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Global Market Strategy  –  February 2019  

Equities rebound strongly from December lows - and they should continue 

The Dow Jones rose more than 7% in January and the Nasdaq more than 9%.  December was undoubtedly an unpleasant 
month for stock investors, exacerbated by almost 500 US hedge funds closing their books for good.  Such huge liquidation t 
created a ripple effect which unnerved investors otherwise preoccupied with fears of the consequences of the trade war, snail-
pace growth in Europe and Brexit. 

January turned over a new leaf.  It was the best January Stockmarket performance across the board for 30 years, with an 
average 5% rise across many asset class valuations from the lows of Christmas Eve.  So is this the start of a V-shaped 
recovery?  Ken Fisher of Fisher Investments, thinks it is: 

• The average return in the S&P500 following a rapid 10-20% correction such as we saw in the fourth quarter, is 34% in the 
following 12 months 

• Sudden contractions in company valuations such as those seen in the fourth quarter, are nearly always followed by 
company valuation enhancements in the following 12 months unless corporate earnings fall 

• Every 3rd year of a President’s term in office in the US since 1939 has seen a positive return of 17% for the US 
Stockmarket  

• We are on the verge of a yield curve inversion (two to ten year).  There have been four occasions in the past when a yield 
curve inversion has not led to a recession, and on each of those four occasions the market has rallied 15% in the following 
12 months 

• Nearly all Leading Economic Indicators (LEIs) and Purchasing Managers Indices (PMIs) around the world are positive 
and pointing to growth.  85% of the world economies are growing, only 15% is not but the 85% will pull the 15% along 
with it.  Higher valuations with rising earnings is a sufficient recipe for Stockmarket gains in 2019 

• Year of US government shutdowns have always led to double digit positive returns in US indices, indeed the longer the 
shutdown, the more positive the return 

Markets have priced in a significant deterioration in earnings and yet the current earnings season in the US is demonstrating 
that actually earnings are not deteriorating but growing slightly.  Indeed, such is the realisation of this that the market jumped 
during the final days of January, helped by the “Fed to stay patient” announcement from Jerome Powell this week.  Powell’s 
statement caused the dollar index to retreat quickly and precious metals prices to rise. 

Dollar index, two months to January 31st 2019 (Source FXStreet.com)  

Silver prices are up 5.3% over the last 7 days to January 31st and gold is up 3.3% over the same period.  Some of the gain that 
would otherwise have been seen in bullion has been directed to undervalued equities.  Fresnillo, the Mexican silver miner 
listed on the LSE, is up 12.3% since January 23rd, and the HUI index which tracks the unhedged prices of a basket of leading 
goldminers is up convincingly over the last 10 days, reflecting an outlook of longer term sustained low interest rates in the US 
and hence a weaker dollar, which is good news for the markets, especially US equities, Emerging Markets, Asia and precious 
metals. 
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NYSE Arca Gold BUGS Index, 10 days to January 30th inclusive (Source: BigCharts.com) 

Oil prices are volatile this year as the market tries to get its head round whether China is truly slowing down, and if it is, what 
will be the ripple effect on global growth, particularly if the trade war continues.  If a deal between the US and China cannot be 
reached soon, the US has threatened to double tariffs on Chinese imported goods on March 2nd.  Clearly, a slowdown in the 
world economy, however caused, is bad for oil producers as they see the oil price sliding, yet in January prices rose strongly on 
greater optimism for the world economy, assisted by US sanctions on Venezuela and cutbacks on deliveries to the US by Saudi 
Arabia.  Since the end of December US WTI futures are up 20% and UK Brent futures are up 15%.  The ideal oil price for 
consumers and for the oil producers, from their different points of view, is a range between $45-$65.  $65 can just about be 
tolerated by consumers at the pump, $45 can just about be tolerated by the producer.  Current prices are $55 for WTI and $62 
per barrel for Brent. 

Brent March futures, 12 months (Source BigCharts.com) 
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In one month, the pound has risen from 1.1104 € on January 2nd to 1.1441 € on January 30th, a 3% move on the back of 
market optimism that the EU will at the eleventh hour grant a concession to the ‘backstop’ (the word given to the assurance by 
the EU that there will be no hard controls between the UK and Ireland across the Northern Ireland/Republic of Ireland border 
but which ties the UK to the EU for an indefinite period).  Hans Redeker, leading currency analyst at Merrill Lynch, said in an 
interview with poundsterlinglive.com that he feels the pound should now be bought on any dips against the euro and the dollar, 
and that UK stocks are undervalued.  The two things don’t quite go hand-in-hand since a rising pound value will make it harder 
for UK exporting businesses.   

Mr Redeker also stated that he believes the South African rand will strengthen against the major currencies in 2019 on the 
basis it is likely there will be political stability through 2019 elections and that the South Africa Reserve Bank will continue to 
make brave decisions on interest rates in a pre-emptive bid to head off inflation.  In the last 12 months the rand has improved 
from a low against the pound of 19.8892 to a current level of 17.4955. 
 

SPX S&P500 Index 10 years 2008-2018 (Source BigCharts.com) 

Aside from the Environmental Social and Governance (ESG) theme at the forefront of investment during 2018, Marijuana is 
increasingly on people’s radar. 

Marijuana has become prominent in the last year not only in the UK as a result of the publicity afforded to families who have 
been forced to travel to Holland to obtain cannabis product to alleviate their children’s chronic epileptic fits, but widely across 
the western world, especially Canada where cannabis is now fully legal, which is accepting that the weed has special medicinal 
properties which are unreplicable.  One by one, states across the US are legalising cannabis.  Michigan recently voted to 
legalise the drug, and whenever the subject is put to the vote legalisation wins.  Even ‘recreational’ weed is receiving 
endorsement for legalisation.  (Currently cannabis is bracketed alongside heroin or cocaine in the severity of its illegal status.) 

Anticipation that cannabis’s unique healing properties will be universally endorsed and explored, perhaps explains why the 
‘Alternative Harvest’ ETF (ticker ‘MJ) is up 35% this year already, while one of the best capitalised stocks in the space, 
Canopy Growth (CGC), rose 89% last month.  This is a sector not for the faint-hearted as it is very volatile but with just two 
countries in the world, Uruguay in 2013 and Canada in 2018, legalising cannabis, scope for growth is undoubtedly substantial. 

Favoured investment plays: 
Nil risk:                         Cash  
Cautious risk:                  AAA Corporate bonds 
Balanced risk:          Managed / Multi-asset funds   
Market risk:          UK equity 
Adventurous risk:            Asia, US equity 
Speculative risk:              Technology, China, India, Other EM, Precious metals 
Disclosure:   
Nicholas Chappell has the following personal investment exposure: Technology (including new energy, all US) 32%, US smaller cos 3%, 
(Other) US equity 8%, India 4%, China 4%, (Other) Emerging Markets 7%, (Other) Asia 15%, Pharmaceuticals 12%; Global Equity 8%, 
Precious metals 7% 
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Alternative Harvest ETF (MJ) 1 year to January 31st. 2019 (Source: BigCharts.com) 

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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