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Bear market in US tech
Cautious US company guidance could bode well for stocks by end year

             FTSE proves resilient to US and Rest-of-World equity pessimism

March closed on a note of optimism for equity market investors but April’s stockmarket performance was full of pain, 
especially for those exposed to the technology, transportation and emerging market (notably China) sectors.  

Since 1996, April has statistically been the best month for developed market investment returns, followed by July.  There is no 
real rhyme or reason for this other than the flimsy idea that Spring and Summer bring with them a more adventurous 
psychological impetus for people to invest for their future.  However reality set in this year and stocks dived under the weight 
of the realisation that the Federal Reserve in the US will probably raise interest rates a further six times during the remainder of 
this year to bring the Fed Funds (base interest) rate from its current level of 0.25-0.50% right up to 2.75-3.00% in a bid to 
quash inflation. 

While the US tries to get its head round rising interest rates (which already is taking a toll on housing stocks), at least it is 
largely energy and food independent.  The UK and Europe on the other hand have less room for manoeuvre to raise interest 
rates without triggering a recession because consumers are fighting higher fuel, energy and higher food costs due to the Russia-
Ukraine war. 

One bright light in the technology sector sell-off during April (the US Nasdaq fell a bruising 5% on Tuesday 26th and had its 
worst month since October 2008, falling more than 13%) was Apple (AAPL)’s quarterly earnings report last week.  iPhone, 
Mac, Wearables and Services sales and earnings all beat analyst expectations; only sales of iPad were adversely affected by 
microchip supply shortage.  Apple announced a $90bn stock buyback and a 5% increase in its dividend.  Following the 
announcement, Apple shares rose 3% in the pre-market but fell back 4% when the market opened amid the cautious second 
quarter guidance given.  

Amazon (AMZN) had its worst day in the market on the final day of April trading since 2006.  The stock fell a further 14% 
following a 9% fall the day before.  The technology/retail giant posted a surprise loss for the first quarter, due mostly to the 
decline in value of its investment in electric carmaker Rivian (from which it has ordered 100,000 vehicles) which has plunged 
83% from its high of $179 on November 16th last year.  Overall revenue for the quarter was $116bn, 7% higher than the 
equivalent quarter last year (which was helped by covid shutdowns) but operating income was down $5bn compared to the 
second quarter 2021, and crucially, forward guidance was cautious.  Unsurprisingly, given world events and rising inflation, 
Amazon, Apple and most other companies are being careful about being too optimistic for forthcoming quarters.  Better to 
underpromise and overdeliver (UPOD) than the other way round, however companies offering cautious guidance do not in the 
short term make them an attractive investment. 

The tech sector was forewarned over company earnings and guidance disappointments following Netflix (NFLX)’s reporting 
in January that subscriber growth was expected to slow markedly in 2022.  The company then announced last month that it lost 
200,000 net subscribers during the first quarter against an expected increase from analysts of 2.6mn.  Netflix’s share price now 
has fallen 40% in 2022 and is down to $200 (ironically posted a small gain amid yesterday’s rout) from a 52 week high of 
$700.  Other media shares such as Disney (DIS), Roku (ROKU) and Comcast (CMCSA) have seen similar percentage declines 
over the last 9 months. 

It is worth noting that Apple shares are valued at 23x expected next year’s earnings where most of the rest of the US market 
has been pulled back to 18x.  The historic average valuation is 15-16x so Apple’s valuation is high when the company has to 
cope with a consumer under pressure from inflation and consequent job uncertainty, microchip shortages from the Far East, 
and a Chinese economy in virtual lockdown.  The expectation is that Apple’s shares will decline from their current price of 
$160 a share to around $145.  Such is the market capitalisation of Apple that a such a fall in value would have a ripple effect 
across equity markets, and the S&P500 could fall subsequently to below 4000 from its current level of 4200. 

Despite doom and gloom in the tech sector, there’s always a bull market somewhere and presently it is in energy, in nickel, in 
corn, in wheat and in coffee.  Over the last 12 months oil is up 60%, natural gas is up 150%, nickel is up 94%, corn 24%, 
wheat 49%, coffee 48%. 
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In contrast to the US stockmarket which has been buoyed by huge economic stimulus packages from the Federal Reserve since 
the true realisation of the pandemic, European markets and especially the UK (due to its heavy exposure toward commodity 
and financial stocks), have shown some resiliency, despite the war on our doorstep.   

This is unlikely to last however, as consumers are squeezed by high food and energy costs, causing headline inflation to be of 
the order of 7-8%.  With inflation of this magnitude specifically in these two areas, the ECB can hardly raise interest rates even 
if they may want to in order to take pressure off the currency.  The euro fell 4.5% against the dollar in April, making the 
purchase of oil and natural gas from the Middle East even more expensive.  The fall is in part due to the unlikelihood the ECB 
will raise rates in the near term, but it is also due to a strong bid for the US dollar as a safe haven in the face of the threat of 
war and an energy crisis.  Oil companies are no longer devoting capital to new production research.  They were caught out by 
the green wave and don’t want to suffer again.  Instead the bonanza of high oil prices provides an opportunity for share 
buybacks, dividend increases and investment in the transition to green.  

China’s adversarial warnings earlier in the year of intolerance toward monopolistic businesses notably in the technology and 
education sectors, followed now by full covid lockdowns in major cities, has seen a foreign exodus of investment from China, 
assisted by the appeal of a rising interest rate environment in the US.  In 2015, China rattled global markets by inducing a 
heavy devaluation of the renminbi in an attempt to boost local exports, attract foreign exchange and stimulate the housing 
market.  In 2016 the Chinese stockmarket took off to such an extent that policy leaders stated they wanted to see measured 
economic progress in future, in contrast to boom and bust, but they appear to overdone their dampening tone such that now the 
economy appears distinctly soggy.  Recognising this, last week China’s politburo announced it would launch an all-out 
infrastructure spend and, according to the Financial Times, additional measures to stabilise the economy, bolster the property 
market and “utilise every type of currency policy tool”.  The statement induced a market rally for Chinese stocks most notably 
the tech sector which rose nearly 10% on Friday. 

All in all, cash is king in the current environment.  Bonds are attractive only as a defensive diversifier as their capital value can 
be expected to fall in the face of rising interest rates.  Equity investors are in the midst of a bear market and not until the 
S&P500 drops to 3800 and/or somehow the war in Ukraine ends will we be out of it.  An upswing in the fourth quarter or even 
having to wait until 2023 is the most likely scenario.  In the meantime, stocks which produce something, demonstrate 
profitability and pay a dividend will be worth holding onto. 

S&P500 April 2022 (Source: CNBC) 

 
                                                                                                                                                                                                           



US dollar index, 3 years (DXY) - Source: marketwatch.com 
 

GBPUSD, 3 years (Source: marketwatch.com) 

EURGBP, 3 years (Source: marketwatch.com) 

Favoured investment plays - via monthly drip-feed 
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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