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Is the Recent Market Volatility a Warning Sign?
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The S&P 500 suffered its biggest decline
of 2019 on Monday (August 5),
declining -3.3% while the tech-heavy
Nasdaq fell -3.8%.1

When the market takes a sudden and
sharp turn, investors often get rattled
and start questioning their asset
allocation. Getting worried and secondguessing is a normal, natural, and
understandable response. But if you’re
feeling the urge to react and ‘do
something about it,’ I’d strongly urge
you reconsider. If your goals have not
significantly changed in the last
week, then in all likelihood, your
investment portfolio shouldn’t
change either.

Basing an asset allocation decision on
short-term market movements is almost
always harmful to an investor’s pursuit
of their long-term goals, in my
experience. But I also have data to prove
it. The research firm Dalbar consistently
finds that equity fund investors, on
average, are significantly
underperforming the S&P 500, bonds,
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commodities, and even inflation over
long stretches of time. The reason: poor
market-timing decisions.2 Being patient
and staying focused on where you want
to be 10, 20, or even 30 years from now
is a better response, in my view.

Before I dive into some of the
triggers/causes of recent market
volatility (which I’ll do below), I want to
offer readers a reminder of how
downside volatility and market
corrections look. Even if you look back
on just the past two years, there have
been three fairly sharp pullbacks, and
one of them flirted with bear market
territory. Is it possible the current
downside will persist and take us into
double-digit territory? Of course. But
recent history shows that the market
recovered after each pullback as the
economy continued to grow. Looking
ahead for the balance of 2019, we
continue to see an economy poised to
grow, even if just at a modest pace.

In the three pullbacks shown below, the
first and second ones lasted about two
months and the smaller decline
transpired in about a month’s time.
Which is to say, we should reasonably
expect the current downside volatility to
continue for some time.
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The S&P 500 Since January 1, 2017 –
3 Significant Pullbacks

Source: Federal Reserve Bank of St. Louis3

Another takeaway from looking at the
chart above is that equity market
recoveries often happen in “v-shaped”
patterns, which means in many cases,
the recovery can happen just as quickly
as the decline. It is for this reason that
trying to time a market correction is
such a difficult, and in my view, a
dangerous endeavor. Mistiming your reentry even by one day can have a
substantial impact on total return. In my
view, the opportunity cost of market
timing is simply too high.
Why Did the Market Sell Off?

One of the reasons I’m convinced this
downside volatility is a correction (and
not a bear market) is that the most-cited
source of the volatility is an old story:
the U.S. – China trade dispute. Though
there are new developments in the
trade impasse – and to be sure they are
not good developments – this is still a
story that’s been out in the open for
over a year. The market may be
repricing the negative developments,
but I do not suspect the economic
outlook for growth has shifted
considerably to the downside. Trade
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accounts for less than 10% of U.S. GDP.

So, what changed? Late last week, the
Trump Administration said they
planned to add a 10% tariff on an
additional $300 billion of Chinese goods,
and this week the Chinese responded by
allowing its currency to depreciate
below 7 yuan to the dollar – a
considerable decline. China also halted
imports of U.S. agricultural goods, which
runs counter to earlier indications that
they were planning to increase
purchases. The U.S. responded by
labeling China a currency manipulator,
which is largely a cosmetic move today,
but still will require a year of
negotiations and may involve some
penalties on China if proved.4
Bottom Line for Investors

It has become clear over these last few
months that the probability of a grand
trade deal in 2019 is approaching zero,
which I believe the market has already
priced in. Perhaps the best we can hope
for, in my view, is no more negative
surprises and constructive dialogue
going forward. Time will tell, but our
best-case remains that the U.S. economy
will continue to grow in 2019. I think
patience is warranted now as a result,
even if the volatility continues (which I
believe it will).
At the end of the day, market volatility
often serves as a wake-up call for
investors, in some cases calling into
question your asset allocation and
whether you may have too much
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risk/exposure in your portfolio. That’s a
normal and even healthy response, in
my view. Volatility can serve as an
opportunity to review your asset
allocation and make sure your portfolio
is diversified and aligned with your
long-term goals.
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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.
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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
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.
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