
  

 

 
  

Risks: Expectations, Valuations and Concentration 

• High valuations, high expectations, and high concentration have increased market risks. 

• The S&P 500 is down about 6% from recent highs and a correction is possible. 

• We expect more volatility, but do not expect a bear market. Stay diversified in times like this. 

U.S. equities have rallied all year on high expectations and excitement around technology, specifically artificial 
intelligence (AI). This has pushed stock market valuations well above historical averages. The largest discrepancies 
can be seen in Large cap growth stocks, where the average 20-year trailing P/E is around 22.5, and recently, this 
P/E was close to 40. This was mostly driven by optimism around extremely large companies collectively known as 
the Magnificent Seven (Mag-7). The Mag-7 are part of the ten largest companies in the S&P 500, which made up 
an astonishing 38% of the index recently, the highest we have seen since the dot-com bubble (see table 1). With 
such a huge weight in indices, anything derailing this AI optimism would likely lead to a market pullback and a 
possible correction. 

 

 
 

We are deep in earnings season, and a few of the primary market leaders have released less than spectacular 
earnings reports, and even worse have offered disappointing future earnings guidance.  

 
Furthermore, we have seen weak economic data, which coincides with the weak earnings guidance. This past week 
we saw a key manufacturing report fall to an eight-month low, combined with multiple employment readings 
suggesting a quickly weakening labor market. With the Federal Reserve (Fed) not cutting interest rates this week, 
market sentiment has increased that the Fed may be behind the curve and has underestimated the lag effect of 
high interest rates on the economy. Investors optimistic about rate cuts are now questioning if they need to be more 
pessimistic around the reason for the rate cuts (slower economic growth, which causes slower inflation growth). 
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With the combination of high valuations, weaker than expected earnings and below consensus economic reports, 
U.S. equities have fallen about 6% from their recent peaks. With sentiment so negative right now, a market 
correction, where stocks fall 10% or more from their peak, is a concern. However, market corrections are a normal 
part of investing and occur about once per year. Keep in mind that the S&P 500 had a correction from July to 
October last year. We do not expect a possible market correction to worsen into a so-called bear market, when 
stocks fall 20% from their peaks, for multiple reasons.  

 
• First, despite the weaker economic data, the economy is still on solid footing and has a ways to go before 

we enter a recession. Generally, for a bear market, an economic recession is needed. Economic data 
has weakened, such as the labor market, however, an unemployment rate of 4.3% is still respectable.  

 

• Second, corporate earnings, the key driver of stock prices, still look strong. For example, earnings for the 
S&P 500 are expected to rise a robust 11% for 2024 according to Factset 

 

• Third, with inflation close to their long-term targets and economic growth slowing, we expect the Fed to 
cut rates this year. Lower rates tend to be a boon to U.S. stocks as borrowing costs decline. Recently, 
financial markets had expected the Fed to cut just 1 or 2 times in 2024. Now this expectation has risen 
to 3 or4 times.   

 

• Lastly, similar to what occurred at the end of last year’s correction, there is a significant amount of money 
and savings ready to be deployed if stocks and valuations fall. Today, about $24 trillion of money market 
assets and bank deposits are on the sidelines waiting for better market valuations. With the U.S. stock 
market capitalization at about $50 trillion, any market pullback will likely see some of this $24 trillion enter 
the market and provide some support to equities. Not to mention, if the Fed cuts rates investors in money 
market assets will see their interest rates fall, perhaps incentivizing them to move their money elsewhere. 

 
More volatility is likely if the economy continues to weaken, and the Mag-7 continue to disappoint in their outlooks. 
Diversification can help mitigate this volatility. If volatility escalates, we think it could be short-lived as the Fed is 
likely going to cut rates soon and the labor market is still strong, despite some weakening. Corrections and 
pullbacks are a normal part of investing. Your financial professional can help you stay focused on your personal 
financial goals. As always, please contact your financial professional with any questions about tailoring your 
portfolio to your personal situation. 

