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Since the
2007-2009
global
financial
crisis, it
seems like
many
markets
have gone

nowhere

but up—
most notably in the United States. Brooks Ritchey, Senior Managing Director at K2
Advisors®, Franklin Templeton Solutions®, says that amid the third-longest equity bull run
in history, investors may not want to leave the game just yet, but would be wise to

consider carrying an umbrella.

“I'd keep playing. | don’t think the heavy stuff’s gonna come down for quite a


http://blog-dev-2.fti-projects.com/author/pm-ritchey/
http://blog-dev-2.fti-projects.com/author/pm-ritchey/

while.”
Carl Spackler (played by Bill Murray)
Caddyshack, directed by Harold Ramis, Warner Bros. Pictures, 1980.

To me, Caddyshack belongs in the pantheon of great films in cinematic history, though | do
find myself in the minority when sharing this opinion with some of the younger generations

in the office.

Critical observations aside, | think we all would agree that markets—Ilike Caddyshack’s
unflappable Carl Spackler—have demonstrated a remarkable level of post-2009 optimism
and resilience. One could even go so far as to say investor sentiment has at times
reflected a sanguine naiveté, or indifference to macro factors, driven forward with an
unbridled confidence, fed steadily by a diet of central bank stimulus. Indeed, participants
in US markets have apparently not seen the heavy stuff—or at least recognized it—for

2,336 days (as of July 31), representing the third-longest bull run in history.!

Even more compelling, it has been 1,398 days since the S&P 500 has experienced a

correction of 10% on a closing basis.?
Resilient indeed!

Out of curiosity, | recently searched Google for the terms “markets” and “shrugged” in the
headline or body of news articles published over the six-year period from July 21, 2009,
through July 21, 2015. My search yielded an incredible 31,000 results! The headlines (in no
particular order) help jog the memory as to the many speed bumps we’ve passed along

the way—potential obstacles blown past without so much as a basis point3 shudder.
A Whole Lot of Shrugs

Here are a few of these headlines:
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A Whole Lot of Shrugs Q.
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FINANCIAL TIMES

Investors shrug off Mexican drugs
violence

Scottish funds shrug off referendum fears
Equities shrug off fall in crude prices
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LOBAL MARKETS-5tocks rebound, shrugging off
Economy shrinks for first time in 3

Apple
Big bank stocks shrug off Volcker Rule
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And the list goes on. My shoulders hurt . . .

To be clear, | am not attempting to predict a market top or correction, or suggest that we
all run for the exits. The question is whether the positive momentum can continue. In my
opinion, probably. | thought the Chinese market rout this summer could have been the
proverbial straw, but the band played on. From our point of view, trying to predict market
declines or rallies is not as important as preparing for incipient shocks smartly and
strategically; it is about being vigilant. What | am 100% certain of is the markets will

correct—eventually.

And when that happens, and the heavy stuff is at long last upon us, | would like to be well

on my way to the clubhouse—or at least have a good sturdy umbrella.

[frk_blue_box title="Longest Bull Markets” width="90%" align="center”]
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Period: December 4, 1987, to March 24, 2000
Run in index points: 223.92 to 1,527.46

Change: 582.15%

Duration: 4,494 days

Period: June 13, 1949, to August 2, 1956
Run in index points: 13.55 to 49.74

Change: 267.08%

Duration: 2,607 days

Source: Bloomberg, S&P 500 Index. See www.franklintempletondatasources.com for
additional data provider information. Indexes are unmanaged and one cannot directly
invest in an index. Past performance is no guarantee of future results. For illustrative

purposes only; not reflective of any Franklin Templeton fund.
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My intent is not to instill fear or predict peril, but rather to provide some clarity as to where
we stand from a historical perspective. | prefer to be directionally agnostic in times of
substantial uncertainty, and these are most decidedly uncertain times. What | would say is
that by any measure it can reasonably be observed that the markets are running a tad bit

hot, as evidenced by the charts below.
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US Equities: Is “Reversion to the Mean” Extinct? @
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S&P 500 up 210% since March 2009 low
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source: Bloomberg LP. Review period shown February 12, 1962-June 12, 2015. Past peformance does not guarantee future
results. Indexes are unmanaged and one cannotdirectly invest in an index. For illustrative purposes only; not reflective of the
performance of any Franklin Templeton fund.
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US 10-Year Treasury Note Yield @
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Is the downtrend in yields since 1981 reversing toward average levels?
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Source: Bloomberg. Review period shown February 12, 1962-June 12, 2015 Past performance is not indicative nor a
guarantee of future results. For illustrative purposes only; not reflective of the performance of any Franklin Templeton fund.
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Past Rises in the VIX Index Have Been
Associated with US Equity Pressures FRANKLIN TEMPLETON

The average 252 day VIX vs SPX correlation since 1990 is -0.70.
As of June 12, 2015, the inverse correlation was even strongerat -0.79
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source: Bloomberg. Review period shown March 9, 19*3{}—.June 12, 20115. Past performance is not indicative nor a quarantee of
future results. For illustrative purposes only; not reflective of the performance of any Franklin Templeton fund.

Correlation will range between 1 (perfect correlation, whereas two items have historically moved in the same direction) and-1,
(perfect negative correlation, here two items have historically moved in the opposite direction).
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VIX is a trademarked ticker symbol for the CBOE Volatility Index, a popular measure of the implied volatility of S&F 500 index
options (SPX). TheVIX, often calledthe *fear gauge,” is a widely used measure of market risk/sentiment. See
www franklintempletondatasources.com for additional data provider information.

