
 

 

  

 

 

 

 

AUGUST 2012 INVESTMENT OUTLOOK

 

Where Are We? 

As ACI anticipated at the end of April, markets have entered a period of higher 

volatility.  Since May 1, we’ve experienced 12 reversals with an average swing of 4.7%.  

That’s a reversal every 6 days since May first.  We’ve seen 7 days with a 2%+ intraday 

move.  Volatility is defined as abrupt price swings up and down in the market of greater 

than typical magnitude.   

While not quite at the volatility level observed during August 2011’s 3%+ intraday 

swings, this is still not what could be considered a historical normal, nor is the rapid 

return to compressed volatility levels.  

Periods of volatility often reflect uncertainty among large institutional players in the 

financial markets such as mutual funds, hedge funds, and large corporate trading 

accounts.  Institutional investors are the elephants in the market, representing 

approximately 70% of the current market volume.  

That uncertainty appears to be bleeding out of the markets in the wake of the July ECB 

policy reversal concerning the direct purchase of sovereign bonds from strained 

nations.   

However, over the last two years we’ve seen the time frames where political statements 

from governments or central banks are able to hold off market forces compress 

significantly.   

In the past, these policy reversals or modifications have kicked off strong rallies that 

generally went straight up from the announcement date.   

This time, the rally looks different. It’s choppy and full of reversals.  From a technical 

standpoint, the current rally has not yet confirmed an uptrend except in select sectors 

and those are mostly defensive.  The broad market was setting up for a downside move 

with a likely endpoint in the 1175 – 1225 range when the latest policy reversal came in 

July.    



This leaves the potential of rapid breakdown if institutional uncertainty transforms to 

negative certainty.  

So where does that leave us?   

To choose to participate in the current market from here requires a specific 

commitment to shortened investment timeframes, and indeed, the decision to manage 

risk by seeking to cycle through investments in the shortest reasonable time period.   

To choose to not participate in the current rally requires a specific commitment to the 

idea that political and central bank interference will utterly fail to hold off market 

forces, which has proved to be inaccurate in the past.   

It’s sort of damned if you do, damned if you don’t scenario. 

Given that scenario, ACI will put 50% of investor money into the market at points of 

near term support with the goal of cycling from investment to cash to investment and 

to cash over the next quarter.  We’ll hold back 50% of cash looking for the strategic 

entry that appeared imminent until the ECB reversed policy.   

As Pimco’s Mohammed El-Erian recently observed, intent and outcome may not be 

unified in the latest iteration of policy decisions and actions by politicians and central 

banks.  This is not a good time to be a hero.  It may be an equally bad time to be a 

coward.   
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