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Multi-Asset Technical Ranking in USD Portfolio

 Many factors that had led the bull market, like valiant kings into battle, have now 
fallen from grace. “Dead-cross” sell signals have formed. There are other signs 
and portents as well.

 China, The Dow Jones index, The FTSE World Index and Apple the world’s 
largest corporate entity, have all topped out. This is the sign of the start of a bear 
market and the end of the bull.

 Even though the Fed has been signalling a desire to raise interest rates soon, 
investors are taking yields lower. They are extremely risk averse and are now 
being rewarded by holding cash.

 We no longer regard China and India as Emerging markets. All genuinely 
Emerging markets and those that rely on supplying commodities are now in an 
extreme, structural, secular, bear market.
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Executive Summary
 The FTSE World Index is now lower than it was a year ago.  The S&P 500 Index, and the Dow Jones Index 

are both down on the year and below their 200 day moving averages.

 The China bubble has burst, and although this will feel like a soft landing inside the country, to all those 
that sold commodities or supplied services to China, it will feel like a crash landing.

 Investors are ignoring the desire of Central Banks to hike rates, and are buying government bonds as 
a safe haven. They are also holding more cash. This is a short-term parking place.

 If confidence is lost in Government bonds, as it has already been for smaller countries like Greece, then the 
world will have a great melt-down. Debt will have to be written off.

 Meanwhile money is flowing into the core European markets as they are so much cheaper than those 
in the US. Japan is also attractive assuming more stimulus packages will be forthcoming.

 All commodity markets and Emerging markets are unattractive and in a major structural bear phase. 
Gold is not behaving as a commodity and is rallying strongly.

 Currency moves have become the most important factor. 

The World Index Cliff drop still has further to go

Source: The ECU Group plc, Bloomberg
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MY THOUGHTS ON WORLD MARKETS 
"Once more unto the breach dear friends, once more, or fill the wall up with our English dead" - W. Shakespeare

The King is Dead

Global Economic and Investment Outlook

In days of old, a king would lead his troops into battle. For as long as he was alive and well, showing unfailing courage in the thick 
of the conflict, victory was possible. If he were to fall then his men’s morale would deteriorate and escape, thereafter survival, 
became the top priority. The day would soon be lost.

In the global stock market boom since March 2009, there have been several players who in their own way were Kings. The Chinese 
market, consumer of most commodities and Emperor of Asia, the Dow Jones Industrial Average, the oldest and most consistent 
leader of its kind in the West, and Apple the largest corporate entity in the World. 

All these in turn led investors ever onwards and upwards. Now however, the cry has gone out, “The King is Dead”. Any move of a 
price below its primary trend (200-day moving average) is a negative sign, and if this is supported by the medium-term trend (50-
day average) cutting down through the longer-term 200-day line, then this is called a “Dead Cross”. The great leader has fallen and 
this is the beginning of the end (Fig S.1).

Figure S.1: The Three Kings - Chinese Equity Market, Dow Jones Industrial Average & Apple

Source:  The ECU Group, Bloomberg
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The top to a bull market is a process and not a single event. Figure S.2 illustrates a three staged process, marked by a topping 
pattern of up to 12 months or so, a fall-crash phase averaging -29%, which then leads to the final creative-destruction stage of 
recovery, before the new cycle repeats. The World is a big complex joined up place. The butterfly effect works on many levels. 
A boom-and-bust in China cannot be ignored in the Western world. GM, for example, gets almost half its profits from the 
China market. This is also the largest single market for Apple. German car sales have been going great in China and many so called 
emerging markets have grown by supplying China with commodities, goods and services. 

The extraordinary thing is that both for this calendar year, and from the important low last October, virtually the strongest 
performing market is still China. Nothing in the West comes close. Most people know that they have just endured a bubble-
bursting experience, but they forget how much it had risen in the first place.  The correction phase is still ongoing, but we had 
better be careful about where we expect the pain to be felt. Inside China it will be felt more like a soft landing, but to those who 
have supplied her, from the outside, it will be a crash landing.

The point is that we can have one King die in battle, and it is not the end of the world. However when three or four such leaders 
go together and it drops the Global Index below its primary trend (200-day line) then we are well into the ending process. The 
chart shows that the FTSE World index is now lower than it was a year ago. It has been making a pattern of falling highs and lows 
since May, following a DeMark exhaustion signal in March. It has recently tried twice to rally away from support just below the 
200-day line and has now failed. In spite of this, our work still indicates that in some individual markets the final high is probably not 
in place even if it is getting very close at hand. The S&P 500 index was probably one of the last kings standing.

