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STOCKS:  NO T IME FOR MARK ET T IMIN G 

Investors often sell when they should buy—and vice versa. 
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CHART 1. INVESTORS SOMETIMES BUY AND SELL AT THE WRONG TIME
GROWTH OF $10,000 IN THE S&P 500 INDEX AND FLOWS INTO U.S. EQUITY MUTUAL FUNDS, 01/01/1993–12/31/2013

Source: Standard & Poor’s and Investment Company Institute.

Past performance is no guarantee of future results. The historical data are for illustrative purposes only, do not represent the performance of any Lord Abbett mutual fund or any particular investment, and are not 
intended to predict or depict future results. The index is unmanaged, does not reflect the deduction of fees or expenses, and is not available for direct investment. Performance during other time periods may be different or 
negative. Investors may experience different results. Due to market volatility, the market may not perform in a similar manner in the future. Please refer to “Important Information” regarding the economic indicator data in 
these charts and index information.

“Timing is everything,” as the saying goes, and in many endeav-
ors that is true. In investing, on the other hand, trying to time the 
market can be costly. As Chart 1 reveals, individual investors often 
sell when they should buy and buy when they should sell. Late in 
2008 and early in 2009, for example, when the market was at or near 
a bottom, many investors pulled out of their equity mutual funds, 
and flows were largely negative. On the other hand, during the 
dot-com bubble of the late 1990s, investors poured money into the 
market because its continued rise seemed inevitable. Repeatedly 
mistiming the market means that individual investors often “buy 
high” and “sell low.” 

To be fair, though, market timing is very difficult, even for profes-
sionals. Research has shown that those who employ market timing 
are, on average, less successful than those who opt instead for a 
more steady, bottom-up stock-picking approach. (See “Why Stock 
Picking Keeps on Ticking,” March 3, 2014.)

The market’s robust return in 2013 and its continued climb in 
2014 now have investors worried about a correction—and, once 
again, trying to time the market. The argument is that the current 
market is overvalued—in a bubble, even—though conventional valu-
ation measures suggest otherwise. Even with the S&P 500® Index 
near record levels, the trailing price-earnings (P/E) ratio on the 
index, for example, was 18.0, as of August 29, 2014. This is not much 

higher than 16.6, the monthly average since January 1960, accord-
ing to Bloomberg data—hardly indicative of a bubble. In contrast, 
during the dot-com bubble of the late 1990s, for example, the P/E 
ratio on the S&P 500 reached a high of 30.1 in June 1999, according 
to Bloomberg (monthly data). 

So the market is not in a bubble, and if earnings continue to rise, 
the market can potentially continue to rise as well. Earnings are 
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CHART 2. CORPORATE PROFITS CAN POTENTIALLY  
CONTINUE TO RISE
QUARTERLY CORPORATE PROFITS, 2Q 1994–2Q 2014 

Source: Federal Reserve



likely to keep growing if the economy at least continues to muddle 
along, and the consensus is that continued growth is likely. Bloom-
berg Consensus forecasts indicate that economists expect the U.S. 
economy to expand by 2.0% in 2014 and by 3.0% in 2015. 

But margins are near an all-time high, according to data from the 
Federal Reserve, and some observers believe that profit margins are 
“mean-reverting.” So, when profit margins return to their average, 
earnings will decline, and the market will follow, or so the argument 
goes. But some observers have noticed that while profits are cyclical, 
they don’t necessarily return to the same long-run average. 

As equity strategists at Bank of America Merrill Lynch have 
written, “A look at the history of margins suggests that secular 
shifts in underlying margin trends can last for decades. The 
argument for the mean reversion of margins assumes that there is 
some natural equilibrium of margins and ignores the structural 
changes in the economy, policy, and mix that can have real and 

long-lasting impacts on profitability.”1 Between 1967 and 1991, for 
example, the trend in profit margins was downward, while the trend 
since then has been largely upward.

Two structural factors that have been boosting net margins are 
reduced corporate income tax rates and lower interest rates. Today 
a larger portion of the profits of S&P 500 companies comes from 
overseas, where corporate tax rates are generally lower. And in the 
wake of the credit crisis of 2008–09, companies have refinanced 
debt at lower interest rates, resulting in lower interest expense.

This suggests that corporate profit margins could remain near 
current levels for some time. A correction, however, is not out of the 
question, and will most likely occur eventually. But research by 
Ibbotson Associates shows that the longer an investor stays in the 
stock market, through thick and thin, the more the odds may favor a 
positive return. In other words, when it comes to equity investing, 
stay invested. 

IMPORTANT INFORMATION

The value of investments in equity securities will fluctuate in response to general economic conditions and to changes in the prospects of particular companies and/or sectors in the economy. No investing strategy can over-
come all market volatility or guarantee future results. Market forecasts and projections are based on current market conditions and are subject to change without notice. Due to market volatility, the market may not perform 
in a similar manner in the future. No investing strategy can overcome all market volatility or guarantee future results.

The price-to-earnings [P/E] ratio is a measure of valuation. It is a company’s share price divided by its earnings per share. The P/E ratio can also be calculated for the companies in a stock index such as the S&P 500.

Earnings per share (EPS) is a company’s earnings divided by the number of shares outstanding. This can also be computed for the companies in a stock index such as the S&P 500.

The S&P 500® Index is widely regarded as the standard for measuring large cap U.S. stock market performance and includes a representative sample of leading companies in leading industries.

The opinions in Market View 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 before making an investment decision.
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INVESTMENT-LED. INVESTOR-FOCUSED.
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