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Investors	should	focus	on	these	critical	facts	about	the	current	market,	and	how
U.S.	equity	markets	have	responded	to	prior	episodes	of	volatility.	

The	resurgence	of 	volatility	in	the	U.S.	equity	markets	over	the	past	several	days	has	sent	traders
and	the	f inancial	media	into	a	f renzy.	Amid	the	ominous	headlines	and	references	to	more	severe
market	downturns	in	prior	years,	we	think	it	is	important	for	investors	to	remember	four	key	facts
about	the	U.S.	equity	market	in	order	to	avoid	making	hasty,	emotional	decisions.

1. The	U.S.	equity	market	is	now	driven	by	fundamentals—and	fundamentals	are
strong.

In	the	years	following	the	global	f inancial	crisis	of 	2008–09,	much	of 	the	rebound	in	the	U.S.	equity
market	could	be	attributed	to	the	stimulative	ef fect	of 	the	U.S.	Federal	Reserve’s	(Fed)
quantitative-easing	programs.	As	illustrated	in	Chart	1,	when	the	Fed’s	balance	sheet	expanded
between	2009	and	2014,	the	equity	market	rose	in	conjunction.	As	quantitative	easing	came	to	an
end	in	2014,	the	equity	market	moved	sideways	for	a	nearly	two-year	period,	as	investors
recalibrated	their	expectations	for	a	new	monetary-policy	environment.	In	mid-2016,	the	equity
market	emerged	f rom	a	year-long	earnings	recession,	and	stocks	resumed	their	rally,	powered
by	consistent	growth	in	corporate	earnings,	completing	the	transition	f rom	a	liquidity-driven	to	a	bull
market	driven	by	fundamentals.

Chart	1.	Fundamentals,	Not	the	Fed,	Have	Driven	the	Market
U.S.	Federal	Reserve	balance-sheet	size	(left	axis)	and	price	changes	in	the	S&P	500	Index	(right
axis),	January	2,	2009–December	31,	2017
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Source:	Bloomberg	and	the	U.S.	Federal	Reserve.	For	illustrative	purposes	only.	Indexes	are	unmanaged,	do	not

ref lect	the	deduction	of 	f ees	or	expenses,	and	are	not	available	f or	direct	investment.

	

For	U.S.	companies,	2018	is	expected	to	be	another	year	of 	strong	fundamentals.	According	to
FactSet,	earnings	for	companies	in	the	S&P	500 	Index	are	expected	to	grow	16.8%	in	2018,	with
increases	forecast	across	all	sectors	of 	the	market.	These	estimates	continue	to	be	revised
upward,	as	the	ef fects	f rom	tax	reform	and	positive	economic	momentum	around	the	globe	f ilter
down	to	companies’	bottom	lines.

	

Chart	2.	Analysts	Expect	Solid	Earnings	Growth	to	Continue	in	2018
Forecasted	earnings	growth	for	sectors	in	the	S&P	500	Index	for	2018

Source:	FactSet.		For	illustrative	purposes	only	and	does	not	represent	any	specif ic	portf olio	managed	by	Lord	Abbett

or	any	particular	investment.	Past	performance	is	not	a	reliable	indicator	or	guarantee	of	future	results.

®
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Forecasts	and	projections	are	based	on	current	market	conditions	and	are	subject	to	change	without	notice.

Projections	should	not	be	considered	a	guarantee.

	

2.				Drawdowns	are	common.

The	recent	price	declines	have	been	swif t,	and	may	seem	particularly	jolting	to	equity	investors
lulled	by	one	of 	the	most	nonvolatile	years	on	record.	But	short-term	drawdowns	are	quite	common
in	the	equity	market.	In	fact,	the	average	calendar-year	peak-to-trough	decline	in	the	S&P	500	is
nearly	14%,	as	depicted	in	Chart	3.	However,	despite	these	drawdowns,	the	equity	market
historically	has	generated	returns	of 	10%	on	average	(since	1980),	including	positive	returns	in
many	of 	the	years	with	a	signif icant	drawdown.	In	other	words,	though	such	outcomes	are	not
guaranteed,	patience	historically	has	rewarded	investors	who	stay	the	course	of 	their	investment
goals.

	

Chart	3.	Market	Drawdowns	Are	Not	Unusual
Annual	price	returns	versus	maximum	price	decline	in	the	S&P	500	Index,	1980–2017

Source:	Morningstar.

Note:	The	historical	data	are	f or	illustrative	purposes	only,	do	not	represent	the	perf ormance	of 	any	specif ic	portf olio

managed	by	Lord	Abbett	or	any	particular	investment,	and	are	not	intended	to	predict	or	depict	f uture	results.	Indexes

are	unmanaged,	do	not	ref lect	the	deduction	of 	f ees	or	expenses,	and	are	not	available	f or	direct	investment.

Past	performance	is	not	a	reliable	indicator	or	guarantee	of	future	results.

