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China rollercoaster back on the upswing

           Enough to worry about to keep the market healthy
     
Chinese technology stocks, pummelled during July and the early part of August, rebounded during the second half of the 
month as buyers came in to snap up shares which had been subject to overreactive selling in the wake of a crackdown by the 
authorities seeking to ensure there is no monopolistic behaviour among the major players.  

Usual daily options trading activity in Chinese shares is 8 million.  That figure quintupled to 42 million on August 26th.  The 
main Shanghai Composite index has been on its typical rollercoaster during the last 12 months, trading above 3400 in 
September 2020, dipping to 3200 during October/November, rising to over 3700 temporarily in February this year, appearing 
to stabilise at 3600 during June/July, before then falling suddenly to 3300 in late July amid concern Chinese regulators were 
interfering so draconically in the business activities of leading public companies, that many overseas businesses listed in China  
and Hong Kong could even cancel their listing, withdraw their presence and concentrate their activity in Europe and North 
America.  However, once the hysteria and algo trading subsided, investors realised reaction was overdone and began to buy 
back into both the main index and the tech-heavy Shenzhen, driving them respectively above 3500 and 14500 by the end of the 
month.  As can be seen from the second chart below, the Shenzhen is still some way off its 52 week intraday high of 16,293 six 
months ago. 

       Shanghai Composite index, one year (Source: BigCharts.com) 

       Shenzhen Composite index, one year (Source: google.com) 
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Chinese equity sell-offs are business-as-usual for investors there.  Every year there tends to be a 20% drawdown, and every 
three years there is a 30% drawdown in stock values.  “It happened in 2018, 2015 and 2011 and they occurred each time during 
a regulatory and reform campaign” stated Gabriella Santos in an interview with Bloomberg’s Tom Keene last week.  Once 
confidence returns, equities have rebounded typically 10% within 3 months, and 20% within 6 months.  “We fundamentally 
disagree with the view that China is uninvestible”, Santos said.  “It’s a story of building positions in Chinese equities and 
Chinese bonds… this is one of the most important themes of the next decade - the rise of China in portfolios.  It’s about 
navigating periods of volatility rather than going through an existential crisis every time there is a heavy drawdown.”   

The head of equity allocation for the Norwegian Sovereign Wealth fund, in an interview just a day earlier, confirmed that the 
long term view for their fund was a gradual building of a Chinese equity presence in the fund.  Investors have to pass through 
the noise, not see every single thing China says or does as an independent development; rather they are each laying 
foundations toward helping encourage a rise in prosperity for middle income Chinese people; growth from a middle income 
country to a high income country over the next 5-10 years, and a move from quantity to quality.  “What’s quality?”, Santos 
continued.  “It’s growth through innovation.  It’s not internet and social media; rather it is deep technology and renewable 
energy, and it’s quality of life for workers, customers and merchants”. 

FAB Virgil !  
Nothing to do with Thunderbirds, FAB in the microchip world is parlance for Fabrication Plants which manufacture 
microchips. 

Microchips run the software on laptops, they control the running of a car and they save data on people’s purchases, yet only a 
handful of FABs around the world have the know-how and infrastructure to actually make them, indeed most ‘chips’ are 
manufactured in Asia, notably in Singapore, Japan, Malaysia and of course Taiwan (Taiwan Semiconductors being the largest 
foundry in the world).  According to the Wall Street Journal, a typical plant, depending on size, will cost between $7-15 billion 
to create, within a timeframe of 12-15 months.  With the semi-conductor industry estimated to grow by 12% this year, and 
exponentially in the years ahead, The Biden Administration has committed to spend $50 billion to boost America’s chip 
production. 

Due to the outbreak of covid there has been such a surge in demand for electrical equipment that suppliers cannot meet it.  In 
Malaysia, chip manufacture has been slowed by a continual battle to try to cope with the virus.  In Japan, there was a bad fire 
at the Renesas plant which manufactures chip for the automotive industry.  In China, the trade war with the US has interrupted 
production and distribution of semi-conductors. 

Chip, which is sensitive firstly to UV rays and then to dust which will cause it to be defective, has to be handled with great care 
which is why it takes about 2-3 months to make;  then it takes another 2-3 months to test. 

The lack of chips and semi-conductors has resulted in a severe shortage of new car availability, to the extent that 1-2 year used 
cars are trading at barely any depreciation loss - an example some say of the subtle rise in inflation taking place.  Once chip 
begins to flow again - reckoned to be in the first quarter of 2022 - we should expect to see automotive stocks surge higher. 

Cashflow Modelling 
The two main buzzwords in financial planning at present are ‘cashflow modelling’, which is one of the sophisticated software 
tools financial advisors use for a variety of scenarios but most notably for school fee planning and retirement planning. 

