
   

Page 1                                                                                                                                                               May 30, 2019 
 

 

     Mitch on the Markets 
 

5 Key Themes for Your Summer Portfolio Review 
 

                             By Mitch Zacks 
Portfolio Manager 

 
 

For many families and investors across 
America, the summer months are a time 
for vacations, having the kids and 
grandkids out of school, and less stress 
at work (hopefully). For the markets, 
the summer months tend to follow a 
somewhat similar path with historically 
low volumes – though volatility 
generally likes to stick around.  
 
This summer, there’s a lot to think about 
as it relates to the markets – 
particularly, how the trade wars may 
affect corporate earnings in Q2. But I’d 
encourage investors to try and take a 
step back from the day-to-day stories 
and instead think on a higher level 
about portfolio themes, construction, 
and macro strategy. For that, I have 5 
investment themes for you to consider 
this summer.  
 
1. Value over Growth – The runway left 
for U.S. economic growth is likely 
becoming more limited, in my view. 
Labor markets are tight and wage 
pressures are likely to result in rising 
inflation, which may trigger higher 
interest rates over time. Higher interest 

rates tend to slow investment and 
spending, which can lead to slower 
growth rates. When the economy slows, 
non-cyclical companies tend to perform 
better than cyclical companies. Value 
stocks are often, but not always, 
associated with non-cyclical companies 
as cyclical companies tend to trade at 
higher valuation multiples in periods of 
an economic expansion. 
 
However, there is one issue that might 
give growth stocks a longer than 
expected boost over value stocks: With a 
slowdown in corporate earnings, the 
number of companies exhibiting strong 
earnings growth decreases while the 
demand for these companies by 
investors increases. Thus, it is possible 
for growth stocks to continue to 
perform well even in a period when 
aggregate earnings growth is slowing 
due to an imbalance between supply 
and demand. Generally speaking, an 
investor will perform better by focusing 
on revisions to earnings estimates as 
opposed to trying to time when value 
will outperform growth. That being said, 
growth has had a long run, trees don’t 
grow to the sky, and it makes sense to 
try to be a little more biased towards 
value stocks if possible, at this stage of 
the business cycle. 
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2. Large Cap as a Category – Similar to 
the argument above, large cap 
companies tend to have the capital and 
cash needed to weather slowdowns, 
particularly if you seek out the ones 
with high cash balances and stable 
earnings. One word of caution I’d give 
investors, however, is to take a close 
look at a company’s sources of income. 
If a high percentage of sales are derived 
from global sales, and exposure to China 
is higher than average, you may want to 
take that into consideration when 
building a thesis to own a company.  
 
3. U.S. over Foreign – The United States 
has outperformed foreign in this cycle, 
for good reason – higher corporate 
earnings growth, better growth rates, 
the benefit of fiscal stimulus (tax cuts), 
and a comparable level of monetary 
policy stimulus. Even though interest 
rates in the U.S. have ticked up while 
central banks globally remain 
accommodative, the Fed appears 
committed to holding rates steady for 
the balance of 2019, which puts the U.S. 
back onto level playing ground with the 
rest of the world. As global economic 
growth rates slow, look to the U.S. for 
relative stability.1 
 
4. Municipals and Investment Grade 
Corporate Bonds – In the first quarter, 
municipal bonds rallied as interest rates 
declined. Supply remains tight and 
demand remains strong as tax reform 
legislation passed in 2017 has further 
provided support for the municipal 
bond market. In particular, the 

deduction cap on state and local taxes 
has hurt high income earners in states 
such as California, New York and 
Connecticut, prompting demand for tax-
free income.2 On the corporate side, 
there’s quite a bit of reporting on 
corporations being on a borrowing 
spree, which I agree is a risk at the 
margin. But not all corporate debt is 
created equal, and high-quality 
borrowers almost always pay better 
yields than offered in the risk-free 
market.  

5. Don’t Fight Volatility – As 
mentioned in the beginning of this 
week’s column, sometimes the summer 
months feature heightened volatility on 
lower volumes. With the trade war still 
bubbling and geopolitical tensions rising 
at the margin, volatility has a breeding 
ground. I’d encourage investors to think 
about the first four themes mentioned in 
this piece, check your portfolio to make 
sure you’re well diversified and 
positioned in accordance with your 
goals, and then get out and enjoy your 
summer. Our outlook for 2019 remains 
constructive, with what we see as little 
chance for a recession in the U.S.  
 
Bottom Line for Investors  
 
Focus on high level themes this summer 
and make sure your portfolio is 
diversified. Taking the time to review 
your holdings and considering how 
you’re positioned in the current 
environment might take a day of work 
but can yield a summer of enjoyment. 
And that’s worth your while. 
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1 Yahoo Finance, May 22, 2019. 
https://finance.yahoo.com/ 
2 Zacks Investment Management Q1 2019 Quarterly 
Commentary. 
 
DISCLOSURE 
  
Past performance is no guarantee of future 
results. Inherent in any investment is the 
potential for loss. 
  
Zacks Investment Management, Inc. is a wholly-
owned 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. 
  
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 attorney-
client 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 
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. 
 
The S&P 500 Index is a well-known, unmanaged 
index of the prices of 500 large-company common 
stocks, mainly blue-chip stocks, selected by 
Standard & Poor’s. The S&P 500 Index assumes 
reinvestment of dividends but does not reflect 
advisory fees. The volatility of the benchmark may 
be materially different from the individual 
performance obtained by a specific investor. An 
investor cannot invest directly in an index.     
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