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Big Picture: Second Chance to Short Big Tech 
 
The recent furious 20%+ rally in the NASDAQ has revived the case to short technology 
stocks. Technical indicators for major indices are overbought on the daily timeframe, 
and the actions of tech companies (layoffs, cash hoarding) contradict the optimism in 
the marketplace.  
 
The decline in tech was significant, but valuations are hardly a bargain. The cumulative 
price/sales ratios of growth stocks in the NYSE is still more than 40% higher than its 
post-GFC average. Note that the GFC was a historically favorable environment for 
growth stocks due low interest rates suppressing investors’ cap rate expectations, a 
employer friendly job market, and low inflation.  
 
A major component bull case for growth stocks and big tech has been their role as the 
longest duration in a investors’ portfolio. Tech and small cap growth have led summer 
rally while long term yields have declined 

 
Valuations remain above post GFC average of 4.5X price/sales Source: Validea 

 
The recent rally has been more due to a gamma squeeze and revival of a retail bid (see 
recent upside volatility of meme stocks as example), than any material improvement in 
fundamentals. Amazon and Apple growing top lines slower than inflation counted as 
“good quarters” also emphasizes this point.  
 

Davos Macro Quick 
Takes & Options Corner: 
Week of 8/21/2022  
 

https://www.reuters.com/markets/europe/us-retail-traders-pile-back-into-options-meme-stock-mania-flares-2022-08-18/
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Retail mania came back rapidly this summer Source: Reuters Graphics 

 
Just to recap, here’s the summary of the tech bear case: 
 

• Less monetary stimulus through fiscal contraction or Fed tapering provides less 

liquidity fuel for the technology sector. Tech equities are very correlated to the 

long bond and trade as the highest duration asset due to betting on potential of 

exponential growth on small or betting on the stability of FAANG cash flows for 

bigger tech. Higher inflation risks or central banks attempt to combat them will 

raise rates makes the reversal of speculative flows far more likely. 

 
• The fallout from a prolonged bear market in cryptocurrency sours investors and 

retail traders outside of technology sector. The death of crypto/NFT mania is a 

key sentiment indicator to get back into buying technology companies.  

 
• Ecommerce is at risk due to higher input costs of delivery (energy & labor), 

falling real incomes for lower income Americans who were on extended 

unemployment benefits, potential inventory shortages limiting sales volume, and 

people having less time to surf the internet to shop. 

 
• Fed tightening reducing earnings multiples as investors require higher cap rates 

to justify holding these positions. In a low-rate world, every investment is a de 

facto spread trade. When rates tighten spreads widen and tech is the long 

duration asset there is on the marketplace.  

 
• Inflation hurts tech companies too. Higher housing costs, electricity costs, and a 

tight job market are forcing wage increases of their workforces far higher than 

the cost increases they are able to pass onto consumers. 

 
• Back to the office and/or customer facing roles will reduce tech screen time 

consumption, as there will be less time to consume digital media/surf the web. 

Media companies relying on content subscriptions or advertising will be affected 
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most, as it’s hard to binge on YouTube or Netflix when you must talk to other 

people. The lockdown eliminated non-internet recreation, and thus provided a 

boom for digital content. This has receded somewhat since but will accelerate 

when those who have been staying at home the most go to service jobs who have 

the least amount of dead time to consume content (low income/in-person 

service workers).  

 
• Anti-trust enforcement has begun to heat up again. On September 15th, 2021 the 

FTC voted to rewrite rules for governing mergers of big tech companies 

acquiring smaller startups. The Biden administration has also appointed Alvaro 

Bedoya, a noted crusader for digital privacy rights, to the FTC which is expected 

to result in greater scrutiny for big tech. Regulatory concerns have largely been 

ignored in favor of strong technical momentum. Eventually regulatory risk 

matters as seen with Microsoft in 2000 or the recent collapse of the Chinese tech 

sector. Whatever US anti-trust authorities do will not be nearly as draconian as 

in China, but the goals of China’s crackdown are not as distant to US tech 

regulators’ ambitions as it is portrayed by the media. 