In the US, however, the longest established index is the Dow Jones Industrial Average, and this has started to make a pattern of 
falling highs and lows, and is now below its own primary trend (200-day line). There has also been a “dead-cross” signal of the 50-
day line cutting down through the 200-day line.  Finally this has been confirmed by the Dow Transport index having broken down 
in a similar way earlier. The Dow Utilities index had done so even earlier. We now have a full Dow Theory Sell signal. This is just 
about the oldest and most back-tested theory about stockmarkets in the Western world. It has historically been very reliable, if not 
a precise timing signal.

MY THOUGHTS ON WORLD MARKETS

Source:  The ECU Group, Datastream

Figure S.2:  The 2000 and 2007 market peak show that market tops are a staged process and not an event
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Often in the past, the Conference Board Consumer Confidence Index has given a good timing signal. This makes a top, and 
then the stock market, and finally the economy in sequence. Given the role that consumption plays in most Western economies, 
this  relationship is perfectly logical, even if the time leads and lags vary a bit. In 2000, the time lead was two months to the stock 
market top, in 2007 the lead was three months and this time around consumer confidence appears to have peaked in January 2015. 
The economy always tops a little bit later.  Junk bonds also tend to turn down early and this move makes a clear divergence from 
the stock market index. Many of these signals are in place now.

The US bull move is now in its 77 month. This is already much longer than the normal cyclical bull move. There have only ever 
been two other occasions when they lasted longer. One was the run up to the crash and depression of 1929 and the other was 
the run up to the Dotcom bubble top in 2000. Both these ended badly.  In terms of value, the CAPE is at 24.3 and is 46% above 
its average level of 16.6. The market has only ever been this expensive three times since 1882. Those times were aain 1929, 2000 
and 2007. The probability of making positive returns by buying the market on this basis is vanishingly small. The risk of a large loss 
is very high. There are no risk asset classes, and never have been, that can be held for the very long term without at some stage 
enduring a 50% setback.

Not only is the bull move for the World Index long in the tooth, but it had broken the pre-2007 record of going over 800 days 
without even a 10% correction. The normal cycles and seasonality factors indicate that the period till late October is fraught with 
risk. The seasonal high is late August, or early September. We then expect a fall, followed by a rally, then the rest of the fall. If there is 
going to be a crash it often comes in this time period. The average fall-crash is around 29%.

MY THOUGHTS ON WORLD MARKETS

Figure S.3: Fundamental and Financial indicators warn of a top in Global equities

Source:  The ECU Group, Datastream

Global Market Cap to GDP
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Many individual stocks in each market are rolling over into downtrends. Fewer and fewer stocks are holding the indices up. This 
lack of breadth of activity is normal at a late stage in the bull phase. In the world, we follow a total of the largest 36 countries 
or markets. Until the start of this year, 90% of these indices were above their own 200 day moving averages. Today, even though the 
World Index is still almost at its high, only 8% of these constituents are still above their own long-term moving averages, meaning 
92% are below their averages. In the past breaking below this number has been a trigger for a bear market move to follow.

If we use Warren Buffet’s favourite measure of value on the World Index, which is Market Cap-to-GDP ratio, then the chart clearly 
shows that a secular uptrend was present until 2000. Cyclical bull and bear moves took place around a strongly rising trend. Ever 
since that high, however, the long-term or secular trend has been negative. There have been two bear phases separated by two 
bull phases. The latter, however, makes a pattern of falling highs well below the levels of 2000. The latest top has just been put in 
place at 80. The level is now 73. Let us hope the next low is not below 40, where it was in 2009, as this would imply at least a 
50% drawdown in Global equities.

Of course, we are now living in a period when politics overrides market forces. If the Fed were to cancel any idea of raising rates 
this year, and instead come in with more QE, or something similar, then our expectations would be wrong. We do not think that the 
hope of such an occurrence is a good investment strategy. We can tell from the developments in markets that others agree and are 
avoiding taking action now.

The World economy has been growing at 3.1%, but may be slowing a bit now. Within this, the Western World has been growing 
more slowly, and the Asian World more rapidly.  The US and the UK have done relatively well in their domain and believe they are 
ready to start to raise interest rates back toward normal. The futures markets had been pricing in a roughly 60% probability of 
a hike of 25 basis points by September this year.  These odds have now plunged to 28% (Fig S.4) and only improve to 39% by 
October and around 60% by December.

