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Global Market Strategy  –  September 2019  

Algorithms cannot turn off to Trump tweets as Gold becomes favoured trade

Volatility returned big-time to the markets during August, making the holiday month the most hair-raising in four years. 

After July’s positive returns for both equities and bonds, August was a different story.  Daily 200-300 point moves up and 
down on the S&P500 index were commonplace, bond yields fell in the US and across Europe as bond prices rose, and gold 
climbed - creating a measure of foreboding. 

Trump’s tweets that tariffs would be increased, ongoing concern at what is happening in Hong Kong, wider negative bond 
yields in Europe, uncertainty over Brexit, and algorithmic exaggeration have all contributed to unease equity investors who 
have turned increasingly to precious metals as their store of value. 

The 10 year Treasury is now below 1.5%, at 1.4961%.  Such is the scale of market disquiet that the 10 year Treasury will 
probably hit 1% before it again returns to 2%.  Ironically, investors are not bearish; there is no real conviction behind a 
pronounced equity market fall.  This is partly due to the lack of any yield anywhere other than in equities, and partly because 
many believe the US is supported by strong consumer spending, low interest rates and apparent full employment. 

But is employment “full’?  The participation rate is still low at 63% and a large swathe of the US labour force is being left 
behind - too long in unemployment; too long unable to build pension benefits; too little savings to take part in growing stock 
prices, and it is reckoned that 8.3 million people are holding multiple jobs because no single job is sufficient to make ends 
meet.  Real household income in the US is at 1999 levels, so on that basis the US economy is not so strong after all. 

Despite differing opinions on the durability of the US economy, the currency remains robust - up 1.2% last week to a 27 month 
high of 98.82.  (The greenback gained 2.4% in July.).  Strength in the dollar is compounding general market confusion as to 
where the UK is going, and Boris Johnson’s suspension of Parliament aided sterling’s momentary decline below $1.22. 

Long term growth is unquestionably to be found in Asia, and in particular, China.  Trump’s demands for US companies to 
bring all their manufacturing to the US sounds petulant at best to an unbiased observer.  China is the happening place.  Young 
people want to be there and be part of what is and should be an amazing growth story.  Investors should be a part of that and 
ignore short term noise distractions. 

This is a time when nearly all assets are being bid strongly: bonds in fear; equities in hope; cash in indecision; gold for 
insurance.  Usually, gold and silver rise in tandem when the dollar declines, however the fact that both precious metals are 
moving higher at the same time that the dollar is maintaining its own strength is proof enough that stores of value and 
insurance are being sought.  Gold has risen over 20% this year, including a leap of 7.3% in August.  Given geopolitical 
concerns, uncertainty over world growth which is bringing about negative bond yields and increasing temptation to borrow, the 
precious metal can be expected to continue its rise.  It’s the one currency that cannot be manipulated and constraints on 
production mean its supply is limited. 
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When gold starts a move to the upside, silver is often a second thought and a slow-starter.  Silver is up 18% for the year but 
eclipsed gold for the month, rising 11%.  Technical analysis from fxstreet.com confirms silver prices have dropped from the 
49.80s at their highest point in April 2011. “The first upside target is the 23.6% retracement level at 22.15. Thereafter, the 
38.2% target is 27.40”.  The current price is £18.48 as at close August 31st. 

Gold (orange)/Silver (blue) performance, 1 year (Source: FT) 

Favoured investment plays: 
Nil risk:                          
Cautious risk:                  Cash 
Balanced risk:          Managed / Multi-asset funds, Corporate bonds 
Market risk:          UK equity 
Adventurous risk:            Asia, US equity, European equity 
Speculative risk:              Technology, Healthcare, China, India, Other EM, Gold/Silver 

Disclosure:   
Nicholas Chappell has the following personal investment exposure: Technology (including new energy, all US) 20%, China 7%, Asia 7%, 
Pharmaceuticals 3%, Global Equity 40%, UK equities 7%, US equities 7%, Emerging Market equity 9%,  

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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