
STAYING POSITIVE AMID MARKET 
UNCERTAINTY

If history tells us anything about investing, it's that markets never rise in a straight line. As much as investors would 
prefer calm periods of steady returns, this simply isn't how markets work. Instead, investors need to navigate 
alternating periods of exuberance and gloom, not only across the biggest bull and bear markets, such as the 2008 
financial crisis and the decade-long expansion that followed, but also over shorter time frames such as the past year. 
History shows that focusing on broader patterns while anticipating short-term choppiness can increase the likelihood 
of achieving financial goals.

Investor Sentiment Is Beginning to Improve
Shifts in investor sentiment occur because markets are forward-looking, try to anticipate unknown outcomes, and 
incorporate this information into prices today. In doing so, the market may often over- or undershoot, leading to 
swings which are often to the downside. Of course, many investors know this all too well after experiencing the last 
three years. What's unfortunate is that this has led some to become discouraged which, in the worst case, may lead 
them to be poorly positioned for future opportunities.

However, there are signs that investor sentiment is now improving after falling to historic lows last year. Until recently, 
poor investor sentiment was partly driven by big issues such as an historic inflationary environment that hasn't been 
seen in over 40 years, the possibility of a recession, and the risk of a policy mistake by the Fed. However, it was also 
driven by large reversals in areas such as technology, crypto, and consumer discretionary spending, frustrating many 
investors who chased short-term gains.

Thus, how many feel about markets is often driven by what the market has recently done. The latest data from the AAII 
Investor Sentiment Survey in the chart above show that while 38% of respondents are neutral on the stock market, 
bullish attitudes are now outpacing bearish ones by 12%. This is no doubt driven by the improved market environment 
over the past few months, during which the S&P 500 has climbed 14% since October. In this way, sentiment is often a 
backward-looking indicator.

Valuations Are Still Below Their Recent Peaks
Another important metric that can be interpreted as a measure of sentiment is the valuation of the broad stock market. 
In particular, the price-to-earnings ratio of the S&P 500 currently sits at 18.2 times next-twelve-month earnings. This is 
above the historical average of 15.6, but well below the recent peak of 23.1.
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Investor Sentiment
AAII Investor Sentiment Survey

Source: Clearnomics, AAII.



In other words, investors are by no means bearish, but are clearly more cautious than they were in 2021 when all asset 
classes were rallying. This is positive for long-term investors because it means they can invest at a discount compared 
to just a year ago.

What's more, recent data generally support this improved level of sentiment since underlying economic trends are 
moving in the right direction. This includes better inflation figures, a job market that is still exceptionally strong, and a
Fed that may pause its rate hikes soon. However, uncertainty remains due to the possibility of flat growth this year and 
the direction of core inflation.

Markets Are Performing Very Differently This Year Than in 2022

It's clear that investors can be fickle and how they feel about the economy and markets can swing wildly on any given 
day. However, investor sentiment is improving due to the rally of the past few months. Learning to deal with 
uncertainty and to stay invested even when markets feel uncomfortable is an important part of any investor's long-
term financial success. Perhaps counterintuitively, having the discipline to invest when others are still fearful can help to
lay the groundwork for this success.

Some information is derived from First Trust Portfolios, Morningstar, Charles Schwab, and BlackRock. Reproduction or distribution of this material is prohibited, and all rights are reserved.

Stock Market Price-to-Earnings Ratio
S&P 500 forward P/E ratio using earnings estimates over the next 12 months

Source: Clearnomics, Refinitiv.

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023

Return -37% 26% 15% 2% 16% 32% 14% 1% 12% 22% -4% 31% 18% 29% -18% 8%

Max Decline -48% -27% -16% -19% -10% -6% -7% -12% -10% -3% -19% -7% -34% -5% -24% -2%

Total Returns and Pullbacks
S&P 500 Index total returns. Max drawdown represents largest intra-year decline
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