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What Goes Up Might Not Come Down

August 29, 2018

The law of gravity states that what goes up must come down. But the laws of
economics say that investors generally are rewarded for staying invested.

Stocks are hitting all-time highs right now, but what does that mean for investors?
The phrase “all-time high” conjures up the image of a stock chart at its peak. But
while “all-time high” is accurate in terms of describing the market relative to the
past, to some it also implies that the market may be overvalued and primed for
a fall.

However, the markets go up and down all the time, and they tend to go up more
than they go down. So just because the market is higher than it has ever been
does not mean that it is soon going to fall. In fact, the market has spent much of
its history at an “all-time high.”

While it’s slightly unusual for the market to close at an all time high on any given
day throughout history, most investors don't move in and out of the market on
a daily basis. For more relevant investor scenarios, the market being at or near a
high is historically common. For example, since March 1957 (when the S&P 500
began in roughly its current form), 178 months have ended in market highs — that’s
approximately 24.1% of the time. When looking only at year-end, more than half
of the years since 1957 have ended higher than any previous year.

All-Time Market High Frequency (Since 1957)

Frequency

Day Week |Month | Quarter | Year
Observations 16233 3364 738 246 61
All-time highs 1153 466 178 89 31
All-time high frequency (%) [RAKS 13.9% 241%  |36.2% 50.8%

While the two previous market highs of July 2016 and March 2013 were followed
by positive 18.9% and 13.9% 1-year returns, respectively, the market high prior
to the global financial crisis is the exception everyone worries about. The brief
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2007 peaks followed the long recovery from the tech bubble with unfortunate
timing. The 1-year forward return from that market high (5/30/2007) was -7.8%,
but that was just the beginning of the market decline. The S&P has nearly doubled
since then, but the event remains in the minds of investors today. The following
graph highlights how much higher the market continues to climb even after each
market high (depicted via the arrows below).

S&P 500 (1/2/1990 to 8/27/2018)

[Source: Yahoo Finance]

To put these market highs in perspective, we list the distinct new market highs for
the S&P 500 since 1957. To avoid repeated observations, | define distinct market
highs as daily market highs that were not preceded by another all-time high in
the previous year:

Distinct Market Highs (Since 1957)

Date S&P 500 Index Value 1-Year Forward Return
09/24/1958 4978 12.6%

01/27/1961 61.24 12.0%

09/03/1963 72.66 13.4%

05/04/1967 94.32 47%

03/06/1972 108.77 6.0%

07/17/1980 12144 9.0%
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11/03/1982 142.87 19.0%
01/21/1985 175.23 210%

07/26/1989 338.05 6.6%

02/14/1995 482.55 37.3%
05/30/2007 1530.23 -7.8%
03/28/2013 156919 18.9%
07/11/2016 213716 13.9%

| make no claim to be able to predict the future. And | certainly do not imply that
this pattern will so favorably continue, but looking at the data can assuage fears:
investors should not look to sell every time the market goes up. The markets are
not subject to the laws of gravity.

As | said in an earlier blog post about the Dow hitting 20,000, it is not, generally
speaking, a good idea to sell when stocks reach a new high. Neither new highs nor
numerical milestones signal market peaks and future market declines. Historical
evidence suggests that future returns are likely to be better than average at
market highs, albeit with greater volatility.

Also of note, the current market high is a phenomenon specific to U.S. stocks,
meaning that global, multi-asset class investors may not feel as euphoric as those
who are predominantly in U.S. equities. While new highs have some investors
concerned about future markets, they should treat these times like any other—
focus on their ability to tolerate risk and stick to a well-diversified investment
plan. Odds favor the consistent investor.

At the time of the writing, the S&P 500 (2,898), NASDAQ Composite (8,030)
and Russell 2000 (1728) were at all-time highs. The ACWI (525) global index,
Bloomberg Agg (2,024) bond index and the New Frontier NFGBI (258) balanced
index were not.

DISCLOSURES: Past performance does not guarantee future results. As market
conditions fluctuate, the investment return and principal value of any
investment will change. Diversification may not protect against market risk.
There are risks involved with investing, including possible loss of principal.

This note was posted as an entry on New Frontier's investment blog on August 29, 2018. Read this
entry and other posts at: newfrontieradvisors.com/blog.
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