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Global Market Strategy  –  September 2018  

• Slow, slow, quick  -  Strong US equity rally in the last week of August 
• Dollar weakens to stem Emerging Market losses 
• US equities ‘fair value’ following positive earnings season 

“If ever I got impeached, I think the market would  crash”.  So said Donald Trump during the third week of the holiday month, 
in the face of damaging testimony from his former lawyer Michael Cohen. 

Trump followed that up by refusing, despite persistent questioning from reporters to praise the late John McCain for his 
heroics when faced with torture in Vietnam, and for refusing to laud his service to the United States throughout his lifetime.  
Only as a result of determined public pressure did the White House concede to lowing the White House flag to “half-staff” in 
John McCain’s honour. 

Two days later, and in the wake of a trade deal reached with Mexico, US stocks, particularly the tech sector, rallied strongly to 
record highs for the S&P and the Nasdaq during August 27-29, and suddenly Trump’s misdemeanours and legal controversies 
seem a distant memory.  New all-time market peaks in the US gave trump more licence to tweet: “The news from the Financial 
Markets is even better than anticipated. For all of you that have made a fortune in the markets, or seen your 401Ks rise beyond 
your wildest expectations, more good news is coming!”  Time will tell whether there is enough resolve to have him impeached 
but one has to admit, he has the art of creating diversion down to a tee.  

Fed chair Jerome Powell has said he is not about to be influenced by any political murmurings but his indication last month 
that there is no sign of inflation taking hold brought back the US Treasury yield curve to the forefront of conversation.  It has 
once again flattened, reducing the return on 10 year Treasuries to just 0.20% higher than on the 2 year, so ‘lower for longer’ 
gives hope to equity investors that Goldilocks and the bull run can continue.  You have to wonder though, how a 4.2% annual 
growth rate in the US for the second quarter is not to gong to give rise at some point to wage inflation for an economy at or 
near full employment. 

While the US climbs inexorably higher, China by contrast is firmly in the doldrums.  A strong dollar, though weaker slightly 
towards to end of August because of Jerome Powell’s apparent dovishnness, has not helped any emerging market but nor have 
raised trade tariffs by the US.  When these were brought in during May, international investors sold positions in Chinese 
stocks, and now rumours of an earnings downturn due to higher raw material costs, higher office rental conditions and 
increased social security obligations on corporates have all been a blow to stock investing.  According to Bloomberg, Chinese 
companies must now pay 19% of an employee’s earnings to the government’s pension system (contrasting with 13.8% in the 
UK), and 12% of their salary to the Chinese state housing fund. 

US dollar index, 6 months to 31.08.18 (Source: BigCharts.com) 
                              September 1st 2018

http://BigCharts.com


Historically, prior to the financial crisis, 95 on the US dollar index was a key marker as to whether US market volatility was 
about to increase and be troublesome for continued equity gains, the feeling being that too strong a dollar meant fewer US 
exports and too great a burden on emerging markets to repay US debt.  The argument has failed to hold good over recent years, 
as US indices have continued to power higher despite dollar strength, but last year a weaker greenback brought about a  rally in 
emerging market indices for the first time in 10 years.   

US dollar index, 10 years to 31.08.18 (Source: BigCharts.com) 

Trump’s election in late 2016 has provided a rollercoaster ride for the dollar but the US president has never favoured a strong 
dollar, indeed he proclaimed in early 2017: “I think our dollar is getting too strong, and partially that’s my fault because people 
have confidence in me.”  Coincidence or not, the dollar then began a steady decline, supported by ‘lower for longer’ until this 
year’s largely self-inflicted emerging market downturn and all that China, Turkey, Venezuela and Argentina have brought with 
it, in other words the current dollar rally is more to do with troubles in EM than any anticipation of higher US interest rates.  
We looked at the technical picture for the dollar recently which suggested the current US dollar was in its sixth or seventh 
innings.  If it is, China and other emerging economies will soon begin to rally again, supporting a continuing rally for US 
equities.  JP Morgan said last week that continued strong US earnings results had brought price/earnings ratios for the S&P500 
back to the long term average of 16, so no longer expensive and instead ‘fair value’. 

Shanghai Composite Index, 1 year to 31.08.18 (Source: BigCharts.com) 

Britain’s stalemate in talks with the EU, coupled with the unlikelihood of any further interest rate rises in the near future, has 
meant the pound has found little support.  The FTSE350 index had good momentum between April and June, the feeling being 
that mid-cap stocks had been under-appreciated for too long but continued disgruntlement with the lack of progress on Brexit, 
coupled with ministerial resignations and a general feeling that there is no clear direction of UK government direction has 
eaten away at both UK equity gains and sterling - until the final week of last month when at least sterling rallied on news that  
the EU could be prepared to strike a special deal for Britain’s exit for the Union. 
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FTSE350 Index, 6 months to 31.08.18 (Source: BigCharts.com) 
 

S&P500 Index, 12 months to 31.08.18 - No euphoria here, jut s a steady climb higher (Source: big.Charts.com) 

Favoured investment plays: 

Nil risk:                     Cash  
Cautious risk:                  AAA Corporate bonds 
Balanced risk: Managed / Multi-asset funds   
Market risk:  UK, European equity 
Adventurous risk:            Japan, Asia, US equity, UK/European/US mid & smaller company sector 
Speculative risk:              Technology, China, India, Other EM 

Disclosure:   

Nicholas Chappell has the following personal investment exposure: Technology (including new energy, all US) 38%, UK Equity 7%, US smaller cos 3%, (Other) US equity 18%, 
India 4%, China 4%, (Other) Asia 13%, Pharmaceuticals 13% 

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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