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Current market volatility - 6 February 2018 
 
The recent falls in global stockmarkets have surprised some investors but for many there was a degree of inevitability in this 
correction. Markets have been pushing through all-time highs and central banks had shown that their concerns were 
increasingly focused on rising inflation indicators. After nearly ten years of Quantitative easing (QE) we are now seeing banks 
reversing the policy of easy money and historically low interest rates.  The thirty-five year old bond bull market is claimed by 
many to be over; the economic cycle is long in the tooth; stock markets have made a series of highs with unprecedentedly 
low levels of volatility. So when the US stock market has its worst week since 2016, and the US 10-year Treasury yield hits a 
four-year high, investors are asking - is this the start of a much bigger fall in asset prices? 
  
We have been concerned about market valuations, the threat of rising interest rates and bond yields and the strong 
momentum in the global economy and corporate earnings. The recent drops are perhaps more surprising because they have 
occurred after such a long period when volatility has stayed low and market falls have been minor and short lasting. However 
these recent falls need to be seen in perspective. Even falls of a few more percent would not be catastrophic and only take 
equity markets back to where they were a few weeks ago. Indeed, blowing a bit of froth off the top of the market would be 
seen as quite healthy.  
 
Commentators had been saying for a while that the market had just become too euphoric and gains were too readily made 
and last week another strong employment report in the US, showed an acceleration in wage growth. Faster wage growth is 
seen as a key lead indicator of higher inflation in the prices of goods and services. Thus, encouraged by comments from the 
latest Federal Reserve meeting that appeared to endorse another interest rate rise in March bond investors hit the “sell” 
button, sending the yield of the 10-year Treasury bond over 2.8%. A common valuation criteria for equities looks at the 
relative yields of equities versus bonds.  Sharply higher bond yields expose how expensive equity valuations look hence the 
recent falls in stockmarkets. 
 
Since the 1920s sustained falls in United States stockmarkets – so called “Bear” markets – have almost always been 
accompanied by an economic recession. It’s very hard to find anyone who is predicting a recession at the moment, and little 
reason to expect one given the momentum, which will have been given a boost by Trump’s tax deal. The question remains 
whether or not the Federal Reserve becomes aggressive enough to cause a recession because it sees too much inflation risk 
and raises interest rates even faster than markets currently expect. We believe that to be improbable. Neither does it look as 
though any other large region is suddenly about to hit the buffers. So that would suggest holding tight for now. 
 
It would be wrong to dismiss the current risks in the market.  The strength of the economy should provide support for the 
markets but there is the potential for unexpected factors to exacerbate the current mood e.g. the influence of complex 
computer based trading programmes and the unpredictability of the Trump presidency cannot be discounted.  Equally we 
should not ignore the opportunities - a robust global economy, healthy corporate activity and a dearth of decent investment 
alternatives means that at some point investors will be drawn back to equities.  
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