
 

 

 

 

 

Market Update – September 2017  

"Best reason to be bearish…is there is no reason to be bearish" 

– Michael Hartnett and Jared Woodward, Strategists at Bank of America Merrill Lynch  

 

 Equity investors certainly didn’t find reasons to be bearish in September. Better than 

expected economic data around the globe, along with the release of an ambitious 

framework outlining proposed tax reform from the Trump Administration, sent several 

major market indices yet again into record territories. Global equities (as defined by the 

MSCI ACWI Index) ended the month up nearly +2%1.    

 The “reflation trade” is back, at least for now… In an abrupt shift away from what was 

“working” for most of the year, Small Caps handily outperformed Large Caps, US stocks 

outperformed Emerging Markets, Value outperformed Growth, and the US Dollar rallied 

against most major currencies. Even stocks in the Energy space, which have endured 

sharp losses on the year, bounced back with a vengeance in September.     

 Bonds (and interest rates, more specifically) continue to exhibit more volatility relative to 

equities, which have been remarkably calm relative to what is “normal”.  Bond prices slid 

as interest rates moved higher, leading to losses of -0.5% for the Bloomberg Barclays US 

Aggregate Index1. Bond performance over the past twelve months is now flat; as we 

have been saying for a while, the risk/return outlook for traditional fixed income is 

unattractive, as it only takes a modest increase in interest rates to more than offset what 

the bonds are paying in yield.   

 The Federal Reserve held its formal two-day meeting a few weeks ago, and, while it left 

its benchmark Federal Funds Rate unchanged (which was entirely expected), it did state 

an intention to raise rates again in December (which was a surprise to many) and 

provided additional details on shrinking its massive balance sheet.    

 For the third quarter overall, global equities posted impressive gains around +5%.  

Emerging Markets led the charge from a geographic perspective, up over +8%.  Bonds 

delivered modest gains of +0.9%1. 

 Year-to-date, global equities have now delivered meaningful gains over +17%. The S&P 

500 Index (which represents the largest 500 companies in the US by market capitalization) 

is now up over +14% for the year.  Despite the mean reversion in September, Growth has 

handily outperformed Value, Small Caps have lagged, and Emerging Markets remain 

the standout performer, having advanced by over +28%. Technology and Healthcare 

maintain a solid lead from a sector standpoint, while Energy and Real Estate (“REITs”) 

have lagged1.   

 

 

                                                 
1 Market and index data throughout the Market Update is sourced from Morningstar 



 

 

Thoughts on the Current Market Environment and Positioning 

We think the quote above is spot on in the current market environment. It’s hard to be bearish!  

Not that many prognosticators haven’t tried – how many headlines have we read in recent 

years (all the way back to 2009/2010 in many cases) calling for the end of the current bull 

market? For those that have abandoned their longer term strategic asset allocation and 

attempted to time the market, it likely hasn’t worked well. Other than the fact that stocks 

(especially in the US) are looking more and more expensive as we move further into record 

territory, there is a lot to like for equity investors.  

The list of positives is lengthy and has grown in the past month: central banks remain 

accommodative across the globe, US GDP was recently revised upward to +3.1% for the second 

quarter of 2017 (much better than the ~2% range we have been hovering around for much of 

the Obama presidency), the global economy is growing around +5%, unemployment is near all-

time lows, wage pressure and inflation both remain modest, consumer and business confidence 

is strong, the September Institute of Supply Management Manufacturing report was noticeably 

better than expected and at the highest seen since 2004, business and confidence data in 

Europe blew past estimates and hit the highest levels seen in a decade, we are seeing 

meaningful advances in technology and productivity, and company-specific fundamental 

results have been strong.  We might even get tax reform, which would likely provide at least a 

temporary sugar high for markets and economic growth. What could go wrong?!? 

We don’t think much will go wrong, especially in the near-term, from a fundamental and 

economic standpoint. As such, we remain constructive on equities across the globe (especially 

relative to traditional Fixed Income) and do not see reasons to abandon our longer 

term/strategic asset allocation targets. From a tactical asset allocation perspective, however, 

we have made some portfolio shifts to become modestly more defensive in the past few 

months, including moving away from a market capitalization-weighted passive index fund in the 

US in favor of a “Strategic Beta” strategy (see our August market update for more details) and 

rebalancing away from our more volatile growth-oriented managers and into value-oriented 

strategies and other areas of the market that have been out of favor (energy infrastructure, for 

example). In doing so, we believe we can still capture most of the upside, but have increased 

the likelihood of protecting capital if/when stocks experience some volatility.  

