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With the S&P 500 down 
5.1% in January, the 
January Barometer is 
getting a lot of press.

Here we discuss the 
reliability of this indicator 
and several factors that 
may lead to better 
performance in February.

We see opportunities in 
the stock market in 2016, 
but suggest caution in 
the near term as we 
await clarity on the key 
issues pressuring 
investor sentiment.
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Don’t worry about the January Barometer, which says, “As goes January, 
so goes the year.” Here we discuss the reliability of this indicator and several 
factors that may lead to better performance in February. We see opportunities 
in the stock market in 2016, but suggest caution in the near term as we await 
clarity on the key issues pressuring investor sentiment.

JANUARY BAROMETER
The widely followed January Barometer says, “As goes January, so goes the 
year.” In other words, if the S&P 500 is positive in January, stocks are likely to 
rise over the rest of the year; and conversely, if January is in the red, then the 
rest of the year will also be weak. With the S&P 500 down 5.1% in January, after 
being down as much as 9% for the month as of January 20, 2016, this indicator 
will likely get a lot of press over the next few days. Looking at the data does 
show the final 11 months of a calendar year tend to take a cue from January. 
Since 1950, January has been higher 40 times; and in those years, the average 
return the rest of the year has been 12% with additional gains posted 88% of 
the time. When January has been negative, the rest of the year has been flat on 
average but still posted gains 58% of the time [Figure 1].

JANUARY BAROMETER SINCE 19501

Source: LPL Research, FactSet   1/29/16

Indexes are unmanaged and cannot be invested into directly. 
Past performance is no guarantee of future results.

Gains represent price returns, from February through December, 
excluding dividends.

S&P 500 Gains (Losses) February through December

S&P 500 If January Up If January Down

Gains 40/66 26/66

Average Gain (Loss) 12.1% 0.6%

Median Gain (Loss) 12.4% 2.4%

% Positive 88% 58%

Avg. When Positive 15.2% 11.4%

Avg. When Negative -9.2% -14.1%
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Recently though, this indicator hasn’t worked very 
well. The last four times the S&P 500 fell in January, 
stocks rose the rest of the year. In 2009, 2010, 
2014, and 2015, the S&P 500 was red in January 
and each year saw a bounce back, by 35%, 17%, 
15%, and 2%, respectively. Since 2005, the only 
year to see a decline after a January drop was 2008, 
the start of the financial crisis and Great Recession. 
Given we do not think the economy is headed for a 
recession this year, we maintain our base case view 
that stocks are likely to end 2016 higher than where 
they closed on Friday [Figure 2].

What about when January is down big (5% or 
more), like what occurred in January 2016? Again, 
distinguishing recessionary periods provides useful 
perspective. Looking at all years since 1980, when 
the economy was in a recession, the rest of the year 
was weak for stocks after a down January. When 
the economy was not in recession or emerging from 
one, as was the case in 2009, the rest of the year 
saw a big rally [Figure 3]. We are not suggesting 
2016 is like 2009, but the economic environments 
in 1990, 2000, and 2008 bear little resemblance to 
2016, suggesting to us that the backdrop for stocks 
is more supportive today.

PERSPECTIVE ON VOLATILIT Y
Not only were stocks down in January, but the 
month also brought significant volatility. In fact, 2016 
saw the worst 10-day start to a year ever for the 
S&P 500, although stocks did manage gains during 
each of the last two weeks of January. In the end, 
13 trading days out of 19 saw a 1% move (higher or 
lower), the most since October 2011 [Figure 4]. On 
a percentage basis, 68% of the days moved at least 
1%. Since 2010, only May 2010 and October 2011 
saw more daily volatility.

Unfortunately, this volatility may stay with us, given 
we are late in the economic cycle and the complex 
nature of the biggest factors weighing on investor 

BAROMETER HAS NOT WORKED RECENTLY 
AFTER DOWN JANUARIES
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Source: LPL Research, FactSet   1/29/16

Indexes are unmanaged and cannot be invested into directly. 
Past performance is no guarantee of future results.

