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The Fed blinks in wake of Trump comments on Powell

The rout suffered by nearly all stocks during October / November was ended when Fed chief Jerome Powell stated on 
November 28th that he thought US interest rates were "close to being normalised”. 

This statement suggested the Fed is not going to raise rates in the near future beyond a quarter point rise in December, and 
markets promptly rallied 2%, with the Dow up over 600 points for the day’s session and many individual tech stocks up 3-4%.  
The equity market has been a painful place since second half October, and was largely oversold on the back of algorithmic 
trading and excessive analyst pessimism.   

In spite of the US’s 600 point rally last Wednesday, tech stocks have still given up $1.1 trillion in market capitalisation since 
the sell-off began, but the focus for Goldilocks now will turn to Emerging Markets and Precious Metals.  Trump’s public 
discontent with Jerome Powell appears to have had the desired effect, and although political interference in what should be an 
impartial and apolitical arena is disturbing, in this instance it’s right.  If the Fed’s apparent exuberance for Quantitative 
Tightening had continued unchecked, it could have taken the world economy into a spiral downward not unlike the 30 year 
cycle being still experienced by the Japanese economy - and Trump was worried about it reflecting badly on his Stockmarket 
barometer.  The American economy might be in good shape, with record recent corporate earnings, low inflation and an 
apparent healthy workforce percentage, but a participation rate of 65% is nothing to crow about, and backward-looking 
earnings figures are no guarantee of future performance. 

Now we have the prospect of a gradually weakening US dollar and a rallying cry to emerging market investors.  A weaker 
dollar should also spark a rise in precious metals values, as other currencies, on which 95% of the world’s population depend, 
become more valuable and have more buying power.  That buying power is desperately needed for countries outside the US, 
including Europe and the UK, to continue their growth story and put the economic crisis of 2008 behind them. 

It is worth remembering that bond yields in Europe are still negative in real terms.  Given that the bond market is a barometer 
for growth, this is not a good sign.  There is still much work to be done in Europe in order to keep growth hopes alive, and the 
world needs the Fed to be aware of the knock-on global impact of its actions and not just focused on the US economy. 

Nevertheless, we could be on the verge of investor eutopia: low inflation, low interest rates, lower dollar and lower oil prices.  
Oil has come down 25% in a month and hovers around the $50 mark.  It is in something of a sweet spot: low enough to give 
some reprieve for consumers yet high enough not to cause anxiety for producers.  Of course Russia is considering upsetting the 
equation by threatening to support Saudi Arabia and cut production but if the status quo can be maintained or even improved 
slightly, then what a blessing for countries like India who import most of their oil and who have been hit hard by earlier oil 
rises this year and a weak rupee due to weakening confidence in the political regime. 
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The US-China trade dispute is a fly in the ointment which, if removed, would be such a fillip to most of south-east Asia which 
relies on China for trade.  Malaysia is a case in point, hit by a run of weak exports but with a resilient currency, a diversified 
structure of the economy and exports, a stable banking sector, a sustained current account surplus and business friendly 
policies, all putting it at the forefront of EM expectations, given a favourable global economic environment. 

The decline in China’s stockmarket over recent months has been due to two main factors: the US/China trade tariff dispute, and 
real concern over a domestic slowdown irrespective of the trade war.  Indeed a fear of a China economic crash-landing has 
been one of the causes of the market sell-off worldwide.  Yet if the outcome from the Trump-Xi talks at the G20 this weekend 
is in the least bit positive, there is much to recommend investment in China: 
• Its industrial production is up 6% year on year 
• Fixed asset investment is up 5.4% year on year  
• The renminbi is actually quite stable year on year at 7/1 with the dollar 
• Retail sales, which are the main economic driver, are up 9.2% over the last 12 months 
• Annual GDP growth to the end of the third quarter is 6.5%  
• Since the millennium, China's share of global GDP has more than tripled, from 4% to 15%, moving it ahead of Japan and 

putting it in second place behind the US (Source: FMG fund management) 

Shanghai Composite Index, I year (Source: BigCharts.marketwatch.com) 

As for the UK, the mess continues.  Tony Abbott, former Prime Minister of Australia, said last month that Britain, one of the 
founders and strictest upholders of democracy is about to yield to a European proposal which will leave it beholden to the rules 
of a club to which it no longer belongs.  Britain needs now a Churchillian figure to emerge and say “No, we shall not bow to a 
French and German initiative which allows France to save some face from its long held inferiority complex, and Germany to 
reenforce its wish for economic dominance and officiousness”.  Let there be a sound rejection of May’s parliamentary vote this 
month.  There will be short term pain as a result but it will surely be worth it for the UK to ultimately retrieve its dignity, 
independence and greater global bargaining power.  The point of no return means looking forward, not over its shoulder. 

Favoured investment plays: 
Nil risk:                     Cash  
Cautious risk:                  AAA Corporate bonds 
Balanced risk: Managed / Multi-asset funds   
Market risk:  UK, European equity 
Adventurous risk:            Japan, Asia, US equity, UK/European/US mid & smaller company sector 
Speculative risk:              Technology, China, India, Other EM 

Disclosure:   
Nicholas Chappell has the following personal investment exposure: Technology (including new energy, all US) 44%, US smaller cos 3%, (Other) US equity 5%, India 3%, China 
4%, (Other) Asia 13%, Pharmaceuticals 15%; Global Equity 13% 

Important information: This communication is for informational purposes only.  It is not intended as an offer or solicitation for the purchase or sale of any financial instrument or as an official confirmation of 
any transaction.  The price of shares and the income from them may fall as well as rise.  Past performance is no guarantee of future returns and investors may not get back the full amount invested, particularly in 
the early years.  Exchange rates may also cause the value of underlying overseas investments to go down or up. Investments in emerging markets and hedge funds can be more volatile and the risk to capital is 
greater.  All market prices, data and other information are not warranted as to completeness or accuracy and are subject to change without notice.  Some quoted analysis is a resume of data supplied to McLaren 
Asset Management by some of the world’s leading investment houses and although McLaren Asset Management has given its opinion as to how the data can be interpreted, investment should not be embarked 
upon without full analysis of the risks involved and a careful study of the sales prospectus, where applicable. 
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