If growth is thriving around the world and everyone is in a good mood, why are we bothering 

paying attention to risk management and the potential for market volatility? Precisely because 

there are no reasons to be bearish, as the strategists suggest! Sounds counterintuitive, right?  To 

be clear, these strategists are not calling for doom and gloom today – rather, they think equities 

can move higher before peaking late in the year. They also contrast this environment to early 

2016, a time when the “best reason to be bullish was there was no reason to be bullish”, driven 

by fears of lackluster growth in the US, a freefall in the price of oil, widening credit spreads, and 

significant concerns around China. While we are not predicting a significant market decline, we 

are paying attention to several factors that could lead to heightened volatility: 

 2017 is the least volatile year for the S&P 500 Index since 1964, according to Bespoke 

Investment Group, in terms of daily gyrations. Additionally, the index has not experienced 

a -3% pullback for over 320 days, which is the second largest streak of all time. As we 

consistently remind clients, going back to 1980, the S&P 500 Index has experienced 

average intra-year pullbacks of -14%, but has still finished in positive territory in 28/37 

years2.      

                                                 
2 Source: FactSet, Standard & Poor’s, JPMorgan Asset Management 



 

 

 Investor sentiment is more optimistic; investor attitudes (what they are saying in the 

surveys) are not yet euphoric, but are complacent at the very least…while investor 

behavior (what they are doing) reflects a high degree of optimism/reaching for risk – see 

meaningful issuance with very little investor protections in floating rate bonds (also known 

as “bank loans” and “levered loans”), as an example.     

 The Federal Reserve is in the very early innings of unwinding and reversing what has been 

unprecedented monetary policy that has held interest rates artificially low and pushed 

market participants far out on the risk curve in order to generate any type of yield and/or 

returns. While we continue to think the Fed will take a very conservative and gradual 

approach, no one really knows how this will end, because we have never seen anything 

like it before!   

 China is holding its 19th National Congress of the Communist Party in mid-October. Many 

market strategists believe that financial and state enterprise reforms have taken a 

backseat to economic stability, fueled by the government’s heavy hand in financial 

markets, massive increases in debt, and high levels of housing and infrastructure 

investment. This is thought to especially be the case in the months before the upcoming 

party congress. Should the leaders be more focused on true reform and deleveraging, it 

could have implications for global growth and markets, as was the case in 2015/2016.     

 Geopolitical risks. While we certainly hope we are wrong, it doesn’t appear that North 

Korea is going to engage in constructive dialogue and/or go away quietly.   

 Corporate profit margins (especially in the US) are at peak levels. If wage pressure and 

inflation reach more normalized levels for this type of growth, margins could revert, 

especially for companies without wide moats/barriers to entry.  

 Equity trading is increasingly dominated by passive funds, ETFs, quantitative strategies 

and algorithmic trading models (computers). Most pay little attention to fundamentals 

and valuation, and are programmed to step aside once various drawdown thresholds 

are triggered. Because volatility has been low, these strategies have continued to “buy 

the dip”, but we suspect at some point many will back away in unison. Fundamentals will 

win out in the end, but this dynamic could exasperate near-term market declines and 

lead to volatility many aren’t expecting.                       

 

We realize this is a long list of concerns – we are not suggesting clients pull cash out of the stock 

market and shove it in their mattress! Rather, we have been getting asked more about potential 

risks lately, and wanted to provide some details around what we are viewing to be the bigger 

risks at this stage in the market cycle. As we have repeated many times, we recommend 

maintaining a broadly diversified portfolio, tolerating volatility to the extent you are able, and 

keeping your long-term objectives at the forefront of your investment decisions.        

 
As always, please don’t hesitate to shoot us an email or give us a call if you have any questions 

or comments.  Enjoy what will hopefully be a long and pleasant fall! 

Sincerely, 

 

 

Ryan Financial Group 



 

 

 

It is not possible to invest directly in any index. The performance of an unmanaged index is not indicative of 

the performance of any particular investment. The performance of an index assumes no transaction costs, 

taxes, management fees, or other expenses. Past performance does not guarantee future results.  

This information is an assessment of the market environment at a particular point in time and is not intended 

to be a forecast of future events or a guarantee of future results. This information should not be construed 

as research or investment advice or as a solicitation to buy or sell any securities. Statements regarding 

future prospects may not be realized and may differ materially from actual events or results. Past 

performance does not guarantee future results.  

Lincoln Financial Advisors Corp. and its representatives do not provide legal or tax advice. You may want 

to consult a legal or tax advisor regarding any legal or tax information as it relates to your personal 

circumstances.   

Registered associates of Ryan Financial Group are registered representatives of Lincoln Financial Advisors 

Corp. Securities and investment advisory services offered through Lincoln Financial Advisors Corp., a 

broker/dealer (member SIPC) and registered investment advisor. Insurance offered through Lincoln 

affiliates and other fine companies. Ryan Financial Group is not an affiliate of Lincoln Financial Advisors 

Corp. CRN-1914696-100517 
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