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Volatility: Taming the Beast

Volatility sends many investors running for the hills. Often unexpected, volatility is a disturbance that can wreak havoc on
an investor’s returns but can also enhance them if handled properly. After months of record-low volatility, the uninvited
guest crashed the party in October and took the markets on a roller-coaster ride. When the markets begin oscillating as
they did last month, it can be nerve-wracking. However, volatility is a beast that can be tamed. Investors can take
advantage of these uneasy times by staying focused on long term growth trends, having a sufficient amount of cash in
their portfolio, and investing in holdings that minimize the risk profile of their portfolio.

Keeping the Big Picture in Mind
Staying the course in a volatile market requires focus on long-term macroeconomic data instead of day-to-day price
swings. Precipitous short-term fluctuations are often driven by outside noise, not long-run economic trends. For example,
in October, the Ebola scare was a major contributor to the market downswing. On October 15th, the same day the CDC
announced that an Ebola-infected nurse came in contact with over 300 people, the Dow plummeted as much as 460
points before “rallying” to end down 173 points. The prospect of the deadly disease radiating across the US injected fear
into the market and spurred the substantial drop. Yet in the long run, the panic was unwarranted and on October 22nd, the
same day it was announced that the 43 people who were in contact with the US’s first Ebola patient were cleared of the
disease, the markets rallied and the VIX dropped 11%.
While Ebola should not be taken lightly, it is highly unlikely to cause an epidemic in the U.S., and it is unrelated to the
underlying economic fundamentals that investors should emphasize. All throughout October, the macroeconomic
numbers did not reflect an economy in distress.
► Unemployment decreased from 5.9% to 5.8%
► Economic activity in the manufacturing sector expanded in October for the 17th consecutive month
► Corporate profits in the domestic non-financial sector rose +11.9% to a new record high
Markets are cyclical in nature and short-term corrections are necessary for long-run growth. While sudden downturns can
hamper your short-term returns, maintaining conviction in the long-run economic data is imperative for enduring periods of
volatility.

Why Cash is King
Another key to success during volatile periods is having extra cash on hand. In times of prosperity, the typical investor
does not want to have a superfluous amount of cash in their portfolio, earning zero returns when it could be put to work in
higher returning asset classes. Yet volatility is a prime example why having a cash position is vital for steady performance.
During market downturns, cash can act as a buffer in your portfolio. In 2008, for instance, if your portfolio lost a third of its
value (as many did), it would have had to earn a 50% return to recover to its pre-recession level. Cash mitigates losses
because it maintains its value during downturns. In the example above, if 10% of your portfolio was in cash, you would
only need a 43% return to restore the initial value lost.
Besides providing downside protection for your portfolio, cash also offers flexibility for investing when the markets are
down. The golden rule of investing is buying low and selling high. The problem is the timing. When markets do enter
correction territory as they did in October, investors often do not have enough cash on hand to take advantage of the low
prices. To buy at these low prices without cash requires investors to sell other positions, often at a loss. Having an ample
cash position allows investors to enter undervalued asset classes at the correct time.
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Gain Required to Restore Value Lost
Portfolio gain (%) needed to return to initial value Portfolio value (%) lost