 
 
 
 

 

 

 

 

 

 

 

 

 

 

 

This report is created by Cetera Investment Management LLC. For more insights 

and information from the team, follow @CeteraIM on X. 

 

https://twitter.com/ceteraim?lang=en


 

  About Cetera® Investment Management 
Cetera Investment Management LLC is an SEC registered investment adviser owned by Cetera Financial Group®. Cetera Investment 
Management provides market perspectives, portfolio guidance, model management, and other investment advice to its affiliated broker-
dealers, dually registered broker-dealers and registered investment advisers. 

 
About Cetera Financial Group 
“Cetera Financial Group” refers to the network of independent retail firms encompassing, among others, Cetera Advisors LLC, Cetera 
Advisor Networks LLC, Cetera Investment Services LLC (marketed as Cetera Financial Institutions or Cetera Investors), and Cetera 
Financial Specialists LLC. All firms are members FINRA / SIPC. Located at 655 W. Broadway, 11th Floor, San Diego, CA 92101. 

 
Disclosures 
Individuals affiliated with Cetera firms are either Registered Representatives who offer only brokerage services and receive transaction-
based compensation (commissions), Investment Adviser Representatives who offer only investment advisory services and receive fees 
based on assets, or both Registered Representatives and Investment Adviser Representatives, who can offer both types of services. 
 
The material contained in this document was authored by and is the property of Cetera Investment Management LLC. Cetera Investment 
Management provides investment management and advisory services to a number of programs sponsored by affiliated and non-affiliated 
registered investment advisers. Your registered representative or investment adviser representative is not registered with Cetera Investment 
Management and did not take part in the creation of this material. He or she may not be able to offer Cetera Investment Management 
portfolio management services. 
 
Nothing in this presentation should be construed as offering or disseminating specific investment, tax, or legal advice to any individual 
without the benefit of direct and specific consultation with an investment adviser representative authorized to offer Cetera Investment 
Management services. Information contained herein shall not constitute an offer or a solicitation of any services. Past performance is not 
a guarantee of future results. 
 
For more information about Cetera Investment Management, please reference the Cetera Investment Management LLC Form ADV 
disclosure brochure and the disclosure brochure for the registered investment adviser your adviser is registered with. Please consult with 
your adviser for his or her specific firm registrations and programs available. 
 
No independent analysis has been performed and the material should not be construed as investment advice. Investment decisions should 
not be based on this material since the information contained here is a singular update, and prudent investment decisions require the 
analysis of a much broader collection of facts and context. All information is believed to be from reliable sources; however, we make no 
representation as to its completeness or accuracy. The opinions expressed are as of the date published and may change without notice. 
Any forward-looking statements are based on assumptions, may not materialize, and are subject to revision. 
 
All economic and performance information is historical and not indicative of future results. The market indices discussed are not actively 
managed. Investors cannot directly invest in unmanaged indices. Please consult your financial advisor for more information. 
 
Additional risks are associated with international investing, such as currency fluctuations, political and economic instability, and differences 
in accounting standards. 

 
A diversified portfolio does not assure a profit or protect against loss in a declining market. 
 

Glossary 
 
The S&P 500 is an index of roughly 500 stocks chosen for market size, liquidity and industry grouping (among other factors) designed to be 
a leading indicator of U.S. equities and is meant to reflect the risk/return characteristics of large cap universe.  
 
The Russell 1000 index is a stock market index that tracks the top 1,000 stocks by market capitalization in the Russell 3000 Index, which 
represent about 90% of the total market capitalization of that index. 

 
The Russell 1000 Growth index is a subset of the Russell 1000 as measured by three factors: sales growth, the ratio of earnings change to 
price, and momentum.  
 
The Russell 1000 Value index is a subset of the Russell 1000 as measured by three factors: the ratios of book value, earnings, and sales to 
price.  
 
The Russell 2000 index is comprised of 2000 small-capitalization companies. It is made up of the bottom two-thirds in company size of the 
Russell 3000 index. 

 

 

 

 

 

 

 

 

 

 

 

 

 


