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Some Perspectives on US Market Movements - Commentary January 2022

January was dominated by US market movements, specifically Tech and Growth shares
according to the indices in Table 1 below, though we comment in this article that the
downturn may be more widespread than perceived. Per Table 1 below the Nasdaq and the
MSCI World Growth indices are strongly down, the US overall is down, therefore the MSCI
World is down. In addition the MSCI World Value Index is down but by a much milder
-1.3%, while Emerging Markets are also down at -1.9%. South Africa, however, is slightly
up in ZAR terms and more strongly up, at +4.1% in USD terms due to ZAR appreciation
over the month.

Table 1. South African and global equity returns (USD) for January 2022*

Jan-22 YTD 2022

FTSE/JSE ALSI (ZAR) 0.9% 0.9%
FTSE/JSE ALSI (USD) 4.1% 4.1%
MSCI World -5.3% -5.3%
MSCI EM -1.9% -1.9%
MSCI Value -1.3% -1.3%
MSCI Growth -9.3% -9.3%
S&P 500 -5.2% -5.2%
Nasdaq 100 -8.5% -8.5%

*Total return indices, Source: Factset

2022 kicked off with a bang with what global media coverage suggests are sharp declines
primarily in US tech shares.

Is the selloff confined to US tech shares?

The selloff includes Tech shares but is certainly not limited to US Tech. The MSCI Growth
Index declined by -9.3%. This index is constructed using various measures of EPS growth,
suggesting shares with stable and growing earnings, including Tech shares, have declined
in value. The MSCI Value Index at the same time declined only -1.3%, suggesting shares
with a low book to price, low PE and/or high dividend yield have been less affected. The
popular narrative is that Value is outperforming Growth. This may be true, certainly from
the Value and Growth indices it appears to be, but we are not necessarily convinced.

Consideration of sector indices suggests things may be more nuanced. Information
Technology and Consumer Discretionary are traditional sectors for tech-focussed
companies. Healthcare and Industrials, however, also declined -7.0% and -6.3%
respectively. Financials and Utilities, both with lower PEs, indeed fell less, but Energy i.e.
oil, is up +16.0%, no doubt due to an oil price increase of +17.3% over the month. Qil
companies are cyclical and therefore fall in the Value index. Incidentally Royal Dutch Shell,
the largest western listed oil company is on a PE of 46, while Exxon Mobil, another major,
was last close to 70 before its earnings turned negative - certainly not low PEs, but these
companies will experience a rise in earnings from the higher oil prices and their PEs should
moderate. Mastercard and Visa, on the other hand, lie closer to Growth stocks, and were
slightly up for the month. Both experienced declines last year, however, and are now
recovering. So January’s movements are not as clear cut as a simple Growth/Value split.

Finally, the Russell 2000 Index, a broad index of US small cap stocks is down -9.6% for
the month.



M1 CAPITAL

INVESTMENT MANAGEMENT

More detailed consideration of the cross-section of style, sector and capitalisation indices
therefore suggests the selloff is broader and deeper than media coverage would have one
believe.

Is the selloff confined to the US?

Not at all. Shares across developed markets declined in value. The US, as the largest and
most important market, receives the attention, and the MSCI US declined -5.7% in
January. Smaller markets such as Denmark, the Netherlands, and New Zealand, however,
declined -10.0%, -10.4% and -11.2% respectively.

What caused it?

The popular explanation is that the selloff was triggered by the US Fed’s more hawkish
stance in January. This was certainly the catalyst. Once again, we feel the underlying
reason(s) may be less readily apparent.

Where to from here?

There appears to be no shortage of commentators suggesting the market is at an inflection
point, that a cycle has turned, and, indeed, that the long underperformance of Value
shares, as measured by the various Value indices is about to end. This might well also be.
Our view is that we do not know, and, more importantly, do not try to position portfolios
based on predictions of this nature. We share some thoughts on the current environment
below.

