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High-flying technology names bore the brunt of the worst market sell-off in seven 
weeks after Beijing hit back at Washington's tariff increase by raising duties on US 
imports. 

The announcement from China came just an hour before shares on Wall Street 
opened for trading on Monday and had an immediate effect on global equities, 
spilling over into the Asia session on Tuesday. 

 
  

On Wall Street, the impact was felt particularly by the industrial and technology 
stocks. The S&P 500 lost 2.4 per cent, the Dow Jones Industrial Average dropped 2.4 
per cent and the Nasdaq Composite fell 3.4 per cent. 
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Of the FAANG stocks, Facebook shares slid 3.6 per cent to $US181.54, Amazon closed 
3.6 per cent lower at $US1,822.68, Apple declined 5.8 per cent to $US185.72, Netflix 
lost 4.4 per cent to close at $US345.26 and Alphabet (Google) dropped 2.7 per cent to 
$US1136.59. 

The market was showing a clear risk-off tendency on Monday and Tuesday, deviating 
from its preference for higher risk growth stocks. 

"It's hard to know what drives people in the short term but I think there's a general 
fear over how these trade talks will play out," said Swell Asset Management chief 
investment officer Lachlan Hughes. 

 
Lachlan Hughes says he has used the share price pullback to increase his 
exposure. James Brickwood 
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While many investors chose to exit their positions in the big United States tech stocks 
on Monday, Mr Hughes said he was ready to invest more capital into his holdings in 
Amazon, Alphabet, Facebook and Apple. 

"The initial impact is to sell the high beta stocks but if you understand the business, 
the impact is negligible and if they sell off, we'll buy more," he said. 

"Amazon has very little exposure to China, Facebook is still blocked in China and 
Google is blocked by the Great Firewall." 

Munro Partners chief investment officer Nick Griffin also thought the FAANGs would 
be largely immune to any tariff increases. 

"If you look at a company like Netflix, while its share price will no doubt be volatile, 
its business shouldn’t be affected by the trade war at all," he said. "We like these 
stocks and they have long-term growth characteristics but their share prices won't go 
up in a straight line." 

He said despite being largely unaffected, the stocks could still experience a more 
sustained decline. 

"These stocks have all had a pretty good run so it's not surprising to see a bit of profit-
taking. We wouldn't be surprised if they came back a little bit further here. We might 
be able to buy them a bit cheaper in a few months but long term we are happy to hold 
them either way." 

 
  

https://www.afr.com/link/follow-20180501-gxfp8x


Australian impact 

Locally listed tech stocks also fell on Tuesday. Altium declined 1.6 per cent to $30.82, 
Wisetech Global slid 2.2 per cent to $21.30, Afterpay Touch lost 0.7 per cent to close 
at $26.00, Nearmap went down 3.9 per cent to $3.43 and Xero slipped 1.5 per cent to 
$53.75. 

While US President Donald Trump previously has been quite reactive to market 
downturns, Wall Street's strong year-to-date performance means he could be willing 
to wear some losses. 

"While the S&P 500 has declined more than 4 per cent since its peak at the end of 
April, its still up 12 per cent this year and close to 20 per cent since the December 
low," said JPMorgan Asset Management global market strategist Kerry Craig. 

"Because of this, politicians may be willing to focus less on the market impact until 
things get more severe, making it doubtful there will be an early resolution to the 
current breakdown in negotiations simply based on market moves." 

A new cold war 

While some market watchers are optimistic of a resolution in the medium term, 
others said the conflict could be protracted. 

 
Christopher Cuesta says smaller companies will be more immune. Christopher 
Pearce 

"I think it's going to form into another cold war," said Newgate Capital Partners chief 
investment officer Tim Hannon. 

"The US is worried about China becoming a much greater threat. It's going to be a 
real challenge for the next five years and there's no good answers." 
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THB Asset Management chief executive Christopher Cuesta said he was comfortable 
in his positions, with the micro-cap investor's portfolio largely immune to the trade 
war. 

"Smaller companies have significantly less direct exposure to these industries, which 
are in the cross-hairs of trade negotiations [and] tend to have the majority of their 
revenues derived from domestic or regional sources," he said. 

"The domestic nature of both US and international micro-cap companies is giving 
them greater relative visibility into their revenues and costs during this period of 
tariff uncertainty. New opportunities may also emerge as importers of goods look to 
domestic producers as a way to hedge potential supply chain disruptions." 

While the market is still optimistic concessions between the warring parties can be 
reached, the latest round of tit-for-tat tariffs represents a significant hurdle. 

"It’s unlikely a deal will be complete in addressing all facets of the dispute beyond 
simply tariffs on goods, but may at least see an end to tariff escalation," said 
JPMorgan's Mr Craig. 

"As more tariffs are introduced, the chance that they are all removed if a deal is 
reached diminishes." 

 

William McInnes covers markets from Sydney including editing the Markets Live 
blog. Connect with William on Twitter. Email William at w.mcinnes@afr.com.au 
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