
Market Recap for May (and early June) 2014 

May got off to a fine start, economically speaking, with strong im-

provement in nonfarm payrolls and better-than-expected results 

from the Institute of Supply Management (ISM) nonmanufacturing 

survey (which is highly correlated to the GDP).  However, the mar-

ket didn’t really respond until around May 21st when the FOMC re-

leased minutes from its April meeting indicating a continuing posi-

tive outlook for the economy, an absence of inflation risk and no in-

dication of near-term tightening.  Then, as reported by The Confer-

ence Board,  the leading economic indicators (LEI) “rose for the 

third consecutive month, driven largely by improving housing and 

financial market conditions...This latest report suggests the econ-

omy will continue to expand, and may even pick up steam through 

the second half of the year.”  From that point forward and into the 

first half of June, U.S. equities advanced to new record heights.  

Investment Outlook 

The S&P 500 is on track for a total return in the low double digits 

for 2014 (my beginning-of-the-year forecast was for an 8% total re-

turn).   GDP is almost certain to regain its footing after a frozen 

first quarter, the Fed is unlikely to introduce any tightening this 

year, corporate buybacks will make it easier to de-

liver satisfactory earnings per share, disposable 

income is close to setting a new record, consumer 

credit experienced its largest increase since Janu-

ary 2011 (a positive sign), business confidence re-

ported by ISM is rising, small business optimism 

reached its highest level since September 2007, 

corporate balance sheets remain strong , and in-

terest rates are holding steady.  These are just a 

few of the positive factors I see in the market to-

day.   

On the other hand, the market is not without 

risks.  Valuations are relatively high and the geo-

political situation is dicey.  Investors should keep 

balance in their portfolio and make sure that in-

vestments match risk tolerance and return objec-

tives. 
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Investors today are get-

ting a lot of conflicting 

information.  On the 

one hand, they hear 

about the slow but in-

extricable improve-

ment in the economy 

(low inflation and inter-

est rates, more jobs, 

etc.) and on the other 

they hear about ex-

tended market valua-

tions and an overdue 

correction.   While a 

significant market cor-

rection cannot be ruled 

out (and prepared for 

in the context of one’s 

risk tolerance), my view 

is that the next 12 

months will be kind to 

U.S. equities — as it has 

been lately — particu-

larly as the economy 

rebounds from weather

-induced stagnation in 

the first quarter.    

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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After numerous attempts, SPY broke free of support at $185 ($1850 for the index) around the 21st of May, 

coincident with the release of FOMC meeting minutes, and has kept going into early June.   If I wasn’t a little 

paranoid, I’d say the technical outlook was quite good:  the 50-day moving average trend line continues on a 

moderately upward slope while the MACD momentum indicator has come off its noncommittal posture to 

a positive outlook.  Backing this up has been a number of positive nontechnical factors like improving ISM 

service and manufacturing indexes, 200,000+ non-farm payrolls, small business optimism, further rate easing in Europe, and FOMC meeting 

minutes that showed no plans to raise rates in the immediate future.   

But I am a little paranoid, and here’s why.  An analysis of who’s buying and who’s selling shows that companies themselves have been buying back 

their own shares (causing an upward  shift in EPS and downward in PE ratios, all other things being equal) and the sellers have been large insti-

tutions, including pension funds who are locking in their 2013 gains and immunizing their long term liabilities.  Investor sentiment is at its high-

est level since 2000, normally considered a contrarian indicator.  And the VIX index (see page 7) is near an all time low, indicating investor com-

placency.  While I am still in the camp of no major collapse on the horizon for the S&P 500 (small cap and high tech stocks have had their cor-

rection and have largely bounced back), the caution flag needs to remain in place and equity additions should be avoided for now. 

S&P 500 Total Return (SPY) 



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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Like the S&P 500, international equities, represented here by  Vanguard’s VEU, broke loose of resistance, 

in this case, after 7 months of trying.   Positive trend has now been in place for about two months and 

positive momentum for a little longer.   Fundamental support was provided in Blackrock’s constructive 

June 9th Investment Commentary on international equities, particularly for Europe, where the ECB has 

taken aggressive and unprecedented monetary easing actions, and Japan, where the BoJ is pursuing an ag-

gressive asset purchase program — both steps intended to weaken local currencies, improve exports and boost asset prices. 

While the broad index looks to have recovered, the problem with international equities is that, despite more aggressive central bank policy than 

in the U.S., and with the exception of India at the present time, it is difficult to find a geographic region that is holding a sustained outperfor-

mance to the broad index.  As shown on the next page, there does not seem to be a compelling reason from a technical standpoint to prefer in-

ternational equities over large cap domestic (the S&P 500).  Therefore, for investors looking for international exposure, the best option may just 

be the broad index itself for now. 