January Barometer, 2005 – 2016

Year January Drop Rest of Year
Heading into 

Recession

2016 -5.1% ? ?

2015 -3.1% 2.5% No

2014 -3.6% 15.5% No

2010 -3.7% 17.1% No

2009 -8.6% 35.0% No

2008 -6.1% -34.5% Yes

2005 -2.5% 5.7% No

NO RECESSION MEANS REBOUND FROM 
BIG JANUARY DROPS POSSIBLE
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Source: LPL Research, FactSet   1/29/16

Data back to 1980.

Indexes are unmanaged and cannot be invested into directly. 
Past performance is no guarantee of future results.

January Barometer for January S&P 500 Drop > 5% (Since 1980)

Year January Drop
Rest of Year 

Performance
Heading into 
Recession?

2016 -5.1% ? ?

2009 -8.6% 35.0% No

2008 -6.1% -34.5% Yes

2000 -5.1% -5.3% Yes

1990 -6.9% 0.4% Yes
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considering low interest rate levels. Yields are also 
attractive at 2.3% for the S&P 500 compared to a 
10-year Treasury yield at 1.9%.

�� Low probability of recession. Despite lackluster 
gross domestic product (GDP) growth in the 
fourth quarter of 2015, we continue to see 
the probability that the U.S. economy enters 
recession in 2016 as low, potentially 15 – 20% 
based on the economic data.

�� Earnings acceleration is still likely in 2016. 
Our view and the consensus view are still calling 
for mid-single-digit earnings gains in 2016 as 
the energy and U.S. dollar drags abate. We do 
not believe the diversified broad market index 
needs much help from improved global growth to 
achieve these gains, despite the lackluster start to 
fourth quarter 2015 earnings season.

�� Fed communication may help. Federal 
Reserve (Fed) Chair Janet Yellen’s House 
testimony on February 10 may help stocks if the 
Fed’s communicated timetable for rate hikes this 
year (four) moves closer to the market’s view 
(zero to one).

AN UNUSUALLY HIGH NUMBER OF 1% MOVES IN JANUARY4
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S&P 500 1% Moves (Up or Down) in January

Source: LPL Research, FactSet   1/29/16

sentiment. However, with the VIX measure of 
implied stock market volatility in-line with its long-
term average at 20, and the maximum drawdown 
in the S&P 500 so far this year at 12%, we would 
continue to characterize the volatility we have seen 
thus far in 2016 as within a normal range.

KEYS TO A BET TER FEBRUARY
After last week’s bounce and two straight weeks 
of gains for the S&P 500, it is very tempting 
to wave the “all clear” flag. We have cited a 
number of positives for this market that may 
help drive a turnaround for stocks in the coming 
month, including:

�� Few bulls remaining. Extreme bearish 
sentiment has reached levels that have tended to 
accompany market bottoms.

�� More reasonable stock valuations following 
the latest correction. Valuations for the S&P 
500, at 15 times forward earnings estimates 
and 16 times trailing earnings, are in-line with 
long-term averages and especially attractive 
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�� Potential for more stimulus from China and the 
Eurozone. The market reacted very positively to 
Friday’s (January 29, 2016) news that Japan was 
moving to a negative interest rate policy. Europe 
and China may follow with additional moves to help 
the market’s perception of future growth.

However, we still have some concerns that suggest 
a market tug-of-war in the near term:

�� Alternatively, Fed communication may not 
help. Chair Yellen did not help assuage the 
market’s fears of an overly aggressive Fed or 
global growth risks in the Federal Open Market 
Committee (FOMC) statement on January 27, 
2016, and may not do so when she speaks on 
February 10. With four hikes still on the table, 
the risk of a policy mistake and additional stock 
market volatility is higher.

�� Oil markets have made very little progress 
toward balancing supply with demand. 
Reports of a Saudi Arabia – Russia agreement to 
cut oil production appear to lack substance. Oil 
markets have contributed to fears of a disruption 
in credit markets that may contribute to choking 
off financing even to non-energy companies.

