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Global Market Strategy  –  December 2020                                               

 Dow Jones passes 30,000 for the first time as global equities have their best month ever

November was the best month on record for equities across the globe as they averaged a return of 13%.   

Markets are comfortable with a Biden victory in the US election (resulting in a stalemate between Congress and the Senate thus less 
likelihood of radical tax changes) and there is expectation of less international trade confrontation.  Coinciding with the election result came 
successive announcements of an imminent vaccine to the corona virus. 

Positive news of a vaccine immediately presaged rotation out of at-home technology (ZOOM, Peloton, Netflix) into hitherto market laggards 
such as airlines, cruise operators, hospitality, housebuilders and energy.   

Money also flowed out of precious metals.  With Pfizer and then Moderna both announcing 90% success rates for their virus vaccines, the 
safe haven status of precious metals lost its appeal, as did alternative refuge in the dollar which fell 2% during November.  It is unusual to see 
both the dollar and precious metals decline at the same time but strong Chinese economic data gave an incentive for investors to take on 
exposure to the renminbi and alternative currencies.  There had been a feeling in markets that 94 on the US dollar index was a crucial level 
for silver: above it, and silver was unattractive; below it and dollar weakness should see silver shine, but such has been the strength of 
sentiment toward equities following the vaccine announcements, investors withdrew exposure to a superfluous precious metals trade in 
favour of a ‘return to normal’ play and the benefits to corporate balance sheets as a result. 

US dollar index, one year (Source: BigCharts.com) 

Weakness in the dollar is good for emerging markets as it reduces interest payments on borrowings and makes commodity purchases priced 
in dollars, cheaper.  Therefore quite apart from developing Asian equity markets being much more reasonably valued than those of the US, 
they now have the tailwind of a weaker dollar.  There has been a gradual repositioning of international investor portfolios away from the 
expensive US market,  favouring Asia in particular but also toward underowned Europe and even unloved UK.  European equities had record 
inflows of capital amounting to $1.3 trillion in November, channelled principally toward financials and energy. 

Many fund managers believe the UK equity market is now the most undervalued of all international stockmarkets.  During November we 
saw the forerunnner to a successful Brexit deal when the FTSE100 rallied 900 points in 16 days from 5950 at the end of October, and the 
performance was replicated by the FTSE250.  It is clear investors want to buy the UK market but it takes courage to do so in the face of trade 
deal uncertainty and a strengthening currency.  While the dollar had its worst month since July, the UK pound rallied strongly in November, 
touching $1.34 and reaching €1.13 in the middle of the month before retreating on word that Britain and the EU were still far apart in being 
able to reach a Brexit closure deal.  Forex traders see 2-3% upside in sterling if a decent deal strikes; conversely they see 6-7% downside for 
the pound if there is no deal.  Impact on the euro if there is no deal is likely to be muted because of the diversity of trading partners in the 
EU. 

The inflow of capital toward financials during November came despite the likelihood interest rates will remain low in the West for at least 18 
months.  It was a steepening in the longer end of the interest rate curve which appears to have tipped investor minds toward the banks.  In the 
US, Goldman Sachs (GS) rose 24% in the space of 10 days - however this move is probably momentary and algorithmic, given that margins 
for banks will continue to be sorely tested for some time without any interest rate leverage. 
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FTSE100 index, three months (Source: BigCharts.com) 

In the Far East, markets are also celebrating strong performance.  As American indices were having their rally, China’s Shanghai Composite 
index eased above 3400 and Japan’s Nikkei 225 continued its own impressive advance. 

Nikkei 225 index, one year (Source: BigCharts.com) 

China has its own agenda in building economic strength and global reach.  Not only does it have the Belt & Road Initiative, an infrastructure 
project involving 70 countries across Asia, Middle East, Europe and Africa, but more and more is being spoken of the Digital Silk Road, an 
effort by China to hold the reins in the development of telecommunication and internet connectivity across the same developing territorial 
expanse.   

One Belt One Road (“OBOR”) - Source: Wikipedia 
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Chinese stocks are much more reasonably priced than those of their US counterparts, and Fidelity’s Sumant Wahi, analyst and portfolio 
manager for telecoms, media and technology, argues that Japan’s are too.  Asian countries, including Japan, have coped with the corona virus 
far more effectively than western countries, and with a stronger pound, UK investors have a chance to buy into the area at very supportive 
levels.  Digital payments especially is an area of huge growth potential in Japan.  Cash-led economies are plagued by fraud, corruption and 
tax evasion, and the new Japanese government installed in September is pursuing an array of schemes and initiatives to reward 
implementation and use of digital payment systems.  “Japanese companies on the whole may have disappointed investors in recent years, 
but, as connectivity investors, we see plenty of world-beating companies with promising long-term prospects”, argues Mr Wahi. 

Asia mobile payment penetration (Source: Daxue Consulting 2019 / Fidelity 2020) 

Gold has broken its Fibonacci technical support of $1825 per troy ounce. 

Gold - Comex front month futures, year to date (Source: ft.com) 

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, China, US equity,  
Speculative risk:              Technology, Healthcare, ESG, Precious metals, Emerging Markets  

Disclosure:   
Nicholas Chappell has the following personal investment exposure: Technology (all US) 25%, China 7%, Japan 1%, Asia 12%, Global Equity 31%, Pharmaceutical 1%, European 
equity 6%, US Equity 2%, US smaller companies 1%, Emerging Market equity 7%, New Energy 3%, Multi-Asset 4%, Silver 0%, Cash 0% 

(Increase / Decrease from November) 

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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