13 fundamental reasons
How smart human investors comprehend the recent signals of artificial
intelligence algorithms to sell stocks
1. Omicron spread & vaccine mandates

Let’s start with the obvious: the coronavirus and its growing number of
variants. This year, the S&P 500 has enjoyed more than five dozen record-high
closes. The expectation has been that increasing U.S. and global vaccination
rates would allow business to get back to normal. But with each new variant of
COVID-19, the potential arises for additional lockdowns, restrictions, supply
chain concerns, and a possible decrease in consumer or corporate spending.
For what it's worth, the delta variant's emergence in May led to a short-term
market hiccup that was fairly quickly put in the rearview mirror. The same
could be true for the omicron variant, but we simply don't know enough about it
at the moment for Wall Street and investors to be confident buyers of stocks.
In addition, numerous strict vaccine mandates across Europe and the US force
those employees out of the labor market who are not willing to submit
themselves and obey the rules. A shrinking labor force will therefore not
only reduce the number of nursing staff in hospitals, but also create an
inflationary pressure on labor costs across all industries.
2. Historically high inflation

Some level of inflation (i.e., the rising price of goods and services) is expected
in a growing economy. However, the 6.2% increase in the US Consumer Price
Index for All Urban Consumers in October marked a 31-year high.
The problem with inflation is that it has the potential to sap consumer and
enterprise buying power. Even though wages are going up for workers, much of
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their buying power could be stripped away by rising rent/home costs, markedly
higher energy prices, and even above-average food inflation.
If the next few inflation reports from the U.S. Bureau of Labor Statistics come
in at or above 6% over the trailing 12-month period, the likelihood of this
surge in prices being transitory starts going out the window. Wall Street
won't like that one.
3. China housing market Contagion

Trust firms that have issued at least $5 billion in high-yield products linked to
China Evergrande Group are bracing for a cascade of losses after the cashstrapped developer said it may no longer be able to meet its financial
obligations. At least three firms, including Citic Trust Co., China Foreign
Economy and Trade Trust Co., notified clients over the past few days that they
risk missing payments on Evergrande products due to the developer’s strained
finances and will take legal action to protect investors. At least five trust
companies held emergency meetings over the weekend to discuss how to handle
potential disputes with investors. The meetings illustrate how a key group of
onshore Evergrande creditors are responding to a Friday statement from the
developer in which it formally acknowledged for the first time the need to
restructure offshore debt. Should Evergrande be declared in formal default
on its bonds, a wave of cross defaults could be triggered.
Evergrande counts trust companies, which pool money from wealthy individual
investors, as an important source of funding, accounting for about 40% of
borrowings at the end of 2019, when it last disclosed the figures. While the
firms have been reducing their exposure to Evergrande and its peers since
then, they continue to be massive lenders with at least $12 billion in
developer-linked trust payments due just this month.
The risk of contagion into the $3 trillion trust industry will add pressure on
policy makers to ease the crunch in the real estate sector, which has already
triggered protests by home-buyers and investors in wealth management
products sold by Evergrande and another embattled developer Kaisa Group
Holdings Ltd.
Evergrande has done business with most of the 68 trust companies in China. It
had $1.8 billion in trust loans maturing in the fourth quarter, with another $5
billion due over 2022 and 2023. The data only covers trusts sold to retail
investors and not so-called single trusts, which are private placements and
make up the bulk of Evergrande’s financing through the products.
If holders of an Evergrande bond declare it in formal default “cross
defaults” would be automatically triggered for the firm’s other debt
instruments.
Evergrande is planning to include all its offshore public bonds and private
debt obligations in a restructuring that may rank among the nation’s biggest
ever. Grace periods for interest payments on two notes from Scenery Journey
end Monday and could mark the firm’s first default on public debts.
Some investors in its trust products are high-net-worth clients of commercial
banks, which means the spillover could extend beyond the already embattled
trust sector.
4. Energy price Volatility

Crude oil could also spell doom for Wall Street over the next three months.
If the price shoots too high, consumers and businesses either purchase less
fuel or, if possible, for businesses, pass along higher fuel costs to customers.
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On the other hand, if crude prices tank on fears of another variant, it can hurt
job creation in the energy sector and even reduce overall confidence in the
U.S. or global economy.
In other words, the oil market needs to provide some semblance of stability
over these next three months. If the per-barrel price once again jumps above
$80, inflation fears could dominate. Meanwhile, if it falls below $50, sectorwide investments could be curtailed.
5. Hawkish Fed