�� China may need to further devalue its 
currency. Until that happens, or unless China 
somehow convinces the market it doesn’t need to 
take such action (unlikely), we see risks of another 
potential downdraft in the U.S. stock market. 
China’s currency devaluation contributed to the 
stock market correction in August 2015.

�� Fourth quarter 2015 earnings season has 
disappointed. Although we continue to expect 
earnings growth to increase over the course of 
2016, the trajectory of that ramp has flattened 
out after the latest batch of disappointing results. 
Fourth quarter S&P 500 earnings are tracking 
below prior estimates, unusual at this stage 
of earnings season, and 2016 estimates have 
already been revised lower by more than 2% (to 
a 4 – 5% increase).

Also pointing to a better February is that the month 
has been higher each of the past six years, the 
only month to do so. Although February is one 
of only three months with a negative long-term 
average return, this month has seen some very 
positive seasonality recently. Additionally, the S&P 
500, which fell in November and December 2015, 
has not fallen for three straight months since 2011. 
Finally, in 2010, 2014, and 2015, the S&P 500 
dropped at least 3% in January, but saw February 
bounce back by 3%, 4%, and 5%, respectively.

Putting all of this together, we still believe stocks 
may produce modest gains in 2016, but in the 
short term, we see risks as balanced between 
upside and downside, which suggests some 
caution is warranted.

CONCLUSION
The January Barometer says that prospects for 
gains in the stock market are less likely for the 
final months of the year when stocks finish lower 
for the month of January. However, this indicator 
has not worked well in recent years, when down 
Januaries have led to strong Februaries, and 
annual returns have mostly been positive outside 
of recession. We still see opportunities in the 
stock market in 2016, but suggest caution in the 
near term as we await clarity on the key factors 
pressuring investor sentiment, including the Fed, 
China, and oil.  n

Thank you to Ryan Detrick for his contributions to 
this report.
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Not FDIC or NCUA/NCUSIF Insured | No Bank or Credit Union Guarantee | May Lose Value | Not Guaranteed by Any Government Agency | Not a Bank/Credit Union Deposit

This research material has been prepared by LPL Financial LLC.

To the extent you are receiving investment advice from a separately registered independent investment advisor, please note that LPL Financial LLC is not an affiliate of and 
makes no representation with respect to such entity.

IMPORTANT DISCLOSURES

The opinions voiced in this material are for general information only and are not intended to provide specific advice or recommendations for any individual. To 
determine which investment(s) may be appropriate for you, consult your financial advisor prior to investing. All performance referenced is historical and is no 
guarantee of future results. All indexes are unmanaged and may not be invested into directly.

The economic forecasts set forth in the presentation may not develop as predicted and there can be no guarantee that strategies promoted will be successful.

Investing in stock includes numerous specific risks including: the fluctuation of dividend, loss of principal, and potential liquidity of the investment in a falling 
market.

All investing involves risk including loss of principal.

International investing involves special risks such as currency fluctuation and political instability and may not be suitable for all investors. These risks are often 
heightened for investments in emerging markets.

The PE ratio (price-to-earnings ratio) is a measure of the price paid for a share relative to the annual net income or profit earned by the firm per share. It is a 
financial ratio used for valuation: a higher PE ratio means that investors are paying more for each unit of net income, so the stock is more expensive compared to 
one with lower PE ratio.

Because of its narrow focus, investing in a single sector, such as energy or manufacturing, will be subject to greater volatility than investing more broadly across 
many sectors and companies.

INDEX DESCRIPTIONS

The Standard & Poor’s 500 Index is a capitalization-weighted index of 500 stocks designed to measure performance of the broad domestic economy through 
changes in the aggregate market value of 500 stocks representing all major industries.

The VIX is a measure of the volatility implied in the prices of options contracts for the S&P 500. It is a market-based estimate of future volatility. When sentiment 
reaches one extreme or the other, the market typically reverses course. While this is not necessarily predictive, it does measure the current degree of fear present 
in the stock market.