All-world (ex U.S.) Equities (VEU) 



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.  One useful tool I’ve 

found for establishing and revising asset allocation 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 

bond index (LQD) on the left, and to the Vanguard All-world (ex U.S.) index fund (VEU) on the right.   

On the left, while equities are pulling away from corporate bonds, I think it’s too early to go beyond a strategic (long-term) commitment to eq-

uities at this time on account of the issues raised elsewhere in this Commentary.  For those unwilling to ride out an almost sure correction in 

coming months, this might be a good time to take some risk off the table (and use the cash to take advantage of a future dip, should we have 

one).  On the right, the emerging shift in momentum toward international equities we saw last month has stalled.  Without clear direction, a 

balanced approach with the broad index looks like the best option. 

Asset Allocation and Relative Performance 



PFF seeks to track the investment results of the S&P U.S. Preferred Stock Index (TM) which measures the performance of a select group of preferred stocks .  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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Concern abounds that the stock market is overvalued, perhaps in a bubble, and certainly in store for a cor-

rection (I entered the year also feeling a correction was overdue and still believe one is more likely than not).  

While these views may eventually pan out, less talked about is the bubble for bonds.  In fact, the Dow Jones 

Corporate Bond index has, for the last 17 years (its existence), outperformed the S&P 500, when both are 

measured on a total return basis.  When looked at in this way, bonds have bubble-like risk in much the same 

way as equities. 

Although investment grade corporate bonds may retain their strong performance on the strength of demand and low inflationary pressures 

(see comments on interest rates on the next page), I recommend investors with an income objective and those with portfolio diversification se-

lect a balance among a number of viable income alternatives, such as convertible bonds, REITs, short term high yield bonds and preferred 

stocks.  On the right below, the performance of a preferred stock index fund is shown relative to the investment grade corporate bond index 

fund.  With a current yield of about 6.6% for PFF vs. 3.6% for LQD, preferred stocks represent an attractive alternative with capital gain poten-

tial as investors seek higher yields. 

Income Investing 
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Shown on the left below is a 20-year history of the 10-Year U.S. Treasury Note yield.  The yield on the 10-year Treasury 

Note is seen as a benchmark rate that influences almost all other rates and is said to be the most popular debt instru-

ment in the world.  On the right, is a long term history of the core Personal Consumption Expenditure (PCE) index used 

by the Fed to express its inflation target.   After a period of over 30 years of generally declining 10-year Treasury Note 

rates, many observers, myself included, believed that May 2013 marked a major reversal triggered by a speech by then 

Fed Chair Bernanke and the unprecedented amount of reserves on the Fed’s balance sheet which “HAD TO” lead to ex-

traordinary inflation, and soon.  It turns out, I think, that that view may be premature, at a minimum, as demand for credit is lackluster, demand 

for the safety of investment grade bonds remains high and wage inflation remains low.  Yes, rates will need to rise at some point but, according 

to analysts at PIMCO (http://www.pimco.com/EN/Insights/Pages/Just-Give-Me-a-Framework.aspx) and elsewhere, that time could be a long way 

off.  Inflation, too, has remained below expectations as the core PCE index, sits at about 1.4% (the PCE generally trails the CPI by about 0.4 per-

centage points).  Expectations for higher inflation and interest rates should be kept in check for the time being. 

Interest Rates and Inflation 

http://www.pimco.com/EN/Insights/Pages/Just-Give-Me-a-Framework.aspx
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The VIX®, according to the CBOE website, is “a key measure of market expectations of near-term volatility conveyed by S&P  

500 stock index option prices. Since its introduction in 1993, VIX has been considered by many to be the world's premier ba-

rometer of investor sentiment and market volatility.”  VIX is also referred to as the “fear index” as a rising value is associ-

ated with investor fear leading to falling stock prices while a low value is associated with investor complacency.   As shown 

below, a significant reversal in the VIX is often accompanied by a change in price direction for the S&P 500.   

Today, the VIX is near  its lowest point since early 2007 and this has many VIX-watchers rattled.  In the past, this has been a warning sign of an 

impending market decline but, as shown in late 2007 and early 2008, a low VIX can persist for some time before the market turns.  Since so 

many investors pay attention to it, extreme levels of the VIX should inform investment perspectives. 

VIX 

http://www.cboe.com/spx
http://www.cboe.com/spx


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