The tone and actions of the Federal Reserve could also cause the stock market
to crash over the next three months.
For much of the past decade, the nation's central bank has been extremely
accommodative. This is to say that interest rates have been kept at or near
historic lows, which has allowed growth stocks to borrow cheaply in order to
hire, acquire, and innovate. Further, the Fed has fairly aggressively bought
long-term Treasury bonds and mortgage-backed securities to encourage
lending and confidence in the housing market.
But with inflation soaring, the Fed is going to have no choice but to eventually
raise interest rates and begin slowing its bond-buying program. To put things
mildly, investors have been spoiled with a long stretch of historically low
lending rates. Any talk of a faster-than-expected rate hike could quickly sink
the S&P 500.
6. US debt ceiling impasse

Keeping politics out of your portfolio is generally a smart move. But every
once in a while, politics can't be swept under the rug.
We're currently less than two weeks away from the Dec 15 deadline when the
federal debt limit will be hit. If we reach the debt limit without a deal in
Congress, the Treasury Department wouldn't be able to borrow. This means
salaried federal employees may not get paid at a time when inflation is rising,
and the U.S. economy is still finding its legs following a wicked (but short)
recession. It may even mean the U.S. defaulting on some of its debts, which
could adversely affect its credit rating.
To be clear, this isn't the first rodeo for lawmakers when it comes to a debtceiling standoff. But the longer Congress waits to resolve things, the more
likely it is the debt ceiling could weigh on equities.
7. Record Margin debt

Generally speaking, margin debt, the amount of money borrowed from a broker
with interest to purchase or short-sell securities, is bad news. Although
margin can multiply an investors' gains, it can also quickly magnify losses.
While it's perfectly normal to see nominal outstanding margin debt grow over
time, the speed of its increase in 2021 is very alarming. As of October, almost
$936 billion in margin debt was outstanding, according to the Financial
Industry Regulatory Authority. That's more than doubled since the midpoint of
the previous decade.
More importantly, margin debt rocketed higher by more than 70% earlier this
year from the prior-year period. There have only been three instances since
1995 where margin debt surged over 60% in one year, according to analytics
firm Yardeni Research.
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It happened just before the dot-com bubble burst, months prior to the
financial crisis, and in 2021. That doesn't bode well for the stock market.
8. Russian invasion of Ukraine & energy crisis

The CIA has shared intelligence including maps with European allies that
shows a buildup of Russian troops and artillery to prepare for a rapid, largescale push into Ukraine from multiple locations if President Vladimir Putin
decided to invade. That intelligence has been conveyed to some NATO members
over the past week to back up U.S. concerns about Putin’s possible intentions
and an increasingly frantic diplomatic effort to deter him from any incursion,
with European leaders engaging directly with the Russian president. The
diplomacy is informed by an American assessment that Putin could be weighing
an invasion early next year as his troops again mass near the border. The
information lays out a scenario where troops would cross into Ukraine from
Crimea, the Russian border and via Belarus, with about 200 battalion Tactical
Groups, potentially around 170,000 soldiers, deployed for what the people
described as an operation in rough terrain and freezing conditions, covering
extensive territory and prepared for a potentially prolonged occupation.
Moscow had also called up tens of thousands of reservists on a scale
unprecedented in post-Soviet times. They explained the role of reservists in
any conflict would be to secure territory in a later phase after the tactical
battalions paved the way. Biden and Putin are scheduled to hold a secure video
call during this week.
A Russian invasion of Ukraine would not only result in heightened geopolitical
tensions, but potentially also trigger an energy crisis between the European
union and Russia. Together with Belarus, Russia could block the major
pipelines which transport gas from the east via Ukraine to Europe and use its
natural resources as a hostage for negotiations over economic sanctions.
9. The unwinding of the meme-stock trade

Twice a year, the Federal Reserve releases its Financial Stability Report,
which examines the resilience of the U.S. financial system and outlines some of
the bigger near-term and longer-term risks worth monitoring. In the latest
report, the nation's central bank examined the possibility that young investors
putting their money to work in meme stocks like AMC, Entertainment and
GameStop could heighten volatility and disrupt the market.
The report points out that the younger investors involved in these trades "tend
to have more leveraged household balance sheets." Losses in the market would
leave these folks more vulnerable to meeting their debts. Plus, with these
individual regularly buying options, risk is further magnified.
The Fed also notes that social media interactions, including the transmission
of biased or unsubstantiated claims on message boards, could lead to increased
volatility and a "potentially destabilizing outcome."
10. High Valuation