MY THOUGHTS ON WORLD MARKETS

Figure S.4: The market is pricing in a low probability of a September rate hike after the equity market rout

Source: The ECU Group plc, Bloomberg, Datastream

US 5yr 5Yr forward
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However it can be seen that confidence in the expectation of an imminent hike is on the wane. Commodity prices indicate strong 
deflationary pressures that are ongoing, and getting worse. The China economy is slowing down from about 7% to around 
3%. Although that is quite a good number, the rate of change is massively negative. In fact it is catastrophic for those countries 
that have grown by supplying China with services and commodities. This coupled with the latest devaluation of the RMB would 
appear to some people's eyes to start something of a currency war. Within this, the US dollar can expect to be strong (Fig S.5), which 
damages US export potential. 

Figure S.5:  The US Dollar is at a key juncture while Asian Currencies are extending their breakdown

The bottom-line is that it may not be possible for US and UK rates to be hiked this year at all. Mr. Market is taking yields down 
again, and not up.  The US Fed is caught in a situation where they are damned if they do, and damned if they don’t. If the Fed 
indicates that they will not hike this year, then the market will assume that they must know something, and it has to be really 
bearish. However, if they persist with the hike, as they have led expectations this way, then they could be doing exactly the wrong 
thing at the wrong time. It would be like throwing petrol on a fire.

The thing is that the economy ought to pick up a bit from here. In Europe, which had lagged the US, this indication seems quite 
strong. A deal with Greece shelves that problem for a while longer, and there are plenty of signs of improvement in say the 
Spanish property market, and the very high unemployment numbers being improved. However, there has not been any 
inflation and there isn’t going to be any either. For these countries, a rate hike is not wanted. The UK and US are relatively strong, 
and even in Japan, where Abenomics has yet to gain traction, the market is acting positively and assumes that more stimulus will 
be unleashed.

MY THOUGHTS ON WORLD MARKETS

Source: The ECU Group plc, Bloomberg, Datastream
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The bottom line is that the markets may have discounted too much recovery, too soon, but their expectations were not 
completely wrong. Sentiment just ran ahead of the real world (Fig S.6 #1). More recovery is still on the cards, even though robust 
expansion is nowhere to be seen (Fig S.6 #2). The big question is whether events in China and commodity related markets 
make the ongoing recovery tip over into the next contraction or not?  The indicators we use say not yet, but the risks are 
very high. Markets that are expensive like the US are more vulnerable to downside risks than those that have not been driven by 
excessive optimism like Europe, and are therefore much better value. These are now showing strong relative strength.  As a caveat, 
we would point out that trends of relative strength can be maintained by not falling as fast as another market. They do not 
have to actually go up.

Figure S.6: Global Economic Growth Sentiment has been running stronger than global economic data

MY THOUGHTS ON WORLD MARKETS

Source: The ECU Group plc, Datastream
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Sourc e: Thom s on Reu te rs  Datastream
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Multi Asset Technical Ranking
 There have been some important changes in the ranking as global investors perceive that the World economy could  

 be in danger from a hard landing resulting from the slow down in China, the slump in commodity prices and the start  
 of perceived currency wars. Investors have become risk averse.

 High-quality Government bonds are now back to being one of the strongest asset classes. (Fig S.7 #2) Yields are falling  
 again, even as the time of a supposed rate hike approaches. In the core currencies of our multi-asset models this is the case.  
 These bonds now beat a passive holding of the World Equity index (Fig S.7 #3).

 In some models even Index linked bonds have moved up into the strongest quintile. This is because in an era of very  
 low inflation they are indistinguishable from straight Government bonds.

 In the US dollar model, cash has risen to the strongest category, and inverse equities, or short selling as well. 
 Investors are no longer being punished for not wanting to play the game. Risk averse survival tactics are being rewarded. 
 Being short now pays off. In the Euro and Yen models, cash and inverse equities are still in the weak and weakest  
 quintiles. This highlights that getting the currency right has become the most important decision for global investors. 

 Although the China market is still very high on the overall list, and is still up virtually more on the year than any Western  
 market, the fact is that the correction phase is still ongoing. We do not expect strong buy signals yet. Long term  
 investors will be wanting to buy, but not yet. 

 India was at the top of the table till as recently as July but is now in a consolidation phase. This coupled with the  
 Dollar being strong has caused it to slip down the list where it is now relatively weak. This does not alter our long term  
 positive and overweight view even though we suggest a neutral allocation at the moment.

 Across all models, Japan and Europe are super strong. They are also good value. On a relative basis these markets should  
 be over-weighted. 

