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World Equity Indices Peaked in May 2015. Risk 
has risen inexorably since then.
Global equity markets peaked in May last year and, 
unlike the major US indices, have not regained that 
level. Even the S&P 500 Index which is well above its 
2016 lows is up by less than 3% on May 2015.

Whatever effects stock buybacks or purchases by 
the SNB or the Bank of Japan may be having on the 
world’s equity markets, there is a common theme to 
all of the ‘recovery’ from 2016 lows. Risk has risen to 
levels normally seen only in the midst of major market 
corrections.

Measured Not Modelled
Omega Metrics® Multi-day Value at Risk (VaR) and 
Expected Shortfall (ES) are measured from historic 
multi-day returns, not modelled by simplistic exten-
sions of the daily levels. They have proved their ac-
curacy in over a century of S&P 500 data. 

The current 99% 5-day ES is 13.5%. A 5-day draw-
down that should occur once every 5 months is ex-
pected to take almost 300 points off the S&P 500 In-
dex–taking it back to its February 2016 low.

Global Equity Markets Peaked on 21 May 2015
Major global equity indices such as MSCI World or 
the Stoxx® Global 1800 show peaks on the same 
day in May 2015 when the S&P 500 Index reached its 
high for the year.

They have yet to regain that level. Meanwhile, the VIX 
has returned to its near comatose May 2015 value of 
12.

In May 2015 when these landmark levels were re-
corded, Omega Metrics® 99% 5-day ES measured 
less than two thirds of its current level.

On a Risk Adjusted Basis, the S&P 500 also 
Peaked in May 2015
On a constant risk basis, the S&P 500 has declined in 
value since May 2015. Figure 1 shows the actual S&P 
500 Index along with the position that would have 
been achieved at the 5-day ES level of 21 May 2015. 

The gain since the May 2015 peak can be attributed 
to the substantially higher drawdown risk in the US 
equity market.

The All Time High in the S&P 500 Index was 
Achieved on Drawdown Risk Steroids
If the World Anti-Doping Agency tested equity market 
all-time record holders for performance enhancing 
substances, last week’s record high in the S&P 500 
Index would be disqualified.
 
On a level risk basis, without the steroid effect of a 
massive increase in drawdown risk, the S&P 500 In-
dex would have closed at 2,064 on 15 August 2016, 
down over 3% from the May 2015 peak.

What Just Happened?                     22 August 2016
Last Week’s All Time High for the S&P 500 Was Nothing To Celebrate.

Last week’s new all-time high for the S&P 500 Index is merely a result of risk inflation.
On a level risk basis, the S&P 500 Index would have closed at 2,064 on 15 August 2016, 
down over 3% from its May 2015 peak.
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Figure 1. The S&P 500 Index (grey) and the NAV based on returns corrected to hold 5-day 99% ES at 
its 21 May 2015 level (orange).
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LEGAL NOTICE

Please read this notice carefully:

The contents of this document are for illustrative and informational purposes only. No information in this document should 
be considered a solicitation or offer to buy or sell any financial instrument or to offer any investment advice or opinion 
as to the suitability of any security in any jurisdiction. All information is subject to change and correction due to market 
conditions and other factors.This document has been created without any regard to the specific investment needs and 
objectives of any party in any jurisdiction. Specific instruments are mentioned in this document but this should not be 
construed in any way as a recommendation to invest in them or in funds or other instruments based on them. They are 
used for informational purposes only. Omega Analysis Limited does not provide investment advice. Investors need to 
seek advice regarding suitability of investing in any securities or investment strategies. Any decisions made on the basis 
of information contained herein are at your sole discretion and should be made with your independent investment advisor.


