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Very Good Years Tend to Get Better

The S&P 500 is now up 24% year to date. This might sound crazy,

but since 1928 that’s actually occurred 24 times. That’s roughly Cullen 0-&33‘;
28% of the time. That’s a big number when one considers that Orcam Financial Group, LLC
the nominal return on the S&P 500 is about 9.5% per year. But cullenroche@orcamgroup.com

what’s crazy about 2013 is not that the market is up substantially,
but that it’s been a near straight shot to this point.

Since 1928 the S&P 500 has had a monthly standard deviation of
16. But this year, the monthly standard deviation is just 10. That
means we’re operating at almost three times the average return
with almost 40% less volatility than usual. In other words, it’s

been almost impossible to feel stupid this year if you’ve been LOIlg StOI'y short—
overweight stocks. Don’t Flght the
What’s even crazier about this year is that US Treasury bonds Trend

have had a standard deviation of 12.8 while on their way to a -9%
return. They’ve been more volatile than stocks and underper-
formed by 33%. That’s compared to a historical standard devia-
tion of 7.7 and an average nominal return of 5.4% since 1928.

We’ve entered a bizarre world where things have been truly
flipped upside down. But the contrarian in me can’t ignore the
historical data. When we look at the last two months of the year
the data doesn’t lie. According to Scott Krisiloff of Avondale Capi-
tal good years tend to turn into spectacul years. He notes:

“Below is a list of all the times that the S&P 500 has been risen by
more than 10% in the first 10 months of the year....
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On average the index has risen by another 4.5% over the final two months. Of the 24 times
that this has happened, the index has only fallen in three years, and in those years it has never
fallen by more than 70 bps. On the other hand there have also been some monster finishes
within the data. In 1985 and 1998 the index was up by more than 11% in the final two months.

Even more amazing, if the year Year First 10 Months Last Two Months Movember December Full Year
. 1975 29.9% 1.3% 2.5% 1.2%  31.5%
ended right now, 2013 would be 1958 28.4% 7.6% 2.2% 5.2%  3B.1%
only the 11th best year in S&P 1995 26.6% 3.9% 4.1% 176 340%
] L, 1997 73.5% 6.1% 4.5% 1.6%  31.0%
500 history. However it’s already 2013 23.2%

. . 1989 22.6% 1.8% 1.7% 1% 27.3%
in 5th place for best first 10 2003 19.4% 5.8% 0.7% 5.1%  26.4%
T 1991 18.8% 6.3% -4.4% 11.2%  26.3%
months. Considering how well 1980 g e s S mEx
the index did in other years with 1961 13-1% 4.3% 3.9% 03%  BAX
) 1963 17.3% 1.4% A1.1% 2.4%  18.9%
this pace, we can’t rule out the 1967 16.9% 2.7% 0.1% 2.6 20.1%
o o . 1983 16.3% 0.8% 1.7% 0.9%  17.3%
possibility of a 30% increase in 1986 15.5% 0.7% 2.4%  2.8%  14.6%
| 2009 14.7% 7.6% 5.7% 1.8%  23.5%
2013! 1996 14.5% 5.0% 7.3% 2.2%  20.3%
, ) o 1976 14.1% 4.4% -0.8% 52%  19.1%
That’s an amazing statistic. And 1985 13.5% 11.3% 6. 5% 4.5%  26.3%
. , . 1998 13.2% 11.9% 5.9% 5.6%  26.7%
while the past doesn’t repeat it 1964 13.1% 04%  -0.5% 0.4%  13.0%
. 1988 12.9% -0.4% 1.9% 1.5%  12.4%
certainly does tend to rhyme. 2012 12.3% 0% e OTE  134x
Animal spirits appear to have 1999 10.9% 7.8% 1.9% 5.8%  19.5%
) 2006 10.4% 2.9% 1.6% 1.3%  13.6%

gripped the markets by the Average 4.5% 7.4% 7%

throat at present and the idea

that QE will continue along with continued modest economic expansion has market partici-
pants excited. In addition, this is the time of year when we tend to see money managers ea-
gerly buying all the dips trying to play catch-up with their various benchmarks. The biggest
risk to money managers at this time of year is not absolute performance, but the relative risk
of underperforming their benchmark.

It might be tempting to get short or bearish into the year-end, but this is a notoriously tough
time to be bearish on the market. My tactical indicators are still pointing to caution so | would
remain somewhat cautious here on the long side, but | would definitely be hesitant about
getting too negative on the market. The history of the market doesn’t bode well for the bears
in the last two months so this irrational feeling market has the potential to continue for the
remainder of the year.
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It’s my guess that 2014 will be fil
with more worries about the
sustainability of economic growt

well as worries over the end of QE.

But we’ll cross that bridge as the
new year comes around.
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Orcam Financial Group, LLC is a fee
only financial services firm offering
macro research, personal advisory,
institutional consulting and educa-

tional services.
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Important Disclaimer

Nothing contained herein should be construed as an offer to buy any
security or a recommendation as to the advisability of investing in, pur-
chasing or selling any security. Some of the statements contained
herein are statements of future expectations and other forward-looking
statements. These expectations are based on Orcam's current views
and assumptions and involve known and unknown risks and uncertain-
ties. Actual results, performance or events may differ materially from
those in such statements due to, among other things, general econom-
ic conditions, performance of financial markets, Orcam Financial
Group, LLC assumes no obligation to update any forward-looking
information contained in this document.