1. We have never subscribed to the popular Growth/Value classification and divide. A
favourite quote belongs to Warren Buffett who states that Growth and Value are
“two sides of the same coin”, and that “market commentators and investment
managers who glibly refer to 'growth' and 'value' styles as contrasting approaches
to investment are displaying their ignorance, not their sophistication” (the Sage’s
words, not ours). Indeed, so-called Growth shares can be Value shares and vice
versa.

2. The popular view is that the prospect of rising interest rates has led to Tech and
other shares with stronger earnings growth to be marked down. This makes some
sense but more so if long term rather than short term interest rates rise. Long term
rates in the US have certainly not risen, at least not yet. Chart 1 below sets out the
10- and 30-year Treasury yields. The 10-year yield is marginally above where it
was last March, while the 30-year still below. Both are below but more or less in
line with their respective levels prior to the start of the crisis in March 2020.

Chart 1. 10- and 30-year US Treasury Yields

Source: Factset
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3. In the last Fed tightening cycle from end-2015 to end-2018, short rates increased
from 0% to 2.5%, while long rates were closer to 3%. In this period the Nasdaq
registered growth exceeding 35%. This is presented in chart 2 below.

Chart 2. Fed funds target rate and the Nasdaq

Source: Factset

Incidentally this period ended in December 2018 with the last taper tantrum. We
believe this to be a contributor to current declines and discuss in the next point.

4. The Fed minutes released this month discussed a reduction of the Fed’s balance
sheet, commencing after the initial rate hikes expected in March. Conditions of
rising rates and reductions in the Fed’s balance sheet were what precipitated the
last taper tantrum at the end of 2018. In other words, the current movements
appear to represent the latest taper tantrum.

5. An additional, non-monetary, possibility we believe worth considering is a reversion
to a pre-Covid state. Relatively poorly-performing companies were hit hard by the
crisis. Better-performing companies, by and large continued to perform well, and
in some cases, exceptionally well, especially US tech shares. There is a view in the
US that post-Omicron Covid will become an endemic paediatric disease. In line with
this, and consistent with interest rates above, stocks which declined sharply with
Covid are re-rating back to pre-Covid levels. Equally, stocks performing well during
Covid are de-rating back to their pre-Covid levels. We feel this to be quite a realistic
concurrent scenario.

6. While markets are focussed on the US and the Fed, other risks remain - one
example of a more obvious risk is the slowly-evolving bankruptcy of a large Chinese
real estate developer with large debts, including USD-denominated debts.

7. Finally, similar market movements occurred three times in 2021, notably at the
beginning of 2021 as well. The difference now is that they are more pronounced.

Have we done anything about this?

Not really. There has been no trading and given the volatility we have deferred even
regular rebalancing back to target weights. The M1 Capital Global Equity Prescient Fund
has certainly been affected both on an absolute level, as well as relative to its benchmark.
The Fund is underweight US tech, while its Swiss exposure, for example, has no tech
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holdings whatsoever. Yet every one of its Swiss holdings, including one of the fund’s
largest holdings, Lindt & Spruengli, a Swiss chocolate-maker and the manufacturer of the
well-known Lindt chocolates, declined -15% in January. Even this is not necessarily saying
something significant because the share climbed +11% in December 2021. We regard this
company as a “safe” company as opposed to a high growth company, to the extent
anything in equities can truly be regarded as safe.

The point of the discussion is that markets are complicated with multiple and mixed, and
sometimes contradictory and inconsistent, signals. Market timing is difficult - regular,
correct adjustments in response to perceived changes in conditions is difficult to achieve
consistently, even for professionals. We tend to focus on underlying operating performance
and prefer to make what we see as safer longer-term investments. This is on the premise
that if the underlying operating performance is satisfactory, the share price will also
perform well over time through various market ups and downs and various economic
conditions. This approach sometimes but not always correlates with Growth, and
sometimes, like in January, will be affected by sharp market movements. We believe,
however, that it leads to better investment results over time.



