
Market Recap for January 2014 

January wasn’t the most remarkable month as economic news 

items go.    The real January story began late last year when there 

was a lot of head-scratching over a 30+% S&P 500 gain with low sin-

gle digit GDP growth and corporate profit growth headed for the 

mid-single digits (along, I might add, with downward guidance for 

2014).  This, combined with an extended period of stock market 

gains without a serious correction, set the table for an eventual cor-

rection — the only questions being when, how deep and for how 

long. 

January started off well enough with manufacturing output increas-

ing at the fastest pace since 2012 and construction spending the 

highest since 2009.  ADP payrolls came out better than expected on 

1/8 and Fed minutes indicated the economy was continuing to im-

prove (thus supporting continued tapering).  When the BLS re-

ported December nonfarm payrolls on 1/10 at a much worse than 

expected level and Goldman Sachs reminded folks that stock prices 

were “lofty” on 1/13, the bloom came off the rose.  For the next 

couple of weeks, modest good news was reported for the economy 

in the Fed Beige Book, retail sales were upbeat and Q4 corporate 

profits stayed in positive territory relative to (subdued) expecta-

tions.  The bottom fell out of global markets on 1/24 as China and 

other emerging markets reacted badly to local weak economic 

data and the prospects of additional Fed tapering which, as ex-

pected, came on 1/29.  To cap the month, pending home sales plum-

meted as reported on 1/31 along with an unexpected drop in dura-

ble goods. 

Investment Outlook 

While my 2014 outlook remains constructive with a full year total 

return gain for the S&P of 8% (that would be close to 14% up from 

the time of this writing indicating we’ve slipped about 6% so far this 

year), there’s no question we have a correction on our hands now 

(my forecast last month was for one of at least 10%, but I made no 

claim about when that might occur).   

When corrections like this occur, not knowing the length or the 

depth, my approach is to slowly take risk off the table and that’s 

what I recommend today.  Although I have not been a fan of longer 

term bond funds, for a positive return, that may be the best place 

to put new money today if an investment must be made.  That said, 

as some cash is accumulated with risk being taken off the table, this 

will provide a resource to put to work at a later time.  And that day 

will come. 
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When it comes to invest-

ing, how do you manage 

risk?  More specifically, if 

analysts said a market 

correction was imminent 

and you felt confident the 

market was going to re-

cover eventually (let’s say 

within a year or two), 

how would you react to a 

decline of 5% not know-

ing what was going to 

happen next?  10%?  20%? 

They say bubbles aren’t 

obvious until after the 

fact.  Yet, with notable 

exceptions, the analysts I 

read are convinced that 

we are not experiencing 

one today.  While I share 

that view, I also keep in 

mind that I am responsi-

ble for other people’s 

money. 

So, back to the question.  

Here we are at about the 

5% mark.  For those with 

a long term outlook, my 

approach here is to 

slowly unwind risk.  What 

would you do? 

The charts on the following pages use mostly exchange-traded funds (ETFs) rather than market indexes since indexes cannot be invested in directly nor do 

they reflect the total return that comes from reinvested dividends.  The ETFs are chosen to be as close as possible to the performance of the indexes while 

representing a realistic investment opportunity.  Prospectuses for these ETFs can be found with an internet search on their symbol.  Past performance is no 

guarantee of future results. 



SPY is an exchange-traded fund designed to match the experience of the S&P 500 index adjusted for dividend reinvestment.  Its prospectus can be found online.  Past performance is no 

guarantee of future results. 
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Well, the correction I anticipated last month seems to have now taken hold.  Examining the chart below, there 

are several signals worth noting: 

 From the negative perspective, price has broken below its 50-day moving average while, at the same time, the 

50DMA appears to be reaching an inflection point.  This hasn’t happened since November 2011 and could por-

tend a more substantial correction.  Further, the MACD momentum indicator has taken a sharp negative turn.  

Immediate reversals of the MACD are not common. 

 On a positive note, volume spiked along with the decline in the SPY.  When this happened on prior occasions, SPY soon recovered. 

 And on a indeterminate note, price is sitting on a line of support at about $177.  Generally, this indicates a point where either a recovery 

bounce takes place or price looks for the next level of support, which in this case is around $166. 

The bottom line is that its clear some sort of correction is underway, though we can’t know how deep it will go or how long it will last.  There-

fore, I would advise against taking on additional risk until we see convincing signs of a recovery.  As for taking risk off the table, that is more a 

matter of personal risk tolerance.  As we stand today, I would consider taking some risk off the table in measured amounts, just for protection 

against a larger decline.  That said, I still believe this will pass and present a decent buying opportunity (for which that cash will come in handy). 

