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Advisers Not Raising Cash Despite Market Run-up
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Even with the S&P 500 index hitting highs, financial adviser Michael Gibney doesn't think it's a wise strategy to start amassing cash and await a pullback before hunting for bargains. 

"We have not raised cash because we feel this is a form of market timing," says Mr. Gibney, a planner with Highland Financial Advisors in Riverdale, N.J. "Any form of timing is an exercise in futility." 

Mr. Gibney, whose firm manages $200 million, is among many advisers who believe stocks have more room to run and that clients should maintain their asset allocations even if the market climbs higher. 

Naturally, advisers acknowledge that some investors may be tempted to want to build up their cash reserves out fear of a big market decline: The market hasn't had a correction of 20% or more in five years, the Federal Reserve is expected to raise rates this year or next, and geopolitical flare-ups could undermine the global economy. 

But uncertainty is nothing new and shouldn't guide investment decisions, advisers says. 

"Even if we weren't at these lofty valuations, you always run that risk," Mr. Gibney says. "God forbid, we have another Sept. 11 or some other unfortunate incident." 

Some clients of Philip Blancato, president and chief executive of Ladenburg Thalmann Asset Management, have been expressing such fears. Yet he isn't selling stocks to boost cash levels. 

"At this point, I think it would be foolish to be in cash," says Mr. Blancato, whose New York firm manages $2 billion. "It's not that different today than it was in 2009, 2010 and 2012; we've had geopolitical tensions every single year. We've had questions about the economy all the way through this rally." 

By historic measures, he says, the economy is currently running at about 50% capacity and stocks aren't too expensive even given their big run-up since 2009. In addition, corporate earnings are expanding as the economy mends. 

Stocks will likely continue to do well even as the Federal Reserve begins raising rates early next year, Mr. Blancato says. But eventually after the Fed tightens more, investors will have to significantly reduce their stock exposure. Once short-term rates rise above 1%-1.5%, "then I would begin to have concerns," he says. "Cash becomes a viable asset class at that point." 

Jeff Feldman, owner of Rochester Financial Services, agrees that the market should perform well for another year or so--even if rates rise. 

"Assuming that the Fed does begin raising rates next April or May, the stock market has historically done well for the first few Fed rate increases," he says. 

Feldman, whose Pittsford, N.Y., firm manages $150 million, does have the option to boost cash holdings in clients' portfolios if he sees the need for more caution. If he doesn't like developments in Europe, for example, he might sell clients' European holdings or some of their international holdings and park the money in cash for an extended period. 

But with the market still in an upswing, he's sticking with stocks. 

"The best forecaster out there is the market," Feldman says. "It may not be a great forecaster, and it's led us astray before, but it does better than most humans do. If it's in an uptrend, trying to fight that by taking money out, you will probably have a losing record." 

While advisers are telling their clients to stay put in stocks, many investors aren't. 

Expectations for returns are not as high as they once were, but "sitting in cash on the sidelines is one of the best ways for an investor to go nowhere fast," says Heather Pelant, head of personal investing at BlackRock and a former financial adviser. 

Clients may choose to hold cash for various reasons, but advisers should ensure that they know how much cash they're holding and determine if it is the right amount, she says. 

She recalls, for example, an extreme situation from her days as an adviser. When she vetted the company-sponsored 401(k) plan of one client, a successful commercial airline pilot, Ms. Pelant found that it was entirely in cash. The client hadn't invested his contributions and missed 22 years of compounding returns. 

But the ex-adviser admits that she herself is guilty of holding cash. A hefty portion of her portfolio has been sitting in cash for more than two years, she says. 

"I've been watching the market and cringing," Ms. Pelant says. "I need to follow my own advice." 
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