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Composure in the face of a market fall
With markets having fallen heavily recently, investing can sometimes feel like a roller coaster ride that
can make even the most experienced want to run for the exits. The legendary investor Ben Graham
once wisely said “The investor's chief problem and even his worst enemy is likely to be himself”, we
must therefore remind ourselves of a few things before we bail out of the aeroplane and pull the rip
cord.
Depending on what you read and who you listen to markets have been falling since October because of
lowering global growth outlook, trade tensions between the US and China and Fed rate rises amongst
other things including closer to home the continuing uncertainty around Brexit
Immersed in the moment, these falls will probably feel like a big event, but your financial plan is a longterm endeavour, and so it’s crucial to maintain composure and to evaluate events in the context of the
long-term rather than the moment. Read on for some thoughts on how to manage your composure
during this latest fall.

1 Maintain a long-term perspective
Stock market falls and crashes are, whilst very uncomfortable, normal. They are the rule, not the
exception, and are part of the journey. Stock market history shows us time and again that this happens.
Just like the weather changes throughout the seasons, markets go through cycles of good and bad
periods. As an investor with a long-term time horizon you should expect to see this happen.
Let’s have a quick look at a couple of the more notable and momentous falls in living memory and how
investors would have fared over the long-term had they remained composed.
The chart below, courtesy of Vanguard, shows the varying outcomes for people who either pulled their
money out or remained invested after the market crashed in 2008/2009:

Source: Vanguard

WARNING: Past performance is not a reliable guide to future performance.
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The message here is that investors who stayed the course were rewarded, those who panicked and
went to cash locked in their losses.
The next chart shows a euro investor with 100% of their money in global equities just before the market
crash in Sept 2008:

Source: FE Analytics

WARNING: Past performance is not a reliable guide to future performance.
Again, the message here is that investors who stayed the course were rewarded.
If you invested the day before the Dot Com crash in 2000 (the NASDAQ peaked on March 10th 2000):

Source: FE Analytics

WARNING: Past performance is not a reliable guide to future performance.
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And finally, If you had invested the day before Black Monday in October 1987:

Return in USD net of dividends
Source: Barchart.com

WARNING: Past performance is not a reliable guide to future performance.
Expect market corrections – and many over the long term. There has been something like 11
corrections (decline of 10% or more) and eight bear markets (decline of 20% of more) since 1980 (using
the dollar performance of the MSCI World and All Country Index as proxies for the stock market).
Equity markets give a positive expected return above less risky assets like cash deposits because of this
volatility. It is the price we must pay as long-term investors in order to reap the rewards of positive
expected growth over time.
If we step back from short-term thinking, and instead consider recent turbulence in the context of our
long-term financial plan, the correct question shifts from ‘should we sell’, to, now that stocks are
cheaper, ‘is now a good time to buy now that equity markets are cheaper?’

© Behavior Gap
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2 Diversification
Obviously, no client is invested solely in the S&P500 like many of the charts above, your portfolio is
globally diversified, amongst regions, sectors, countries and currencies and most clients have far less
than 100% equities in their portfolio. This means that your portfolio is far better protected, and has
almost certainly fallen far less, than the scary percentage falls of undiversified equity indices being
quoted in the press.
Diversification is the only free lunch in investing. Given nobody has perfect hindsight to simply pick the
best asset class(es) each year and given the majority of risky asset classes produce a positive return
over long periods of time (whilst being volatile over shorter periods), owning a portfolio containing a
number of different asset classes should, over longer periods of time, produce a positive portfolio
return and makes sense from a “not having all one’s eggs in one basket” point of view.
In addition, diversification of asset classes in a portfolio has an additional benefit when it comes to the
overall risk of the portfolio. Due to the behaviour of the asset classes relative to each other
(correlation) it is possible to actually reduce the risk of the portfolio beyond even the average of all
individual asset class risks by combing different asset classes together. Essentially this is because
different asset classes behave in different ways to each other so that often when one falls in value
another will rise in value which means that a combination of assets is likely to have “smoother”
performance (and less risk) than a single asset or asset class.
Take heart: your portfolio is well diversified and will be able to weather this storm.

3 Rebalance
As an investor with a discretionary mandate in place, rest assured that the asset management team at
PortfolioMetrix are calmly monitoring and assessing what is going on right now and will be rebalancing
your portfolio where appropriate. Any period of volatility creates opportunities to sell more expensive
investments and reinvest in cheaper assets with more upside. Rebalancing is a way of systematically
selling at higher prices and buying at lower ones it is challenging as it requires acting against emotion.
The mere fact that you do not need to make these rebalancing decisions yourself will help avoid any
emotionally charged decisions to radically alter your investment strategy. If you do need to adjust your
portfolio, then talk to us and we can discuss it in the context of your financial plan.

4

Don’t try and chase returns

Can you spot a pattern in the table below?
The range of performance of these asset classes is diverse and quite random as the below ‘historic
patchwork quilt’ illustrates. The grid shows the returns of individual asset classes each year since 2001
in EUR terms. As you can see no one asset class out-performed every single year and predicting the
“right” asset class is only possible with the benefit of perfect hindsight.
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WARNING: Past performance is not a reliable guide to future performance.

5 Turn off the news
No amount of watching the news will make your crystal ball any clearer. Steve Forbes the founder of
Forbes magazine once famously said “You make more money selling advice than following it. It's one of
the things we count on in the magazine business - along with the short memory of our readers."
As humans, our cave man brains are hard wired to seek out information that may represent a threat to
us and then act quickly to preserve ourselves and live to fight another day. Is it any wonder therefore
that many of us remain glued to the media at times like this?
Regardless of what this latest crisis is about, we have been here before, markets have recovered,
economies have recovered. Here are a few headlines over the last 40 years or so from some of the
biggest and most well respected global publications like Time magazine and The Economist:
Aug 1979 - "The Death of Equities is....a near-permanent condition"
Aug 1997 - "Don’t just sit there......sell stock now!"
Sep 1998 - "A World Meltdown?"
Sep 2008: "Wild Day Caps Worst week ever for stocks"
2010: "Fear Returns"
Oct 2011: "Nowhere to hide - Investing during a time of crisis"
July 2014: "Americas lost oomph"
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Who would have ever invested having listened to or read all of this? Yet the press hardly ever reports
stories of gradual and solid growth, perhaps because such growth is the norm whilst falls are the
exception. Markets have tended to deliver over the long term. Yes, some investors have been luckier
than others depending on when they invested, but that is just luck – and luck permeates every aspect
of our lives, not just investing.
Turn off the radio, go for a walk and remind yourself about what is important – tune out the noise.
As humans we use a mental heuristic or shortcut of over weighting recent information – look beyond
the recent headlines. Focus on what you can control – your risk level vs your need and willingness to
take risk, diversification, controlling costs, managing taxes, rebalancing appropriately and keeping a
long-term view

6 Talk to your adviser
We have seen all of this before and are prepared for this type of event. We will help you stay focused
on what most matters – your long-term goals and your financial plan. Revisit your financial plan, update
it, remind yourself of your investment policy statement – and if you do not have one, put one in place
for the next time something like this happens.
In reality, the biggest threat and risk to your long-term investment portfolio is not a bear market or a
geopolitical event or anything you have recently read in the headlines, the greatest risk, as Ben Graham
said is likely ourselves because we are going to be tugged by the two twin demons of fear and greed.
The primary reason you have an adviser is to be a firewall between you and your portfolio.
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