
U.K.
UK stocks rallied following the 
general election result. Although the 
consequences of Brexit remain unclear 
markets are optimistic that the UK will 
enter a more stable period of economic 
improvement although current data 
releases continue to be disappointing 
e.g. December’s PMI (Purchasing 
Managers Index) fell to 47.5 (note that 
a contraction in economic activity is 
indicated below 50). 

Almost immediately after the election 
the FTSE 100 broke above 7418, a key 
technical level, at its fourth attempt 
since August, and we would want to 
see that support hold. Our monthly UK 
Market Chart is shown below. On this 
longer-term timeframe, our Breadth 
indicator improved in December, from 
neutral (black) to positive (green), 
and our Momentum indicator ticked up 
again.

THE POUND
The Pound rallied in the lead-up to the 
general election and spiked higher in 
the days afterwards, reaching 1.35 
against the US Dollar, its highest level 
since May 2018. Since then those post-
election gains have been given up. The 
market sees a risk that the size of the 
Conservative majority will raise the 
chances of a no-deal Brexit once again if 
trade talks with the EU, which are due to 
conclude by the end of this year, do not 
go well. The Pound is likely to remain 

volatile over the next year until the talks 
are concluded. The important technical 
level for the Pound/Dollar at 1.3200 
that we have discussed previously, has 
now shifted to 1.2930 and this support 
level was tested towards the end of 
the month. Price below that point may 
lead to further weakness and we will be 
watching the Pound closely.

U.S.
As already mentioned, equity markets 
were buoyed in December by the 
announcement of a phase-one trade 
deal between the U.S. and China due 
to be signed this month. The U.S. will 
agree not to impose further tariffs 
on Chinese goods and will halve the 
existing tariff rate already imposed 
in September, in exchange for China 
significantly increasing their purchase of 
U.S. agricultural goods. 

The formal impeachment of President 
Trump on charges of abuse of power 
did not seem to hinder the strong 
performance of U.S. equities in 
December which was further helped by 
encouraging economic data and a signal 
from the Fed that interest rates will not 
change in 2020.

Our U.S. Market Chart through end 
of December is shown below. Again, 
this is a monthly, or longer-term view. 
Our U.S. Breadth Indicator stayed 
positive (green) in December and our 
Momentum Indicator ticked higher 
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A Santa Claus rally arrived on schedule to end the year on an up note. Markets were relieved that 
the U.S. and China appeared to be compromising over their trade dispute and also that there had 
been a decisive outcome in the U.K. general election. 
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again. You can see from the chart that 
the U.S. market has been reaching new 
highs, underlining its strength relative 
to other regions. As the leading stock 
market, the U.S. needs to be monitored 
closely for signs of weakness.

GLOBAL EQUITIES
Nearly all equity regions were higher 
in December with Asia and Emerging 
Markets performing particularly well. 
Chinese equities outperformed on an 
improved trade outlook and better than 
expected economic data.

FIXED INTEREST
Central banks remain supportive and 
there is an expectation that low, or 
negative, interest rates will persist. The 
U.S, Europe, and Japan all chose to keep 
interest rates unchanged in December, 
as did the Bank of England, although 
Governor Mark Carney recently warned 
there would be a case for cutting rates 
“if evidence builds that weakness in 
activity could persist”. Andrew Bailey 
was chosen as new Governor of the BofE 
and is due to replace Mark Carney in 
March.

Maybe surprisingly in a risk-on 
environment, all Bond Sectors we track 
have risen since the start of December, 
except UK Gilts.

SUMMARY
Markets could maintain recent 
momentum in 2020 if the expectation of 
a strong increase in growth is met and 
if a positive outcome in the U.S./China 
trade dispute is delivered. Consumer 
confidence has stayed strong and the 
U.S. economy remains resilient but 

global growth is weak and the markets 
will look for further stimulus from 
central banks if needed.

Finally, we noted last month that only 
one of our Market Sentiment measures 
was indicating the market may be 
over-heating. This month more are 
registering the same and there is 
growing evidence that both public and 
professional investors are reaching 
extreme levels of optimism regarding 
the market. We will be monitoring this 
closely. 

We hope you have found this latest 
update of interest.  Thank you for 
reading. 

Further weekly research can be found 
here.
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