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          Fed’s promise to print money until 2022 offers safety net for equity investors

The US Federal Reserve has said it will not raise interest rates until 2023 at the earliest, in an attempt to assure businesses that they will not 
have to deal with an increasing cost of finance to keep or get their business going in the wake of the covid pandemic. 

It is understandable that all communities across the world want to get out and about and exit confinement, however as the US is proving, 
reopening the economy without extreme caution will cause a second wave of virus spread and probably lead to at least regional second 
shutdowns. 

The stop-start-stop nature of people and economic management is leading to understandable volatility in certain market sectors, most notably 
‘consumer discretionary’ such as travel, pubs and restaurants and close-contact spectator events (cinema, theatre, sports).  These areas will 
come back but the question is how many small businesses will be forced to close because government help, as generous as it is, can only go 
so far and for so long. 

Typically, the sectors in which to invest as recession dissipates are consumer discretionary, financials, industrials (construction), and (raw) 
materials.  The trouble with financials is that while valuations are cheap, they have essentially been told by Jerome Powell that their profit 
margins will be severely limited, if they can generate them at all during the next 2-3 years.  You get “paid to wait” though as dividend yields 
are attractive, however as Wells Fargo announced this week, dividend payouts will have to be cut to ensure financials are adequately 
capitalised. 

BP, BT and many other companies are cutting or scraping dividends for the same reason, and such rigour is a helpful signpost for investors to 
avoid chasing high dividend payers purely for a source of income.  Indeed no longer are the commodity and financial heavyweights the safe 
havens for investors they used to be.  Instead they are the leading lights to the future, running under the title Big Tech.  25% of the market 
capitalisation of the SP500 in the US is accounted for by five companies: Apple, Amazon, Facebook, Google (Alphabet) and Microsoft.  
Facebook is under pressure at present, as are other social media stocks, to de-weaponise their offering, but social media is here to stay and, 
used in the right way (to aid and speed communication across all boundaries) has a huge role to play in the future, as do the offerings of the 
other four. 

It is unwise to chase any stock but the covid pandemic has not only shone a brighter light on FAANG (to include Netflix), or more accurately 
FAAMG(?), but also the business-from-home stocks such as Zoom and Docusign, and payment facilitators such as Square, Paypal and 
Mastercard.  These stocks are among the jewels which will thrive on the other side of the pandemic. 

If one theme of the future is Tech, another is Healthcare: investment in pharmaceuticals which, almost collaboratively, are not only seeking 
a cure to this virus but are sure to redouble efforts to find solutions and breakthroughs in other areas. 

Another theme for the future is infrastructure and clean energy: ensuring that not only do we upgrade and renovate outdated modus 
operandi, but that we earnestly start to look after our planet for the benefit of succeeding generations, aided by less commuting to work and 
greener travel (electrification and hydrogen fuel development). 

A fourth (intermediate) theme is the diminution in the value of paper currency and a consequent gradual increase in the value of unprintable 
currency, notably gold and silver.  Aside from the historical aide to higher precious metals prices that is inflation, which is a long way off, 
the only reason gold and silver have not appreciated respectively more than the 17.76% and somewhat derisory 4.76% year to date, is the 
belief that shorter term returns will be greater elsewhere, yet it is indisputable that the pound, dollar, yen, euro are losing value, and the South 
African rand, the Brazilian real and other emerging market currencies have been spiralling downward for some considerable time.  Both gold 
and silver are arguably better diversifiers from equities than nearly all bonds, including corporate. 
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On the political front, Joe Biden is now reckoned to have a 75% likelihood of beating Donald Trump in the US presidential election in 
November, according to Dan Mahaffee of the Centre for the Study of the Presidency and Congress.   

Biden’s views on how he sees America’s development of relations with China are unknown.  Biden seems to be playing the Teresa May 
game she played with Jeremy Corbin in the 2017 election: say little and let the other fellow shoot himself in the foot.  Either Biden is playing 
it cool or he’s playing it late.  This last week he did say he would roll back the tax incentives which Trump has brought in since he become 
president.  Joe Biden seeks to address the dispersion between those able to benefit from the wealth effect of the stockmarket and those 
struggling to meet day to day expenses, never mind having spare money to invest in the stockmarket.  Many Americans are on this same 
wavelength, and they are also disturbed by the country’s increasingly self-isolational state.  A Biden victory would initially have a 
detrimental effect on equities (there is a suspicion he would also make the capital gains tax rate the same as that of income tax - something 
which could also happen in Britain to help pay for the pandemic’s consequences), however unless central banks roll back considerably their 
monetary support, stocks should continue to maintain their attraction, even if it is for a minimal dividend. 

It is ironic that China, which brought covid-19 to the world, is now flying.  It’s Purchasing Manufacturers’ Index (PMI) came out on 
Tuesday at 50.9, indicating expansion, ahead of the 50.4 which was forecast by analysts, and the non-manufacturing (ie the services part of 
the economy) index was comfortably in expansion territory at 54.5.  The Shenzhen Composite Index is up 15.56% year to date. 

As in the West, emphasis for investors in China has turned in the last ten years from the financials to technology and ESG.  Dale Nicholls 
who runs the Fidelity China Special Situations fund, says that “many Chinese companies are making strong efforts to improve their ESG 
focus, including disclosure, reporting, responsible sourcing and monitoring”.  Alibaba issued its first ESG report in 2018, which identified 
ESG-related issues as “most critical to the sustainability of the company”. 

Infrastructure plays a huge part in the development of China and its drive to bring a greater wealth to the lower and middle classes.  The Belt 
& Road initiative which commenced in 2013 and involves 70 countries across Asia, Europe, the Middle East and Africa, is the cornerstone to 
President Xi Jinping’s foreign policy.  His domestic policy is to make China the world’s number one superpower, however this ambition is 
threatened by Xi’s apparent willingness to take on China’s neighbours with a big stick approach.  Conflict on the border with India threatens 
India’s economy, Taiwan is used as a political football, and Japan is involved in an ongoing dispute over land in the South China Sea.  
Trump’s willingness to confront Xi on trade imbalances is encouraging US companies to base themselves anywhere but China, and until the 
covid outbreak one of the prime beneficiaries of the diplomatic spat has been Vietnam. 
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From an investor’s point of view and looking to the long term, it is hard to make a case for not investing in China but more presently Japan 
should be on everyone’s radar.  Japan currently has some of the most attractively valued and strongest capitalised companies. 

As for the UK, regrettably it is hard to argue an investing presence of any significance.  Weighed down by the cloud of Brexit and the 
uncertainty of trade negotiations further afield, the weakness of the currency should be helping the stockmarket.  Instead, the virus has 
brought about the worst contraction in economic growth in the UK since the 17th century.  The stockmarket struggled to record a paltry 8% 
gain over the last quarter, versus a 24% rise in the DAX and SP500.  If the UK fails to get a deal with the EU by December 31st the pound is 
likely to fall significantly.  

Favoured investment plays: 
Nil risk:                          
Cautious risk:                  Cash 
Balanced risk:          Managed / Multi-asset funds 
Market risk:          Multi-asset funds, UK equity 
Adventurous risk:            Asia, Europe, Japan, US equity,  
Speculative risk:              Technology, Healthcare, Precious metals 

Disclosure:   
Nicholas Chappell has the following personal investment exposure: Technology (all US) 17%, (Other) US equity 6%, China 6%, Asia 12%, 
Global Equity 38%, (New) Energy 8%, Pharmaceutical 3%, European equity 4%, US smaller companies 1%, Emerging Market equity 5% 

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 Wealth Management by some of the world’s 
leading investment houses and although McLaren Wealth 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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