Mitch on the Markets
How to Navigate a Market at All-Time Highs
By Mitch Zacks
Portfolio Manager

Economic data is arguably firing on all
cylinders:

• For the first time in ten years, the
GDP growth rate is higher than
the unemployment rate1;
• The August edition of the Institute
for Supply Management
manufacturing index showed the
strongest expansion of
manufacturing activity since May
2004;2
• The Conference Board gauge of
consumer confidence has rarely
been higher;
• Wages are rising the fastest since
the last recession;
• And the list goes on…3

For some investors, this environment
enhances the case for optimism. The
thinking goes that if the economy is
strong and getting stronger, it must be a
good time to invest. While true in some
respects, it also has the possibility of
exposing some of an investor’s weakest
instincts.
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The tendency I’ve witnessed time and
again over numerous market cycles is
that many investors latch-on to recent
economic indicators (like the ones we’re
seeing today), and use them as a
rational to take-on more risk.

Diversified portfolios turn into
portfolios concentrated in dotcom
companies. Household borrowing
skyrockets as rising home prices, risktaking banks, and rock-bottom interest
rates lure investors into buying homes
they cannot afford and home equity
lines of credit. Cryptocurrencies all-of-asudden become the hottest investment
in the marketplace, even though few
people understand them at all.

Those are just examples from the last
three cycles, but you get the picture.
Strong economic conditions tend to cloud
judgment, with investors getting caught
up in the exuberance of the moment. In
my view, the more investors see
headlines about the economy booming
and the markets going up, the more they
are likely to want more risk in their
portfolios. For me, that would be a
warning sign.
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On the other side of the coin are those
investors who see a strong economy and
a market at all-time highs as a paradox.
On one hand, strong economic and
corporate earnings data would argue for
attractive investment conditions. But on
the other, a market at all-time highs
might indicate that it’s too late – or too
expensive – to get involved. These
investors tend to stay on the sidelines.

In my opinion, investors should be doing
neither of these things. They should not
see the current strength in the economy
as a rationale for doubling down on
risky ventures, and they should not see
the market at all-time highs as a
rationale for staying on the sidelines. In
my view, there is a clear middle ground.

To the investor who sees the booming
economy as a motivation to concentrate
a portfolio into risky assets, I would say
you’re better off investing in a
diversified portfolio of risk assets over
long stretches of time. For the investor
reluctant to invest with the market at
all-time highs, I would say the same
thing. In my view, investing is not about
making big returns in short periods of
time, or trying to time your entries and
exits into the market. It’s about realizing
the long-term value creation of quality
companies.
Bottom Line for Investors

also support higher equity prices. This is
a point we’ve been making regularly
here at Zacks Investment Management
for some time now.

The thrust of my column this week is a
call for investors to recognize if the
market being at or near all-time highs
brings out any tendencies you might
have. Are you feeling as though you
need to take more risk? Are you fearful
that all-time highs mean you should sell
or stay on the sidelines?
If the answer to either question is yes,
I’d encourage you to seek the middle
ground.
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Don’t get me wrong – I see the current
U.S. economic strength as a feature that
could endure looking ahead over the
next six to twelve months, which should
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DISCLOSURE
Past performance is no guarantee of future
results. Inherent in any investment is the
potential for loss.
Zacks Investment Management, Inc. is a whollyowned subsidiary of Zacks Investment Research.
Zacks Investment Management is an independent
Registered Investment Advisory firm and acts as an
investment manager for individuals and institutions.
Zacks Investment Research is a provider of earnings
data and other financial data to institutions and to
individuals.

herein and accordingly no such persons make any
representations with respect to the accuracy,
completeness or reasonableness of the information
provided herein. Unless otherwise indicated, market
analysis and conclusions are based upon opinions
or assumptions that Zacks Investment Management
considers to be reasonable. Any investment
inherently involves a high degree of risk, beyond any
specific risks discussed herein.
It is not possible to invest directly in an index.
Investors pursuing a strategy similar to an index may
experience higher or lower returns, which will be
reduced by fees and expenses.

This material is being provided for informational
purposes only and nothing herein constitutes
investment, legal, accounting or tax advice, or a
recommendation to buy, sell or hold a security. Do
not act or rely upon the information and advice given
in this publication without seeking the services of
competent and professional legal, tax, or accounting
counsel. Publication and distribution of this article is
not intended to create, and the information
contained herein does not constitute, an attorneyclient relationship. No recommendation or advice is
being given as to whether any investment or
strategy is suitable for a particular investor. It should
not be assumed that any investments in securities,
companies, sectors or markets identified and
described were or will be profitable. All information is
current as of the date of herein and is subject to
change without notice. Any views or opinions
expressed may not reflect those of the firm as a
whole.
Any projections, targets, or estimates in this report
are forward looking statements and are based on
the firm’s research, analysis, and assumptions. Due
to rapidly changing market conditions and the
complexity of investment decisions, supplemental
information and other sources may be required to
make informed investment decisions based on your
individual investment objectives and suitability
specifications. All expressions of opinions are
subject to change without notice. Clients should
seek financial advice regarding the appropriateness
of investing in any security or investment strategy
discussed in this presentation.
Certain economic and market information contained
herein has been obtained from published sources
prepared by other parties. Zacks Investment
Management does not assume any responsibility for
the accuracy or completeness of such information.
Further, no third party has assumed responsibility for
independently verifying the information contained
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