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Volatility the name of the game for the rest of the year

From being heavily oversold in late February, equity markets rebounded strongly in the last two weeks of March as a 
combination among investors of a fear of missing out (FOMO), buy the dip, and some careful optimism that Putin might seek a 
way out of continuing the war in Ukraine, all brought to bear in a decent equity rally. 

Specifically, just a couple of weeks ago Apple sold down to $150, Block (formerly Square) fell to $95, Tesla dropped to $766, 
Nvidia went to $213, Amazon to $2,720 and Google to $2,519.   These stocks are now respectively at $174, $135 (still 50% 
from its all time high), $1,077, $272, $3,259 and $2,781.  As a whole the technology driven Nasdaq index is up 15% in two 
weeks.  Investors have decided much of tech is a safe haven and a suitable hedge against inflation. 

The volatility index (VIX, see below chart), which is sometimes referred to as the fear index, has gone from 36 on March 7th 
to below 19 on March 29th.  It bobbed up above 20 again on the last day of the month’s trade on renewed speculation of 
inflation impacting consumer spending, jobs (increasing wages hasten conversion to automation) and corporate earnings.  
Markets are momentarily buoyed on hope of an end to the war, then down on concerning economic news.  It is possible the 
opportunity afforded by the markets from early January through to the first half of March to reconfigure portfolios away from 
speculative hope to visible and real profit, has completed.  Morgan Stanley (MS) on the other hand expects the SP500 index to 
finish the year at 4400, some 150 points below where it is now.  MS believes higher food and energy costs will affect consumer 
spending severely.  More worryingly, Admiral James Foggo (ret) believes the partial lull in Russian activity in Ukraine is 
merely a resetting of their tactics prior to a maritime assault from the south. 

            Source:  Google 

Although gold broke above $2,000 per troy ounce as a safe haven asset, Bitcoin and Etherium and other digital assets which 
were thought to be taking the place of true precious metals, fell during the market sell off and have only rebounded as an 
alternative risk asset to technology stocks.  While digital currency has its supporters, it remains highly speculative and 
unpredictable and is consequently banned by the FCA from being marketed in the UK through financial advisers.  A 2% punt 
by those attracted to it is thought to be the maximum exposure anyone’s portfolio should take on.  

Chinese stocks have been every bit part of the rollercoaster. Plummeting in the early part of the year as international  investors 
took fright at government action to cut what were deemed monopolistic threats to the stability of a central goal of common 
equality, Beijing surprised investors when it announced in mid-March that it was keen not to cause would-be international 
investment to shy away from China. On the contrary, the administration will smooth conditions for overseas companies 
wishing to establish a base there. The Shanghai Composite (SSE) and the tech-weighted Shenzhen (SZSE, below) responded 
by rallying almost 25% in a single day’s trading, yet both indices are still some 12% off their 52 week highs. 
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Oil too has been on a rollercoaster.  Two years ago it traded negative.  Producers were paying oil tankers to take production off 
their hands.  Last year oil rose 50%.  This year to date Brent Crude is up 30%, despite the fall back from levels of $123 per 
barrel on March 8th.  Then again, the whole energy sector has been on a tear for well over a year.  

                                                                                                                                                                                                           
(Source: tradingeconomics.com)

http://economics.com


It is typical for investors to seek and find things to worry about, among the latest of which is inversion of the yield curve - 
where the yield on the 10 year US Treasury note dips below the yield on the 2 year Treasury.  This has historically has been a 
dead cert (five of the last six occasions) forecast of a US recession 18 months later.  The 10yr momentarily dipped below the 
2yr on the last day of trading in March yet, more intriguingly, the spread between the 2yr and the 3 month interest rate is on a 
steep incline, theoretically predicting a marked economic expansion. 

The bottom line, as Mohammed El-Erian, Professor at Wharton, eloquently put it on Bloomberg yesterday, is that despite all 
the noise, investors still have nowhere else to put their money but in companies with cashflow and dividend yield. 

Source: Mohamed El_Erian ơn Twitter @elerianm 

Favoured investment plays: 
Nil risk: 
Cautious risk: Cash  
Balanced risk: Managed / Multi-asset funds  
Market risk: Multi-asset funds, UK equity  
Adventurous risk: Asia, Europe, Japan, US equity 
Speculative risk: Technology, Energy, Commodities, Emerging Markets 

Disclosure: 
Nicholas Chappell has the following personal investment exposure: Technology (all US, including fintech & green energy) 49%, Pharmaceuticals 1%, China 
9%, Asia 6%, Global Equity 7%, UK smaller companies 9%, UK [other] Equity 4%, European equity 7%, US smaller companies 1%, US [other] Equity 7%, 

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 Wealth Management by some of the world’s 
leading investment houses and although McLaren Wealth 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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