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Al as Meme Stock - Market Commentary

April was marked by the rapid recovery of global markets from the Iran War-related
declines in March. The MSCI World Index was up +9.6%, but this was largely-driven by
Tech-related (read AI) names in the US and select Emerging Markets (South Korea and
Taiwan, with similar AI drivers).

The S&P 500 was up +10.5% and the Nasdaq +15.7%. Emerging Markets were up
+14.7%, but within these South Korea registered +33.8% and Taiwan +25.1%.

South Africa underperformed at +4.2% in USD terms. The Resources sector continues to
be a driver of the local market and after losing -17.8% in USD in March, the sector declined
a further -4.2% in April, causing the ALSI to lag.

Overall, as might be expected, Growth outperformed Value +12.3% vs +7.1%, while the
MSCI World ex-US was also more muted at +7.4%.

The various market returns are summarised in Table 1 below.

Table 1. South African and global equity returns (USD) for March 2026 *

Apr-26 YTD 2026

FTSE/JSE ALSI (ZAR) 1.6% 1.0%
FTSE/JSE ALSI (USD) 4.2% 0.2%
MSCI World 9.6% 5.7%
MSCI World ex-US 7.4% 6.4%
MSCI EM 14.7% 14.5%
MSCI Value 7.1% 8.4%
MSCI Growth 12.3% 2.8%
S&P 500 10.5% 5.6%
Nasdaq 100 15.7% 8.9%

*Total return indices, Source: Factset

April’s market recovery was rapid but narrow in nature - 10 stocks provided 72% of the
return, and 73% of S&P 500 constituents underperformed. Lack of breadth in a rally is
conventionally seen as a sign of a late stage bull market. The gains were of course mostly
Al-related.

At first glance semiconductor and memory manufacturers are behaving like meme stocks
with parabolic returns. The big difference however, also to the dotcom boom, is that there
are real profits and real growth behind the current movements, to the point that the some
stocks might be considered cheap i.e. the profit growth is greater than the re-rating.

We present the performance of Micron Technology, well-covered in financial media, even
by President Trump, in Chart 1 and Chart 2 respectively below, for perspective on the price
movement and the +675% annual growth in EPS expected to August 2026.

Note that as recently as 2023, and indeed through regular periods in its history, Micron
made losses. This highlights the cyclical nature of the business. It has also spent most of
the last 25 years below its 2000 high.
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Chart 1. Micron Technology stock price
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Chart 2. Micron reported EPS, historical and expected
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As an indication that many of these semiconductor stocks remain cheap on a valuation
basis, we also present the forward PE of Samsung, another beneficiary and a primary
driver of the Korean market, in Chart 3 below.

What is the source of the profits?

Circular spending seems to have been well-covered. Debt-funded hyperscaler spending on
chips represents revenue for Nvidia and others. The unlisted AI companies buy services
from the hyperscalers, while enterprises and individuals buy the AI companies’ LLM models
and associated applications.
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Chart 3. Samsung forward PE
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Is it a bubble?

The demand clearly exists though it might yet turn out to be based more on expectations
than substance. The question is will it be sufficient for the level of capex taking place.
There is a question mark around this. One set of estimates expects capex to rise +20%
p.a. on average vs revenues at +15% p.a., therefore the answer is no.

Other than return on capital calculations there are other signs — headlines speaking of an
“Al frenzy”, as well as the forthcoming listings of Anthropic, OpenAl and, indeed, SpaceX.
Founders and venture capital investors are smart and tend to sell to maximise gains. Long
forgotten now but there was a similar rash of Tech listings leading up to the 2022 market
decline.

In general we think “a frenzy” is not the best environment in which to be involved.
AI losers

A converse effect has been that hitherto highly regarded companies have been sold down
by the market on the perception that AI will disrupt their businesses. Salesforce, Intuit,
Booking.com and, indeed, Factset (and Bloomberg, were it listed) are more prominent
examples.

For all the quantitative strategies used in asset management, and the prospects of AI,
markets remain fundamentally driven by humans and their emotions. Our view is that
perceptions of the Al winners are overly optimistic, and those of the AI losers overly
pessimistic. This dynamic will likely take some time to crystallise however. For now we
suggest that the current cycle is evolving not differently to other technological
developments - railways, telecoms and the internet - with significant capital investment,
and where the new technology persists but the various players less so.
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Other risks

An area where we think the market is being complacent remains the Iran War and the
threat of inflation, and indeed, a recession.

We have suggested in previous commentaries, without having particular insight, and based
on public positions by the parties, that we do not see how an agreement can be reached.
So far we are correct in this view. At the time of writing we are reaching the end of the
third month of the conflict which was originally meant to last 2 weeks. We are treated to
every one of Donald Trump’s social media posts yet hear little if anything from the other
side, even then second hand and not directly from representatives. Despite daily promises
of negotiations, there is no agreement and hostilities appear to be resurging.

We are puzzled and amused to see the market continuing to respond to Trump posts, even
after evidence of consistent manipulation and serial misinformation about the true state
of affairs. The President does not confine himself to the War as we are seeing with Dell at
the time of writing - the company was mentioned by Trump early in May, only for it to
report results today complete with a new USD10bn Pentagon contract.

As far as the conflict itself is concerned, intelligence professionals speaking independently
continue to insist the war is more likely to resume than not.

Regarding inflation we present in Chart 4 below US PPI (the goods part of goods and
services) which is already at +6%, and not much discussed. PCE, the Fed’s own measure
of inflation is up to +3.5% in March from +2.8% (April data is not out yet).

Chart 4. US PPI
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We wonder about the Fed raising rates once inflation, according to its target indicator,
rises more materially. Despite public pronouncements to the contrary the new Fed Chair
is a Trump appointee. He has already suggested moving to a different, easier indicator.
Examination of FOMC mechanics suggests a vote to raise rates will likely be difficult to
achieve, even with former Chairman Powell still involved. Nevertheless while a rising Fed
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rate might raise the possibility of recession, which was already the case prior to the war,
it is the less important rate for equity valuations. Treasury yields are of greater
significance, and these, as mentioned, are already rising and more difficult to control. If
there is no Fed response, yields could rise significantly more.

We think the market is treating inflation as an impulse i.e. it would be expected to go
down once the Oil price retreats. Yet economists tell us there will be a problem of physical
supply by the end of June. We include a visual perspective on the Strait closure in Chart
5 below, courtesy of the IMF.

Chart 5. Ships crossing the Strait
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Source: IMF Portwatch « Note: Due to the ongoing conflict in the region, there are reports of GPS jamming, AlS spoofing, and vessels going dark.

Between exuberance and the various risks we prefer to be cautious. The last time yields
rose the S&P 500 declined -25.4%), admittedly off a low base. Supply problems could yet
create a crisis.



