
Special points of 

interest: 

 Volatility remains 

exceptionally low. 

 The markets don’t need a 

“reason” to gap lower. 

 There is no reason to 

panic, especially for 

long-term investors. 

 But caution is advised. 

Stocks remain at or near record highs and have obviously reached levels that flash 
warning signs. U.S. stocks continue to rise even as inflows to mutual funds weaken 

and even though foreign investors have been relatively inactive in our domestic 

markets. Diversified equity portfolios have gained 35-40 percent over the past 18 

months or so – a truly a remarkable and unexpected outcome, in large measure 

thanks to the Federal Reserve. Interest rates are effectively at zero today and will 

remain there at least into 2015 here, in Europe, in Japan, and elsewhere, continuing 

to push investors toward equities.  

  

But something needs to give at some point, perhaps due to a stagnating economy, 

trouble in Iraq, some other reason or no particular reason. Indeed, we’ve seen at 

least thirteen instances of a market loss of at least 10 percent (and often more) 

with no recession in the following twelve months (see the Chart of the Week, 

below). Moreover, nobody has shown the consistent ability to predict where the 

markets will go. And when that “something” gives, and the rally ends, for whatever 

reason or no apparent reason, we may only see a pause or a consolidation. Perhaps 

we will only see a dip, but maybe we will see a correction or worse.  

 

Historically, the American economy has been a juggernaut, worthy of investment 

over the longer-term despite nearer-term difficulties. I believe that remains the case 

today. Even so, while the market could continue to remain strong for a 

considerable period, caution makes sense today. I don’t see any reason to panic, 

especially for long-term investors. But caution should be a very wise objective.  
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Market YTD 2013 2012 10 Years 

US Stocks (large)(SPY) 5.36% 32.21% 15.84% 7.56% 

US Stocks (small)(IJS) 2.01% 39.72% 18.10% 9.58% 

Ex-US Stocks (dev)(EFA) 4.66% 22.62% 17.22% 6.88% 

Ex-US Stocks (EME)(EEM) 5.91% -3.14% 17.32% 11.49% 

US Bonds (AGG) 3.46% -2.15% 4.04% 4.81% 

Global Bonds (FWDB) 5.54% -1.94% 7.83% N/A 

US Bonds (HY)(HYG) 4.66% 5.90% 13.83% 5.00%* 

US REIT (IYR) 14.00% 1.05% 18.36% 8.24% 

Ex-US REIT (IFGL) 6.21% 5.29% 37.32% 7.23%* 

Gold (IAU) 5.23% -27.94% 8.37% 13.17%* 

Commodities (GSC) 3.35% -1.93% -1.73% 5.35%* 

* Data unavailable; standard benchmark substituted 

http://www.nytimes.com/2014/06/12/business/treasury-secretary-jacob-lew-on-economic-stagnation.html
http://www.cnn.com/2014/06/11/world/meast/iraq-predictions-revisited/
http://awealthofcommonsense.com/need-recession-meaningful-correction-stocks/
http://rpseawright.wordpress.com/


“The stock market has predicted 

nine out of the last five recessions.”  

 

Paul Samuelson  

The following articles from this past week 

are well worth your time. 

 Do We Need a Recession for a Meaningful Correc-
tion in Stocks? (A Wealth of Common Sense) 

 Just Give Me a Framework (Paul McCulley)  

 Why Is Calling a Market Top So Hard? (Barry 
Ritholtz)  

 Not Much Room to Run for Strategists (Dynamic 
Hedge)  

Chart Courtesy: A Wealth of Common Sense 

http://awealthofcommonsense.com/need-recession-meaningful-correction-stocks/
http://awealthofcommonsense.com/need-recession-meaningful-correction-stocks/
http://www.pimco.com/EN/Insights/Pages/Just-Give-Me-a-Framework.aspx
http://www.bloombergview.com/articles/2014-06-10/why-is-calling-a-market-top-so-hard
http://www.bespokeinvest.com/thinkbig/2014/6/10/not-much-room-to-run-for-strategists.html
http://awealthofcommonsense.com/need-recession-meaningful-correction-stocks/
http://rpseawright.wordpress.com/

