
According to a July 15th Bank of America Merrill Lynch 
fund manager survey, client equity allocations hit their 
second-highest levels in 13 years. 61% of investors were 
overweight equities.

In the report, Chief Investment Officer Michael Hartnett 
said, “Investor sentiment is beginning to ‘melt-up’”. A 
“melt-up” is defined as a dramatic improvement in the 
investment performance of an asset class, driven by 
investors who pile into the asset class for fear of missing 
out on its rise. In this case, the asset class was equities. 
Melt-ups are not driven by fundamentals.

When you look at the level of interest rates, market 
returns and volatility, it’s clear that clients are being 
compensated for taking excess risk, leading to the high 
level of equity exposure.

Markets as of June 30th had done well. The S&P 500 was 
up 6.1% YTD, and up 113% over the last 5 years. It’s hard 
for investors to complain with a compound annualized 
return of 16.4%. MSCI World had similar numbers, up 
5.0% YTD and more than 80% in the last 5 years.

Interestingly the high rate at which the markets have 
been rising has been on the back of extremely low 
volatility. The following table shows the annualized 
volatility of the S&P 500 and MSCI World over different 
time periods:

Market volatility for the S&P 500 has averaged 15.5% 
since its inception and more than 19% in the last 20 

years. Even in the last 5 years (the period following the 
Global Financial Crisis), it averaged over 16%. Volatility 
has been dropping for months, and June’s annualized 
volatility was only 5.6%, less than one-third of its long-
term average.

Some might say we are in a new age of perpetual low 
volatility. Others might say it’s the calm before the 
storm. No way to tell, or is there?

How long has it been since a Market Correction?

A Market Correction is defined as a 10% decrease in the 
market index. The chart below expresses the number of 
days between 10% corrections, the average number of 
days between corrections and how many days since the 
most recent correction:

 

      
 
As of July 31st, the S&P 500 had gone 710 days since its 
last correction. The only two periods with a significantly 
longer track record since January 1980 are: the mid 
90’s, and the period between the tech bubble and the 
financial crisis.

Source: Bloomberg  -  Inception: S&P 500 Jan. 1950, MSCI World Jan. 1972

Source: Bloomberg, Sanlam Global Investment Solutions

Annualized Volatility
Since inception
20 years
5 years
June 2014 (Annualized)

S&P 500
15.5%
19.3%
16.3%
5.6%

MSCI World
11.2%
15.9%
15.3%
4.3%
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710 days might not seem like a lot, but it is almost double 
the average number of days between corrections, 
at 380. In addition, those long two bull markets skew 
the average. If you remove just the mid 90’s from the 
equation, the average days between 10% corrections 
drops from 380 to 249. Meaning we are at almost three 
times longer than the average, minus that outlier.

Even as this article goes to print, there have been some 
upticks in volatility and risk. Argentina just defaulted on 
its debt for the second time in 13 years. Portugal recently 
had to bail out its second-largest bank, Banco Espirito 
Santo SA. CNN’s Fear & Greed Index is showing “extreme 
fear.” One month ago it showed “greed.”

If history is any guide, this market might be starting 
to run a little too hot. Perhaps the time to shift from 
straight equities to a different strategy is at hand—one 
that still captures upside, but reduces equity risk on the 
downside and helps investors conserve the gains they 
have built over the last few years. No one wants a “Melt-
up” to turn into a “Melt-down.”

FOR MORE INFORMATION PLEASE CONTACT

David Itzkovits - Head of Investments and 
Communications
davidi@sanlaminvestments.com

P2strategies  - Confidence to stay invested

© 2014 Sanlam Global Investment Solutions.  All Rights Reserved. 
P2 and the P2 family of service marks are owned by P2international, Ltd., a Sanlam company.  


