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September 20th, 2021  
 
Ugly with a capital U… 
After two down weeks in a row, global equity markets are picking up right where they left off with 
significant weakness across the major averages.  Many are attributing the weakness to financial strains 
stemming from Evergrande (China’s largest real estate developer, and the second largest in the world), with 
its more than $300 billion in outstanding debt at risk of defaulting.  Without question, this is a legitimate 
concern, but to think that global markets haven’t been (at least to some degree) discounting this possibility 
(probability), then how do you explain the fact that Evergrande’s debt has been trading at 30% off face value 
for some time now?  This has created knock-on effects in other segments of the Chinese market where for 
the first time in a decade, China’s sub-investment grade bond market trades with a yield north of 14%.   
 
While I’m on the subject of China, the slowdown in the world’s second largest economy is growing more 
severe and concerning by the day.  Last week we witnessed a trifecta of economic data coming out of the 
region that meaningfully disappointed:  
 

• Retail sales fell 5.0% on a sequential month-over-month basis, and this followed a 3.2% slide in July.  
Outside of February 2020, this was the largest monthly slide since 1997 – worse than anything we 
saw during the GFC. 

• Industrial production was down 0.4% after sliding 1.3% in July, and is now down in five of the past 
six months. 

• China’s Fixed Asset Investment (FAI) was up 8.9% year-over-year through the first eight months of 
the year, but remains 13% below 2019’s pace.   

 
In the here and now, it’s very easy to look at China and craft a very negative narrative: their dropping the 
regulatory hammer on several key industries and sectors, economic growth that has been slowing since Q4 of 
last year, a brewing Cold War between the U.S. and China, and a lack of trust by foreign capital holders in 
their markets – all are very legitimate concerns.  However, I think it’s prudent to throw some caution to the 
wind in allowing current elevated uncertainties and fears to completely mask what have been (and continue 
to be) some constructive long-term fundamental opportunities.  I do tread cautiously when opining on this 
topic, as I don’t want to be misinterpreted as being in the pro-China / anti-U.S. camp… (it’s not about that at 
all when it comes to investment outcomes).  At this moment, an objective, global investor could look at the 
Chinese equity market and see that it’s down nearly 50% from its high, is deep into an economic slowdown 
(perhaps even arguably slipping into a technical recession…), and global investment sentiment towards the 
region has rarely been as bearish as it is today.  Such a setup is what a lot of extremely successful, long-term 
investors have earned acclaim for by having the gumption and fortitude to look for, act upon, and take 
advantage of these potential opportunities.  It’s at least worth some consideration.  
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Back to the U.S. equity markets and the correction that is currently underway, where for the first time since 
mid-June the S&P 500 fell below its 50-day moving average on Friday and managed to flirt with its 100-day 
moving average in intra-day trading today.  The Dow has also cracked its 50- and 100-day moving averages, 
with a lot more pain being felt under the surface with nearly 50% of the companies that make up the S&P 
500 trading more than 10% below their highs.  There is no telling when and where this correction fully runs 
its course, although a lot of market soothsayers will proclaim to have such an answer, but it is a fair 
statement to suggest that a lot of fear and anxiety has already been priced in with the 14-day RSI reaching its 
most oversold level today since March of 2020 in the S&P 500.     
 

 
 
The following tweet from @MacroCharts, who is a very astute and brilliant mind in the financial world, is 
yet another illustration of just how bearish investors have become of late, wherein he points out TICK data 
that printed the “2nd lowest” reading in the last 31 years.  Suffice it to say, you typically see aggressive 
selling like this near interim lows.  No, this doesn’t assure a low is nigh, but it does represent another data 
point indicating that the repricing that has been taking place for four months now is running its course and 
perhaps is nearing an end.  We’ll see. 
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In addition to China contagion worries, investor anxiety is on the rise over concerns about the Fed starting 
the tapering process, divisiveness in Congress that is thwarting progress on both infrastructure bills, and the 
unknown date in mid- or late-October when the Treasury will potentially default on its obligations if the 
debt-ceiling is not raised.  Not to mention the expanding constraints on consumers’ pocket books from 
inflation that has yet to prove itself to be transitory.  Global food prices have soared 33% year-over-year as 
of August, and this poses huge problems for many net importing countries, especially the Developed Market 
regions.  Add to this housing prices around the globe that have moved to insanely unaffordable levels for just 
about everyone except for the 1%, not to mention national asking rents are up 10% as of August, so even the 
renter community can’t catch a break.  Then we have global electricity costs ripping through the roof with 
natural gas prices spiking, and one can just imagine the impact this will have if prices stay here and we have 
a colder than normal winter.  Sure, the economist community calls this “inflation”, but the normal household 
would likely describe it as “screwflation”, especially because wages at the moment have little to no chance 
of keeping up with the pace of increase in most, if not all, of these metrics.   
 