 
Bottom Line/What’s the Trade: 
 
The bottom line is that the market has given shorts a second chance to bet against big 
tech. Given how much of the rally has been concentrated in large cap names with retail 
meme popularity, the best way to put on this short is either by shorting the NASDAQ 
directly or through Apple (AAPL) and Tesla (TSLA). These two stand out for many 
reasons, but their relative strength in this rally and the meme driven buying from their 
retail fanbases give them more downside than Meta or Google whose recovery has been 
more limited despite having better financial profiles. Smaller cap growth also has been 
hit  
 
The bear case is well telegraphed and is not really needed to be repeated here. When it 
comes to Apple specifically, it is a case of diverging fundamentals from sentiment. The 
first thing is declining growth. Apple’s revenue, free cash flow, and earnings growth 
have all be fading since the first quarter of 2021. Even though the stock reacted strongly 
to last quarter’s earnings results, net earnings decline 10.9% year over year and 
revenues only rose 1.87% (vs. 9.1% inflation over the same time). 
 

 
Source: Macro Trends 

 

https://www.barrons.com/articles/ftc-big-tech-antitrust-scrutiny-51631749160
https://www.barrons.com/articles/ftc-big-tech-antitrust-scrutiny-51631749160
https://www.cnet.com/news/biden-to-nominate-privacy-hawk-and-facial-recognition-critic-to-ftc/
https://www.cnet.com/news/biden-to-nominate-privacy-hawk-and-facial-recognition-critic-to-ftc/
https://fair.org/home/us-media-support-tech-regulation-unless-it-comes-from-china/
https://fair.org/home/us-media-support-tech-regulation-unless-it-comes-from-china/
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Apple’s balance sheet is also starting to weaken. Apple’s vaunted cash reserve has 
declined 55% from its 2019 peak. The money has primarily used to finance aggressive 
buybacks which partly explains the recent resilience of Apple’s stock.  

 
Source: Macro Trends 
 

Meanwhile, Apple’s debt to equity ratio has tripled since 2017. Insiders are selling too 
with Apple’s CFO selling 75% of his holdings within the last twelve months. 
 

 
Source: Macro Trends 

 
Compared to its growth profile, Apple is trading at an excessively rich valuation. It’s 26.5 
Price/Free Cash Flow, 7.42 Price/Sales ratio, and 28 P/e are at or within 10% of its all-
time highs and well above the median growth stock. It’s PEG ratio at 2.88 is high given 
the most optimistic analyst projections of growth for the next five years being at just 
single digits per annum. 
 
Despite all of this, Apple was within 6% of it’s all-time highs. Technically, Apple is testing 
a triple top dating back to last November. Apple is now 7.3% of the entire S&P 500 and 
an even greater percentage of the NASDAQ. The stock has disproportionately rallied 
versus market as a “flight to safety”, but the fundamentals under the hood are 
deteriorating. If the market is going to go down, Apple will need to lead the way because 
of positioning alone.  
 

https://twitter.com/calvinfroedge/status/1560763463596707843
https://www.barrons.com/articles/apple-stock-price-sp500-weighting-51660238751
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Source: FinViz Elite 

 
Semiconductors are also an attractive short at current levels. Fundamentally, the hope 
of semi-conductor spending legislation has been realized with new chip bill, and long 
run this likely hurts the sector via increased supply flooding market by 2025. The 
divergence in valuation. I am expressing this trade via the sector ETF (SMH) to avoid 
single stock earnings risk. 
 

 
Source: FinViz Elite 

 
The best risk:reward for these positions (except TSLA whose implied vol remains 
elevated) is through buying bearish vertical spreads. Skew remains low, so December 
strike puts on QQQ and AAPL are attractive at current levels.  
 
Cheap skew, and implied volatility near 2022 lows is making options bets increasingly 
a more favorable way to bet on further market downside. Skew is a measurement of 
how cheap tail options are relative to at the money those two standard deviations out 
of the money. When skew is cheap, it means the market is not pricing much fear of a 
tail outcome. I think that is a mistake for the current macro environment. Implied 
volatility is not cheap on absolute basis with VIX at 24, but implied vol for AAPL, the 
NASDAQ (QQQ), and TSLA are at levels lower than this same date in 2021. 
 

https://finance.yahoo.com/quote/%5ESKEW/chart?p=%5ESKEW#
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With that in mind, here are the specific puts and vertical spreads that stand out to me. 
I am excluding Tesla, as implied volatility is too high on an absolute level to create a 
favorable position from a risk:reward perspective. Instead, you are better off shorting 
the equity with a stop slightly above $900. I am short SPY, QQQ, TSLA, AAPL, and SMH 
via direct equity positions and/or put options.  
 