 Anything to do with Emerging markets or Commodities are weak across all models (Fig S.7 #4). They are all in powerful  
 bear trends which are in a capitulation phase, but not yet at final lows.  We do not regard either China or India as emerging  
 any more. They are much more important than that. However Latin America, many African markets and those in Asia that  
 relied on supplying China will all experience a very tough time ahead and should be avoided.

 Greed Assets are falling and have dropped below the trigger point that makes them a Sell across all the models  
 (Fig S.7 #1).  Fear Assets are all rising, and especially so for the US dollar portfolio, where they have clearly gone above the  
 trigger line and have become a buy.

MY THOUGHTS ON WORLD MARKETS

Source: The ECU Group plc, Datastream

Figure S.7: Plot of technical ranking trends using ECU Multi-Asset Technical Ranking Model
(1) Greed Assets across all G4 Mutli-Asset Portfolios have 
dropped well below the trigger point that makes them a "Sell" 

(2) Long Duration Global Government Bonds strengthening 
signals "flight to safety"

(3) Global Equities unwinding into negative Q3 Seasonality (4) Emerging Markets performance collapse into lowest  
technical ranking
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Investment Style Ranking

 Our models show the factors and investment styles that are being rewarded or punished by Mr. Market at the Global Equity  
 Market level. The story is broadly the same as it was last month.  The trend in place remains in place (Fig S.8 #1).

 Large market capitalization is important because investors clearly feel that they may want to sell again at short notice.  
 They do not want to be locked in.

 The stock must be going up in price. Technical risk factors like making new 12-month highs mean more buying will  
 follow for the strongest markets.

 Even if the trends show high overbought conditions, which to a tactical trader would normally be a sell signal, they are  
 now used as buying signals. The fact that they are overbought means they have been going up in price.

 Any and all measures of global equity market momentum are strong. Value is not important. These factors are working  
 at the Global Equity market level. However, at the local level and specifically in the US, equity momentum strategies are 
 clearly on the wane (Fig S.8 #2).  Some of the biggest fund managers have been trading the hell out of the top famous 
 five stocks, but now in recent months are losing money as the stocks roll over and die (Fig S.8 #4).

 Growth is sought after, and it does not matter what is paid for it, as long as the growth is credible.

 Cash is ranked in the top quintile, just under the passive holding of the Global Equity Index. Investors are not being   
 punished for taking risk off the table, they are now being rewarded and going short is good for hedging downside  
 risks.

 The countries where these styles are making money are Japan, Core Europe, US and China.

 The countries where these styles are not working are the Emerging markets and Commodity driven equity markets.

Source: The ECU Group plc, Bloomberg, Datastream

Figure S.8: Global Equity Market Momentum is still the strongest ranked factor but has been unwinding
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Investment Cycle Roadmaps
 
We are living in a period when politics intervenes in size. Prices are not discovered by buyers interacting with sellers. Bear 
markets and even 10% setbacks had not been allowed. We cannot criticize China for stopping a market rout when in the West we 
have had QE on the scale so far delivered. We also know that no Central Bank has any other new ideas. If action to date has not 
worked, then "just give more of the same" is all we can expect.

This means that many of the cycles that we technicians have used for years have been bent out of shape. In fact all short-term cycles 
have been completely squashed or at least that is the impression you might have.  However, it may not have escaped your notice 
that “Selling in May and going away” was a good thing to have done. We still need to know where the cycles are likely to turn.

The seasonal cycle normally gives a run up in summer to a top in late August-early September, but then enters the most 
negative two months of any year (Fig S.9 #1). The pattern is of a fall, followed by a rally, then the rest of the fall.  The worst part has 
occurred on average in September.  The final climactic low is normally in October, and on rare occasions can be in November. 
Major corrections in the fall-crash season average 29% (Fig S.9 #3). 

We show how this has worked since 2008, and especially from the 2009 low to date which has of course been a bull market. In 2008, 
the drop in the critical period was 34%, and in 2011 it was 17% on US Equity markets. Even in the strong QE fuelled years this period 
still gave a drop of about 9%.  Now that we had gone over 1000 days without even a 10% setback we remain especially vulnerable.

Longer-term cycles are supposedly more robust than the short-term ones.  That being the case, notice that the fifth year of any 
decade is normally by far the best, up on average by 31.5% (Fig S.9 #4).  If the markets performance is weak in this year, then 
the underlying trend is very weak indeed.  The 6th and 7th years are always ones to avoid if possible (Fig S.9 #4). All this 
encourages us to be as risk averse now as we can. Without more intervention from Central Banks, whether called QE or something 
else, the downside risk is very large.

