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➢ US CPI just off tops 

➢ US 10yr back under 3% 

➢ AUD under US70 cents 

__________________________________________________________________________________________

Using the simplistic definitions of a 10% fall marks a 

correction and a 20% fall marks a bear market, the 

ASX 200 avoided a correction yesterday (being 9% 

down from the high) before its big bounce back. On 

the other hand, the S&P 500 almost made a bear 

market (-18%) and then it too bounced back 

overnight. Why the difference? 

It's fairly obvious that much of the recent rout has 

been due to a big sell off in the mega-tech high 

growth stocks as bond yields climbed. As we don’t 

have such stocks listed on the ASX we only 

suffered collateral damage. 

Yesterday’s bounce back was a welcome relief for 

us long-only types – and particularly for those of us 

who are also geared. Will the tech stocks bounce 

back on Wall Street? Has it already started or is it 

just a relief rally? 

Cathie Woods, the one-time rock star tech investor, 

has suffered massive falls in her ARK (tech) funds. 

She is talking up the long-term prospects of her 

funds but what else can she do? 

We do not have the skill to value these companies 

but a few observations make some sense to us. It is 

harder to value a company that doesn’t actually 

make anything compared to one that does in a fairly 

stable market. We think the price of tech just got bid 

up too far last year in the pandemic and now some 

are having second thoughts. Maybe fair value is 

somewhere between the current and the peak 

valuation – or maybe the bottom hasn’t yet been 

reached. It seems suspicious that the crypto bubble 

also seems to have been burst. 

Did young folk craving human company in 

lockdowns just turn to the market for solace? 

Robinhood, Gamestock and AME – the reddit 

darlings – also have taken a beating – but they too 

popped last night. 

We have never felt the desire to follow the tech 

dream but we do have a material exposure through 

the S&P 500. Recent market behaviour has not 

changed our resolve. 

The question of timing seems fairly obvious. The 

Fed just started its hiking cycle after a sizeable 

break. Inflation has also surprised most. The upshot 

is that long bond yields rose sharply making bonds 

relatively more attractive compared to equities than 

previously they were. 

US inflation reached a 40-year high (as measured 

by the CPI) a month ago. This week’s update at 

8.3% was a tad lower but higher than expected. 

Much of current inflation is due to Putin and China’s 

zero-covid policy so interest rate hikes won’t help 

them. 

The monthly CPI figure was a bit better at 0.3% 

which annualised using the compounding formula 

comes to 3.7%. That’s not too shabby! However, 

the core value that strips out volatile items like 

energy and food was double the headline figure at 

0.6%. It’s been much lower than the headline rate 

for ages. 

For the core value to be that much bigger than the 

headline means that the ‘volatile’ items are coming 

down in price – and that can’t yet be from rate 
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hikes. It is too soon for rate hikes to kick in and we 

don’t believe China and Russia take any notice of 

US yields. We see hope that inflation is on the way 

down but because the US insists on comparing 

current prices with those 12 months ago, there will 

be a natural delay for price falls to work through the 

system. We are not in panic mode! 

Inflation fears and Fed action caused the US 10-yr 

to climb above 3% on the 9th May for the first time 

since the 30th November, 2018. On Tuesday that 

yield got back under 3% and the latest read is 

2.935%. 

With the fall in yields, the Aussie dollar has come 

under some pressure. It fell below US70 cents on 

Tuesday in harmony with the fall in the US 10-yr. 

With our federal election looming large next 

Saturday and both wages and unemployment data 

due out a few days before, we could see a bit of 

volatility coming our way this week. But nothing 

significant has happened in recent times to change 

our view so we continue to sit it out and wait for the 

market to come to its senses! 