	

3.				Long-term	equity	returns	historically	have	been	positive.

Historically,	investors	have	benef ited	f rom	taking	a	long-term	perspective	on	their	equity
investments.	While	it	can	be	easy	to	become	emotionally	swept	up	in	the	day-to-day	movements	of
the	market,	equities	historically	have	been	a	critical	component	for	investors	to	reach	their	long-
term	growth	objectives.	In	fact,	since	1927,	stocks	have	delivered	positive	returns	in	95%	of 	rolling
10-year	holding	periods,	and	have	not	lost	money	over	any	20-year	holding	period.
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Chart	4.	Staying	Invested	Has	Resulted	in	a	Greater	Chance	of	Positive	Returns
Equity	returns	in	calendar-year	periods,	1927–2017

Source:		Morningstar.		The	historical	data	are	f or	illustrative	purposes	only,	do	not	represent	the	perf ormance	of 	any

specif ic	portf olio	managed	by	Lord	Abbett	or	any	particular	investment,	and	are	not	intended	to	predict	or	depict	f uture

results.	Indexes	are	unmanaged,	do	not	ref lect	the	deduction	of 	f ees	or	expenses,	and	are	not	available	f or	direct

investment.

Past	performance	is	not	a	reliable	indicator	or	guarantee	of	future	results.

	

4.				Market	timing	is	a	risky	game.

Many	investors	may	be	familiar	with	Chart	5,	which	shows	the	risks	of 	attempting	to	time	the	stock
market.	Over	a	25-year	time	period—comprised	of 	more	than	6,000	trading	days—missing	just	the
10	best	days	in	the	market	cut	in	half 	an	investor’s	returns.

Chart	5.	Investors	Who	Didn’t	Stay	in	the	Market	Lost	Out	on	Later	Gains
Growth	of	$10,000	in	the	S&P	500	Index,	January	1,	1992–December	31,	2017

Source:	S&P	Dow	Jones	Indices	and	Lord	Abbett.	The	historical	data	are	f or	illustrative	purposes	only,	do	not

represent	the	perf ormance	of 	any	specif ic	portf olio	managed	by	Lord	Abbett	or	any	particular	investment,	and	are	not

intended	to	predict	or	depict	f uture	results.	Indexes	are	unmanaged,	do	not	ref lect	the	deduction	of 	f ees	or	expenses,

and	are	not	available	f or	direct	investment.

Past	performance	is	not	a	reliable	indicator	or	guarantee	of	future	results.
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While	it	is	impossible	to	predict	when	the	next	10	best	days	in	the	market	will	be,	history	reveals
that	such	days	of ten	occur	when	the	urge	to	time	the	market	may	be	strongest—such	as	shortly
following	one	of 	the	10	worst	days.	In	fact,	six	of 	the	10	best	days	occurred	within	f ive	trading
days	(before	or	af ter)	of 	one	of 	the	10	worst	days	in	the	market.		

Investors	with	the	discipline	to	resist	the	impulse	to	“do	something”	af ter	experiencing	one	of 	the
market’s	worst	days	historically	were	rewarded	with	one	of 	the	market’s	best	days	on	several
occasions.	Even	absent	a	historically	large	one-day	rebound,	research	f rom	Morgan	Stanley	shows
that	following	a	one-day	drawdown	in	the	S&P	500	of 	between	-3%	and	-6%,	the	market	has,	on
average,	advanced	10%	over	the	subsequent	12	months,	and	has	delivered	positive	returns	over
the	next	one-,	three-,	and	six-month	periods.

	

Table	1.	Equities	Historically	Have	Proven	Resilient	after	Big	Declines
For	the	years	1968-2017

Source:	Morgan	Stanley.	The	historical	data	are	f or	illustrative	purposes	only,	do	not	represent	the	perf ormance	of

any	specif ic	portf olio	managed	by	Lord	Abbett	or	any	particular	investment,	and	are	not	intended	to	predict	or	depict

f uture	results.	Indexes	are	unmanaged,	do	not	ref lect	the	deduction	of 	f ees	or	expenses,	and	are	not	available	f or

direct	investment.

Past	performance	is	not	a	reliable	indicator	or	guarantee	of	future	results.

	

What’s	the	key	takeaway	f rom	these	observations?			A	steady	resolve	and	a	long-term
perspective	can	help	investors	stay	on	track	through	this	current	bout	of 	market	volatility.	

	

A	Note	about	Risk:	The	value	of 	investments	in	equity	securities	will	f luctuate	in	response	to	general	economic

conditions	and	to	changes	in	the	prospects	of 	particular	companies	and/or	sectors	in	the	economy.	While	growth

stocks	are	subject	to	the	daily	ups	and	downs	of 	the	stock	market,	their	long-term	potential	as	well	as	their	volatility

can	be	substantial.	Value	investing	involves	the	risk	that	the	market	may	not	recognize	that	securities	are	undervalued,

and	they	may	not	appreciate	as	anticipated.	Smaller	companies	tend	to	be	more	volatile	and	less	liquid	than	larger

companies.	Small	cap	companies	may	also	have	more	limited	product	lines,	markets,	or	f inancial	resources	and

typically	experience	a	higher	risk	of 	f ailure	than	large	cap	companies.	The	value	of 	an	investment	in	f ixed-income

securities	will	change	as	interest	rates	f luctuate	and	in	response	to	market	movements.	As	interest	rates	f all,	the

prices	of 	debt	securities	tend	to	rise.	As	rates	rise,	prices	tend	to	f all.

