
 
 
 
   
 
 
 
 
 
 

 

 
   

 
 

 
 

  

 

 
 

 

  
 

 

July 27, 2021 

China and COVID developments noteworthy, but we 
retain an upbeat forward view 

Key takeaways 
 The confluence of economic reopening and still-easy monetary policies from key central banks continues to 

reinforce our “glass half-full” market perspective. 
 Acute COVID-19 outbreaks remind us that virus risks have not completely subsided, and investors may 

experience heightened market volatility as the economy transitions away from reopening toward more trend 
growth. 

 Chinese regulators’ recent actions highlight the additional policy risks investors must navigate in emerging 
markets, though emerging middle-class consumers’ increasing purchasing power remains an attractive 
longer-term investment opportunity. 

After closing Monday, July 26 at a new all-time high, the S&P 500 and other major global equity markets are 
trading broadly lower on July 27. Investors’ wall-of-worries list includes COVID-19 case growth re-emergence and 
the commensurate concern about the economic recovery path and higher-than-average inflation readings that 
challenge the Federal Reserve’s (Fed) commitment to monetary policies that have supported the economy 
throughout the pandemic-induced recession and ensuing recovery. 

Most recently, Chinese authorities have asserted greater regulatory control over key industries, including social 
media, online food delivery and for-profit education. Regulators have targeted technology companies’ potential 
anti-competitive practices, individuals’ data security concerns, more equitable distribution of revenues to service-
level employees, and soaring education costs’ impact on family formation. 

From a policy analyst’s perspective, the Chinese policymakers’ actions address some long-standing and other 
recently emerging imbalances as the economy recovers from COVID-19 and continues its transition from a rapidly 
growing to sustainable growth economy. However, from a capital market practitioner’s point of view, the collective 
regulatory action’s swiftness, breadth and decisiveness leave little “edge” in anticipating regulators’ next actions, 
and global investors are pricing in additional policy uncertainty ― or what we term a “risk premium” ― across the 
Chinese stock market and broadly across other emerging markets. 

Rule of law is a factor investors should consider in allocating assets across the globe. In the United States, 
regulatory and other policy changes that impact capital markets are infrequent and often relatively well-
telegraphed through election policy platforms and Congressional deliberations. The collective regulatory changes 
impacting high-growth, highly liquid and highly valued publicly-traded companies highlights the additional rule of 
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law risks that investors in emerging market equities must navigate. As a result, Chinese equities have led 
emerging markets’ recent price declines, which has unwound all of this year’s prior gains. 

While risk assets are trading lower today, we are not witnessing a broad re-pricing of risks throughout the capital 
markets. Even though the S&P 500 is trading modestly lower today, the domestic large-cap equity market is less 
than 1 percent off from yesterday’s all-time high. Nearly 25 percent of S&P 500 constituent companies have 
reported second quarter earnings, with results to date exceeding analysts’ consensus estimates for both revenues 
and earnings. Credit spreads, which measure the additional yield investors demand for investing in corporate 
bonds rather than U.S. Treasuries, have risen modestly this month but remain well below long-term averages, 
suggesting little concern yet for the economic recovery supported by ongoing Fed monetary policy. Finally, the 
U.S. dollar remains within the last year’s trading range, implying little urgency from investors to move money to 
the perceived safety of U.S. dollar-denominated assets. 

Our investment outlook remains “glass half-full” regarding the forward prospects for diversified portfolios. Rising 
earnings, continued reopening progress and accommodative central banks support our near-term outlook. While 
we are attuned to recent policy actions and the ensuing capital market action, we do still see opportunities for 
diversified investors in the longer-term opportunities presented by emerging middle class consumers’ increasing 
purchasing power across Asia, Latin America and other geographies. Next up on the policy front is a regularly 
scheduled Federal Open Market Committee meeting tomorrow, and we will provide you with any significant 
developments and potential policy change signals. We continue to encourage investors to retain a multi-year, 
multi-cycle perspective, being mindful of recent events but focusing on two key investment horizons: The current 
reopening activity around the globe and countries’ variable speeds and glidepaths as they emerge and the steady 
state that follows and how sustainable that growth may be. 

We will continue to keep you apprised as events unfold, and please do not hesitate to contact your wealth 
management professional if you have any questions in the current environment we can address. We thank you for 
your trust.  
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This information represents the opinion of U.S. Bank Wealth Management. The views are subject to change at any time based 
on market or other conditions and are current as of the date indicated on the materials. This is not intended to be a forecast of 
future events or guarantee of future results. It is not intended to provide specific advice or to be construed as an offering of 
securities or recommendation to invest. Not for use as a primary basis of investment decisions. Not to be construed to meet 
the needs of any particular investor. Not a representation or solicitation or an offer to sell/buy any security. Investors should 
consult with their investment professional for advice concerning their particular situation. The factual information provided has 
been obtained from sources believed to be reliable, but is not guaranteed as to accuracy or completeness. U.S. Bank is not 
affiliated or associated with any organizations mentioned. 

Based on our strategic approach to creating diversified portfolios, guidelines are in place concerning the construction of 
portfolios and how investments should be allocated to specific asset classes based on client goals, objectives and tolerance 
for risk. Not all recommended asset classes will be suitable for every portfolio. Diversification and asset allocation do not 
guarantee returns or protect against losses. 

Past performance is no guarantee of future results. All performance data, while obtained from sources deemed to be reliable, are 
not guaranteed for accuracy. Indexes shown are unmanaged and are not available for direct investment. The S&P 500 Index 
consists of 500 widely traded stocks that are considered to represent the performance of the U.S. stock market in general. 

Equity securities are subject to stock market fluctuations that occur in response to economic and business developments. 
International investing involves special risks, including foreign taxation, currency risks, risks associated with possible differences 
in financial standards and other risks associated with future political and economic developments. Investing in emerging markets 
may involve greater risks than investing in more developed countries. In addition, concentration of investments in a single 
region may result in greater volatility. Investing in fixed income securities are subject to various risks, including changes in 
interest rates, credit quality, market valuations, liquidity, prepayments, early redemption, corporate events, tax ramifications 
and other factors. Investment in debt securities typically decrease in value when interest rates rise. This risk is usually greater 
for longer-term debt securities. Investments in lower-rated and non-rated securities present a greater risk of loss to principal 
and interest than higher-rated securities. Investments in high yield bonds offer the potential for high current income and 
attractive total return, but involve certain risks. Changes in economic conditions or other circumstances may adversely affect a 
bond issuer's ability to make principal and interest payments. The municipal bond market is volatile and can be significantly 
affected by adverse tax, legislative or political changes and the financial condition of the issues of municipal securities. Interest 
rate increases can cause the price of a bond to decrease. Income on municipal bonds is free from federal taxes, but may be 
subject to the federal alternative minimum tax (AMT), state and local taxes. There are special risks associated with investments 
in real assets such as commodities and real estate securities. For commodities, risks may include market price fluctuations, 
regulatory changes, interest rate changes, credit risk, economic changes and the impact of adverse political or financial 
factors. Investments in real estate securities can be subject to fluctuations in the value of the underlying properties, the effect 
of economic conditions on real estate values, changes in interest rates and risks related to renting properties (such as rental 
defaults). 

U.S. Bank and its representatives do not provide tax or legal advice. Your tax and financial situation is unique. You should 
consult your tax and/or legal advisor for advice and information concerning your particular situation. 
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