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Global Market Strategy  –  June 2016

Short term equity bull, short term precious metals bull, medium term equity bear 

June has started the month ‘soft’, a euphemism for ‘a bit of a sell-off’, with all equity indices falling typically by 0.5% - 1.5%, 
following a positive month for May. 

“Sell in May” didn’t work this year, as equities rallied, particularly in the third and fourth weeks.  Money left commodities, 
which have had a decent start to the year, and moved into equities, largely on better sentiment toward China’s growth 
prospects, and search for better a yield than cash deposits. 

However, now the question of rising US interests rates hangs again over markets, following Janet Yellen’s more hawkish at the 
end of last week which renewed speculation of a a further two quarter point interest rate rises between now and the end of the 
year. 

She talks a good game though, Yellen, and the brake she puts on equities when she feels like it, by the suggestion of rate rises 
and a consequent firmer dollar, should be sufficient to prevent an actual rate increase until next year.  Short term, this will be 
good for equities, but the slow growth / deflation threat speaks to further increases in gold, lifting it back to US$1300/oz.  
There is resistance from a technical perspective at $1340 but if it were to break through there, $1400 by the end of the year 
would be a real possibility.  Interestingly, it emerged in the press last week that Venezuela cut its gold reserves by 1.4mil oz in 
the first quarter, according to data from the International Monetary Fund. 

Technical analyst, Tom McClellan, believes we are at an important turning point for gold.  He expects a big uptrend to 
commence out of a base which has either already formed or which will more likely form later in the year.  “It will be hard for 
gold bugs to be patient and wait for that major cycle low to arrive, but the long term cycles say that the ensuing rally should be 
worth the wait.” he wrote last month. 

   Gold performance, 12 months (Source, Financial Times) 

Many equity fund managers have had a tough year to date, getting their asset allocation strategy badly wrong. Hedge fund 
managers in particular are struggling; most are down between 10-20% in 2016, according to Michael Browne of Martin Currie.  
For the major markets, China is down 17% year to date, Europe down 14%, Japan down 11%, but EM is up 2% in 2016, gold 
is up 14% and oil up 32%.  On a 12 month view, China is down 36.76%, Japan is down 16.19%, Spain down 19.47%, 
FTSE100 down 10.77%, and the S&P500 down 0.72%.  If investors have made money with that background they have done 
well, especially at a time when bonds are out of favour due to a feared snap-back in capital values when the Fed does hike. 

All talk, even in the US which is normally pre-occupied with how important it reckons it’s own market is to the rest of the 
world, is on the Brexit vote on June 23rd.  Uncertainty over the outcome and resultant implications, weigh on currencies, 
commodities, property, equities and bonds.  Before the vote, one can make a strong case for the dollar to rally, gold and 
commodities to fall as a consequence, and sterling to weaken.   

Continental Europe, especially areas of British populace, are experiencing weak interest in property, and businesses run by 
expatriates in Europe genuinely fear a vote for Britain to leave the EU.   
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Much of the noise hitherto in the debate has been to do with the threat felt by many Brits that too many continental Europeans 
are coming to settle in the UK, and the ease with which, currently, British citizens can move permanently or temporarily to 
Europe and establish a business or retire is largely overlooked.   

True, when in 2004 the then Labour government decided to offer to Eastern Europeans the immediate right to work in the UK 
it hugely underestimated the consequence, but thirty years ago Britain’s cities were bleak and shrinking.  Yet next month the 
UK’s population will reach 65m, a figure not expected to be breached at the start of the millennium until 2031, and the 
population is calculated to reach 75m by 2039, with more than half the increase between now and then put down to the inflow 
of migrants.  The UK’s fertility rate is now 1.81, reckoned to be due to a much younger migrant workforce. 

Voting polls have consistently found the main objection among those looking for Britain to leave the EU is a sense that the UK 
is overcrowded.  At present, on the flip side, European countries welcome British culture, input, influence and money, 
especially where there is a clear desire by British migrants to integrate and contribute positively to their host country.  Such 
warmth and welcome will surely be cooler if Britain raises a barrier of obstruction.  
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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  / Long-Short Absolute Return funds 
Market risk: UK, European equity 
Adventurous risk:       Japan, Asia, US equity, UK/European/US smaller company sector 
Speculative risk:         Timber, Water, Technology, China, India, Other EM, Gold and gold miners 

Disclosure:   

Nicholas Chappell has the following personal investment exposure: Technology (US) 12%, US smaller cos 1%, (Other) US equity 7%, UK smaller cos 7%, (Other) UK equity 
12%, Iberia 1%, European Telecoms 1%, (Other) European equity 8%, India 1%, Japan 12%, China 4%, (Other) Asia 12%, Energy 2%, Pharmaceuticals 7%, Long-Short Hedge 
2%, Gold miners 11% 

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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