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Global Market Strategy  –  February 2015

Market boxing   

Russia is being boxed into a corner by the international community because of its perceived bully-boy tactics toward its 
neighbour, Ukraine, and also by the fact its currency has halved against the dollar in the last year due to sanctions and the 
falling oil price.  In the opposite corner is the US earnings season where, halfway through declarations, 44% of companies 
have failed to beat analyst forecasts because of a fear of continued dollar strength hurting profits. 

The Russian stockmarket is now trading at levels where the yield is higher than the PE, something never seen before anywhere.  
Russia has started to rapidly increase its purchases of gold in the last year as it seeks to reduce its exposure and effective 
support of the dollar and American bonds.  Last year central banks across the world bought 461 tonnes of gold, 13% higher 
than in 2013 and the second highest level since the collapse of the gold standard in 1971.  Russia accounted for one third of the 
purchases. 

There were forecasts toward the end of last year suggesting gold would be driven below $1000 due to continued central bank 
intervention providing liquidity to world stock markets, and due to a rising US dollar because of the near certainty the Federal 
Reserve would raise interest rates at some point in 2015.  Yet more and more data from the US points toward rates remaining at 
low levels, and no hike at all this year.  Unemployment appears to be easing in the US very slightly but the participation rate is 
still in the sixty percent range, and if 44% of US corporates are struggling with the strength of the currency as it is, would the 
FED really make things tougher for them and risk stalling any pick-up in employment?  The probability is that we shall see no 
interest rate rises in 2015, and as a consequence US corporates will report strong earnings figures in later quarters and take US 
equities much higher.   

(Apple had a hugely successful quarter, with success in China increasing overall profit to $18 billion and revenue to $74.6 
billion.  In the same quarter a year ago, the company had profit of $13.1 billion and revenue of $57.6 billion.  If it were it not 
for currency fluctuations its revenue would have been $2 billion higher.) 

The point is that not only should we expect the US stockmarket to continue higher in 2015, but if there are no interest rate rises 
in the US, gold could edge higher also. 

Germany on the other hand, has an economy in some trouble.  Deflation is the big worry here.  Its 30 Year bond returned 43% 
in 2014, as investors ran for the cover of Bund safety rather than risk capital elsewhere.  In the final week of January, the yield 
dropped below 1% for the first time ever and only a few basis points above Japan’s all-time low 30 year yield.  

While the halving in the price of oil since last June is a joy to consumers when they go to the petrol station these days, the 
concern among central bankers is whether it could end up being deflationary.  It will certainly not bolster prospects for wage 
inflation, a tolerance of which is healthy in a growing economy with tight employment, and it could even lead to consumers 
holding off purchases in the expectation of even lower prices.  Disinflation, where the rate of inflation is falling, is one thing, 
but deflation, where prices are falling is quite another, hence why the ECB felt it had to embark on full-blown QE in order to 
try to make Europe more competitive and stimulate growth in a similar though questionably similarly superficial manner to the 
United Sates.  “They get there eventually…” in the view of US economic commentators. 

Indeed, the announcement in the third week of January from the ECB that a €1.1 trillion Eurozone bond-buying programme 
would begin, saw most European equity indices rise that week by 4-5%.  If, as some technical analysts would have us believe, 
‘as January goes, so goes the year’, European equities should be in for a strong year.  Although the S&P500 was down 1.8% 
for January, the German Dax was up 9%.  (Note also that gold was up 8%, oil fell 17% and the Indian Sensex rose 6.5%.) 

Ironically, while Germany is struggling, Spain’s economy is growing faster than at any time since the start of the financial 
crisis seven years ago.  The country has just reported its sixth successive quarter of economic growth.  The most recent rate of 
1.4% for the last quarter is comfortably its best since 2008, and if it grows in 2015 at the predicted rate of 2%, Spain will be 
the fastest growing country of the major European economies, helped by lower energy costs, a more competitive currency and  
reduced personal and corporate tax levels.  Retail sales in December were 6.5% higher than the same period last year, 
representing the fastest rate of growth in ten years. 
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We are in a ‘follow-the-money’ and ‘race-to-the-bottom’ world.  India, Turkey, Canada and Russia have all been busy cutting 
interest rates over the last 30 days.  In the next 30 days we could see cuts from Norway, Sweden, Indonesia, Thailand, Australia 
and China. Australia’s currency has weakened 11% in the last 12 months as it tries to find other means to stimulate its economy 
while commodity demand is low.  Even the renminbi, despite China’s biggest monthly trade surplus on record, is falling in 
value because expectations of higher rates in the US and UK have propelled capital out of emerging markets currencies and 
into the perceived safe haven currencies of the US dollar and the pound.  Only Brazil, whose economy has taken another turn 
for the worse in recent months, with new job creation slowing, industrial production falling and the trade balance growing, 
bucks the trend, with their central bank raising rates in January to 12.5% in order to try to combat an inflation rate of 6.5%. 

With such a confusing and conflicting currency outlook, it is not surprising that precious metals, safe from the hands of central 
bankers, are holding their own.  Gold could get an even healthier spike if monetary controls come as a means to control 
Greece’s debt situation, in similar fashion to that which Cyprus adopted. 

Nearly all asset classes have had a volatile start to the year, none more so than commodities. The price ratio of gold and oil is 
at a 16-year high.  A rising dollar and slower inflation should have seen these two commodities behaving in a similar fashion, 
however, correlations this year are negative.  What is causing the spike?  If the glass is half empty it could be fears of a repeat 
of 2008 when worries over the global economic outlook saw investors flock to safe havens such as gold.  A more optimistic 
interpretation is that much of the slump in oil prices is a product of excess supply rather than falling demand which could boost 
growth in the near future and be good for equities. 

Relative price of gold to oil  (Source: JP Morgan)  

Favoured investment plays: 

Nil risk:                   USD & GBP cash (in preference to Euro cash) 
Cautious risk: Structured / AAA Corporate / Government bonds (short duration) 
Balanced risk: Managed funds  
Market risk: UK, European, US equity 
Adventurous risk:       US  / Asia / Global Real Estate, Japan equity 
Speculative risk:         Timber,  China, India, Africa & Middle East, European Telecoms, Emerging Markets 

Disclosure:   

Nicholas Chappell has the following personal investment exposure: Technology (US) 21%, US equity 2%, US smaller cos 1%, UK equity 10%, UK 
smaller cos 6%, Iberia 2%, European equity 6%, European Telecoms 4%, Latin America 2%, Japan 8%, Asia 11%, China 4%, Timber 2%, Precious Metals 
1%, Energy 6%, Pharmaceuticals 7%, Cash 7% 

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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