 

Macro Quick Takes 
 
 
Gold Miners as the Pivot Bet 
 
Mentioned Tickers: NEM, GDX, GLD 
 

The inflation print beat expectations with month over month inflation being flat year over 
year. Led by big tech and speculative growth stocks, markets responded 
enthusiastically to the print. Rate cut expectations rose again and now bulls are back to 
pitching the Fed pivot and soft landing.  
 
This was no doubt a step in the right direction on the inflation front, but it is not nearly 
enough to declare victory or even expect declines to continue. First even in the best-
case scenario, when a 0.0% print is repeated every month until year end, CPI would still 
be too high above 6% and core CPI would be above 5%. Second and more importantly, 
the entire cause of the recent drop in inflation is the oil market. Falling energy prices 
resulted in a 5% annualized decline in prices, while core services, housing, and less 
futures driven components accelerated at a pace of 5% y/y. Crude fell 25% from mid-
June to mid-July (the same timing as this month's CPI dataset) but has leveled off since. 
The USD dollar index also peaked in mid-July as well. Falling oil and cheap import 
prices are normally disinflationary forces.  
 
The moves in both the USD and oil were due to fears of the Fed tightening, sinking the 
economy into a recession and tight financial conditions. The supply factors that drove 
oil up in the first place have not been resolved, and the USD would decline the interest 
rate spread between the US vs. other central banks narrows. A Fed pivot would 
reinvigorate the bid for oil and other commodities while also increasing import prices 
via a weak dollar. Thus, inflation will come back faster than growth in the event of a 
pivot. Even the Fed is aware of this with traditionally dovish Neel Kashkari re-iterating 
today, that the Fed "far, far, away" from declaring victory on inflation.  
 
Therefore, inflation break evens have risen with risk assets this summer. I have labeled 
this in my previous research as the Fed collar, and the signal to me that confirms that 
this is still on is that the long bond index (TLT) fell, and the 30Y yield rose despite equities 
rallying on hopes of falling inflation. The contradiction between "long duration tech 
stocks" booming, and long duration bonds selling off is a major red flag for the current 
market rally. Gold which should thrive from low real rates also sold off. The trade here 
is to use the current rip in risk (especially big tech) as an opportunity to sell or short. I 
have also exited my long positions in biotech, solar, and homebuilders/construction 
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companies on this bounce. If I am wrong on the pivot, the trade remains buying the long 
bond and gold are winners of a low-rate environment that haven't priced it in. 
 
 
Investment Thesis for Canada and Australia Murky at Best 
 
Mentioned Tickers: FXA, EWA, FXC, EWC 

 

Currently, I do not have any strong conviction one way or the other on Australian or 
Canadian equity, credit, or FX markets. Investments in this region are often commodity 
proxies, but if I wanted to make that bet, I would buy the commodities or resource 
extraction companies directly.  
 
Neither country’s valuation is materially cheaper than the sector bias equivalent 
portfolio in US stocks to stand out. Both countries also lack a political reform catalyst 
or relative competitiveness arb versus Europe. Canada could benefit from lower 
wages relative the US in the remote work era (or high housing prices force wages 
higher to US levels and further erode Canada’s competitiveness).   
 
I think the drivers of CAD and AUD movements have changed as well. The commodity 
currency narrative was based on an era (1989-2015) where the US was a net 
importer of energy and China was rapidly building out basic infrastructure. Now that 
the US is net commodity exporter (especially in food and natural gas), the USD now 
strengthens with commodity prices occasionally and the correlation has declined 
between a weak dollar and commodity strength. Also, with China’s housing boom 
extinguished, the voracious demand for Chinese constructions is unlikely to return to 
levels it was at ten to twenty years ago. 
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Macro Performance: 
 

Long Utilities (XLU) and (IDA): Since we doubled down on utilities long in utilities 
positions XLU and Idacorp, they are up 39% each vs. just 14% for the S&P 500. 

 
Long Japanese Stocks (FX Hedged): One of our favorite positions have been going 
long Japanese exporting stocks in a currency hedged manner. The currency hedged 
Nikkei is outperforming the SPX by 14% since our recommendation in November. 
 

 
Long Northrop Grumman: NOC has outperformed the SPX by >50% since our initial 
recommendation in December 2020. We have been long via equity or selling puts 
since then. 
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Betting Against Food Shortage Fears: Grain futures fell by 17% since entering short 
positions in March and when we covered them in July. 
 

 
Wrong About Bull Case for South Korea: I expected the recent election in Korea to 
be a major upside macro catalyst. Economic weakness in China and broad macro 
concerns have overridden that narrative and the South Korean ETF has fallen 18% 
since our entry point. 
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