There is quite a wide variation in the cost of private education, depending on the age the child starts at an ‘independent’ school, 
how they attend (board or day) and where the school is but a broad indication of the average cost of private school from age 7 
to 18 can be judged to be around £150,000 per pupil.  A couple with ambitions to put three children through private school 
therefore have to find a significant sum of money so a combination of funding both from taxed income from the parents and 
savings from grandparents can be one solution, however since Junior ISAs are the property of the child and are not accessible 
until age 18, these are not the ideal starting point.   Adult ISAs and Venture Capital Trusts (VCTs) could be. 

For those approaching or in retirement, their conundrum is often attempting to judge how much they can draw from their 
savings without jeopardising their future.  After that, the strategy is to ensure drawdown from capital is from the most tax-
efficient source.  Typically, defined contribution pension savings should be last pot from which to draw capital because of their 
superior tax shelter (they grow virtually tax free, 25% can be taken as a tax free lump sum, and they can be passed on to a 
named beneficiary without inheritance tax (IHT) consequence).  Indeed, such is the preferred status of pension savings that if 
there is no emotional attachment to the main residence, equity release from the ‘principal private residence’ (PPR) is a 
preferred source of capital because it sits inside the estate for IHT purposes but is capital gains tax (CGT) exempt. 

For both school fee planning and retirement planning, cashflow modelling can help a client to frame a picture of how to move 
forward but the first step is for them to ensure they have a clear understanding of their expenditure and how it might change. 

Where now for equities? 
Is diversification a good thing?  For many, diversification is the ‘only free lunch’ available from investment in the financial 
markets - the only respite offered as compensation for taking on equity risk.  Yet the problem with diversification is it can lead 
to underperformance.  Despite 52 highs on the S&P this year, investors with too weak an exposure to the US or Europe, and 
too great an exposure to the Far East and UK have seen their portfolio struggle. 
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Although the price of US stocks has risen over the last 12 months, they are surprisingly relatively inexpensive.  Equities are of 
course more expensive than they were any the start of the bull run 12 years ago but the price/earnings ratio has actually fallen, 
such have been the incredible earnings figures reported by the majority of listed US companies.  Fundstrat’s Tom Lee reckons 
all sectors, from healthcare to industrials, from consumer discretionary to consumer staples, from materials to energy, from 
information technology to utilities, and from financials to real estate - they all should rally to some extent from current levels 
to the end of this year.  Rick Rieder of BlackRock also believes stocks should end the year higher than they are now because of 
the unattractiveness of bond yields.  Company returns on equity and cashflow figures are tremendously strong.  Both 
corporates and private individuals are sitting on huge amounts of cash due to a reticence to fully open up in the wake of the 
corona virus and in the face of the new delta variant. 

The delta offshoot of the covid virus could be a major fly in the ointment for markets to move higher.  It is already affecting 
China’s manufacturing output figures as more and more regions of China shut down due to breakouts of the virus. 

The other cloud on the horizon is the possibility of the Federal Reserve tightening monetary policy too early and too heavily by 
increasing interest rates too rapidly.  Such is the weight of US market capitalisation across world equity markets that a mis-step 
by Jerome Powell could be more than a fly in the ointment, rather a major sea-change in the direction of a global economic 
recovery from first the financial crisis and second the covid one.  Thankfully, Powell appears to have learned the lesson from 
his interest rate tightening mistake in December 2018 which precipitated a sudden plunge in world stockmarkets, and it truly 
feels as if he is willing to let markets overshoot on the upside in preference to risking bringing the economy to a screeching 
halt by raising rates this year or even next. 

In short, with a meek volatility index (VIX), a strong equity rally is expected across all markets over the next 6 weeks. 

         VIX year to date (Source: google.com) 
 

Map of the World by Market Capitalisation (Source: dimensional.com) 
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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, Energy, Platinum, Emerging Markets 

Disclosure: 
Nicholas Chappell has the following personal investment exposure: Technology (all US, including fintech) 19%, ‘Clean’ Energy 14%, China 10%, Asia 8%, 
Global Equity 6%, UK Equity 17%, European equity 10%, US Equity 7%, US smaller companies 1%, Emerging Market equity 8% 

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. 

_______________________________________________________________________ 
!"#$%&'()&$*+,(!$'$-&.&'+(/0(#1.1+&2(((((((((

3&*&4,5'&(6768(9::(86;6((((((((((((((((<.$1*=((1'>5?."*$%&'@&$*+,.$'$-&.&'+A"5.

        Registered in England & Wales No 10604965 at Abbotsmere, Tilford, Farnham, Surrey GU10 2DD  
       Authorised & Regulated by the Financial Conduct Authority No 775263 

                                                                                                                                                                                                          
September 1st 2021


