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Global Market Strategy  –  September 2015

FTSE100 4.49% yield with forward dividend growth at 5-6%  -  equities should be a ‘no-brainer’! 

On news of a consistent and ongoing China slowdown, fears of a US rate hike, and news of a resigning Greek Prime Minister, 
the gentle fall in stock prices which commenced in late April, precipitated dramatically in August, led by daily limit falls of 
10% on most Chinese stocks. 

Falls in Chinese equities came about due to four main reasons: concern that China was slowing excessively precipitated further 
falls in oil and many other commodities; Chinese authorities took to further monetary easing and loosened some trading 
restrictions in an effort to lend support to their market but all that did was add an air of desperation and incredulity; there were 
renewed rumours that the US Fed was finally about to raise interest rates in September; China’s stockmarket had risen 135% in 
12 months, from 2200 this time last year, to 5166 on June 12th. 

The push-and-pull of nervous market sentiment as investors try constantly to get a better grasp of when and what consequence 
a US and/or a UK rate hike will have on corporate earnings capacity, played out in the VIX (volatility or ‘fear’ index, 
measuring trader option activity).  The VIX had been placid for months, bobbing between levels of 11-14, and it warned of 
investor complacency.  Suddenly, it surged to 40 within a week, a level last seen during the financial crisis of 2009.  
Historically, such surges in the VIX have been followed by steady market recoveries, which may account for the snap-back 
rally in stocks on Thursday and Friday.  Certainly a fall in the estimated earnings ratio of the S&P500 from an expensive 17 to 
an inexpensive 15 made buying back into the market an easy option for longer term investors. 

Hong Kong listings of Chinese stocks have been generally around 30% less than those quoted on the mainland, and now after 
the sell-off, Chinese stocks trade on just 10/11 times forward PE.  China’s market when compared to global stocks in similar 
sectors is now nearly 50% cheaper, so it would not be surprising to see buyers return there with a voracious appetite.  China is 
the world’s second largest economy and the most populous, and when it does figure out how to switch from a supply-driven 
economy to a demand-driven one, investors will want to be on board.  

In Europe, Germany fell 10% during August, and is another market which is oversold.  Germany has a large export market 
which has been helped by their participation in the euro currency.  Had Germany not been part of the euro, their old Mark 
currency would now be the world’s strongest.  The reason for the DAX sell-off is again concern over interest rates in the US.  
If the US raises rates, the dollar will strengthen, and the knock-on effect on emerging market economies who borrow in dollars, 
will dent their capacity to buy goods from Europe.  This is the ripple effect running through all markets at present. 

Commodities have been worst affected, including precious metals.  Gold has made a small advance in the last month from 
levels below $1100, but any further gains are likely to be tempered by the constant threat of interest rate rises in the US.  One 
of the reasons for the quick rally towards the end of August was the feeling that the Fed would desist from raising rates in 
September because of the negative effect on emerging markets a stronger dollar would have, and, further down the road, the 
detrimental effect a stronger home currency would have on the US’s own growth prospects.  Earnings growth in the US is of a 
questionable state; growth in the rest of the world is undeniably fragile. 

Thankfully, although the oil price has bobbed up recently due to Nigerian pipeline closures resulting from pipeline leaks and 
sabotage, cheaper oil this year has been of major benefit to consumers, acting effectively as a tax rebate, allowing greater 
disposable income and a consequent spur to the economy.  It’s a double-edged sword for the oil producers of course, many of 
whom are in developing countries.  Iran is promising to make up for lost time following the lifting of sanctions recently, and 
their presence should help keep prices low for the foreseeable future.  The ‘cure’ for low commodity prices is low commodity 
prices, as producers are forced to shut down operations that simply cannot turn a profit on tight margins.   There is a feeling 
now that commodity prices across the board are about as low as they can go, and soon - not in the face of a rising dollar 
however - they will begin ascending again.  Silver and copper particularly are at very low levels and appear heavily oversold,  
yet only the brave will be tempted back to commodity investing in the current interest rate environment. 
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Perversely, a rate rise in the US (and possibly also in the UK) might have a beneficial effect on the markets, since they will see 
central bank determination to be ‘ahead of the curve’ for a change, rather than taking action late and then causing the  
traditional boom-bust.  The whether-to-raise-or-not equation is extremely finely balanced.  Get the wrong answer and the 
world economy could dip either into deflation or, worse, recession.  For that reason, while the talk of rate rises will persist, 
helping to keep a lid on overexuberance, an actual rise is unlikely until next year at the earliest.  Equity investors are 
understandably nervous, hence the rise in global market volatility, but the best challenge for an upward trajectory in equities is 
a wall-of-worry.  Scale it and it rewards you.  Markets should be much higher than they are now by the end of the year, and the 
most favourable areas for investment should be Europe (spurred by low rates and QE), Japan (ditto), smaller companies in UK, 
US and Europe (low rates).  Hugh Hendry, respected hedge fund manger at Eclectica, feels equities in those sectors could rise 
steadily (clearly with occasional uneasy volatility) through 2018.  He stated during the immediate post-crisis investment period 
that simply not losing money would be an achievement, noting that low volatility government bonds outperformed respective 
country indices by between 80-90% during the prior 15 years (on a risk-adjusted basis), and it is only in the last five years that 
the S&P500 has started on a road to redress the balance.  Now that the US has stopped QE and has passed the baton to Japan, 
Europe and China, the likelihood is it is their equity markets which will begin to benefit from the handover of risk that central 
banks are making to entrepreneurs by virtue of easier monetary policy. 
 

Performance FTSE100 (orange line) and the IBEX35 (red line) against the S&P500 (blue line) over five years (Source, 
Financial Times) 

Favoured investment plays: 

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

Disclosure:   

Nicholas Chappell has the following personal investment exposure: Technology (US) 18%, US smaller cos 1%, (Other) US equity 1%, UK smaller cos 8%,  
(Other) UK equity 19%, Iberia 2%, European Telecoms 1%, (Other) European equity 7%, Middle East & Africa 1%, Japan 10%, China 4%, (Other) Asia 
12%, Timber 2%, Energy 5%, Pharmaceuticals 9% 

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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