
 

International Perspective & Independent Advice   Since 2004 
____________________________________________________________________________________ 

Global Market Strategy  –  January 2020  

2020 not quite a repeat of 2019 - but close

This time last year this bulletin forecast no interest rate rises from any of the world’s central banks, against the opinion of most 
of the analysts that there would be at least three, possibly four rate rises from the US’s Federal Reserve.  We were proved right. 

The year ahead should see again not a single rate rise by the major central banks, and again a good year for equity investors. 

Equity returns across the board were extremely good in 2019.  In Europe, Greece’s market rose 43%, and Italy was up 28%.  In 
the US, there was a positive return of 22% for the Dow Jones and 33% for the Nasdaq.  The S&P500 rose 28%.  In China, 
bizarrely the figures are almost identical, the Shanghai Composite rising 23% (rebounding from a 22% fall in 2018) and the 
tech-heavy Shenzhen was up 35%.  The UK’s FTSE100 rose 14% and the mid cap FTSE250 had a stellar 28% rise. 

Such heady gains should have investors nervous.  Option traders have increased their put positions, unsurprisingly.  The pace 
of the gains might be unnerving, yet as if to reinforce the dictum “it’s about time in the market, not timing the market” for best 
results, market jumps have come in very short periods of time, principally during January, May, July, September and 
December.  There have of course been short bursts of panic but these have been usurped by the constant underpin of low 
interest rates, low inflation and healthy [US] consumer sentiment. 

Concern still exists that world economic growth is slow, and this helps to keep a lid on any threat of euphoria - the one thing 
that has yet to show itself and which would spell danger in bold letters.   

The only economic area which is robust is the US, with wage inflation 2.3% and consumer price inflation at 1.8% (12 months 
to the end of November). 

Corporate earnings in the US were better than expected in the third quarter.  US equity valuations are high but they can be 
justified by the US’s low unemployment rate.  While investors should be circumspect about investing in US equities because of 
high valuations, this should not necessarily impede an important consideration there still.  For ‘high adventurous’ (8 out of 10 
on the risk scale) investors, independent research analysts recommend more than 25% asset allocation to the US, and while 
most investors are more likely to be in the 4-6 risk profile bracket, even here 8-14% exposure is advocated.  Jim Paulsen, chief 
investment strategist at the Leuthold Group in the US, told CNBC on December 30th he believes the US stockmarket is about 
to embark on the second year of a secondary bull market, following December 2018’s 20% market sell-off.  Back in December 
2018 he predicted a strong rally would ensue in 2019.  However, despite his positive outlook for US stocks (he sees them 
rising another 11% in 2020), Paulsen believes any gains in the US will be dwarfed by stockmarket rises in emerging markets. 

China’s slower but surer growth story is reaping rewards for patient investors.  Long term investors should have exposure to 
China, either directly or through a more general emerging market fund.  On the basis Fed rate rises in 2020 are unlikely, EM 
should have another decent but volatile year.  The MSCI EM UCITS index, below, was up 14.52% last year. 

iShares MSCI EM UCITS ETF USD (Dist), 1 year to 31.12 2019 (Source:FT.com) 
                                                                                            January 1st 2020

http://FT.com


One company banking on a China upswing is Tesla.  The stock has risen 135% since its low point in June 2019, following the 
opening of its Gigafactory 3 in China and delivery last month of the first Model 3 cars to be built in China.  Currently, electric 
vehicles account for 2% of global car production.  This figure is expected to rise to between 5-7% over the next 3-5 years, and 
Tesla is ready to capitalise on that ahead of the likes of BMW, General Motors, Renault-Nissan, Toyota and VW.  News of the 
first deliveries of the Model 3 from Tesla's Shanghai factory, coupled with the announcement of a profitable 3rd quarter, 
catapulted the stock through $300 and then through $400 to its current level of $420.  Tesla is enjoying the kind of talk that 
goes with Apple: it represents cool.  Like the iPhone, which prompts people to find some way of upgrading their phone to buy 
the very latest, mere word-on-the-street marketing (the company does little other) is getting drivers to take a Tesla test drive 
and then try to find some way with which they can afford to buy one.  US equity analysts Wedbush Securities think the stock 
could go to $600 if the Chinese market for electric vehicles takes off.   San Francisco based global equity analysts Callan, 
however, don’t believe Tesla will meet its production targets, which will have the effect of seeing the current share price halve, 
and Tesla has to compete with China manufacturer Nio, whose share price doubled on the penultimate day of 2019 trading 
after it reported a lower than expected quarterly loss for Q3, better than expected revenue and a surge in deliveries in China. 

Gold and silver should have a good year in 2020.  If US interest rates remain at their current level, gold does not have to fight 
US treasury yields or a strong dollar.  The Fed made it clear it will look to leave US interest rates where they are now at 
1.5-1.75%.  This should lead to a gradual weakening of the dollar which will aid EM equities and precious metals.  Silver is 
often overlooked in favour of gold and, as a consequence, tends to be more volatile, gaining more in percentage terms than 
gold on the upside, and falling more on the downside.  Combined with increasing US debt which is moving China to increase 
its gold holdings, and taking into account Middle Eastern and North Korean political risk, then both gold and silver should do 
well in the coming year. 

Gold:Silver performance comparison, 5 years (Source: FT.com) 

2019 marked the downfall of the infamous Neil Woodford, once lauded as one of the great fund managers.  Investors 
understandably bought into the funds he launched within his new enterprise bearing his name in 2014.  The mistake investors 
made was not the decision to invest with him but in not sticking to a discipline of setting a stop-loss.  Even many of those who 
were monitoring their investment and saw the value of their holding fall below 20%, stuck with him in the belief the loss was 
only temporary, and those same investors could be caught again if the same thing happens to two other star names now: Nick 
Train and Terry Smith.  Terry Smith’s launch of the Fundsmith Emerging Equity Trust (FEET) attracted a flood of money, 
largely due to the incredible performance of his main fund, the Fundsmith Equity.  FEET, however, has never got going.  It 
now carries a one star rating from research company, Financial Express, and is fourth quartile over each of the 6 reporting 
periods, 1 month, 3 months, 6 months, one year, three years and five years.  Worryingly, the Fundsmith Equity fund has also 
dipped markedly of late, falling from consistent first quartile performance across all reporting periods, to fourth quartile for the 
last 3 and 6 months.  Granted, this is short term, however if it strikes out on a third occasion, managerial discipline says it must 
be cut.  Michael Lindsell and Nick Train’s Global Equity fund is another darling of many people’s portfolio.  The latest 
analysis of its performance shows it to be fourth, fourth and third quartile for the latest reporting periods (3 months, 6 months 
and one year), so it should be cut now.  It may come back, probably it will, but history teaches us that it is better to be ruthless 
and move on, than wait, hope and be too late.  Right now, there are funds performing better over all reporting periods. 
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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 (all US) 25%, China 6%, Asia 13%, Global Equity 20%, 
European equity 3%, UK equities 18%, US equities (other than Tech) 6%, Emerging Market equity 7%, Precious metals 2% 

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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