
StockS:  Don’t Fear the January Barometer 
Equity losses in January don’t necessarily signal a weak showing for the rest of the year.

Talk about a negative first impression. The equity market did not 
get off to an auspicious start to 2014, with the S&P 500® Index 
declining 3.6% in January, according to Thomson Reuters. Market 
commentary has focused on the start of the Federal Reserve’s tapering 
of its monthly bond purchases, weakness in emerging markets, and 
less-than-stellar corporate earnings as likely contributing factors. 

But January’s decline is also attracting attention for a different 
reason. That’s because of a market rule of thumb known as the 
“January Barometer,” which posits that “as the S&P 500 goes in 
January, so goes the year.” Sam Stovall, chief equity strategist for 
Standard & Poor’s, notes that, dating back to 1945, whenever the S&P 
500 was up in January, it continued to rise for the remaining 11 months 
of the year about 85% of the time. The average gain was 11.5% for 
these observations, Stovall says. Whenever the market was down in 
January, the average 11-month price change was a gain of only 0.1%, 
according to Stovall.1

On the surface, that line of thought doesn’t augur well for the equity 
market in 2014. However, it’s worth noting that first impressions can 
often be misleading. Take a look at Chart 1. While investors may fret 

about a poor showing for the market following a down January, a 
closer look at market performance since 1927 tells a different story. 

As it turns out, the market was higher 56% of the time in the 
observed period following a losing January, based on Morningstar 
data. (Stovall has termed such an outcome “basically a coin flip.”2)
Further, Chart 1 shows that the average return on the S&P 500 in the 
11 months following January losses was 6.7%. And even when the 
market declined in the period following a negative first month of 
trading, losses for the rest of the year were greater than 10% in only 
four out of the 32 instances, according to Morningstar.

Market commentator Barry Ritholtz has noted some problems 
inherent in extrapolating the future performance of the market based 
on one month of results.3 The first factor is strictly probabilistic: “We 
are attempting to draw conclusions about future returns based on past 
history,” Ritholtz says. He notes that this “stands in stark contrast to 
every prospectus and fund document ever produced, i.e., ‘past perfor-
mance is no guarantee of future returns.’ Also,” he says, “no one has 
identified a reason why a negative first month of the year would be so 
significant to returns.”

Chart 1. A Down January Doesn’t Necessarily Mean a Full-Year Loss for the Market
Returns for January and the rest of the year* when January return was negative, 1927–present 

  Source: Morningstar. 01/01/1927–01/31/2014.
*  Rest of the year refers to February 1–December 31. Returns are for each year displayed. The performance is graphed from lowest to highest calendar-year return, as opposed to chronologically, in 

order to illustrate the contrast between positive and negative returns that have been experienced.
   S&P 500 Index returns are represented by the Ibbotson Associates Stocks, Bonds, Bills, and Inflation (SBBI) Large Company Stock (S&P 500) Index.
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Past performance is no guarantee of future results. For illustrative purposes only and does not represent any specific Lord Abbett mutual fund or any particular investment. 
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January Negative Return

Rest-of-Year Return

After a Negative January, the February–December Period:
 ■  Was positive 56% of the time
 ■  Averaged a return of 6.7%
 ■  Was down > 10% in only 4 out of 32 instances

https://www.lordabbett.com/advisor/commentary/fixedincomeinsights/the-fed-tapering-take-two/
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IMPORTANT INFORMATION
The S&P 500 Index is widely regarded as the standard for measuring large cap U.S. stock market performance and includes a representative sample of leading companies in leading 
industries. 
Indexes are unmanaged, do not reflect the deduction of fees or expenses, and are not available for direct investment.
A Note about Risk: The value of investments in equity securities will fluctuate in response to general economic conditions and to changes in the prospects of particular companies 
and/or sectors in the economy. No investing strategy can overcome all market volatility or guarantee future results.
The opinions in Market View are as of the date of publication, are subject to change based on subsequent developments, and may not reflect the views of the firm as a whole. The 
material is not intended to be relied upon as a forecast, research, or investment advice, is not a recommendation or offer to buy or sell any securities or to adopt any investment strategy, 
and is not intended to predict or depict the performance of any investment. Readers should not assume that investments in companies, securities, sectors, and/or markets described were 
or will be profitable. Investing involves risk, including possible loss of principal. This document is prepared based on the information Lord Abbett deems reliable; however, Lord Abbett 
does not warrant the accuracy and completeness of the information. Investors should consult with a financial advisor before making an investment decision.
Copyright © 2014 by Lord, Abbett & Co. LLC/Lord Abbett Distributor LLC. All rights reserved.
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Ritholtz also notes two recent examples in which investors who 
refrained from investing in equities after a down January would have 
missed out on gains for the full year. He points out that in 2010, the 
market fell about 3.7% in January, but the S&P 500 posted a 14.8% 
gain for the full year. In 2009, the S&P 500 fell nearly 6.3% in January 
and gained almost 26% for the full year.4 Ritholtz also cites “false 
positives” in the other direction—seven instances since 1945 in which 
a positive January was followed by a decline for the full year.5

While the “January Barometer” has some value as a study in 
market performance patterns, its usefulness in making investment 
decisions is debatable. Investors would be better served by focusing 
on fundamentals rather than the calendar. 

Sean Aurigemma, Lord Abbett Portfolio Manager, details some of 
the essential elements in the fundamental approach: “What are the 
growth expectations? What are the returns that are implied by the 
stock price? Do we believe that, and is there a high degree of difficulty 
in achieving those expectations?” These questions embody “the 
philosophy and process of looking for quality companies,” he says. 

1  Sam Stovall, “As Sam Sees It: What January’s Performance Is Telling Investors,” Equities.com, February 6, 2014.
2 Ibid.
3 Barry Ritholtz, “January Barometer’s False Readings,” Bloomberg, February 3, 2014.
4 Ibid.
5 Ibid.