S&P 500 



VEU is an exchange-traded fund designed to match the experience of the FTSE All-world (ex U.S.) Index.  Its prospectus can be found online. Past performance is no guarantee of 

future results. 
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International equities, represented here by VEU, failed to break through the level of resistance at about $51for 

the third or fourth time in the last four months, and now sits on its next lowest level of support.  The 50DMA 

has leveled off and is beginning to turn negative and the MACD momentum indicator has extended its nega-

tive outlook.  It’s not easy to find something good to say about broader international exposure — so I won’t.  

While I’ve made the point in the past that international investing should be done on a country by country ba-

sis, as I look around, I frankly don’t find any that look attractive at the moment. 

The bottom line for international investing at this point should be to limit — or eliminate — exposure (U.S. equities already provide a measure 

of exposure).  As reinforced by the relative performance shown on the next page, I would limit equity exposure to domestic stocks for the time 

being. 

All-world (ex U.S.) 



SPY,  VEU, and LQD are exchange-traded funds designed to match the experience of the S&P 500, (with dividends), the FTSE All-world (ex US) index,  and the iBoxx Investment Grade 

Corporate Bond Index, respectively.  Their prospectuses can be found online.  Past performance is no guarantee of future results. 
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Asset allocation is the mechanism investors use to enhance gains and reduce volatility over the long term.  Commonly, investors 

choose an allocation that reflects their risk tolerance and reallocate at prescribed times, say, semi-annually, or when the actual per-

centage allocation deviates from the longer-term strategic plan.   One useful tool I’ve found for establishing and revising asset allo-

cation comes from observing the relative performance of major asset sectors (and within sectors, as well).  The charts below show 

the relative performance of the S&P 500 (SPY) to an investment grade corporate (IGC) bond index (LQD) on the left, and to the Vanguard All-

world (ex U.S.) index fund (VEU) on the right.   

January brought a significant looking reversal in the relative performance of domestic equities to investment grade bonds with the trend 

(50DMA) shaping up for an inflection point and the momentum (MACD) in sharp retreat.  This is clearly not a time to increase relative equity 

commitment..  As for the international equities, the relative outperformance for domestic equities remains intact with no break in trend while 

the momentum that had been favoring international appears about ready to reverse.  Though I’m not looking to increase domestic exposure, 

it’s still preferred over international. 

Asset Allocation and Relative Performance 



HYS is the PIMCO 0-5 Year High Yield Corporate Bond Index which seeks to correspond to The BofA Merrill Lynch 0-5 Year US High Yield Constrained IndexSM*.   LQD is an ETF designed 

to match the experience of the iBoxx Investment Grade Corporate Bond Index.  Prospectuses can be found online.  Past performance is no guarantee of future results. 
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Loyal readers know that I have been down on investment grade corporate (IGC) bonds for a number of 

months, essentially since Bernanke suggested the beginning of the Fed’s tapering program last May and long 

term interest rates took off.  In the meantime, however, there have been good income-oriented investment 

alternatives such as preferred stocks, floating-rate banks loans, convertible bonds, and short-term high yield 

corporate bonds.  Well, despite the rise in interest rates since last May, peaking around 3% last September 

and again at the end of 2013, IGC bonds turned the corner last September and have been on an upward trajectory since.  While my sense is that 

this may have more to do with protecting equity gains and as an equity alternative, until the correction “storm cloud” passes, there’s no denying 

the technical support for IGC bonds and similar longer term duration bonds today. 

As for short term high yield bonds, while currently underperforming IGC bonds, I still favor them as a viable income-oriented investment.  Cau-

tion is advised, though, as momentum is weakening as shown below (MACD). 

Income Investing 
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This chart shows the percentage increase in 1, 5, and 10-year Treasury rates over the last year.   December saw the 10-

year rise back to 3%, the second time since Bernanke’s May announcement. Last month I commented that rates may 

have seen their bottom.  That was premature.  With the recent equity correction, demand for bonds and bond funds have 

combined, in my view, to drive down rates on a current basis.  To paraphrase, and slightly twist, a comment made by John 

Maynard Keynes, the market can remain irrational longer than you might think.  By that I mean while it’s inevitable that 

interest rates will be rising from current levels, though the path they take may be longer than I would expect.  The year is 

just getting started and I’m going to stick with my year-end prediction of 3.5% for the 10-year for the time being.  It’s about 2.67% a of this writ-

ing. 

Treasury Rates 
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The chart below shows the last 12-month performance of the indicated ETFs, the same ones that are on page 1.   