Valuation by itself is often not enough to send the stock market over the edge.
But when market valuations reach historically high levels, it’s an entirely
different story.
On Dec 1, the S&P 500's Shiller price-to-earnings (P/E) ratio was 38, and it had
recently hit 40 for only the second time in 151 years. The Shiller P/E takes
into account inflation-adjusted earnings over the past 10 years.
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For comparison, the average Shiller P/E for the S&P 500 dating back to 1870 is
16.89. However, it's not how far above its historic average Shiller P/E that's
worrying. It's that following the previous four instances where the Shiller
P/E topped 30, the S&P 500 eventually went on to lose at least 20% of its value.
When valuations get over-extended, as they are now, history has shown that
crashes become commonplace.
11. Taiwan conflict and supply chain issues

China's President Xi Jinping has recently said that "reunification" with Taiwan
"must be fulfilled", as heightened tensions over the island continue.
Mr. Xi said unification should be achieved peacefully but warned that the
Chinese people had a "glorious tradition" of opposing separatism. In response,
Taiwan said its future lay in the hands of its people. Taiwan considers itself a
sovereign state, while China views it as a breakaway province. Beijing has not
ruled out the possible use of force to achieve unification.
Mr. Xi's intervention comes after China sent a record number of military jets
into Taiwan’s air defense zone in recent days. Taiwan's defense minister has
said that tensions with China are at their worst in 40 years.
Speaking at an event marking the 110th anniversary of the revolution that
overthrew China's last imperial dynasty in 1911, he said that "no one should
underestimate the Chinese people's staunch determination, firm will, and
strong ability to defend national sovereignty and territorial integrity."
"The historical task of the complete reunification of the motherland must be
fulfilled, and will definitely be fulfilled," he commented.
Mr. Xi further added he wants to see unification occur under a "one country,
two systems" principle, similar to that employed in Hong Kong.
But Taiwan's presidential office said that public opinion was very clear in
rejecting one country, two systems. In a separate statement, Taiwan's Mainland
Affairs Council called on China to abandon its "provocative steps of intrusion,
harassment and destruction".
Since Taiwan’s Leading Semiconductor Manufacturing Company (TSMC) has a
global market share of 53%, China’s interest in conquering Taiwan could also
be driven by strategic economic intentions. A Chinese invasion of Taiwan could
therefore impede the production of semiconductor chips and aggravate the
global supply chain crisis.
12. Food Shortage & Electricity Outage

A prolonged energy crisis is exposing the vulnerability of food supply chains
and electricity grid stability.
As soaring gas and power prices have hit industries across Europe, Fertilizer
Plants halted or curbed output in the past months, threatening even higher
crop nutrient costs and potentially smaller harvests if farmers cut back on
the key input.
In the U.K., it also raised the specter of an almost immediate shortage of
carbon dioxide, a by-product of fertilizer production and widely used by the
food and drink industry.
A lack of CO2 would force slaughterhouses, which use the gas to stun animals,
to close. It’s hitting grocery stores, too, because CO2 is used in packaging to
extend the shelf life of food and for the “dry ice” that keeps items frozen
during delivery, as well as giving soda and beer their fizz. About half of
Europe’s ammonia capacity is probably at risk of shuttering or curtailing
output, or already closed. Tighter fertilizer and CO2 markets may further push
up global food prices which are already near a decade-high.
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At some point farmers may refuse to buy the nutrient or Europe will
increase imports. In China, authorities have been urged to ensure stable prices
and prioritize supplies of raw materials and energy to chemical fertilizer
companies. Food prices in Africa have risen above a critical benchmark which
indicates the likelihood of social unrest and civil war.
In the EU, the consumer impact of the power crunch has already had
political reverberations as electricity bills soar in the face of low gas
reserves ahead of the winter. The Transition to renewables has further
aggravated the electricity shortage. Germany is shutting down its nuclear
plants in January 2022 and is reducing coal output to meet the UN greenhouse
gas emission reduction goals. Facing a “Dark Winter” scenario with little sun
and wind, Germany and other European countries will be heavily dependent on
the natural Gas supply of Russia.
An energy Shortage with a prolonged subsequent Electricity outage could
result in the electricity grid to collapse (“Blackout”).
13. Missing Second Leg of a Bear Market

A final reason the stock market could crash over the next three months is
history. Specifically, if investors are of the belief that history repeats itself,
the S&P 500 could be in trouble.
Dating back to 1960, there have been nine bear markets. Following each of the
previous bear-market bottoms, excluding the coronavirus crash, we witnessed
either one or two declines of at least 10% within 36 months. In other words,
bouncing back from a bear market bottom is a process that often hits speed
bumps.
But since the March 23, 2020 bottom, it's been an almost straight shot higher
for the S&P 500. If Wall Street and investors were to bet on history repeating,
they might lighten their portfolios in expectation of a double-digit percentage
pullback or crash.

“If your vision is blinded by the shadow of the dark night, why not use your
third eye to enlighten your mind?”
Humans & Machines – The Convergence to Excellence
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