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Today, we are adopting a 
more defensive stance in 
our portfolio positioning, 
moving underweight 
equities, reducing some of 
our underweight in high-
grade government bonds 
and increasing our 
position in cash. 

Increasing our  
defensive positioning 
 

Over the past week developments in the US-China trade dispute have 
deteriorated materially. On 1 August, the US declared negotiations with China 
were progressing too slowly and announced the impost of new tariffs at 10%. 
These would be applied to the remaining $300 billion of imports from China that 
are not already being tariffed at 25% from 1 September.  

A few days later on 5 August China took a retaliatory stance, allowing its currency 
to weaken noticeably through key levels and to decade lows against the US 
dollar. It also halted the purchase of US farm products (in conflict with US 
demands for a rapid increase in purchases) and threatened to impose its own 
tariffs on US goods. 

Improvement in manufacturing and trade activity  
remains elusive 

Recent data has shown some improvement as the world economy exited a 
relatively weak Q2 for growth, with improving data in the US jobs market and 
housing
sales and industrial activity. However, elsewhere data has remained weaker, with 
European and UK PMIs reversing much of their recent gains and emerging 
market data showing little upward momentum. Moreover, as we discussed in the 
August edition of Core Offerings, How expensive are equity markets?, some 
improvement in manufacturing and trade activity was likely to be critical to the 
ability of the world economy to stabilise over the rest of this year. To date, this 
improvement remains elusive. In addition, with 75% of the US reporting season 
complete, the slowdown in earnings over the past year has continued (though 
growth remains modestly positive).  

We are adopting a more defensive stance in our  
portfolio positioning 

Today, we are adopting a more defensive stance in our portfolio positioning, 
moving underweight equities, reducing some of our underweight in high-grade 
government bonds, and increasing our defensive positioning in cash.  

We still believe the underlying fundamentals for the global economy remain solid, 
reflecting tight global jobs markets, low inflation and very low interest rates. 
However, we are judging that recent developments portend further escalation in 
the US-China trade dispute that has the potential to weigh on global business 
investment and sentiment. This would increase the risk that the global economy 
may fail to stabilise over the rest of this year, with global trade and industrial 
activity potentially weakening further from here.  

This judgement is not without risk. However, with equity markets on the expensive 
side of fair (as discussed in our recent Core Offerings), and central banks likely to 
be easing policy further, we believe a more defensive portfolio stance is warranted 
over the coming six months. While falling bond yields continue to provide equities 
with valuation support, the recent rapid change in the US-China trade dispute has 
left a dark cloud over the earnings outlook.  
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In particular, we are moving from neutral to underweight equities overall (-3 from 0), tilting underweight Europe (-1 from 0) and 
emerging markets (-1 from +1), staying underweight the UK and remaining neutral in the US and Australia. On the likelihood of 
further easing from central banks, we are reducing our underweight in high-grade international and domestic bonds (-1 from -2), 
while remaining neutral global and overweight domestic credit. We have further increased our defensive positioning, increasing 
our tilt to cash (+2 from 0) and are maintaining a strong overweight to alternatives (+3 to +2). 

We are now moderately overweight fixed income to equities 

Overall, key aspects of the portfolio are now moderately overweight fixed income (-1) relative to equities (-3) balanced by a 
defensive position in cash and alternatives (+4 together).  

Within equities, we are relatively overweight US and Australia (which would likely be defensive markets in a trade dispute and 
where there have recently been better growth prospects) against all other equity markets.  Within fixed income, we are 
overweight credit (+1, domestic) relative to high-grade government bonds (-2). 

The most significant risk to this positioning is that the US and China quickly resolve their current trade dispute, delivering a 
sharp rally in equity markets to new levels. However, the risks of a more damaging US-China trade war have increased and, 
with China choosing to openly retaliate against the US (signalling a relatively new confrontational stance) ahead of any material 
improvement in  global industrial trade and production, there now appears a more material risk that 

ng months. Uncertainty around the rising risk of a hard UK 
Brexit add to this concern. Further ahead, we are looking for signs of improving global growth, some resolution or de-escalation 
in the US-China trade dispute, as well as progress around Brexit to engage a more positive portfolio position. 
 

Previous tactical asset allocations   New tactical asset allocations 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

IMPORTANT NOTE 

This document has been prepared by Crestone Wealth Management Limited (ABN 50 005 311 937, AFS Licence No. 231127) (Crestone Wealth Management). The 
information contained in this document is of a general nature and is provided for information purposes only. It is not intended to constitute advice, nor to influence a 
person in making a decision in relation to any financial product. To the extent that advice is provided in this document, it is general advice only and has been 
prepared without taking into account your objectives, financial situation or needs (your Personal Circumstances). Before acting on any such general advice, we 
recommend that you obtain professional advice and consider the appropriateness of the advice having regard to your Personal Circumstances. If the advice relates 
to the acquisition, or possible acquisition of a financial product, you should obtain and consider a Product Disclosure Statement (PDS) or other disclosure document 
relating to the financial product before making any decision about whether to acquire it. 

Although the information and opinions contained in this document are based on sources we believe to be reliable, to the extent permitted by law, Crestone Wealth 
Management and its associated entities do not warrant, represent or guarantee, expressly or impliedly, that the information contained in this document is accurate, 
complete, reliable or current. The information is subject to change without notice and we are under no obligation to update it. Past performance is not a reliable 
indicator of future performance. If you intend to rely on the information, you should independently verify and assess the accuracy and completeness and obtain 
professional advice regarding its suitability for your Personal Circumstances. 

Crestone Wealth Management, its associated entities, and any of its or their officers, employees and agents (Crestone Group) may receive commissions and 
distribution fees relating to any financial products referred to in this document. The Crestone Group may also hold, or have held, interests in any such financial 
products and may at any time make purchases or sales in them as principal or agent. The Crestone Group may have, or may have had in the past, a relationship with 
the issuers of financial products referred to in this document. To the extent possible, the Crestone Group accepts no liability for any loss or damage relating to any 
use or reliance on the information in this document. This document has been authorised for distribution in Australia only. It is intended for the use of Crestone 
Wealth Management clients and may not be distributed or reproduced without consent. © Crestone Wealth Management Limited 2019. 
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