 Large cap domestic equities (SPY) have taken a breather from the spectacular run in 2013.  Time will tell is this is the beginning of the long-awaited 

correction. 

 The Euro Zone (EZU) paralleled the S&P 500 in December and again in January.  Notice, however, the greater volatility and the increasing differential 

in declining markets.  

 Gold (GLD) has staged a bit of a rally as equities have sold off.  I personally don’t believe this will last but, then again,  as gold doesn’t follow normal 

rules, it’s future is that much more difficult to predict. 

 Oil (DBO) suffered a bit in January and awaits a pickup in the global economy. 

 Emerging market equities (EEM) dropped like a rock since last October, essentially when the prospects for Fed tapering became more imminent and 

supportive global liquidity was seen as drying up.  BlackRock recently pointed out the EM stocks are 40% undervalued relative to developed markets.  

While that might make them something to keep an eye on, I see no reason to jump in today. 

 Investment grade corporate bonds (LQD) have been grinding upward for the last several months with increased momentum as equities have faltered.   

12-Month Performance 



Edward Lane is a CERTIFIED FINANCIAL PLANNER™.  Lane Asset Manage-

ment is a Registered Investment Advisor with the States of NY, CT and 

NJ.  Advisory services are only offered to clients or prospective clients 

where Lane Asset Management and its representatives are properly li-

censed or exempted.   No advice may be rendered by Lane Asset Man-

agement unless a client service agreement is in place.   

Investing involves risk including loss of principal.  Investing in interna-

tional and emerging markets may entail additional risks such as currency 

fluctuation and political instability. Investing in small-cap stocks includes 

specific risks such as greater volatility and potentially less liquidity.  

Small-cap stocks may be subject to higher degree of risk than more es-

tablished companies’ securities. The illiquidity of the small-cap market 

may adversely affect the value of these investments. 

Investors should consider the investment objectives, risks, and charges 

and expenses of mutual funds and exchange-traded funds carefully for a 

full background on the possibility that a more suitable securities trans-

action may exist. The prospectus contains this and other information.  A 

prospectus for all funds is available from Lane Asset Management or 

your financial advisor and should be read carefully before investing. 

Note that indexes cannot be invested in directly and their performance 

may or may not correspond to securities intended to represent these 

sectors.  

Investors should carefully review their financial situation, making sure 

their cash flow needs for the next 3-5 years are secure with a margin 

for error.  Beyond that, the degree of risk taken in a portfolio should be 

commensurate with one’s overall risk tolerance and financial objectives. 

The charts and comments are only the author’s view of market activity 

and aren’t recommendations to buy or sell any security. Market sectors 
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Disclosures 

Periodically, I will prepare a Commentary focusing on a specific investment issue.  

Please let me know if there is one of interest to you.  As always, I appreciate your feed-

back and look forward to addressing any questions you may have.  You can find me at:                             

 www.LaneAssetManagement.com 

Edward.Lane@LaneAssetManagement.com 

 

Edward Lane, CFP®  

Lane Asset Management 

Kingston, NY  

Reprints and quotations are encouraged with attribution. 

and related exchanged-traded and closed-end funds are selected based on his opinion 

as to their usefulness in providing the viewer a comprehensive summary of market 

conditions for the featured period. Chart annotations aren’t predictive of any future 

market action rather they only demonstrate the author’s opinion as to a range of pos-

sibilities going forward. All material presented herein is believed to be reliable but its 

accuracy cannot be guaranteed. The information contained herein (including historical 

prices or values) has been obtained from sources that Lane Asset Management (LAM) 

considers to be reliable; however, LAM makes no representation as to, or accepts any 

responsibility or liability for, the accuracy or completeness of the information con-

tained herein or any decision made or action taken by you or any third party in reli-

ance upon the data. Some results are derived using historical estimations from available 

data. Investment recommendations may change without notice and readers are urged 

to check with tax advisors before making any investment decisions. Opinions ex-

pressed in these reports may change without prior notice. This memorandum is based 

on information available to the public. No representation is made that it is accurate or 

complete. This memorandum is not an offer to buy or sell or a solicitation of an offer 

to buy or sell the securities mentioned. The investments discussed or recommended in 

this report may be unsuitable for investors depending on their specific investment ob-

jectives and financial position.  The price or value of the investments to which this re-

port relates, either directly or indirectly, may fall or rise against the interest of inves-

tors. All prices and yields contained in this report are subject to change without notice. 

This information is intended for illustrative purposes only. PAST PERFORMANCE 

DOES NOT GUARANTEE FUTURE RESULTS. 

http://www.LaneFinancialManagement.com
mailto:Edward.Lane@LaneFinancialManagement.com