Reducing Risk
A third component of reducing volatility in your portfolio is utilizing investment vehicles that lower the risk profile of your
portfolio. Minimum volatility ETFs (Exchange Traded Funds) are structured to offer downside protection to your portfolio.
They track indices that are less sensitive to market fluctuations and are less dependent on economic growth. Our two
minimum volatility ETFs performed exceptionally well during October’s wild ride. iShares MSCI USA Minimum Volatility
ETF (USMV) was up +4.25% for the month and iShares MSCI EAFE Minimum Volatility (EFAV) was up +2.59%, while the
S&P 500 was only up +2.38% and the MSCI EAFE index was down -1.50%.
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End of the Year Predictions
On the heels of October’s dip, November has brought out a sense of calm in the markets. During the week of November
10th to November 14th the S&P 500 never made more than a 12 point move. The headlines that were creating unrest in
October have faded away. Global health officials are on the path to containing Ebola, the midterm elections created a new
Senate majority for the Republicans, and the Fed ended its latest round of QE. Despite slowing global demand, the macro
data is still unwavering in support of a growing US economy:
► GDP grew at 3.9% in Q3
► The Consumer Confidence Index reached 94.5 in October
► US retail sales in October rose 0.3% to $444.49 billion
► The S&P 500 closed Thursday, November 20th at 2052, its 43rd record high close this year
The holiday season should continue the positive growth trend as lower gasoline prices will leave some extra cash in
consumers’ pockets. Analysts have predicted that the tumble in gas prices will save consumers $52 billion, which should
raise holiday sales by over 6%. U.S. consumers account for almost 70% of domestic economic activity, so a strong
December could push the S&P 500 to 2100 by the end of 2014. Even if the markets do slip slightly in December, the S&P
500 would still be on track to end the year up over +10%, which would be the third year in a row with a double digit gain.
Despite strong economic headwinds in the U.S., there are tremors in the global economy. Japan has slid into a
recessionary environment after its GDP fell -1.6% in Q3, following a -7.3% contraction in Q2. Meanwhile, growth in
Europe has been anemic as the Eurozone is on the verge of deflation (Greece, Spain, Italy, Slovenia, and Slovakia all
posted negative CPI’s in October). Both the Bank of Japan and the European Central Bank have announced that they will
be ramping up their own quantitative easing policies in response to the alarming state of their respective economies. Yet it
remains unseen if the easy money will boost activity in these regions or if it will send more investors seeking a safe haven
in American equities and therefore driving up the value of the dollar. The rate U.S. equities are outperforming European
equities is at a 40 year high (14% annualized growth vs. 6% contraction), and it should only increase in Q4.
In addition to Europe and Japan, the emerging giant, China, is also in a troubled state. Manufacturing in the world’s
second largest economy fell to a six month low in November and the country’s annual growth slowed to 7.3% in Q3. The
slowdown abroad could heighten volatility in the markets. If this scenario does arise, it is important that your portfolio is
positioned for success. By focusing on the long-run fundamentals, having extra cash available, and maintaining low risk
holdings, volatility will no longer be a foe.
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Disclosures
Circular 230 Notice: In accordance with Treasury Regulations we notify you that any tax advice given herein (or in any attachments) is not intended or written to be
used, and cannot be used by any taxpayer, for the purpose of (i) avoiding tax penalties or (ii) promoting, marketing or recommending to another party any transaction
or matter addressed herein (or in any attachments).
The views of Miracle Mile Advisors, LLC (“MMA”) may change depending on market conditions, the assets presented to us, and your objectives. This research is based on
market conditions as of the printing date. The materials contained above are solely informational, based upon publicly available information believed to be reliable, and may
change without notice. MMA makes every effort to use reliable, comprehensive information, but we make no representation that it is accurate or complete. We have no obligation
to tell you when opinions or information in this report change. MMA shall not in any way be liable for claims relating to these materials, and makes no express or implied
representations or warranties as to their accuracy or completeness or for statements or errors contained in, or omissions from, them. This report does not provide individually
tailored investment advice. It has been prepared without regard to the individual financial circumstances and objectives of persons who receive it. The securities discussed in
this report may not be suitable for all investors. MMA recommends that investors independently evaluate particular investments and strategies, and encourages investors to
seek the advice of a financial adviser. The appropriateness of a particular investment or strategy will depend on an investor’s individual circumstances and objectives. This
report is not an offer to buy or sell any security or to participate in any trading strategy. In addition to any holdings that may be disclosed above, owners of MMA may have
investments in securities or derivatives of securities mentioned in this report, and may trade them in ways different from those discussed in this report. The value of and income
from your investments may vary because of changes in interest rates or foreign exchange rates, securities prices or market indexes, operational or financial conditions of
companies or other factors. There may be time limitations on the exercise of options or other rights in your securities transactions. Third-party data providers make no warranties
or representations of any kind relating to the accuracy, completeness, or timeliness of the data they provide and shall not have liability for any damages of any kind relating to
such data.
The information and analyses contained herein are not intended as tax, legal or investment advice and may not be suitable for your specific circumstances; accordingly, you
should consult your own tax, legal, investment or other advisors, at both the outset of any transaction and on an ongoing basis, to determine such suitability. Legal, accounting
and tax restrictions, transaction costs and changes to any assumptions may significantly affect the economics of any transaction. MMA does not render advice on tax and tax
accounting matters to clients. This material was not intended or written to be used, and it cannot be used by any taxpayer, for the purpose of avoiding penalties that may be
imposed on the taxpayer under U.S. federal tax laws.
The projections or other information shown in the report regarding the likelihood of various investment outcomes are hypothetical in nature, do not reflect actual investment
results and are not guarantees of future results.
Other Important Disclosures
Physical precious metals, real estate, emerging markets and other more opportunistic credit investments are subject to unique risks which include but are not limited to liquidity,
rate volatility, currency fluctuations and controls, restrictions on foreign investments, less governmental supervision and regulation, and the potential for political instability. In
addition, the securities markets of many of the emerging markets are substantially smaller, less developed, less liquid and more volatile than the securities of the U.S. and other
more developed countries. This report or any portion hereof may not be reprinted, sold or redistributed without the written consent of MMA.
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