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Don’t Panic!

Volatility is back, but “don’t panic”! This quote is from SpaceX’s Starman, the doll wearing an astronaut outfit while 
sitting in one of Tesla’s electric cars and currently spinning around our earth’s atmosphere. In last week’s newsletter 
I mentioned the jobs-report from the US, which showed the largest increase in wages in almost a decade. This 
realisation, in combination with buoyant global growth, triggered what many believe will ultimately lead to a regime 
shift, from stagnation to high inflation. Even though a sudden burst in US inflation is very limited, a trigger was set off 
and markets felt the pinch.

As if strong data wasn’t enough, the world’s largest economy (still the US) is complicating things by taking a huge risk 
to boost their economy unlike they’ve done since 1948. Even though their economy is late into its current business 
cycle, where a natural slow-down was supposed to ease some pressure. Their two-fold plan to decrease taxes and 
increase government borrowing to $1 trillion annually, roughly 5% of GDP, added pressure to an already turbulent 
marketplace. This while both the fiscal- and monetary- policy setters in the US are the most inexperienced in many 
years. The result was, and will most likely continue to be, turbulent markets in the short term.

The first sign of these turbulent markets was the VIX’s (a measure of market volatility) sudden increase from a subdued 
14 to an alarming 37, as markets first faltered and then re-priced global equities. Volatility was heightened by technical 
trading “mistakes” made by robots who took measures to protect their major customers, like Credit Suisse. These 
customers had short positions on the VIX, betting that volatility would remain subdued, that is, that VIX’s inverted 
prices would fall. When volatility creeped in, these smart robots got out of the illiquid VIX market. A lack of liquidity 
forced robots to take much lower prices, thereby taking out other short positions. An interesting fact about short 
positions (betting prices would fall) increased the destructive nature of this cycle. That is, a short means you sold 
something you didn’t have, to later buy it back at a profit. If, however, you later realise that prices have turned against 
your strategy, you still must buy the asset back, to “get out of the market”. The process of buying assets back (in an 
illiquid market) however, creates an increase in demand, which hikes prices (or in this case volatility) up even more.

So where does this leave us? Well, the hiccup in global markets left us where we were at the start of the year — not 
much lower. Some steam has been blown off, which is good, even if it took some of the upward momentum with it. We 
are still of the opinion that US markets will blow off some more steam over the short term and therefore, still look for 
value in Europe and Japan. We also still hold that the JSE is heading towards a 12-month growth spurt in prices. So, 
don’t panic!
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