MY THOUGHTS ON WORLD MARKETS

Figure S.9: Short and Long term Cycles indicate equity markets risks are skewed to the downside

Source: The ECU Group plc, Market Analyst, Datastream 
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MY THOUGHTS ON WORLD MARKETS

Putting it all together

 We are living in uncertain times. Anything related to the “Old Normal” has been dead and buried a long time ago. We no 
longer have free markets and this has been especially clear since QE came into force. In China it is even clearer. Politics 
intervene in markets to dictate prices and guide where they are allowed to go.

 Most markets had gone record breaking amounts of time without even a 10% setback. The normal cycle from bull to 
bear phase has been stretched to near record breaking levels.  There have only ever been three previous occasions since 
1882 when bull surges have gone this long and valuations have been stretched this high. Without exception they have 
been followed by a minimum of a 50% setback. Sometimes this has been accompanied by massive deflation or depression. 

 Looking at Commodity prices we can at least see that this time deflationary forces are far more powerful than inflationary 
ones.  The outcome will not be the same as the last time around. History rhymes, it does not repeat.

 We no longer regard either China or India as Emerging markets. They are both much larger and more important than that. 
They are the future of the planet.

 All markets that have done well by selling commodities to China or by providing services will now be in a totally 
catastrophic condition. A major structural secular bear for them is now underway. Most do not have the skills or political 
will to do anything about this. The regimes in power are too corrupt to care.

 Developed Western markets are at best waiting for the Millennial Generation to become old enough to drive a bull 
phase. This happens at the earliest in 2020, and does not gain any real momentum till 2023. Until then they are unlikely to 
generate good returns. 

 They are seen as safe only because the human mind finds it difficult to think outside the normal box. Relatively, the US is 
absurdly expensive and Europe is left behind and cheap. Perceiving this gap in value will be positive for Europe and 
negative for the US. That means these markets may fall less not necessarily go up.

 Developed World markets will, however, be seen as safe havens for the time being. They may not make any money, but 
as long as they lose less this will be OK.

 Even with QE some of the cycle work is still operating. “Sell in May” worked this year. The next prediction from the cycles is of 
a top in late August to early September. This will be followed by a nasty setback. After a bounce the final low is not till late 
October. There is every reason to be risk averse right now.

 The next cycle is the Decade rhythm. This is more powerful. It shows that normally the strongest year in the decade is the 
fifth.  If markets cannot rise then, when the trend turns down they will collapse. The 6th and 7th years of any decade are 
well worth avoiding. So far this year has been very disappointing for all Western markets.  Commentators are great at pointing 
out the crash in China, but in the real world this is still by far virtually the top performer this year.  It is in the West where the 
greatest vulnerability lies

 The meltdown in China makes sure that all Emerging markets are in trouble. All commodities are going down into 
capitulation phase. The Global economy is cooling down fast.

 Because of all this, the US Fed and even the UK Bank of England may not be able to raise interest rates just yet. The 
Central Banks are forecasting this but Mr. Market does not believe them.

 In practice, investors are selling the short-end of most government bond markets (short duration government bond 
yields are rising). However, they are buying the long-end as they do not believe there will be inflation. Investors can clearly see 
deflation all around them especially in Oil prices and copper too. This means the yield curve will continue flattening.
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 All the factors we normally expect to see in the long process of topping out a giant bull move are unfolding in plain sight. There 
is a clear and present danger of a bear phase which at a minimum will be a 10% setback and a probabilistic average of 
29%. Either cliff-drop might lead to yet more pathetic Central Bank action, which no one thinks will be all that effective. In the 
event that they either do nothing, or alternatively lose control, then a crash is inevitable. It is just a case of “When, not If.”

 Our models show that many Global Investors find it all confusing and do not wish to play the game, but it is their job to 
own something nonetheless. They have become super risk averse in mind set and are acting on it.

 The model shows that Government bonds are being bought as a safe-haven even though the Fed mindset is talking about 
raising rates.They are also raising cash and sitting on it, and being rewarded for doing so.

 Some are even putting on short trades and not getting their head handed to them on a plate.

 If they must own equities, as the dividend flows are better there, they want cheap ones in Europe rather than expensive 
ones in the US.

 Elsewhere, they want to own Japan. Abenomics hasn’t worked yet but it will in future. A great Samurai warrior will not give 
up without a fight.

 Anything to do with Emerging markets or exporting Commodities is in a major structural bear phase. These markets are 
to be avoided. The final bottom may be a long way further down than the bottom of the page for the current chart.

 We live in exciting times. “He who fights and runs away, may live to fight another day. For those that do may fight again, which 
he can never do that is slain.”

MY THOUGHTS ON WORLD MARKETS
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