
Insights on Recent Market Volatility

While the stock market has corrected some of its excessive valuation and investor complacency, it is likely to be volatile and 
possibly range-bound in the period ahead. We are entering a period of uncertainty for the financial markets as central banks 
provide less liquidity to the financial system while at the same time our government issues more debt obligations and stimulates 
our economy in its 9th year of expansion with equity valuations still at historically high levels.  We believe this stimulus is ill timed 
and could result in both higher inflation and higher interest rates than we previously thought. This is an unusual time in which our 
Federal Reserve is tightening financial conditions by reducing its balance sheet (quantitative tightening) and increasing short-term 
interest rates at the same time excessive federal government stimulus is being injected into the economy this late in an economic 
cycle. We believe these colliding forces could cause more turbulence in the financial markets than generally perceived.  Of course, 
it is also uncertain how the Federal Reserve’s quantitative tightening program will affect the financial markets.  Since the Federal 
Reserve was successful in producing higher asset prices during quantitative easing, it seems logical to conclude that it may also 
pressure financial asset prices during quantitative tightening. Lastly, we worry about how our government will be able to stimulate 
the economy in the next recession. It is likely the federal government’s deficit will reach one trillion dollars in the fiscal year ending 
September 2019. By then, we will hopefully have completed the 10th year of economic expansion but will probably be at increased 
risk of experiencing our next recession as the Federal Reserve raises interest rates into an economy that is very mature and 
probably at increased risk to a cyclical downturn. With a federal government deficit already at one trillion dollars, there may not be 
flexibility to provide much fiscal stimulus to the economy if any at all.  In this potentially more volatile environment, we are focused 
on more reasonably priced high quality growth companies that should do relatively well in a more volatile market.
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The views expressed constitute Montag & Caldwell’s judgment as of February 9, 2018, and are subject to change based on market, economic or other conditions. These 
opinions are not intended to be a forecast of future events, a guarantee of future results or investment advice. All data referenced is from sources deemed to be reliable 
but cannot be guaranteed as to accuracy or completeness.
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