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• Macro and market conditions have 

changed little over the past month 

and our views remain the same. 

• While the global economy can be 

characterised as late cycle, we believe 

a modest upturn in growth is upon us 

as we move into 2020.  

• Stabilisation of growth trends in 

Europe and Asia is an improvement 

for these regions where momentum 

had been very negative. 

• However, short-term market 

movements continue to be 

dominated by trade news and the 

timing and probability of a deal 

between the US and China. 

• Valuations are far from speculative, 

but they are above long-term 

averages so we expect returns to be 

positive but below recent levels. 

• UK assets have underperformed but 

we are not convinced they are yet 

‘cheap’.  

• Political uncertainty in the UK is 

reflected in the volatility of sterling. 

While a clear outcome to the UK 

General Election may be helpful in 

the short term, upside to sterling may 

be limited on a medium-term view. 

• Portfolio asset allocation is largely 

unchanged, following on from the 

increase to equity last month. We 

take the opportunity to reinvest 

maturing short duration bonds into 

longer-dated, high-quality credit. 

There are times when the macro 

environment moves rapidly and there are 

times when it seems to stand still. The 

latest month falls into the latter category. 

We continue to believe that economic 

data is pointing to a modest upturn in 

activity, particularly in those regions 

hardest hit in the current slowdown. 

Zeitgeist: the long-term context 

While the global economy can be 

characterised as late cycle, this does not 

necessarily portend doom and gloom. 

Our longer-term thesis of an extended 

cycle with low growth, low inflation and 

a lack of imbalances still holds and this is 

consistent with an outlook in which 

equity markets should modestly 

outperform other asset classes.  

Weak, but positive, growth is likely to see 

supportive monetary policy continue and 

attention is turning to fiscal policy as 

another potential stimulus to global 

growth.  

Macro drivers: medium-term 

environment 

Recent data has been supportive of our 

view that macro momentum could be 

reaching a turning point, responding to 

the concerted easing of monetary policy 

this year from central banks globally.  

European PMI data has bottomed out 

and is starting to recover, as is data from 
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other economic bellwethers such as 

Korea and Taiwan. In contrast, US data 

has been more mixed as the 

manufacturing ISM has slid below 50, 

although the non-manufacturing sector 

continues to show strength. 

We reviewed the spectrum of views 

across our external research providers 

and it is clear there is broad dispute 

between them and little consensus. 

Recession risk remains high and some 

research houses believe that recession in 

2020 is the central case scenario. Fed 

tightening in 2018 was a policy mistake, 

which has triggered the slowing in global 

trade and will result in recession, 

notwithstanding recent policy easing. 

Others believe that the resilience and 

strength of the US consumer is key to 

avoiding recession and that the cycle will 

continue. A friendly Fed, upswing in the 

inventory and cap-ex cycle and further 

corporate earnings growth paints a 

modestly bullish picture for next year. 

Geopolitics is a headwind but the 

direction of travel for the most 

important disputes, namely tariff wars 

between the US and China, seems to be 

improving. 

Signals: short-term indicators 

Optimism reached uncomfortably high 

levels in early November but has since 

eased off and our sentiment indicators 

are giving no signal at this stage.  

Recent outperformance from value-

orientated sectors and the more cyclical 

areas of the market has reversed 

although overall momentum has 

remained positive.  

We remain biased towards more positive 

market scenarios, in particular those that 

point to modest growth and a supportive 

policy backdrop. A market melt-up is 

another scenario which has gained 

credence recently. Our broad risk 

indicator has moved slightly higher to 

between 4 and 5 on a scale from 1 to 10.  

 

Our asset allocation is unchanged this 

month. For a moderate risk portfolio, we 

hold around 34% in fixed income, 40% 

in equities and 26% in alternative assets 

(gold and hedge funds).  

Equity valuations remain at a level that is 

far from speculative, but above long-

term averages, implying below par 

returns ahead.  

UK equities have underperformed over 

the past couple of years, plagued by 

political and economic uncertainty. We 

tested the thesis that UK assets are 

unusually cheap and good value. 

It is fair to say that the dividend yield 

offered by large cap UK stocks, now 

4.9%, is attractive by historical standards. 

But other valuation measures are not so 

compelling when the market structure is 

taken into account.  

A high proportion of the UK market is 

represented by oil and mining 

companies, as well as banks, all of which 

face challenged futures and trade at 

lower than average valuations. When 

comparing UK companies on a global 

sector basis, their valuation looks no 

better than their international 

counterparts.  

This sector-based analysis also explains 

much of the premium valuation enjoyed 

by the US, where the highly valued tech 

sector plays an unusually large role. 

Overall yields have risen in recent weeks, 

though remain well below levels seen 

mid-year. Yield curves have steepened 
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and concerns over inverted yield curves, 

and the implications for recession, have 

faded.  

Many portfolios are seeing some short 

duration government bonds mature at 

this time. We are taking the opportunity 

to reinvest the proceeds into longer-

dated, high-quality corporate bonds, 

which offer an attractive spread over 

sovereign yields but have very little credit 

risk. The move higher in yields has 

created an attractive entry point for these 

longer dated bonds. 

Our allocation to alternatives is primarily 

through very liquid vehicles, which trade 

daily. However, we discussed the 

opportunities open to us, which might 

involve funds where liquidity is lower. 

We believe an allocation of up to 5% of 

the overall alternatives exposure could be 

invested in funds with monthly or 

quarterly liquidity. Currently, we have 2% 

of most portfolios invested in such a 

way.  

The total allocation to alternatives 

remains at 21% with a further 5% 

allocation to gold. 

 

Currency diversification is a core belief in 

our investment process. While we do 

partially hedge some foreign currency 

exposure, our approach is very global 

and sterling portfolios tend to have as 

much as 30% exposure to non-sterling 

assets. Consequently, currency 

movements are important and the 6% 

strengthening of sterling over the past 

three months has been a drag on 

performance. 

We analysed the potential outcomes for 

sterling ahead of the General Election. 

While a hung Parliament or Labour 

coalition would be clearly negative for 

sterling, we concluded a Conservative 

win would not necessarily be a clear 

positive for the currency either.  

While the Withdrawal Agreement is in 

place, the terms of any trade deal with 

the EU are far from clear and the 

ambitions to deliver a trade agreement by 

the end of 2020 look highly ambitious. 

We worry that political brinkmanship 

and uncertainty with regard to a trade 

agreement could weigh on sterling in 

2020 despite the substantial Conservative 

majority. 

As a result, we are watching for near 

term strength in sterling as an 

opportunity to further diversify currency 

exposure for sterling portfolios.  
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A false signal 

This chart shows the spread (difference) between 10-year and 2-year US treasury 
yields over the past couple of years. Typically, you would expect to achieve a higher 
yield for holding a 10-year bond than a 2-year bond. However, not only has this 
spread narrowed but it briefly turned negative which has in the past signaled a 
recession. This spread has since returned to normal, albeit still tight. Given the 
circumstances, we believe in this instance the negative spread was a false signal. 
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