
U.S. / CHINA TRADE DISPUTE
We cover this first as it remains the biggest 
concern for most investors as a threat to the 
markets. A trade deal would clearly be welcomed, 
not least because the current uncertainty may 
well be stalling capital investment. So, investors 
gave a positive response to the news that the 
meeting in the last weekend of June between 
the two leaders went “far better than expected” 
to quote Donald Trump, and the countries have 
agreed to resume talks. In turn China said they 
were “sincere about continuing negotiations with 
the United States” but these should be “equal 
and show mutual respect.” Let’s hope that self-
interest on both sides will ultimately win the 
day but until real progress is seen, markets 
could remain volatile and subject to emotional 
responses with every negative tweet from 
President Trump. 

BREXIT AND THE POUND
The final two candidates in the Tory leadership 
race have been setting out their plans for Brexit. 
Jeremy Hunt is prepared to leave without a deal, 
but not if there was the “prospect of a better 
deal” on the table. He sees October 31st as 
a “fake deadline” that could trigger a general 
election. Boris Johnson takes a harder line and 
believes the survival of the Conservative Party 
depends on delivering Brexit. As Johnson is 
the favourite in the race, markets are currently 
pricing in the greater chance of a no-deal exit 
which explains why the Pound has continued to 
fall lower. 

The Pound also fell this week following a speech 
by Bank of England Governor, Mark Carney, in 
which he forecast that economic growth in the 
second half of the year would weaken and that 
they will re-assess Brexit and trade tension in 
August. Markets interpreted his comments as 
increasing the chances he would cut interest 
rates if needed, in order to protect the economy, 
and as a result the Pound fell in response.

As mentioned in previous updates a fall in 
the Pound isn’t necessarily a negative for UK 
investors investing overseas as they benefit from 
currency gains. 
  
U.K. EQUITIES
We continue to remain under-weight UK equities. 
As we wrote last month, the “long-term view 
does not present a particularly positive picture” - 
however, in June there was improvement as you 
can see in our monthly UK Market Chart below. 
On this timeframe, the Breadth indicator turned 
neutral (black bar) from negative (red bar) and 
our Price Momentum indicator improved.  

OVERSEAS EQUITIES
On a regional basis we favour the U.S. equity 
market. See below our U.S. Market Chart through 
end of June. Again, this is a monthly, or longer-
term view. Our U.S. Breadth Indicator also  
turned neutral from negative although our 
Momentum Indicator ticked lower again. We also 
show our monthly Risk Barometer for the U.S. 
which remains positive, an encouraging sign.  
You can also see from the chart that the U.S. 
market is currently close to its highs, unlike many 
other regions, underlining its relative strength. 
Our Relative Strength analysis also indicates 
that Europe as a region, and Emerging Markets 
have been improving. We have avoided investing 
directly into Japan as it remains weak in this 
analysis.

BONDS
Most Bond sectors remained strong through 
June, particularly Global Bonds, helped by 
Sterling weakness. Bonds have rallied strongly 
this year and in a technical sense are overbought 
but we don’t see any weakness yet. This can 
be explained for several reasons. Markets are 
pricing in a strong chance that the main Central 
Banks are likely to cut interest rates, the Fed has 
signaled as much and Europe has indicated that it 
would restart monetary stimulus should there be 
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Despite the on-going risk of escalating trade wars and a slowdown in global growth, equity 
markets rallied in June and leading indicators are not signaling a high risk of imminent 
recession in major markets. Falling bond yields indicate a change in expectations with 
investors now anticipating that the US Fed will cut interest rates. Sentiment indicators suggest 
a high level of investor fear is still present and there seems to be a surprising level of cash on 
the sidelines which, as we explain below, could help support higher prices.  The weakness in 
the Pound against most major currencies continued in June with the uncertainty over who will 
lead the Tory Party and in turn the government’s negotiations with Europe over Brexit. 
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a need to support economies. Inflation  
has remained under control and with fears of 
escalating trade wars, bonds have been bought  
as a safe-haven protection. 

SENTIMENT
The fall in investment markets through May was 
accompanied by a plunge in bullish sentiment to  
an extreme level. As explained previously, in a 
counter-intuitive way, when market sentiment 
responds in this way this is usually bullish. However, 
the rally in June hasn’t done as much as one would 
expect to dispel negativity. Many measures are 
indicating that a surprising level of investor fear is 
still present and again, in a counter-intuitive way, 
this is also usually bullish. 

Further evidence in recent data, that market 
sentiment is not over-stretched, can be found in 
the latest global fund manager survey which shows 
that global managers are holding an extremely 
high level of cash and their equity holdings are 
very underweight relative to their average equity 
allocations over the last few years. This again 
illustrates there is more money on the sidelines 
waiting to be allocated to equities should risk abate.

To further illustrate the point, we have included 
one more chart below which shows the S&P 
500 with U.S. Fund Flow data (data from www.
lipperusfundflows.com). The indicator in black 
shows the net flow of money over eight weeks into 
(or out of equity funds). It is clear there was a 
huge outflow in late 2018 and early 2019 followed 
a similar inflow as the market rallied. In April/
May there was a smaller sell-off in the market 
accompanied by another large outflow but as the 
market rallied in June (green circle) investors have 
not embraced it and remain very cautious (blue 
circle). There appears to be a lot of cash on the 
sidelines and that is not usually a bearish sign.

SUMMARY
Despite all the political and economic concerns, 
markets are holding up really well. Whilst we 
remain underweight the UK, due to the uncertainty 
over Brexit, the strongest regional market remains 
the U.S. where the macro outlook seems to be 
consistent with a slowdown rather than a recession. 
On the positive side, it is possible that both equities 
and bonds could receive a further boost from 
continuing supportive policies from the central 
banks and could be helped further should there be 
a resolution to the trade dispute between the U.S. 
and China. Our research indicates that investment 
fund managers maintain a highly defensive position 
with a high allocation to cash and as we said in 
last month’s review, if this money is put to work it 
should support higher equity prices.

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