No	investing	strategy	can	overcome	all	market	volatility	or	guarantee	f uture	results.	

Forecasts	and	projections	are	based	on	current	market	conditions	and	are	subject	to	change	without	notice.

Projections	should	not	be	considered	a	guarantee.

This	article	may	contain	assumptions	that	are	“f orward-looking	statements,”	which	are	based	on	certain	assumptions

of 	f uture	events.	Actual	events	are	dif f icult	to	predict	and	may	dif f er	f rom	those	assumed.	There	can	be	no	assurance

that	f orward-looking	statements	will	materialize	or	that	actual	returns	or	results	will	not	be	materially	dif f erent	f rom
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those	described	here.

Statements	concerning	f inancial	market	trends	are	based	on	current	market	conditions,	which	will	f luctuate.	There	is

no	guarantee	that	markets	will	perf orm	in	a	similar	manner	under	similar	conditions	in	the	f uture.

The	S&P	500 	Index	is	widely	regarded	as	the	standard	f or	measuring	large	cap	U.S.	stock	market	perf ormance	and

includes	a	representative	sample	of 	leading	companies	in	leading	industries.	

Indexes	are	unmanaged,	do	not	ref lect	deduction	of 	f ees	and	expenses	and	are	not	available	f or	direct	investment.	

The	information	provided	herein	is	not	directed	at	any	investor	or	category	of 	investors	and	is	provided	solely	as

general	inf ormation	about	our	products	and	services	and	to	otherwise	provide	general	investment	education.		No

information	contained	herein	should	be	regarded	as	a	suggestion	to	engage	in	or	ref rain	f rom	any	investment-related

course	of 	action	as	Lord,	Abbett	&	Co	LLC	(and	its	af f iliates,	“Lord	Abbett”)	is	not	undertaking	to	provide	impartial

investment	advice,	act	as	an	impartial	adviser,	or	give	advice	in	a	f iduciary	capacity	with	respect	to	the	materials

presented	herein.			If 	you	are	an	individual	retirement	investor,	contact	your	f inancial	advisor	or	other	non-Lord	Abbett

f iduciary	about	whether	any	given	investment	idea,	strategy,	product,	or	service	described	herein	may	be	appropriate

for	your	circumstances.

The	opinions	in	this	commentary	are	as	of	the	date	of	publication,	are	subject	to	change	based	on	subsequent	developments,

and	may	not	reflect	the	views	of	the	firm	as	a	whole.	The	material	is	not	intended	to	be	relied	upon	as	a	forecast,	research,

or	investment	advice,	is	not	a	recommendation	or	offer	to	buy	or	sell	any	securities	or	to	adopt	any	investment	strategy,	and

is	not	intended	to	predict	or	depict	the	performance	of	any	investment.	Readers	should	not	assume	that	investments	in

companies,	securities,	sectors,	and/or	markets	described	were	or	will	be	profitable.	Investing	involves	risk,	including

possible	loss	of	principal.	This	document	is	prepared	based	on	the	information	Lord	Abbett	deems	reliable;	however,	Lord

Abbett	does	not	warrant	the	accuracy	and	completeness	of	the	information.	Investors	should	consult	with	a	financial	advisor

prior	to	making	an	investment	decision.

®

Investors	should	carefully	consider	the	investment	objectives,	risks,	charges	and	expenses	of
the	Lord	Abbett	Funds.	This	and	other	important	information	is	contained	in	the	fund's
summary	prospectus	and/or	prospectus.	To	obtain	a	prospectus	or	summary	prospectus	on	any
Lord	Abbett	mutual	fund,	you	can	click	here	or	contact	your	investment	professional	or	Lord
Abbett	Distributor	LLC	at	888-522-2388.	Read	the	prospectus	carefully	before	you	invest	or
send	money.

Not	FDIC-Insured.	May	lose	value.	Not	guaranteed	by	any	bank.	Copyright	©	2018	Lord,	Abbett	&
Co.	LLC.	All	rights	reserved.	Lord	Abbett	mutual	funds	are	distributed	by	Lord	Abbett
Distributor	LLC.	For	U.S.	residents	only.	

The	information	provided	is	not	directed	at	any	investor	or	category	of	investors	and	is
provided	solely	as	general	information	about	Lord	Abbett’s	products	and	services	and	to
otherwise	provide	general	investment	education.		None	of	the	information	provided	should	be
regarded	as	a	suggestion	to	engage	in	or	refrain	from	any	investment-related	course	of	action
as	neither	Lord	Abbett	nor	its	affiliates	are	undertaking	to	provide	impartial	investment	advice,
act	as	an	impartial	adviser,	or	give	advice	in	a	fiduciary	capacity.			If	you	are	an	individual
retirement	investor,	contact	your	financial	advisor	or	other	fiduciary	about	whether	any	given
investment	idea,	strategy,	product	or	service	may	be	appropriate	for	your	circumstances.
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