Market Volatility – Like 2008 or 1998?
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market took a steep dive from mid-July to midOctober, falling slightly more than 19% in total.

By Mitch Zacks
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If you’re nervous about where the market is headed
(after enduring two eyebrow-raising weeks of
pronounced volatility) then guess what - you’re normal.
Human nature is to fear losses, and memory of the
2008 bear market still lingers. Nobel Prize-winning
psychologist Daniel Kahneman discovered that
investors dislike losses roughly twice as much as they
enjoy gains. Frankly, I think losses are despised even
more than that.
It makes sense then that the current volatility has many
questioning the sustainability of this bull market. The
knee-jerk reaction is to sell stocks and ride-out
volatility from the sidelines. But, I think that’s the
wrong move and I still see this current volatility as a
short-term market correction, not a bear market. To me,
this market is looking more and more like 1998 than
2008.
4 Reasons I Think This Market is More Like 1998
than 2008
Many investors won’t remember this, but in 1998 the

But in 1998, the market did what it classically does in a
correction – it falls quickly and steeply, posts a minirecovery mid-way through (kind of what we’re seeing
now), and then it falls quickly again until the correction
finds its bottom. From there though, the market powers
through to a very swift recovery, which in 1998 meant
climbing some 28% from mid-October to the end of the
year. Investors that got spooked out of the market given
that volatility would have been majorly whip-sawed.
My advice: don’t be that investor.
Indeed, I see a similar pattern forming today. I
wouldn’t be surprised if the market continues bouncing
higher after big down days, luring investors to believe
the correction is over when in fact there is still more
downside left. But that’s ok! We’re only about three
weeks into this downside volatility, and corrections can
last anywhere from a few weeks to a few months.
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Investors should brace for continued volatility, but not
fear it. I still think fundamentals point to more secular
upside from here, and this downside volatility should
be short-lived with a quick recovery in the wings – just
like 1998.
Here are four similarities I see between 1998 and
today:
1) Late Stage Bull Market – 1998 was the eighth year
of a ten year long bull market, and 2015 marks the 6th
year of our current bull market. A lot of folks think this
is too long to be in a bull market, but that’s a false
thought – bull markets since the Great Depression have
lasted an average of 8 or so years, meaning for this one
to last two more years would be quite normal.
2) Concerns over Asian and Emerging Market
Currencies – at present, many are worried that the
strengthening dollar is going to doom Emerging
Markets [EM], especially if you tack-on lost revenues
due to falling commodities prices (since many EM
countries are energy and mineral exporters). A
strengthening dollar also hurts EM countries because
their debt is almost universally denominated in dollars,
meaning that a strong dollar equates to more costly
interest payments. All very true. Interestingly though,
the same scenario occurred in 1997, when global
markets rattled over the Asian currency crisis.
Countries like Thailand, Indonesia, and South Korea
rapidly saw their currencies fizzle in value, and experts
predicted a complete collapse in the global markets.
But it didn’t happen. The stock market corrected then
and there was a carry-over into 1998, but it wasn’t
enough to send equities into a prolonged downturn. The
China economy concern (and currency devaluation) of
today shouldn’t either.
3) Interest Rate Hikes Looming – as it turns out, 1998
was the precursor to a series of interest rate hikes by
the Federal Reserve – just like 2015 seems to be. From
1999 – 2000, the Fed raised interest rates six times
from 4.75% to 6.50%, but the market also annualized
5% over the same period! For everyone that fears
interest rate hikes by the Fed, all they need is a history
lesson: stocks have done remarkably well during the
past three rate hike cycles.
4) Optimism Building, but Not Fully Developed –
there’s no quantitative evidence to support this, but my
general feeling is that investors aren’t entirely
comfortable with this bull market. In my view, there

has to be some level of unjustified optimism about
stocks in order for me to believe they are overpriced.
And I just don’t see that today. In my opinion, stocks
thrive on skepticism – they love to climb that ‘wall of
worry.’ And that wall very much exists today,
especially now.
Bottom Line for Investors
Many are tempted to think that this market’s volatility
is somehow unprecedented, and the media are quick
to spin the downside. But that is simply the wrong way
to think. The market has endured steep quick declines
in the past (1998, 2011) and recovered briskly at a
moment’s notice. I think the same applies to the current
scenario, and that investors should hold their breath a
bit and remain patient. Downside volatility is scary, but
often times it’s just temporary. I think it is this time
too.
-Best Regards,
Mitch
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Disclosure:
Past performance is no guarantee of future results. Inherent
in any investment is the potential for loss.
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. 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.

Indexes:
The S&P 500 Index is a well-known, unmanaged index of the
prices of 500 large company stocks, mainly blue-chip stocks,
selected by Standard & Poor’s. The S&P 500 Index assumes
reinvestment of dividends but does not reflect advisory fees
or other expenses. The volatility of the index is materially
different from the individual performance obtained by a
specific investor. An investor cannot invest directly in this
Index.

Any views or opinions expressed may not reflect those of the
firm as a whole. Third-party economic or market estimates
discussed herein may or may not be realized and no opinion
or representation is being given regarding such estimates.
This material has been prepared by Zacks Investment
Research (ZIR) an affiliate of Zacks Investment Management,
Inc. (ZIM) on the basis of publicly available information,
internally developed data and other third party sources
believed to be reliable. Neither ZIR nor ZIM has sought to
independently verify information taken from public and
third party sources and does not make any representation
or warranty as to the accuracy, completeness or reliability of
the information contained herein. Indexes are unmanaged
and are not available for direct investment. Investing entails
risks, including possible loss of principal.
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