
BREXIT
Talks between the government and the Labour 
party collapsed in May. Theresa May was not 
able to get the backing she needed for her deal 
with the EU and announced she would resign 
on June 7th. The Brexit Party took more than 
30% of the vote in the European elections; the 
Conservatives came in fifth with their worst ever 
result in a national election and voters flocked 
to the Liberal Democrats and the Green party. 
The Brexit Party win was interpreted by the 
market as increasing the likelihood that the U.K. 
will either leave the EU without a deal or have a 
general election. 

THE POUND
We have been consistent in our technical 
view for GBPUSD that price above 1.3130 is 
a strong position but below that level implies 
weakness. Price has remained below that level 
and fell sharply in May (a fall in the Pound 
isn’t necessarily a negative for UK investors as 
overseas investments will benefit from a fall 
in sterling relative to the local currency of the 
investment). Our view is unchanged, namely: 
“How” (even “if”) the UK leaves the EU will send 
the Pound sharply one way or the other. The 
uncertainty over a general election, should one 
be called, would almost certainly be a negative 
for sterling.
  
U.K. EQUITIES
We include below our monthly UK Market 
Chart. This long-term view does not present a 
particularly positive picture but that has been 
the case for many months. We have been 
under-weight UK equities but would look to 

increase our weighting if this chart improves. 
We note from our Relative Strength analysis 
that UK Small-caps continued to out-perform 
Large-caps in May, which helped lift our 
portfolios.  

U.S. / CHINA TRADE DISPUTE
Early in May the markets were shaken by 
the announcement that the US would be 
implementing further tariff increases on imports 
from China. Trade negotiations between the 
US and China broke down the following week 
as China announced retaliatory tariffs on US 
goods. Just last week President Trump said he is 
nowhere near ready to make a deal and recent 
reports suggest that China is ready to restrict 
exports of rare earth metals (used particularly 
in electronic goods) to the US.
In the more immediate future, the focus will 
be on talks between the U.S. and Mexico. 
The U.S. announced it will be imposing tariffs 
on Mexican goods as of 10th June (Monday) 
unless the Mexican government takes action on 
illegal immigration The market sold off on the 
announcement but has rallied back on reports 
that this may be delayed.  

U.S. EQUITIES
See below our U.S. Market Chart through end 
of May. Again, this is a monthly, or longer term 
view. Our Breadth Indicator on this timeframe 
turned negative last month and our Momentum 
Indicator, although positive, ticked lower. We 
also show our monthly Risk Barometer for the 
U.S. which remains positive, an encouraging 
sign.
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Equity markets were lower in May as the trade negotiations between the U.S. and China 
broke down and new U.S. tariffs on Mexican goods were announced. The Pound also came 
under pressure with uncertainty over the UK political situation and concerns that the odds of 
a no-deal Brexit have increased. US Treasury yields fell following announcements from the US 
Fed, with the market now expecting that the Fed will lower rates before the end of the year. 
Bonds rallied as a result, especially UK Gilts and Index linked where we hold these funds.



OVERSEAS EQUITIES
Our Relative Strength analysis indicates that 
the U.S. remains relatively strong, whilst the UK 
and Europe as a region is improving. Emerging 
markets have weakened relatively over the last 
month and Japan remains weak in this analysis.  

BONDS 
As mentioned earlier, US treasury yields have 
fallen sharply over the past few weeks, a 
surprise to most analysts, probably in response 
to the recent increase in trade tensions and 
equity weakness. Over the last few days the Fed 
has given a clear signal it is ready to cut rates 
if the economic outlook deteriorates and the 
market is now pricing in a 90% chance they will 
do so by the end of the year. Bonds continued to 
rally in May, the strongest sectors being Global 
Bonds (helped by the fall in Sterling), UK Gilts 
and Index linked. 

SUMMARY
Above all other concerns, global markets remain 
most sensitive to developments in the U.S./
China trade dispute and investors will be keen 
to see if the G20 summit in Japan at the end of 
June could be a chance for negotiations to make 
progress. Although our longer term analysis (see 
charts below) does not look entirely supportive 
there are a number of potential positives: 
possible rate cuts later in the year, as discussed,  
our Market sentiment indicators, which have 
seen increasing levels of bearishness, almost 
to the overly pessimistic levels often seen at 
market lows, and a huge amount of money 
waiting on the sidelines. It is estimated there 
is currently $3.13 trillion in money market 
accounts, the highest since 2010. 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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