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Dear Clients and Friends, 
 
Stocks surged on the last day of trading in January, with the S&P 500 rising 2.4% to end a miserable 
month for equities on a positive note.  While the last two weeks have seen advances, the first two 
weeks of January witnessed substantial declines.  It was, to be sure, a volatile month.  All in all, the S&P 
500 declined 5% in January, while international markets fared worse. 
 
At this point, investors may well ask: What caused the recent two-week rally?  Will the rally last?   
And, perhaps most importantly, what does a down January mean for the rest of the year? 
 
What caused the recent rally? 
 
There is little doubt that a major factor was the sharp rebound in the price of oil.  After hitting a 12-year 
low ($26.55 per barrel) on January 20th, U.S. crude oil prices steadily rose to close the month at $33.62 
per barrel. This rise was driven by news that Russia and Saudi Arabia (and OPEC) might cooperate to 
reduce the worldwide supply of oil.  It is doubtful that cooperation on production cuts will actually 
materialize, but we are still likely to see higher oil prices as marginal producers are squeezed out of the 
market.  Apart from oil, central bank policy decisions and statements over the past two weeks have 
been favorable.  First, the European Central Bank (ECB) implied that additional monetary stimulus would 
be forthcoming in March to help support European economic growth. Next, the Federal Reserve issued 
what was perceived as quite dovish comments, reducing the possibility of four interest rate increases in 
2016.  And last, but certainly not least, was the surprise move by the Bank of Japan (BOJ) to adopt 
negative short-term interest rates, in yet a further effort to stimulate the Japanese economy.   
 
Will this rally last? 
 
Only time will tell. It would be prudent, however, to be a bit skeptical.  The Bank of Japan’s decision to 
move to negative interest rates could spur China to further devalue its currency, a move that would 
likely roil equity markets, at least temporarily.  Further, added stimulus by the BOJ and the expected 
added stimulus from the ECB may well result in a new round of U.S. dollar strength, which likely would 
be a detractor for the S&P 500.  Also telling is the fact that defensive sectors such as utilities, 
telecommunications, and consumer staples were among the S&P 500 leaders last week.  And the yield 
on the 10-year U.S. Treasury note fell below 2% (to 1.93% at week’s end), another sign of risk aversion. 
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What does a down January mean? 
 
The big question, though, is what does a down January mean for the rest of 2016?  Market history favors 
a positive close to this year, despite the negative January.  Last year the S&P 500 finished January down 
3.1% and ended 2015 up modestly after gaining 1.4% on a total return basis.  Likewise in 2014, the S&P 
500 finished January down 3.6% and closed the year up substantially after gaining over 11%.   
 
Will it be the same in 2016?  I must admit to a great deal of uncertainty this year.  Nonetheless, it is a 
fact that since 2000 we have seen more negative (10) than positive (7) January performances, and yet, in 
a majority of these years, the market turned around and ended the year up (see chart).  Perhaps most 
instructive is 2009, when the S&P 500 closed January down over 8% (a good bit worse than 2016) yet 
finished the year with a gain of 24%. Clearly 2009 was different, in that markets were anticipating that 
the U.S. economy would come out of a severe recession and the bear market was over-sold, but so long 
as the U.S. economy remains out of recession in 2016 (which is our base case), market history suggests 
that we will see higher equity prices by year-end and positive stock returns once again. 
 

 
Source: eVestment  
We are always available to answer questions you may have about your investments or the market in 
general.  Please feel free to contact any of us at any time. 
 
At times like this, the best course of action is to stay the course with long-term plans and asset 
allocations, and work with good investment managers that have the experience and skill to weather 
difficult markets. 
 
Best regards, 
Scott 
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