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'Frothy' markets remind me of
2007, and rising rates could kill
the rally, Stephen Roach warns
Stephanie Landsman | @stephlandsman
Published 8:32 AM ET Thu, 28 Sept 2017 | Updated 10:03 AM ET Thu, 28 Sept 2017

The stock market looks expensive and it may not be equipped to handle
rising interest rates, according to Yale University fellow Stephen Roach.

The former chairman of Morgan Stanley Asia suggests Wall Street has a
case of amnesia, and the prognosis is poor for the 8½-year-old rally.

"Inflation has all but vanished from the scene. Policymakers as well as
investment managers, to say nothing of the investors that they
represent, don't remember what inflation is like and what monetary
tightening might be in that environment," Roach warned on
Wednesday on CNBC's "Trading Nation."

Roach has been critical of the world's central banks — particularly the
Federal Reserve.

"The point on policy is: Just because inflation is surprising in terms of
coming in below what we think doesn't mean we should not restore our
policy to a more normal approach," he said. 
 
In a note earlier this week, Roach applauded the Fed on its
"commitment to normalization of its policy rate and balance sheet." But
he said it should have happened much earlier.

"The markets are frothy, and it's a froth again that strikes me as
reminiscent of what we saw in a lengthy pre-crisis period in the 2003 to
early 2007 period," he said. "I think the one lesson we learned from that
crisis is that financial stability addressing frothy markets with a more
normal, tougher, disciplined monetary policy is not such a bad thing."

According to Roach, the odds are higher than 50-50 that stocks will
plunge as much as 10 percent in the final months of the year.

Roach said the catalyst could be anything from a North Korea strike to
unexpected weakness in the U.S. economy.
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Stephen Roach on the Fed and
normalization  
10:03 AM ET Thu, 28 Sept 2017 | 01:14



S&P 500 posts first 3-day losing streak
since August

U.S. equities closed lower on Tuesday as a
rebound in tech stocks failed to lift the
broader market higher.

Banks just passed a key level and it could
signal more gains to come

Bank stocks have been breaking out, and one
chart-minded analyst sees more room to run.

North Korea could threaten China's
market rally, warns Stephen Roach

China's market rally becomes more vulnerable
as North Korea advances its nuclear program,
according to Yale University's Stephen Roach.

A big week for US data may clash with
bullish market sentiment

The non-manufacturing report is set to come
out days ahead of the closely watched US
employment situation report.

Energy and financials are on the verge of crossing key
levels. Here’s what it means
Dow rises to record but rest of market rolls over on tech
woes
Amazon’s amazing run is headed for trouble, technical
strategist says
With tax reform done, Wall Street bull Jeremy Siegel
thinks Dow 25K is just around the corner
The dollar took a dive on Friday, but it could catch a bid
next week
Stocks close lower after Michael Flynn report sends Wall
Street on wild ride
Brief dip aside, history suggests that big gains are in
store for the market in December
Transport stocks are on fire this week, and may be set
for more gains
Dow stock Caterpillar and two others could propel the
index to 25,000
Apple is in for a 10% year-end rally, charts suggest



Emerging markets are still a solid
choice for investors, despite sell-off
in China  
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VOTE Vote to see results

"We are long overdue for a correction," Roach said.

Are you worried about a correction before year's end?

Yes

No

Undecided

Stephanie Landsman
Producer, CNBC’s "Fast Money"
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The full interview with Stephen
Roach  
4:15 PM ET Wed, 27 Sept 2017 | 05:03



Emerging markets are a solid choice for
investors. And it’s more than just a story about
China.

Mandy Xu of Credit Suisse discusses sector
correlations and the broader market with Brian
Sullivan.



What historically low sector
correlation means for the market  

Mandy Xu of Credit Suisse discusses sector
correlations and volatility in the equity market
with Brian Sullivan.



S&P sector correlations near all-
time lows  

Stacey Gilbert
Stacey Gilbert is the head of derivative
strategy at Susquehanna.

Lawrence McDonald
Managing Director, ACG Analytics

Rich Ross Rich Ross
Managing Director, Head of Technical Analysis,
Evercore ISI
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