
U.K. AND THE POUND
We are sure you are familiar with the latest Brexit 
developments but briefly: following voting on 
Wednesday, a bill is due to become law which will 
prevent the Prime Minister delivering his “do-or-
die” exit from the EU next month, which may have 
included an exit with no-deal. Following the vote, 
Boris Johnson then tried to call a new general 
election, but it seems he cannot muster the necessary 
two-thirds support. This may force him to request a 
further delay. Following Wednesday’s vote, the Pound 
rallied back having reached its lowest point versus the 
US Dollar since the October 2016 “flash crash”. 

In our Market Update in September last year, we 
wrote that “we favour sticking with our view that 
until the 1.32 level is overcome GBPUSD is in a weak 
long-term position”. As of earlier this week the Pound 
had fallen a further 9% vs the US Dollar, so is it time 
to re-asses our view? It is still extremely difficult to 
make a fundamental judgement due to the ongoing 
uncertainty over Brexit and the political situation, 
so we continue to rely on our technical analysis 
which gives us no indication yet that the long-term 
downtrend for the Pound is over. That may happen if 
the rally this week were to continue or if we were to 
register buying from significant institutional investors. 

Our monthly UK Market Chart, shown below, does not 
look too positive. On this longer-term timeframe, our 
Breadth indicator is negative (red bar) and our Price 
Momentum indicator deteriorated last month.

U.S.
The U.S./China trade dispute remains the primary 
risk factor for the markets. On the first day of the 
month President Trump announced further tariffs on 
$300bn worth of Chinese imports. This surprised the 
markets because the two countries had agreed to 
a ceasefire in the trade dispute at the G20 meeting 
in May. In response, the Chinese authorities let 
their currency fall below 7 U.S. Dollars for the first 
time since 2008 - the U.S. called China a “currency 
manipulator”. Then President Trump announced 

that the new tariffs scheduled to be imposed on 
Chinese goods on 1st September would be put back 
until December, but China said it will need to take 
“necessary countermeasures” despite the deferral, 
this proved to be new tariffs on $75bn of US imports. 
Markets sold off on the announcement but bounced 
back after President Trump said that China had called, 
and they were going to be “getting back to the table”. 
The month ended with President Trump stating that 
the Chinese “want to make a deal very badly” and a 
response from China’s Foreign Ministry that the two 
sides remained in “effective communication.” News 
that the next face-to-face talks between U.S. and 
Chinese officials are now set to take place in October 
has lifted the market as we write.

Almost all S&P500 companies have now reported 
second quarter earnings and 75% of them beat 
estimates but growth has slowed, with expectations 
for earnings growth in 2019 revised down to 2%. 

An imminent recession in the U.S. still looks unlikely 
although housing data is weakening, as is the 
manufacturing part of the economy. However, the 
strength of the employment market, rising wages 
and strong retail sales have so far outweighed any 
recession worries. 

See below, our U.S. Market Chart through end of 
August. Again, this is a monthly, or longer-term view. 
Our U.S. Breadth Indicator turned negative in August, 
but our Momentum Indicator ticked higher again. You 
can also see from the chart that the U.S. market is 
currently close to its highs, underlining its strength 
relative to other regions. 
  
OVERSEAS EQUITIES
Our Relative Strength analysis also tells us that we 
are justified in maintaining our current European 
exposure, although this is not a large weighting. 
Asia Pacific and Emerging Markets have weakened 
of late. We have some exposure in our higher risk 
portfolios. 
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Global equities were lower in August with some regions performing worse than others, notably 
here in the U.K where the FTSE100 was down by 5%. Our portfolios were up, helped in part by 
further weakness in the Pound which mitigates losses in-overseas equities for UK investors. The 
focus last month was once again on trade tensions and Brexit but also on concerns over slowing 
global growth. There is a general belief that if necessary, central banks will ease monetary policy 
to curb a slowdown, but the big question is - will they deliver the level of stimulus that markets 
are expecting?
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We continue to hold no direct exposure in Japan. It 
remains weak in our Relative Strength analysis and 
we now have this region on watch as a potential area 
for investment should conditions improve.

The Chinese stock market has been affected by both 
the U.S. trade dispute and events in Hong Kong. As 
we write tensions in Hong Kong appeared to have 
eased with the decision by Hong Kong to withdraw the 
controversial extradition bill. However, the trend for 
Chinese equities is still down. China has taken several 
measures to mitigate the effect of the trade war on 
its economy. This included further stimulus measures 
last month announcing a lending rate reform to lower 
financing. How successful these interventions will be 
remains to be seen and currently we have no direct 
exposure to China. 

BONDS
Bond sectors remained strong again through 
August. This year’s rally in bonds has been driven 
by increasing concerns over global growth, low 
expectations for inflation, safe haven buying and the 
belief that central banks will continue to intervene if 
needed. That’s quite an array of positives for bonds 
but the rally so far this year has been extraordinary 
and there are some worries that the market may 
already be exceeding what can be realistically 
delivered.

As we have written in previous summaries “Bonds 
have rallied strongly this year and in a technical sense 
are overbought but we don’t see any weakness yet”. 
We continue to hold that view but will be monitoring 
bond sectors closely.

In the U.S. the Fed cut interest rates by 0.25% in 
early August and hinted that there may be further 
rate cuts later in the year. Later in the month, at 
the annual economic symposium in Jackson Hole, 
Wyoming, Fed Chair Jerome Powell reiterated that 
the Fed would “act as appropriate” to head off a 
recession. This followed the publishing of the Minutes 
of the Federal Open Market Committee (FOMC) July 
meeting which revealed there were differences of 
opinion which may cause problems for Powell and 
disappoint market expectation that the Fed will cut 
rates again in September.
 
SENTIMENT
We wrote in early July that “many measures are 
indicating that a surprising level of investor fear is 
still present, and in a counter-intuitive way, this is 
usually bullish”. We find that this remains the case. 
For example, in early August the Public Sentiment 
Poll from AAII showed that responders who declared 
themselves bearish doubled in one week, a very rare 
event. As we wrote at the time “an extreme like this 
doesn’t always mark the exact low (December’s was 
early) but since the Bull market began it is usually 
close”. As you may know, another sentiment indicator 

we use is a measurement of the flow of money in and 
out of equity funds and ETFs and this also reached 
a bearish extreme in early August with outflows of 
$25.2 Billion in the week to 7th August. This was a 
huge single-week outflow and as we noted “..since 
2009 this was the third largest. Investors seem to 
have become very fearful, very quickly”. There still 
seems to be a lot of worried cash on the sidelines and 
that is not usually a bearish sign.
 
SUMMARY
In last month’s summary we said that “Our portfolios 
were up strong in the month of July but the first few 
trading days of August have given back some of those 
gain…as yet, we don’t see any cause for concern 
as the retracement in equities is well within the 
bounds of normal volatility”. As it turned out, most 
equity markets traded sideways for the remainder 
of the month and have picked up this week. We are 
well aware of the current risks, but we are hopeful 
that markets are rallying from a negative sentiment 
extreme, (see above) and money that has been 
on the sidelines will start to be invested back into 
equities. If we were to see further weakness, and our 
Technical Support levels started to break down again, 
we would re-assess. 
 
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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