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Market Commentary

 

 

 
August has given new meaning to “the dog days of summer” as the broad equity market has retracted 
all year-to-date gains and dropped into negative territory, all within the first couple weeks.  As written 
in our previous Market Commentary on July 20th, our research uncovered potentially dangerous 
activity in the equity markets which could lead to a break and high volatility.  We presented this in that 
Market Commentary by the chart in Figure 1 below.  Using our proprietary research methodologies, 
we elected to make a major “Tactical” move on June 17th.  That move reduced all Equity and High-
Yield Bond exposure, creating 50% cash or cash equivalent allocations across all portfolios. This 
defensive move was shown to be prudent as volatility erupted and considerable downside was 
experienced in equity markets in the first week of August, as shown in Figure 2. 

Figure 1. 
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With this heightened volatility, we were observant that this market behavior was eerily similar to 
market conditions in 2007. To elaborate on this point, let’s compare the S&P 500 Index for 2007 vs. 
the first seven months of 2011.  As you can see below in Figure 2, 2007 experienced high volatility 
yet remained range-bound in an upward trend (represented by the overlaid black bands). 

Figure 2. 

 

This whipsaw movement extended throughout 2007 until finally breaking sharply to the downside in 
January 2008. This pattern may seem familiar to you… take a look at the first 7 months of 2011 below 
in Figure 3 and the subsequent break to the downside. 

Figure 3. 
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The first half of 2011 maintained a range-bound upward trend until finally breaking sharply to the 
downside in the first week of August.  

Of course now everyone wants to know what happens next?  Our research has no special predictive 
power of what may happen now that the “trend” has been broken. Instead, what our research is telling 
us, and what we are doing for client portfolios here, is remaining extremely cautious at this time.  We 
have since moved client portfolios to almost 100% money markets and/or cash equivalents in all 
accounts.  We do maintain some high quality bond positions. 

You may think “But I can’t make any money in money markets, they pay nothing these days!”  True 
enough, but there are many times in one’s investing lifetime where the best investment is to simply 
maintain principal.  That principal amount will be able to potentially purchase more in the not too 
distant future.   

A simple example is stocks.  On April 29 of this year, $1,340 purchased the equivalent of one S&P 
500 Index share.  Today, to own those same companies that make up the S&P 500 Index, the cost is 
below $1,200, yet the same amount of dividends is being received.  In this period preserving principal 
has resulted in increased “investment” purchasing power, income and potentially increased return. 

Thank you for the opportunity to be of service. 

 

Thank you, 

 

Sean Hanlon, CFP 
Chairman, CEO and Chief Investment Officer 

 
This Market Commentary contains general information that is not suitable for everyone.  The information contained herein should not be 
construed as personalized investment advice.  The S&P 500 index is a large cap blend index comprised of 500 widely held securities 
considered to be representative of the stock market in general.  The S&P 500 index is unmanaged.  Investors cannot directly invest into the 
S&P 500.  Past performance is not guarantee of future results.  There is no guarantee that the views and opinions expressed in this 
newsletter will come to pass. Investing in the stock and bond markets involves gains and losses and may not be suitable for all investors. 
Information presented herein is subject to change without notice. Hanlon has experienced periods of underperformance in the past and may 
also in the future.  Hanlon Investment Management, Inc. (“Hanlon Investment Management”) is an SEC registered investment adviser with 
its principal place of business in the State of New Jersey. Hanlon Investment Management and its representatives are in compliance with 
the current registration and notice filing requirement imposed upon registered investment advisers by those states in which Hanlon 
Investment Management maintains clients.  Hanlon Investment Management may only transact business in those states in which it is notice 
filed, or qualifies for an exemption or exclusion from notice filing requirements.  The Market Commentary is limited to the dissemination of 
general information pertaining to its investment advisory services.  Any subsequent, direct communication by Hanlon Investment 
Management with a prospective client shall be conducted by a representative that is either registered or qualifies for an exemption or 
exclusion from registration in the state where the prospective client resides. For information pertaining to the registration status of Hanlon 
Investment Management, please contact Hanlon Investment Management or refer to the Investment Adviser Public Disclosure web site 
(www.adviserinfo.sec.gov).   Please read the disclosure statement carefully before you invest or send money. Not all HIM clients are in the 
strategies discussed herein. All charts from Investors Fastrack. 


