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The S&P 500 and Nasdaq fell 3.0% and 3.4%, respectively, on Monday, in response to a
confluence of events that caused market participants to seek shelter and hide in cash for the time
being. The sell-off was led by the so-called Magnificent-7 with the biggest losses in Apple (AAPL)
and NVIDA (NVDA), two of the three largest publicly traded stocks.

Warren Buffett's Berkshire Hathaway (BRK-B) revealed that it nearly halved its stake in Apple
(AAPL) during the second quarter, raising its cash position to a record $277 billion. The stock traded
in a wide range during the quarter, sliding to $165 in April before climbing to $220 in June. AAPL,
which still remains BRK-B’s largest holding, had represented roughly half of Berkshire’s equity
portfolio and nearly one-quarter of its market capitalization at its peak. NVDA was a victim of reports
that it was delaying its Blackwell chip due to a flaw in the design.

After Friday’s weaker-than-expected jobs report, investors became more concerned that the Federal
Reserve, which left interest rates alone at its last meeting on Wednesday, has fallen behind the
curve in terms of lowering the fed funds rate (FFR), currently residing at 5.25-5.50%, a rate deemed
restrictive relative to a neutral rate of perhaps what many believe to be 3-4% as well as a 2-year
Treasury yield of less than 3.90%. The odds of a 0.50% (50 basis points) cut in the FFR at the
September meeting has risen to 86%, up from 11% a week ago.

The recent rise in the yen reversed a trend that had led traders to profitably short the yen at next-to-
no-cost and buy the Mag-7 this year. The Nikkei 225 plunged 12.4% on Monday, its biggest loss
since “Black Monday” in 1987. In addition, tensions between Iran and Israel combined with the
advent of a period that has historically resulted in seasonal weakness between August and early
October have added to the anxiety. The volatility index (VIX) ascended to over 60 in pre-market
trading on Monday, a level not seen since the beginning of the pandemic in early 2020.

All is not lost, however. The S&P 500 and Nasdaq hit record highs in mid-July based on what were
perceived as solid fundamentals (a growing economy and earnings coupled with declining inflation).
The subsequent corrections of approximately 9-14% brought the indexes down to their 200-day
moving averages (see above). While not fun, they were more normal than not as the former has
experienced, on average, one such decline every year since 1950 (see below). We believe the
market will likely settle in a range between this year’s lows and highs until the uncertainties
surrounding the Mideast, the Fed, and the election have abated. Meanwhile, investors with
balanced portfolios have been served well as bonds have gained modestly in value and cash
continues to earn 5% (subject to change).
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