
 

 
 
Investment Update 
US foreign policy proved particularly disruptive for 
markets in 2018 and continues to do so in 2019. 

  

Travelling through turbulence 
Those of us who were following the markets in the 
1990s will remember the power of then Fed chair Alan 
Greenspan to move the markets.  

Today’s investors may be more sceptical about the 
power of central banks, but this chart argues for their 
continuing influence. As soon as investors started to 
think that the next move in interest rates would be 
downwards, the S&P 500 took off. Jay Powell is not 
spoken of in the same hushed tones that Greenspan 
commanded, but he is pulling the same levers as his 
predecessor with the same apparent success. 

The Fed is now aligned with the market’s forecasts of 
up to a one percentage point reduction in US interest 
rates over the next year from their current range of 
2.25% to 2.5%.  Along with trade tensions, interest 
rates will be the principal influence on markets for the 
rest of this year. 

Geo-politics 
Rising tensions in the Middle East have been reflected 
quickly and significantly in the oil price. From 

1973’s Yom Kippur war to both Iraq conflicts, the cost 
of Brent crude has been the barometer of war and 
peace in the region.  When you consider how close to 
conflict the US and Iran have seemingly come in recent 
weeks, the oil price is curiously subdued. 

 

 

 

There are a few reasons why this might be the case.  

First is that investors don’t believe that Donald Trump 
is serious about starting a war with Iran. To do so would 
be to go back on his previously-stated resistance to the 
US getting involved in overseas conflict. Yes, he enjoys 
the strong-man bluster, but ultimately he doesn’t see 
America’s role as the world’s policeman. 

Second, and probably more important, reason is that 
the global oil market remains well supplied thanks to 
the growth in North American Shale. Cutting a big 
player like Iran out of the market is no longer as 
disruptive as it once would have been because the US 
has become the swing producer, able to fill any gaps 
that emerge. 

Third, trade tensions have contributed to a slowing in 
global activity. Dwindling demand and ample supply 
mean the direction of travel for oil in the absence of 
political tensions would probably be down from here. 
You could argue that it’s only the Iranian stand-off that 
is keeping oil at its current price.  

Recession – That old Nutmeg 
If there’s a recession on the horizon, what should 
investors do about it?  Conventional wisdom says you 
should never try to time a recession. Getting the timing 
right on not just one major decision point, but two—
when to exit the market and when to re-enter—is both 
ambitious and risky. 

It’s natural to wonder whether there is some way to 
avoid the pain of a downturn. Is there a realistic basis 
to think that trying to time a recession is a chance worth 
taking? 

There have been a number of studies on this subject 
look back over historical data to 1937 is you use US 
data; the core conclusions of the analysis even when 
the margin of error to zero—meaning you timed each 
recession exactly right—the average return was 
negative 3%.  
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Expansions and recessions are part of the economic 
cycle, which is not necessarily aligned with the market 
cycle. 

Nobody can predict the future 
If any reasonable forecasting ability exists in the world 
of investing, it probably resides within the economic 
cycle rather than the market cycle. The bravest of 
economic forecasters may suggest that an economic 
cycle is relatively well-behaved, exhibiting steadier 
trends and clearer relationships between 
macroeconomic variables. However, even if we accept 
this to be true, predicting its turning points is 
particularly challenging. 

If economic cycles are difficult to predict, market cycles 
must be next to impossible. Relative to macroeconomic 
indicators such as gross domestic product, inflation and 
employment, the behaviour of financial markets can be 
faster-moving, noisier, more driven by sentiment, and 
detached from economic fundamentals. 

Even if we could make accurate recession forecasts, it 
remains unclear whether we could profit from our 
predictions. The speed and efficiency with which 
markets incorporate new information unfortunately 
make it increasingly difficult to forecast any financial 
variable that would have more direct linkage to 
potential profits. It’s a “catch 22” of financial markets: 
The clearer it is that you could profit from an accurate 
forecast of a financial variable, the more difficult it is to 
accurately forecast in the first place. Essentially, to 
successfully time markets, you have to be a better 
forecaster than the market as a whole. That’s a very 
high bar. 

Gold – the return of the safe haven 
Oil may not be responding to rising uncertainty but 

another traditional port in a 
storm is. Gold has long been 
viewed as a safe haven for 
nervous investors. It has come 
back into fashion in recent 
weeks.  

