
 

 

 

 

 

Market Update – February 2018  

The Return of Volatility 

 

 What a difference a month can make! After entering “melt-up” mode and rising in nearly 

parabolic fashion in January, equity markets across the globe plunged at the beginning 

of February.  Bonds, normally a safe haven, sold off as well.      

 So what changed and what caused this? As we noted in last month’s update which was 

sent out a few trading sessions into the correction, we believe it is the result of a 

confluence of factors. First and foremost, we have been living in a “Goldilocks 

environment” as it relates to stocks, driven by solid economic growth, supportive polices 

from Central banks around the globe, low interest rates, and low levels of inflation.  In 

recent weeks, there have been some hints of inflation and interest rates have risen, rather 

sharply. Ultimately, both factors could have longer term implications for company 

margins and stock valuations, at a minimum. Next, investor sentiment and expectations 

were overwhelmingly positive coming into February. See our December market update 

for additional details on this – we outlined several factors suggesting we were teetering 

on euphoric levels and “FOMO” (Fear of Missing Out) was alive and well. Lastly, we have 

been worried about the lack of volatility, “market structure”/trading dynamics, and 

leverage levels among market participants. As volatility exploded higher, these 

participants (or should we say computer models?) were forced to sell without regard to 

price, magnifying the market’s move.       

 After logging more than a year without a -3% pullback, the S&P 500 Index declined more 

than -10% in the first six trading days of February. Just as we were readying our offensive 

playbook, markets staged a quick bounce back, rallying nearly +8% from the lows, 

before drifting lower the last few days of the month.  Overall, global equities (as defined 

by the MSCI ACWI Index) lost -4.5% in February, pulling year-to-date gains down to +1%1.  

 As is typical in swift market selloffs, correlations rose sharply, dragging down all types of 

stocks by a similar magnitude, regardless of performance coming into February. 

Interestingly, investment styles and industries with high momentum/recent strong 

performance bounced back with a vengeance. Take the Technology-heavy Nasdaq 

Index – despite posting gains of +37% in 2017 and another +9% in January, it only lost a 

little over -1% in February. Laggards on the month included defensive and yield-oriented 

sectors (Consumer Staples, Utilities, and REITs) and Energy-related names1.  

 While we are not yet ready to abandon our defensive tilt from an overall portfolio 

construction standpoint, we do think the recent market moves present some interesting 

rebalancing opportunities – trimming our more aggressive growth exposures and adding 

to value-oriented and/or high quality international funds. Additionally, we have found 

some interesting opportunities within healthcare and the commodity/energy complex, 

where we are inclined to play some measured offense.     

                                                 
1 Market and index data throughout the Market Update is sourced from Morningstar; 

www.morningstar.com; accessed 3/1/2018. 

http://www.morningstar.com/


 

 

 And finally, bonds and interest rates, which we probably didn’t do justice by not 

mentioning until the second page, since they were one of the major culprits for the 

newfound volatility in equity markets, in our view. As noted last month, the 10-year 

Treasury yield jumped from 2.40% to 2.72% over the course of January, but markets 

generally took this in stride. But, when the 10-year yield nearly kissed 3% in February, 

sentiment shifted in dramatic fashion 2 . Continued strong economic data, upbeat 

earnings results and forecasts, some hints of inflation and wage pressures, and less 

central bank easing continued to push rates higher, leading to losses for traditional bond 

funds and indices.  

 The Bloomberg Barclays Aggregate Bond Index, the most common benchmark for 

traditional bond funds, was down -1% on the month, leading to year-to-date losses just 

over -2%. This is notable when the benchmark yield is just ~2.5%2. This is precisely why we 

have been steadfast in our belief that the risk/return outlook for traditional fixed income is 

unattractive, and have sought to diversify portfolios with “non-traditional” strategies that 

generally have less interest rate exposure and purge fixed income portfolios of exposure 

that resembles that of equities (high yield, for example).       

We are fully aware that heightened market volatility can be unsettling, and take very seriously 

our role as a trusted advisor. Especially in the midst of chaos in the markets, please don’t hesitate 

to shoot us an email or give us a call if you have any questions, comments, or concerns.        

Best regards, 

 

Ryan Financial Group 

 

 

It is not possible to invest directly in any index. The performance of an unmanaged index is not indicative of 

the performance of any particular investment. The performance of an index assumes no transaction costs, 

taxes, management fees, or other expenses. Past performance does not guarantee future results.  

This information is an assessment of the market environment at a particular point in time and is not intended 

to be a forecast of future events or a guarantee of future results. This information should not be construed 

as research or investment advice or as a solicitation to buy or sell any securities. Statements regarding 

future prospects may not be realized and may differ materially from actual events or results. Past 

performance does not guarantee future results. Any opinions are those of Ryan Financial Group and are 

not necessarily those of Lincoln Financial Advisors.  Expressions of opinion are as of this date and are subject 

to change without notice.   

Lincoln Financial Advisors Corp. and its representatives do not provide legal or tax advice. You may want 

to consult a legal or tax advisor regarding any legal or tax information as it relates to your personal 

circumstances.   

Registered associates of Ryan Financial Group are registered representatives of Lincoln Financial Advisors 

Corp. Securities and investment advisory services offered through Lincoln Financial Advisors Corp., a 

broker/dealer (member SIPC) and registered investment advisor. Insurance offered through Lincoln 

affiliates and other fine companies. Ryan Financial Group is not an affiliate of Lincoln Financial Advisors 

Corp. CRN-2048393-030618 

                                                 
2
 Market and index data throughout the Market Update is sourced from Morningstar; 

www.morningstar.com; accessed 3/1/2018. 

https://secure.reged.com/AdTrax/submitrequest/True$002c2048393?t:lb=t
http://www.morningstar.com/

