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January stock market performance proved that the reduction of Federal 
Reserve stimulus (termed “the Taper” by the media) really does matter after all. In a 
marked divergence from the first announcement of “Tapering” (when the Federal 
Reserve decreased its asset purchases from $85 billion per month to $75 billion in 
December), the second announcement (a decrease in asset purchases to $65 billion 
per month in January) caused the stock market to sell off sharply. Prior to this 
announcement stock and bond markets displayed a change of character: no longer 
was rallying the path of least resistance, instead markets seemed to have no memory 
from day to day.  After opening the month down slightly less than one percent, the 
S&P futures stayed within a two percent range until near the end of the month, when 
weakness in various Emerging Markets sparked a rapid 4% decline over two and a 
half days.  Further volatility ensued, with a quick two percent rally followed by a 2.3% 
decline.  The S&P ended January down 3.5%, while the VIX spiked 60.7% intra-
month (with the largest two-day percent change in the VIX since November of 2011).  

 
          The Manager earned nominal profits through opportune trading for the regular 
expiration cycle, but the end-of month options managed to offset those profits when 
Emerging Market weakness caused the S&P futures to breech significant technical 
levels.  In markets where uncertainty and fear become the new normal, dramatic 
trading can push equities very quickly to lows that might have been unthinkable just 
days earlier.  Protecting against such moves is a priority for Warrington, especially 
when confronted by a change in market behavior.   
 
          Warrington’s manager believes that this change in character that has been 
theorized around the end of Fed stimulus is indeed coming to pass.  With the Fed 
continuing on their announced “Taper” path, it sent a signal to markets that it is 
indeed serious about removing stimulus. The Fed giveth, and the Fed taketh away. 
Should this cause excessive declines in markets, the Fed will most likely adjust its 
stance. Warrington’s manager sees this transition to a two-way market as a positive 
development for both the health of the overall market as well as Warrington’s trading 
prospects, as the risk/reward equation becomes more favorable than in a lower-
volatility environment.  Getting through the transition to a more volatile environment 
is only the first step of the process.  The next step is to use that improved risk/reward 
equation and potentially capture profits. 


