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MV Capital Management Weekly Market Flash 
 

Volatility Gap Due To Close? 
 
February 7, 2014 
 
On February 3rd the S&P 500 experienced its most severe pullback since the period from May 21 – June 24, 2012. 
Oddly, the magnitude of the pullback was exactly the same to within two decimal points: -5.76% in each case. Here 
at MVCM we use 5% as a marker for a pullback worth recording in our records of peak-to-trough movements going 
back to 1951. If the S&P 500 rallies by 5% or more without falling below the 2/4 close, then these Bobbsey Twins 
pullbacks will each merit a small, slightly amusing shout-out in the time-honored annals of Wall Street weirdness.  
 
U.S. equities indexes may indeed bounce back for another rally, but we will not be surprised to see a return to 
more pullbacks, with greater magnitudes, than has been the case in recent years. The return of the periodic 10% 
correction, something we have not seen since 2011, is likelier to happen if something else comes back to the 
market that has been AWOL for a while: volatility. 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
        Source: FactSet, MVCM Research 
 
Been Away For So Long 
 
The above chart is something we have shared before with our Market Flash community: the volatility gap that has 
persisted almost without pause for the past two years. The CBOE VIX index, fondly referred to as the “fear gauge” 
by Street pros, had an average closing price of 14.2 in 2013 versus the long term average of 20.2 going back to the 
index’s inception in 1990 (a higher VIX price means more volatility). Even 2012, a relatively tame year with no 10%-
plus corrections, had an average VIX level of 17.8. Those spectacular returns of 2013 came with relatively little risk. 
 
In finance, as in other walks of life, what goes down eventually comes back up. Volatility will return; the question is 
whether that return is imminent or whether U.S. equities still have a couple big rallies left in them. We are 
increasingly of the opinion that the return will be sooner rather than later.  
 
(Macro) Event Planning 
 
One thing seems evident: we’re in one of those event-driven environments where meta-narratives rise organically 
out of the swamp of macroeconomic data points, corporate earnings releases and global goings-on in places like 
China, Turkey and Brazil. The meta-narrative of late has been decidedly negative. Emerging markets currency crises 
have prolonged the pain for investors with long exposure to what are looking less and less like the “growth 
engines” of several years ago. That in turn has concentrated attention on the greatest growth engine of all, China. 

1/12 4/12 7/12 10/12 1/13 4/13 7/13 10/13 1/14
1,200

1,300

1,400

1,500

1,600

1,700

1,800

1,900

10

12

14

16

18

20

22

24

26

28

S&P 500 vs CBOE VIX, January 2012 - February 2014

S&P 500 - Price     (Left) CBOE Market Volatility Index - Price Index     (Right)



MVCM 2014 0016                       Page 2 of 2 
DOFU:  Feb 2013 

Concerns have bubbled under the surface for several years now about whether the world’s second largest 
economy can pull off the feat of defusing a potential credit bubble while rebalancing its growth away from 
increasingly speculative investment towards a healthier level of domestic consumption. The numbers coming out 
of China always must be taken with a measure of skepticism; nonetheless, a China-centered shock would have the 
potential to scorch a wide swath of asset class terrain. 
 
Still Not Cheap 
 
Meanwhile, the latest pullback has knocked about a point off the S&P 500’s next twelve months (NTM) P/E ratio, 
as seen below.  But a pullback of a bit less than 6% doesn’t make for a screaming bargain when it comes on the 
back of a year of 30%-plus gains. At 14.4x, the NTM P/E is still above its 10-year average of 13.9x. 
 

 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 Source: FactSet, MVCM Research 
 
Indeed, the market’s recent success may amplify the negative tone of the prevailing narrative. With few investors 
expecting equities to deliver anything as spectacular as last year’s gains – especially the record-breaking risk-
adjusted returns – and corporate earnings doing little more than to (mostly) beat downward-revised expectations, 
there may be an enthusiasm gap between the Pollyannas on one side and the Cassandras on the other. 
 
So where does our -5.76% pullback go from here? Well, the S&P 500 closed 1.2% higher on Thursday, its biggest 
gain for the year to date. What that says about tomorrow, or next week, is anybody’s guess. But whether our 
scribes record -5.76% in the MVCM Pullback Annals or not, we are prepared for a volatile ride in 2014. 
 
Masood Vojdani  Katrina Lamb, CFA 
President& CEO Head of Investment Strategy & Research  
 
 
Investment Advisory Services offered through MV Capital Management, Inc., a Registered Investment Advisor.  MV Financial 
Group, Inc. and MV Capital Management, Inc. are independently owned and operated. 
  
Please remember that past performance may not be indicative of future results.  Different types of investments involve varying 
degrees of risk, and there can be no assurance that the future performance of any specific investment, investment strategy, or 
product (including the investments and/or investment strategies recommended or undertaken by  MV Capital Management, 
Inc.), or any non-investment related content, made reference to directly or indirectly in this newsletter will be profitable, equal 
any corresponding indicated historical performance level(s), be suitable for your portfolio or individual situation, or prove 
successful.  Due to various factors, including changing market conditions and/or applicable laws, the content may no longer be 
reflective of current opinions or positions.  Moreover, you should not assume that any discussion or information contained in 
this newsletter serves as the receipt of, or as a substitute for, personalized investment advice from MV Capital Management, 
Inc. To the extent that a reader has any questions regarding the applicability of any specific issue discussed above to his/her 
individual situation, he/she is encouraged to consult with the professional advisor of his/her choosing.  MV Capital 
Management, Inc. is neither a law firm nor a certified public accounting firm and no portion of the newsletter content should 
be construed as legal or accounting advice. A copy of the MV Capital Management, Inc.’s current written disclosure statement 
discussing our advisory services and fees is available for review upon request. 
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