Which brings me to the Fed and their upcoming policy meeting that concludes on Wednesday, where the 
consensus view is that they will announce the start of tapering to commence in November, but will do their 
best to separate the fact that future interest rate hikes have a much higher bar to achieve before any such 
action would be taken.  My two cents (and I’m an outlier with this view…) is that Jay Powell isn’t convinced 
that tapering is a good idea or that he even supports a taper.  We’ll see if he, Clarida, and Brainard get bullied 
into kicking it off, but doing so now seems to be tone deaf to reality.  Sure, asset prices have ripped and it is 
becoming much more difficult to deny that this is a consequence of extremely accommodative policy, but we 
have an economy that is clearly slowing, fiscal stimulus is about to fall off a cliff, job growth has slowed, 
and the latest delta variant wave clearly illustrates how much the pandemic can impact individual and 
corporate behavior.  Tightening policy into such a setup just does not make sense to me, and if anything, it 
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marginally moves the needle in the direction of increasing actual recession risks beyond just the growth scare 
that we are currently experiencing.  
 
There is no shortage of data supporting this setup with the latest BofA Global Fund Manager Survey 
showing that a net 13% of survey participants see the global economy getting better – this is the lowest level 
since April 2020.  Citigroup’s global economic surprise index is all the way down to -16 (from +90 back in 
June), and future profit estimates have started to flatline.  If profit growth does end up flatlining for some 
time, then equity investors would be left to rely on multiple expansion to drive prices higher, and that’s a tall 
feat with how stretched valuation metrics already are.  Mix in a Fed turning down the liquidity spigot, and 
yes, investors are right to raise the caution flags at the moment.    
 
So, yes, I can see why equity markets are in a bit of a tizzy at the moment, and these concerns are well 
founded, but I also think the correction that we are undergoing is very consistent with other economic cycles 
in that when growth slows following the initial spurt off a recessionary trough, a period of indigestion sets in 
and some of the gains accrued in that initial phase are given back.  Growth slowdowns typically open up a 
window of vulnerability for risk assets, and these pockets of discomfort are much more regular than outright 
recessions, where in the former you want to hunker down and play tactical defense in mitigating what 
ultimately ends up being a fleeting bout of downside volatility.  As for the latter, well that’s one you want to 
be much more proactive in repositioning your capital base to avoid what ultimately amounts to being a 
deeper and much more prolonged decline in one’s portfolio. 
 
My intention isn’t to close out this week’s missive on a sour note, given the ongoing correction we’re 
experiencing in risk assets, but the FT article penned by Gillian Tett last week titled “We Need to Talk 
About Soaring Global Debt” was too good to not call attention to.  According to the recently released data 
from the Institute of International Finance, global debt is expected to reach a record $296 trillion by the end 
of 2021. This would put global-debt-to-GDP at a little over 350%, which compares to 280% at the peak of 
the Credit Bubble in 2008.  I’ll let her words speak for themselves, as she says it better than I ever could 
have:  
 

“Thus, we face a long-term existential question: will governments eventually be forced to unleash 
sky-high inflation to reduce that debt? Will there be widespread debt forgiveness in the future to 
avoid a political or social explosion?  That may seem hard to imagine now, but 
as the late anthropologist David Graeber described in his book “Debt, The First 5000 Years”, 
jubilees —debt forgiveness by lenders —has sometimes occurred in history to avoid a social 
explosion.  Or will there be mass defaults and a financial crisis? 

 
“Or could the 21st century instead turn into a period when interest rates remain so low for so long 
that we learn to accept eye-popping debt numbers as the inevitable corollary of high asset prices, 
expanded money supply and a frenetic financial system, and ignore them? Will debt just feel to 
investors and policymakers like the unread emails in our inbox: an issue which is scary and huge, but 
so constant that it is easy to ignore? We may not find out until rates rise.   

 
“But the fact that our global system is three-times leveraged, and rising, deserves far more debate 
even if you are an optimist about the implications —which I am not.” 

 
Debt and politics always seem to go hand-in-hand, which makes it easy to make this a finger-pointing 
exercise between Republicans and Democrats, especially in light of the Democrats wanting to push through 
another $3.5 trillion ‘soft infrastructure’ bill.  But it’s no longer about one party or the other, as over $7 
trillion in Federal debt was added during President Trump’s term with Republican control of the Senate (so 
much for representing the fiscal conservatives…).  All I’m trying to point out is that spending is the easy 
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policy solution to pass when in power, irrespective of what party affiliation you’re tied too.  However, the 
problem remains, as Ms. Tett points out above, eventually there is a tomorrow and at some point, it will 
matter and we will not be able to ignore it or cast it aside.  When will that be?  Who knows, but it’s out there 
and it makes sense to at least have dedicated some thought and strategy to the issue beforehand.  If anything, 
I think we are reaching that point where debt servicing is acting as a torniquet on economic growth and the 
financial system – the two business cycles following the popping of the Tech Bubble in 2000 have been 
resolved by incentivizing increased debt usage, and as a result they are the two weakest growth recoveries in 
the post-WWII history.  Go figure.      
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 


