client, and growth in percentage assets per client. Visit www.fa-mag.com for more information regarding the ranking. 

https://www.adviserinfo.sec.gov/
http://www.fa-mag.com

