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Markets Find More Concerns
•
•
•

U.S. equities have enjoyed a strong 2021 but valuations are pricing in perfection.
New market concerns, on top of existing ones, will continue to increase risks.
Expect market volatility to rise as these risks coupled with high valuations weigh on investors.

Throughout most of 2021, U.S. equities have risen despite a growing list of concerns. With the S&P 500 trading at
valuations not seen since the technology bubble period, a lack of a 5% pullback in this index since October of 2020,
and September being the worst month in terms of performance for this index, investors were already a bit jittery as
this month began. Late last week and over the weekend, investor worries increased as fresh concerns helped to lead
a global selloff that started in Asia and spread quickly to Europe and domestic financial markets, with riskier assets
bearing the brunt of the weakness.
We have spoken about China growth slowing as a risk before and now this risk looks to be increasing. The global
selloff that started primarily due to concerns around Evergrande Group, a Chinese real estate company with more
than $300 billion in liabilities, which has an $83.5 million interest payment due later this week and another $47.5
million due next week. Given that Evergrande has 778 projects under way in 223 cities and the real-estate sector
represents about 29% of the Chinese economy, investors fear that the potential fallout from this company could have
global consequences such as a freezing of loans, widening credit spreads, a further sell-off in risk assets and sharp
market fluctuations.
While the Evergrande news continues to evolve, other concerns that investors are pointing to this week include key
events in Washington. Even as the economic rebound looks a bit uneven, this week the rate-setting Federal Open
Market Committee meets, and Fed officials face the prospect of removing accommodations that have helped prop
financial markets up since the start of the pandemic. Investors fear that this tapering could be the first step toward
raising interest rates. Also, in Washington, Treasury Secretary Janet Yellen warned Congress that a failure to raise
the debt ceiling soon would likely precipitate a historic financial crisis and reports continue to highlight big divisions
between moderates and progressives over the size and scope of a reconciliation package.
While the triple concerns of a potentially shifting Fed policy, uncertainty around the debt ceiling and growing doubts
around the next stimulus package could weigh on investors, we continue to be concerned about three larger
headwinds that markets have not truly considered - peak economic growth, rising inflation and a slowing Chinese
economy. As the economy progresses through the current recovery, expect to see slowing rates of change in
economic data as the easy year-over-year comparisons roll off. While this is a normal transition in any recovery, given
the extremes of this cycle, comparisons may deteriorate more swiftly than anticipated. Inflation may be less transitory
than the Fed suggests, forcing central bank officials to raise interest rates faster than markets anticipate. Lastly, we
worry that the Chinese economy, which was one of the first to exit the pandemic-led recession last year, is starting
to slow and, as the world’s second-largest economy, could add to investor angst. Case in point, last week we saw
August retail sales and industrial output reports in China miss expectations.
With market risks rising, we continue to anticipate more volatility in the near term. Any disruption to current
expectations could be a headwind for stocks, and stock market valuations priced to perfection could amplify this
volatility. We may see a stock market correction at some point this year, but we still don’t expect a big sell-off as we
saw in early 2020. We maintain that diversification is the key in this market. In these times, your financial professional
can help you stay focused on your long-term risk and return goals and help you with your personalized investment
objectives.
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Glossary
The S&P 500 is a capitalization-weighted index of 500 stocks designed to measure performance of the broad
domestic economy through changes in the aggregate market value of 500 stocks representing all major industries.
The S&P MidCap 400 provides investors with a benchmark for mid-sized companies. The index, which is distinct
from the large-cap S&P 500, is designed to measure the performance of 400 mid-sized companies, reflecting the
distinctive risk and return characteristics of this market segment.
The S&P SmallCap 600 seeks to measure the small-cap segment of the U.S. equity market. The index is designed
to track companies that meet specific inclusion criteria to ensure that they are liquid and financially viable.

