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            Higher US bond yields spook the market to call Fed’s bluff

10 year Treasury yields rose sharply in the US at the end of February, and it caused the technology sector, which is largely 
priced on the promise of future growth, to experience quite a downdraft. 

The market is not so tolerant now of companies which are highly leveraged on promise, and if inflation is round the corner, 
bonds sell off and yields rise.  The US 10 year at 1.5% is now as high as the yield on the SP500 and it is giving pause for 
thought, but what history teaches us is that the best returns from equities arise when inflation begins to ascend as growth 
expectations accelerate, all the while interest rates remain low. 

The current sell-off is a typical wash-out, exaggerated by algorithms but with bluff and counter-bluff behind it.  It has been 
brought about by a belief by the bond market that the Fed is being too cavalier about inflation.  Jay Powell, head of the Federal 
Reserve, told markets last week that he still is not even thinking of a timeframe for beginning to raise interest rates to ward off 
inflation.  He is more concerned with current levels of US unemployment and the likelihood that as the economy reopens, as 
many people will lose their job as will find one. 

The bond market now is calling his bluff, believing Powell will have to raise rates sooner rather than later, so a there is a sale 
of bond paper today in anticipation of a rise in rates tomorrow.  Why hold onto a 10 year treasury yielding 1.5% when inflation 
is 2%?  The sale of bonds is driving yields higher, forcing equity investors to question the validity of their risk asset positions. 

As ever, it’s a tightrope walk for central banks but for equity investors it’s an opportunity.  The tech sector in the last two 
weeks has experienced heavy falls in share prices (Vanguard’s technology ETF, VGT, is down 7.8% from its high on February 
16th) while other areas have seen massive gains.  Airlines’ share prices have risen 25% on average this year.  Cruise liners are 
up 50% this month.  Money has come out of tech and bonds, and has rotated into economy reopening stocks.  Disney and 
American Express hit all time highs last month. 

March could be another volatile month for stocks but this is not a time to be selling out of the market to cash.  JP Morgan, 
Goldman Sachs and many others believe this is a chance to pick up equity positions where hitherto investors have been 
lacking, especially in areas of technology where companies are durable, have good cashflow, and have earnings sustainability 
and opportunity (work-from-home, cloud storage, cyber security).  Speculation to a greater or lesser extent in future promise 
(electric vehicles, EV charging, alternative fuels, artificial intelligence) should also be considered.  

Vanguard Technology ETF (VGT) 1 month - Source: Google 

While Bitcoin rallied from $32,631 to a record high of $58,012 (February 21st) during February, and Gold has moved from 
$1,865 to $1,734, Platinum has been creeping up on the blind side, as those looking to make a special gift to celebrate a 20th 
anniversary will painfully testify. 
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When Platinum gapped up from $606 to $735 between March 21st to March 23rd last year, a move to $1,190 seemed a 
technical certainty.  The precious metal rose to a 6 year high of $1,311 on, ironically, Valentine’s Day, still some way off its all 
time high of $2,250 in March 2008, before pulling back last week to close February at $1,188.70. 

Speculators may wish to gamble on bitcoin as a store of value and new means currency, but precious metals such as gold, 
silver and platinum will always have their place for jewellery and industrial use.  Platinum has hitherto been the poor relation 
to palladium for use in catalytic convertors (CVs) for traditional combustion engine vehicles, but with palladium trading above 
$2,000 per troy ounce, CV manufacturers have been turning to platinum.  The trouble over the last year has been that supply 
from the world’s largest supplier of platinum, South Africa, has been hit by mine power outages and by the effect of the 
pandemic on the mining workforce.  

Platinum use in traditional combustion engine vehicles is typically limited to between three to seven grams per CV.  The 
amount of platinum needed for a hydrogen fuel cell vehicle is currently ten times more, although this figure is set to decline 
rapidly as new technology finds ways to reduce dependence on it. 

Platinum price, dollars per kg & dollars per troy ounce, 1 year - Source: BullionVault.com 

The US dollar index firmed above 90 in the last week of February to close out the month at close to 91, unsurprisingly 
following the rise in treasury yields. 

Much money has left the US in search of higher yields in China especially but also into the euro and the yen, simply on the 
back of the huge injections of liquidity into the US economy to keep it afloat in the midst of the pandemic.  Markets until now 
have also taken Jay Powell at his word: that there will be no US rate rises until 2023 at the earliest. 

A weak dollar is good for emerging markets.  It is also good for commodities, especially precious metals, but will it continue?  
The answer should be affirmative, because despite the unease created last week, interest rates will remain low for some time, 
even if they rise to 2%.  Corporate earnings should be terrific this year based on pent up consumer spending as vaccines are 
rolled out en masse.  GDP in the US is forecast to be as high as 7-8% this year, the same as China’s.  True, much of the 
earnings assumption is baked into valuations already but a return of capital to the US to chase higher bond yields is highly 
unlikely. 

                                                                                            US dollar index, 1 year - Source: tradingeconomics.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, US equity,  
Speculative risk:              Technology, Healthcare, Platinum, Emerging Markets  

Disclosure:   
Nicholas Chappell has the following personal investment exposure (unchanged): Technology (all US, including green energy) 30%, China 
11%, Asia 8%, Global Equity 21%, Pharmaceutical 1%, UK Equity 8%, European equity 5%, US Equity 2%, US smaller companies 1%, 
Emerging Market equity 9%, Platinum 2%, Japan 1%, Cash 1% 

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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