Inflation – not such great expectations 
Wherever you look around the developed world, 
inflation expectations are falling dramatically. The 
turnaround since 2016 is remarkable, with the 
optimism that greeted the election of Donald Trump 

evaporating as his promises of deregulation, tax reform 
and infrastructure spending have morphed into the 
pessimism of protectionism and trade tariffs. In the two 
regions of the world where disinflation is most 
entrenched – Japan and Europe – investors are now 
factoring in price falls again within the next two years. 
In the UK and US, central bank price targets look 
increasingly unattainable.  

For those of us brought up in an inflationary era, stable 
prices feel instinctively like a good thing but after years 
of monetary stimulus it is worrying that expectations 
are so subdued. Central banks seem to be ‘pushing on 
a string’. As investors we face an extended period of 
lower for longer interest rates. 

Trade wars – no easy wins 
Trade tensions continue to have a negative impact on 
sentiment. The performance of stock markets over the 
past year or so has been closely tied to the ebb and flow 
of the on-off negotiations between China and the US. 
What is only just becoming apparent, however, is the 
impact of the dispute on actual economic activity.  

For example, shipments of goods captured by the first 
tariffs, on $50bn of Chinese exports to the US, have 
fallen by 30% compared with a year ago. Those on the 
subsequent $200bn are starting to follow suit. This 
chart shows the broader impact on manufacturing 
activity. A reading above 50 shows expansion while 
contraction is indicated below this level. Fortunately, 
making and exporting things delivers a smaller 
contribution to overall growth than it used to. But few 
will agree with Donald Trump’s belief that trade wars 
are winnable – everyone loses when countries retreat 
into isolationism. 

Investment returns – looking on the bright 
side 
There is a well-known investment adage that says: 
‘don’t fight the Fed’.  The performance of the main 
indices so far this year confirms the wisdom of that 
saying. The New Year marked a turnaround in the 
Federal Reserve’s approach to monetary policy and the 
market response was almost immediate. The dreadful 
investment performance of the last three months of 
2018 turned on a sixpence at the start of 2019 and, 
while things have slowed somewhat in the second 
quarter as trade tensions intensified, the power of the 
US central bank to bolster sentiment has been 



 

remarkable. Whether you have been in shares, bonds 
or property, it’s been a good time to be fully invested. 
Of course, the Fed needs to follow through now. 
Expectations of lower interest rates during the rest of 
the year are now firmly baked into prices. The scope for 
disappointment is significant. 

Are we heading for a general election? 
Politics will remain the key driver of market sentiment 
in the UK for the foreseeable future and certainly 

between now and the end 
of October when we are 
once again due to leave the 
EU. 

Investors need to consider 
a couple of issues when 
weighing up their desired 
exposure to the UK stock 
market. 

The first of these is the possibility of a snap general 
election being called, which then raises the related 
question of what a Corbyn-led Labour government 
might mean for our personal finances and investment 
portfolios. 

The odds of a general election this year are rising. There 
are several ways one could be triggered: because a new 
Prime Minister benefits from a surge in popularity and 
sees an opportunity to achieve a parliamentary 
majority; because Brexit grinds to a halt and an election  

 

 

is seen as a preferable route out of the impasse to a 
second referendum; or following a vote of no-
confidence as the new PM tries to drive through a no-
deal Brexit against the will of Parliament. 

Were a Corbyn-led government to gain a majority, 
there would be a number of implications, including the 
prospect of nationalisations in the utilities and 
transport sectors, possible windfall taxes, pressure on 
the pound and gilts, even capital flight. The reality is 
that none of Labour plans would be easy to achieve and 
impossible in the likely event of a hung parliament. 

The beauty of political chaos is that it becomes hard for 
politicians to do anything too damaging! 

UK shares are cheap. As a multiple of earnings, they are 
better value even than the out of favour markets of 
Europe and Japan. 

The risks for the UK economy are high, less so for the 
UK stock market. On valuation grounds the UK Market 
remains positive. 

We can HELP you! 
If you wish to review your current investments please 
seek advice. 
 
Cansdales Ltd can guide you through complex areas by 
providing Independent advice and solutions to many 
problems. We can also review your existing 
arrangements. 

 

To find out more about any of the above, please contact: 
John Thornton MBA APFS CFPTM Chartered MCSI 

Director Financial Services 
Cansdales Ltd, Bourbon Court, Nightingales Corner, Little Chalfont HP7 9QS 
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