Actively Managing Risk

Perhaps the more important takeaway is that particularly during market extremes, risk
management is of utmost importance. K2’s Founding Managing Director David Saunders
believes the key to obtaining long-term, positive asymmetric returns lies in minimizing
downside capture through actively managing risk. It is about compounding performance
over time. Saunders also likes to remind us that bear markets can hurt more and last
longer than investors realize—or wish to recall. Averages of course can be deceiving and
lead to false impressions. Consider that during the downturn in 1973-1974, it took 7-1/2
years for the market to climb above water, and in 2000-2002 investors did not break even

until 20074 (and we know what happened then).

From my viewpoint, there really is only one reasonable way forward. Equity exposure has
been a winning investment strategy since 2009, but we believe the winners in the next

market phase will be those that demonstrate the most discipline and risk management.


http://us.beyondbullsandbears.com/wp-content/uploads/2015/08/VIX-index-snip.png
http://blog-dev-2.fti-projects.com/2015/08/19/shrugging-along-2/#_ftn4

Implicitly, it is our view that the best way to mitigate market risk is through active
investment management. The alternative simply means one is willing to go along for the
ride, letting the market dictate direction and control. | prefer to have my hands on the

wheel (and use the brakes as well).

| prefer to have an umbrella in my golf cart. The market is like a storm cloud threatening to
end our game; while it may bring only a mere drizzle, it is not wise to be on the course
when lightning strikes. Akin to the Caddyshack theme song, the market may have been

telling us, “I'm alright, nobody worry 'bout me.” But we say, shrug at your own risk.

Brooks Ritchey’s comments, opinions and analyses are for informational purposes only and
should not be considered individual investment advice or recommendations to invest in
any security or to adopt any investment strategy. Because market and economic
conditions are subject to rapid change, comments, opinions and analyses are rendered as
of the date of the posting and may change without notice. The material is not intended as
a complete analysis of every material fact regarding any country, region, market, industry,

investment or strategy.
This information is intended for US residents only.

To get insights from Franklin Templeton Investments delivered to your inbox, subscribe to

the Beyond Bulls & Bears blog.
For timely investing tidbits, follow us on Twitter @FTI_US and on LinkedIn.
What Are the Risks?

All investments involve risks, including the possible loss of principal. Stock prices fluctuate,
sometimes rapidly and dramatically, due to factors affecting individual companies,
particular industries or sectors, or general market conditions. Bond prices generally move
in the opposite direction of interest rates. Thus, as the prices of bonds in a portfolio adjust

to a rise in interest rates, its value may decline.

1. Source: Bloomberg LP.
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2. Source: Bloomberg LP. Indexes are unmanaged and one cannot directly invest in an
index. Past performance is no guarantee of future results. For additional data provider

information, see www.franklintempletondatasources.com.

3. Basis points represent a unit of measure for interest rates and percentages in finance;

one basis equals one-hundredth of one percent.
4. Source: Bloomberg LP.
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Important Legal Information
FINRA's BrokerCheck
You can check the background of your investment professional on FINRA’s BrokerCheck.

Links can take you to third party sites/media, directly or through new browser windows. We
urge you to review the privacy, security, terms of use, and other policies of each site you visit.
You use any third-party site, software, and materials at your own risk. Franklin Templeton does
not control, adopt, endorse or accept responsibility for content, tools, products, or services
(including any software, links, advertising, opinions or comments) available on or through third
party sites or software.

Franklin Templeton welcomes your feedback on this blog. To keep the conversation respectful
and focused, please follow our current Commenting Guidelines. We review comments and
reserve the right to block any comment or commenter, including those that we may deem
inappropriate or offensive. We may block any comment or commenter whose posts include
investment testimonials, advice, or recommendations, or advertisements for products or
services, or other promotional content.

Questions or comments about your Franklin Templeton account or customer-service issues?
Please contact us directly but never include account or personal financial information in your
comments.

The comments, opinions and analyses are the personal views expressed by the investment
manager and are intended to be for informational purposes and general interest only and
should not be construed as individual investment advice or a recommendation or solicitation
to buy, sell or hold any security or to adopt any investment strategy. It does not constitute
legal or tax advice. The information provided in this material is rendered as at publication date
and may change without notice and it is not intended as a complete analysis of every material
fact regarding any country, region, market or investment.

All investments involve risk, including possible loss of principal.
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Investors should carefully consider a fund’s investment goals, risks, charges and expenses
before investing. To obtain a summary prospectus and/or prospectus, which contains this and
other information, talk to your financial advisor, call us at (800) DIAL BEN/342-5236 or visit
franklintempleton.com. Please carefully read a prospectus before you invest or send money.

Data from third party sources may have been used in the preparation of this material and
Franklin Templeton Investments (“FTI”) has not independently verified, validated or audited
such data. FTI accepts no liability whatsoever for any loss arising from use of this information
and reliance upon the comments, opinions and analyses in the material is at the sole
discretion of the user.

Franklin Templeton Distributors, Inc.
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Using this site means you agree to our Terms of Use

Click to view our Privacy Policy



http://blog-dev-2.fti-projects.com/2015/08/19/shrugging-along-2/#
http://blog-dev-2.fti-projects.com/2015/08/19/shrugging-along-2/#

