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Tactical Positioning 

The current resilience of equity markets is based, in part, on bond markets staying relaxed despite the increase in 
inflation. We remain neutral to slightly overweight equities, as we believe that the biggest factors behind the rise 
in inflation have started to diminish. In short, commodity prices are rolling over and supply chain bottlenecks are 
starting to improve. Already, industrial metals, such as aluminium and iron ore/steel, have sustained large falls, 
whilst oil and gas prices seem to have hit upside resistance levels, with natural gas falling 14% in the last week. 
Supply lines including haulage, warehousing and freight seem to be easing and the Global Container Index seems 
to have topped out, falling consistently over the last four weeks.  
 
Market Moves 

 
 Equities (incl. Dividends) 
31-Oct-21 World ($) US ($) Europe1 (€)  UK (£) Japan (¥) EM ($)      Asia ($) 
Last 2 Weeks 1.7% 3.0% 1.4%   0.0% -0.6% -1.4%   -0.4% 
October 5.1% 7.0% 4.7%  2.3% -1.9% 1.0%  1.7% 
Year to Date 16.8% 24.0% 21.6%   15.1% 6.9% -0.3%   -0.4% 
              

 Commodities   Currencies (vs. USD)  Gov't 

 COM2 ($) Gold ($) WTI Oil ($)  EUR GBP JPY  UST 10Y3 
Last 2 Weeks -1.3% 0.9% 1.6%   -0.4% -0.5% 0.2%   -2bps 
October 2.6% 1.5% 11.4%  -0.2% 1.5% -2.4%  6bps 
Year to Date 32.5% -6.1% 72.2%   -5.4% 0.1% -9.4%   64bps 
Note: 1Europe excluding UK; 2Bloomberg Commodity Index; 3US Treasury 10 Year Yield shows absolute, not percentage, change in yield; Source: Bloomberg 

2-year government bonds have moved to price in interest rate increases in 2022  

You might not think so from the green numbers above, but markets have been in a nervous, febrile mood, which 
has produced a testing fortnight for long-only investors. Bonds have held markets’ attention more than equities 
despite it being the third quarter corporate results season. Government bonds have moved to price in anticipated 
interest rate rises, even in markets with comparatively dovish central banks, reflecting expectations of higher 
inflation across the major economies.  
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Concerns about higher inflation are growing 

Since the summer, market consensus has moved from supporting the ‘transitory’ view of higher inflation to fears 
of stickier inflation. Those in the ‘transitory’ camp argue that rising prices are temporary, related to one-off factors 
such as higher energy prices and supply chain issues which will be resolved. Those in the ‘inflationist’ camp believe 
that extraordinary money creation and fiscal stimuli combined with trade disruption, populism and shortages (of 
both goods and labour) will lead to higher wage demands and higher consumer prices for longer. There are no 
certainties, but we are mindful of both possibilities and positioned accordingly. 

Australian bond moves  

Owing to the inflation dynamics, we have seen some remarkable price movements in the usually stable world of 
developed sovereign bonds. In Australia, for example, not usually the centre of the bond market’s attention, the 
Reserve Bank of Australia’s yield target of 0.1% for the April 2024 bond was not seen as credible by traders who 
forced the yield to 0.78% at the close on Friday, up from 0.15% on Wednesday morning. That might not sound 
that interesting to equity investors, but Deutsche Bank calculate this to be (for the statistically inclined) a six 
standard-deviation move or – for the rest of us – a one in 30-year event. 

The pace of interest rate hikes is expected to be slower in other areas (with the eurozone the slowest)  

There is clear international divergence in terms of central banks’ policy responses to higher inflation expectations, 
and these run along a spectrum. At the hawkish end, some emerging market central banks are already increasing 
rates. The UK, Canadian and Australian bond markets have moved to price in rate hikes within six months. In the 
US, where tapering purchases of fixed income securities is expected at the Federal Reserve’s meeting this week 
(or in December), rate hikes are not expected until the second half of next year. Finally, in the Eurozone, where 
inflation has been far behind target for many years rate, hikes are not expected until sometime after 2022. 

Equity earnings growth is strong, and markets are hitting all-time highs  

In equities, the third quarter corporate results season has provided cheer for equity investors with a higher than 
average 82% of S&P 500 companies that have reported so far beating analysts’ forecasts, with average earnings 
growth of 36.6%. The main indices are around all-time highs with some achieving new records over the fortnight. 

Fossil fuels may have short-term support  

At the same time as the run-up to the all-important COP26 climate summit, economies are straining under the 
pressure of higher energy prices, for which the likely short-term solution will be an increase in oil and gas 
production. The OPEC+ cartel meets next week which will be closely watched by global investors.  

US and Japanese political shifts decide the extent of forthcoming fiscal stimuli  

President Biden abandoned his prior spending plans after failing to gain agreement in Congress due to opposition, 
including from his own Democrat colleagues. His wafer-thin majority makes it difficult to pass legislation. In Japan, 
Prime Minister Kishida’s Liberal Democratic Party held its dominant position in Parliament. Kishida is thought to 
be a stimulus enthusiast, so markets are hotly anticipating fiscal policy announcements. The Nikkei 225 Index 
closed Monday up 2.6% on the news. 
 
Economic Updates 

Broadly speaking, macroeconomic data were mixed, reflecting a continued recovery, combined with some issues 
related to supply chain difficulties. In the US, the services Purchasing Managers Index (“PMI”), consumer indicators 
and initial jobless claims all outperformed market consensus. Whereas, industrial production, the manufacturing 
PMI, the core PCE price index and quarterly GDP growth disappointed. In the Eurozone, the manufacturing PMI, 
consumer confidence, Eurozone/German Consumer Price Index (“CPI”), the German manufacturing PMI, German 
GDP and German employment were above market consensus, while the Eurozone services PMI and German 
services PMI were below market. In the UK, the services and manufacturing PMIs together with Retail Price index 
beat market expectations, while CPI, core and headline retail sales, consumer confidence and producer prices 
underperformed. 
 
JONATHAN BELL, IVO COULSON, LEO SUCH                
31 October 2021 
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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 (Switzerland) SA and its subsidiaries, including Stanhope Capital LLP and Stanhope Capital SAS. Stanhope Capital (Switzerland) SA is 
a company incorporated in Switzerland and a member of the Swiss Association of Asset Managers (SAAM), a Self-Regulating Body approved 
by the Swiss Financial Market Supervisory Authority (FINMA). Stanhope Capital LLP is a limited liability partnership incorporated in England 
and Wales authorised and regulated by the Financial Conduct Authority (FCA). Stanhope Capital LLP is regulated by the US SEC under firm 
number 162512. Stanhope Capital SAS is a “Société par Actions Simplifiées” incorporated in France and regulated by the Autorité de 
Marchés Financiers (AMF). Acceptance of delivery of any part of this Information constitutes acceptance to the conditions of this legal 
disclaimer. 
 
The Information attached 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. 
 
France 
Stanhope Capital SAS 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. 


