
 

 
 

Monthly Review 
January: “What Goes Up, Must Come Down…” 

Asset Class Index    January 

 

YTD 1 Year 3 Year 5 Year 

US Large Cap S&P 500 Index 5.73 
 

5.73 26.41 14.66 15.91 

US Mid Cap Russell Mid Cap Index 3.75 3.75 19.49 10.97 13.74 

US Small Cap Russell 2000 Index 2.61 2.61 17.18 12.12 13.33 

Int’l Developed MSCI EAFE Index 5.02 5.02 27.60 9.39 7.85 

Int’l Dev. Small Cap MSCI EAFE Small Cap Index 5.11 5.11 35.04 16.05 12.83 

Emerging Markets MSCI Emerging Mkts Index 8.33 8.33 41.01 11.83 5.74 

US Inv Grade Taxables Barclays Interm Aggregate Index (.98) (.98) 1.09 1.02 1.58 

US Inv Grade Munis Barclays Municipal Index (1.18) (1.18) 3.52 1.97 2.69 

High Yield Bonds Barclays US Corp High Yield Index .60 .60 6.60 6.33 5.62 

Bank Loans S&P/LSAT Leveraged Loan Index 1.08 1.08 4.81 4.78 4.32 

Emerging Market Bonds JPM Emerging Mkt Bond Index (.20) (.20) 7.56 6.64 4.01 

US Real Estate Wilshire US REIT Index (3.83) (3.83) .89 1.69 7.74 

Int’l Real Estate Wilshire x-US REIT Index 2.49 2.49 20.36 5.02 6.08 

Commodities S&P GSCI Enh. Commodities Index 3.42 3.42 10.95 (4.02) (12.32) 

Cash Equivalents Citi 3 Month T-Bill .12 .12 .93 .45 .29 

        A Look Back 

The well-known quote is attributed to the famed British mathematician and astronomer Sir Isaac Newton, as he spoke about his 

universal theory of gravity.  He is also known for his law of inertia, which says that “for every action there is an equal, but opposite 

reaction.”  Both quotes can and have been used when talking investments and the stock market over time, but the first one seems 

most appropriate to tackle as we examine markets in this first week of February, 2018.  January, on the heels of stellar performance 

in the prior calendar year, gave us more of the same.  It marked the 15
th

 straight month of positive returns in the S&P 500, with a 

+5.73% move.  Other equity benchmarks fared well in the month, with Emerging Markets continuing to build on its outperformance 

in 2017.  Traditional fixed income asset classes lagged in the month, as the specter of a rising rate environment weighed heavily on 

bond investors.  Higher yields mean lower prices, and negative real returns, at least in the short term.  Newton’s laws on gravity 

may not work in reverse (what goes down, must go up), but in the case of Commodities, that is just what has been happening lately.  

After a several year freefall, Commodities posted a positive return in 2017, and continued that trend in January at +3.42%.  High 

Yield bonds and Leveraged Loans were two asset classes that fared well in the month, as other, more traditional measures lagged.  

What could derail such a positive start to the year?  It seems all it took was some pretty good economic news.  The first estimate of 

4
th

 quarter GDP came in higher than expected, and importantly showed signs of worker wage increases.  As we have been led to 

believe by the Fed commentary, this was a metric that they wanted to see, as they set out on their restrictive monetary policy of 

raising short term rates.  As can be the case in the investment world, that bit of general good news might have had just the opposite 

reaction that Newton was referring to.  The fear was/is that because of the possibility of rising inflation, wage and otherwise, the 

Fed would find it necessary to be more aggressive with their rate hike plan, increasing yields in bond-land, which could in turn make 

equities, which already face overvaluation questions, less attractive.  Yikes!  Isn’t that what the Fed wanted? 

 A Look Ahead 

 We have experienced more volatility in the last week than we have in the last 15 months.  As we have written in our last several 

pieces, this nearly nine year bull-run was due, and perhaps overdue for a pause.  We did not see a 

single day in 2017 where the S&P 500 had more than a 2% range. We have several in the books 

already in 2018.  Perspective is key here.  Even with the recent market gyrations in the first week of 

February, we are basically where we ended 2017 in most major domestic equity benchmarks.  It sure 

feels painful when the market falls 3-4% in a day, and it would be nice if markets would take their 

time with a slower, gradual recalibration.  With technology increases and instant information flow, 

those recalibrations can be much swifter in time and size.  As markets continue to shake out, we are 

comforted by the diversified asset allocation approach, as the inevitable laws of physics play out. 

 Loyd Johnson,  
Chief Investment Officer 

 


