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As I write, the S&P 500 index has fallen 5.5% from its peak on 26 January, whilst volatility has increased with 
Monday's 20-point jump in the VIX index* being the largest ever one day move, albeit from a very low level.  
 
It is worth putting the recent setback in the index into context. For the past few years, equity markets have 
performed well, gently rising with relatively little volatility. The economic outlook has been equally benign, 
growth has picked up, inflation has remained low and companies have in general reported strong earnings 
growth. Confidence in the economic and investment outlook has been high for consumers, businesses and 
investors as demonstrated by numerous surveys.  
 

S&P 500 index  
(to February 6 2018)

 
 

Source Bloomberg 

 
The fall in the S&P 500 only takes the index back to the level of 2 January this year and leaves the index still 
over 17% higher than a year ago. In this respect the impact is relatively minor.  
 
The trigger for the fall in the market was a growing concern that inflation may be rising, as demonstrated by 
last Friday’s report that year on year wage growth in the US had edged up to 2.9%. An increase in wage 
inflation is likely to cause inflation elsewhere and will lead to higher interest rates over time. As a result, bond 
prices fell, pushing the yield on the 10 year US Treasury bond from 2.4% at the start of the year to 2.8% today. 
As long-term interest rates rise (as reflected in higher bond yields), the discount rate by which equities are 
valued rises and this justifies lower current prices.  
 
 
 
 
*a volatility measure for the S&P 500 index 
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US Average hourly earnings growth 

 
Source Bloomberg 

 
 
 
It is too early to tell whether the recent increase in wage inflation will continue and lead to a significant 
change in interest rate expectations or in the growth outlook. 
 
You have heard us say many times that ‘interest rates will continue to increase gradually and as a result we 
are underweight bonds’. Well, this is now happening, and we expect it to continue. We have also highlighted 
that we are worried that inflation could pick up significantly at some point. It is not yet clear whether this is 
the case, but the risk of inflation has increased. We continue to believe that although US equity valuations 
are high, strong earnings growth means that current levels could be justified, particularly if inflation remains 
close to current levels. In portfolios we maintain our cautiously optimistic stance given the outlook for strong 
earnings growth, but as ever remain vigilant in case the current positive environment for equities should 
change. 
 

JONATHAN BELL 
 
7th February 2018 
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Important Information 
 
The information contained herein (the “Information”) has been prepared by the Stanhope Group. The Stanhope Group comprises Stanhope Capital (Cayman) 
Limited and its subsidiaries, including Stanhope Capital LLP, Stanhope Capital (Switzerland) SA and Stanhope Capital (Jersey) Limited. Stanhope Capital LLP is a 
limited liability partnership incorporated in England and Wales authorised and regulated by the Financial Conduct Authority. Stanhope Capital (Switzerland) SA 
is a company incorporated in Switzerland and a member of the Swiss Association of Asset Managers, a Self-Regulating Body approved by the Swiss Financial 
Market Supervisory Authority (FINMA).  Stanhope Capital (Jersey) Limited is a limited liability company incorporated in Jersey and regulated by the Jersey 
Financial Services Commission.  Stanhope Capital (Cayman) Limited is incorporated in the Cayman Islands and is registered with the Cayman Islands Monetary 
Authority.  Acceptance of delivery of any part of this Information constitutes acceptance to the conditions of this legal disclaimer. 
 
The information attached (the “Information”) is being disclosed by the member of the Stanhope Group indicated in the Information and exclusively to the 
intended recipient (the “Recipient”). 
 
The Information does not constitute an offer to sell or a solicitation of an offer to buy any investment fund or other financial products. The Information does 
not constitute investment advice or advice with respect to the suitability of any investment. 
 
Restrictions 
 
The Information is private and confidential and provided for information purposes only. No part of the Information is to be distributed, copied or disseminated 
directly or indirectly to anyone other than the Recipient and its professional advisers (for the sole purposes of obtaining advice). The Information should not be 
relied upon for tax, auditing or other purposes. The Information is not intended for any person in any jurisdiction (by way of nationality, residence, domicile or 
otherwise) where the publication or availability of it would be in contravention of any applicable law or regulation. 
 
Opinions, estimates and statements contained in the Information constitute judgments of the Stanhope Group at the time of their preparation and are subject 
to change without notice. 
 
The value of investments can fall as well as rise; potential income or profits are accompanied by the possibility of loss. The Recipient may not receive back the 
original amount invested. Past performance is not a reliable indication of future results. Performance figures included in the Information are unaudited except 
where indicated. Please refer to the risk warning notes provided next to any performance figures included in the Information. In certain circumstances prices 
stated may be historic because of the delay in obtaining prices and/or valuations from third parties. Valuations are based on either market prices available at 
the time of the preparation of the Information or on the Stanhope Group’s reasonable estimates thereof at the time made. Valuations based upon other models 
or assumptions or calculated as of another date or time may result in different values. The valuation or returns on investments in currencies other than the 
base currency of a client’s account may increase or decrease as a result of currency fluctuations. 
 
The Stanhope Group may recommend or make investments for its clients in illiquid or volatile instruments or funds which may carry a high degree of default 
risk or in funds which utilise leverage/gearing which can exaggerate performance and may lead to large falls in value. 
 
Any description of any investment process or investment management process described in the Information may change from time to time at the discretion of 
the Stanhope Group or otherwise. 
 
While reasonable skill, care and diligence have been taken to ensure that the Information was accurate as at the date of writing, the Stanhope Group has not 
verified and accepts no legal responsibility for any third party Information.  In addition, the Stanhope Group makes no representation, warranty, undertaking 
or guarantee, express or implied, as to the accuracy or completeness of the Information and opinions therein. No members of the Stanhope Group shall be 
responsible for or have any liability to any Recipient or third party for losses or damages (whether consequential, incidental or otherwise) arising (i) out of 
errors, omissions or changes in market factors, conditions or circumstances or (ii) from making any use of the Information. 
The Information does not replace, supplement or amend the contractual documentation entered between the relevant member of the Stanhope Group and 
the Recipient, including but not limited to (i) the required qualifications of the Recipient in order for such Recipient to receive the Information and (ii) the 
disclaimers and limitation of liability contained in such contractual documentation. Further, the Information does not replace, supplement or amend the 
documentation applicable to any investment fund or other financial products referred to in the Information. 
 
United Kingdom 
 
To the extent that the Information is aimed at residents of the United Kingdom, the Information has been approved for issue in the United Kingdom by Stanhope 
Capital LLP. Stanhope Capital LLP’s advice is categorised by the Financial Conduct Authority as “restricted” because it advises on investment funds, which are 
only one type of “retail investment product”. Stanhope Capital LLP does not provide investment advice on other retail investment products, such as life 
insurance, stakeholder pensions or personal pension schemes. 
 
Jersey 
 
The advice Stanhope Capital (Jersey) Limited offers under our advisory service is restricted as we advise on investment funds, which is only one type of 
investment product. Stanhope Capital (Jersey) Limited does not provide investment advice on retail investment products, such as life insurance, stakeholder 
pensions or personal pension schemes. 
 
United States 
 
The Information is not intended for residents of the United States or for any U.S. Person. The Information is not an offer to sell any securities to or for the 
benefit of United States persons or the solicitation of any offer to buy securities on the part of or for the benefit of any such United States persons. For the 
avoidance of doubt a U.S. Person does not include a U.S. Citizen resident outside the U.S. 

 
 


