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Investing When Markets Are at All-Time Highs
The S&P 500 reached a milestone on Sept.  
15, 2017, hitting an all-time high when it closed 
above 2,500.

How does that make you feel as an investor?

If you’re like most investors, it makes you feel 
pretty good. Perhaps that’s not too surprising. 
After all, who doesn’t like to make money  
in the market and see their accounts rise in 
value? You might even say that’s the whole 
point of investing! The S&P 500 has come a 
long way since hitting bottom at just 676 on 
March 9, 2009. Eight and a half years later,  
it’s well on its way to a ninth consecutive 
calendar-year gain, hasn’t had a down month 
since October 2016, and hasn’t had a losing 
quarter in two years.

Polling firm Gallup asked U.S investors this 
summer how optimistic they were about seven 
topics including the economy, the stock market, 
and meeting investment goals. Gallup found 
investor optimism to be at a 17-year high: 68% 
said they were optimistic about the stock 
market’s performance in the next year, which 
matched its record high survey results  
from December 1999 and January 2000.

Regular readers of this letter are familiar with 
our seven investing principles at Morningstar 
Investment Management. We talk about them 
frequently because we think that living out  
our principles is one of the best way to  
help investors reach their goals. One of those 
investing principles is to be independent 
minded. We don’t follow the crowd. Investor 
sentiment was strong in early 2000 when 
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Stocks rose again in 2017’s third quarter, with the S&P 500 
posting its eighth consecutive quarterly gain. International 
stocks performed even better, topping U.S. stocks for the 
third consecutive quarter. Bonds gained ground in the quarter 
too, but generally posted lower returns than stocks.
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markets were riding high, and it turned out to 
be a terrible time to invest in a market-cap-
weighted S&P 500 index fund. Conversely, it 
was a great time to invest in March 2009, 
when markets were hitting their lows, but few 
buyers were willing to invest new money. 

Of course, there’s no way of knowing if any 
market that has hit an all-time high won’t keep 
rising, or when a falling market has reached 
bottom. And we don’t profess to have the ability 
to call a market top or bottom. But being 
independent-minded gives us the chance to 
take some of the emotions out of the decision-
making process. It also demands that we 
follow our other principles of being valuation-
oriented and fundamentally based. Being 
valuation-oriented means that we assess the 
potential of an asset class not by how prices 
have been rising or falling, but by how an 
investment’s current price compares to what 
we believe it’s really worth (something we  
call the “fair value”). 

When an investment’s price exceeds its fair 
value, we view it as being overpriced. 
Historically, overpriced assets have tended to 
return less to their investors in the future,  
and in downturns they have tended to decline 
in price more than undervalued investments. 
Unfortunately, we view U.S. stocks as being 
overvalued currently—the downside to their 
recent run-up is that there’s less upside 
potential increases won’t likely continue forever. 

But our dim outlook on returns from U.S. stocks 
is no reason to panic. Investors—especially 
those saving for retirement—should consider 
taking a long view of investments, which tend 
to jitter around somewhat even as they 
continue to rise over the long term (this has 
been the investor experience for the last 
century, at least, but of course past perfor-
mance doesn’t guarantee future results). 

As for general thoughts on investing when  
stocks are hitting all-time highs we suggest 
the following:

 1. Check your overall risk level. Be sure your 
investments match your risk appetite.  
Your financial advisor can help you ensure 
you’re on the right track.

 2. Remember the potential benefits of diversifica-
tion. For example, although the U.S. large-cap 
stocks in the S&P 500 currently look pretty 
expensive, we think international stocks 
continue to offer better value. International 
stocks have outpaced U.S. stocks this year, and 
those in emerging markets have been 
especially strong. But international stocks have 
lagged U.S. stocks by wide margins over the 
past three- and five-year periods, leaving more 
room for a continued outperformance. 

 3. Consider asking your advisor about your bond 
portfolio. We’ll be the first to say that bond 
yields are currently far from enticing. A 10-year 
Treasury bond pays less than 2.5%. Short- 
term government bonds currently pay even less, 
but they won’t likely lose much ground if 
inflation rises, and they should hopefully hold 
up if equities sink. It can be useful to  
have cash ready when buying opportunities  
present themselves.
 4. Hang tight, and remember to keep your long- 
term goals in mind. We don't suggest you try 
to time markets or out-think them by making 
major moves in and out of asset classes. 
Instead, consider working with your financial 
advisor to address your risk level, be ready for 
market turbulence, and be ready to reaffirm 
your long-term investment plan come what may.

Thank you for your consideration. 

Opinions expressed are those of Morningstar Investment 
Management LLC and are as of September 30, 2016; 
such opinions are subject to change without notice.
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Important Disclosures
The information, data, analyses and opinions presented 
herein do not constitute investment advice; are pro-
vided solely for informational purposes and therefore 
are not an offer to buy or sell a security. Diversification 
does not ensure a profit or protect against a loss in a 
declining market. Past performance is no guarantee 
of future results. Except as otherwise required by law, 
we shall not be responsible for any trading decisions, 
damages or other losses resulting from, or related to, 
the information, data, analyses or opinions or their 
use. Please consult with your financial advisor before 
making any investment decisions.

Morningstar® Managed PortfoliosSM are offered by the 
entities within Morningstar’s Investment Manage-
ment group, which includes subsidiaries of Morning-
star, Inc. that are authorized in the appropriate juris-
diction to provide consulting or advisory services in 
North America, Europe, Asia, Australia, and Africa. In 
the United States, Morningstar Managed Portfolios 
are offered by Morningstar Investment Services LLC 
or Morningstar Investment Management LLC, both reg-
istered investment advisers, as part of various advisory 
services offered on a discretionary or non-discretionary 
basis. Portfolio construction and on-going monitoring 
and maintenance of the portfolios within the program is 
provided on Morningstar Investment Services behalf by 
Morningstar Investment Management LLC.

 

Index Information
Individual index performance is provided as a reference 
only. Each index is unmanaged and is not available for 
direct investment. Since indexes and/or composition 
levels may change over time, actual return and risk 
characteristics may be higher or lower than those  
presented. Although index performance data is gath-
ered from reliable sources, we cannot guarantee its 
accuracy, completeness or reliability. Index data 
sources are as follows.
 
S&P 500 Index—An index of 500 stocks chosen for 
market size, liquidity and industry grouping, among 
other factors. The S&P 500 is designed to be a leading 
indicator of U.S. equities and is meant to reflect the 
risk/return characteristics of the large cap universe. 
The S&P 500 is a market value weighted index.

MSCI EAFE Index (Europe, Australasia, Far East)—A free 
float-adjusted market capitalization index designed to 
measure the equity market performance of developed 
markets, excluding the U.S. & Canada. 

Bloomberg Barclays U.S. Aggregate Index—A market val-
ue weighted performance benchmark for investment-
grade fixed-rate debt issues, including government, 
corporate, asset-backed, and mortgage-backed secu-
rities, with maturities of at least one year. 

MSCI Emerging Markets Index is a free float-adjusted 
market capitalization index that is designed to mea-
sure equity market performance of emerging markets.
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