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n recent days the increase in
volatility in the stock market
has resulted in renewed anxiety
for many investors. While it may
be difficult to remain calm during
a substantial market decline, it is
important to remember that volatility
is a normal part of investing.
Additionally, for long-term investors,
reacting emotionally to volatile
markets may be more detrimental to
portfolio performance than the
drawdown itself.
INTRA-YEAR DECLINES
Exhibit 1 shows calendar year
returns for the US stock market since
1979, as well as the largest intra-year
declines that occurred during a given
year. During this period, the average
intra-year decline was about 14%.
About half of the years observed
had declines of more than 10%, and
around a third had declines of more
than 15%. Despite substantial intrayear drops, calendar year returns
were positive in 33 years out of the
40 examined. This goes to show just
how common market declines are
and how difficult it is to say whether
a large intra-year decline will result
in negative returns over the entire
year.
REACTING AFFECTS
PERFORMANCE
If one were to try to time the market
in order to avoid the potential
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losses associated with periods of
increased volatility, would this help
or hinder long-term performance?
If current market prices aggregate
the information and expectations of
market participants, stock mispricing
cannot be systematically exploited
through market timing. In other
words, it is unlikely that investors
can successfully time the market,
and if they do manage it, it may be
a result of luck rather than skill.
Further complicating the prospect
of market timing being additive to
portfolio performance is the fact that
a substantial proportion of the total
return of stocks over long periods
comes from just a handful of days.
Since investors are unlikely to be
able to identify in advance which
days will have strong returns and
which will not, the prudent course
is likely to remain invested during
periods of volatility rather than jump
into and out of stocks. Otherwise,
an investor runs the risk of being on
the sidelines on days when returns
happen to be strongly positive.

A Personal Note
From Global
Wealth Advisors
The Federal Reserve Board
lowered its key Federal
Funds Rate last month by
.25%, to 1.75% to 2.0%, marking
the second reduction this year. This
was done in part to help offset any
negative effects of the trade war
with China and to offer businesses
and consumers continued access to
low-cost capital that helps to expand
economic activity.
The US equity markets reacted
positively, maintaining double-digit
year-to-date returns. In addition,
unemployment and inflation numbers
are still low, wages are rising and
home sales are up. Lastly, US Gross
Domestic Product (GDP) is still
strong in this tenth year of economic
expansion and is expected to be 2.2%
for the year. Foreign and Emerging
Markets are having a good year as
well.
That is quite a difference from
August when a portion of the US
Treasury yield curve inverted and
there was talk of a possible recession.
That overly pessimistic outlook for
the US economy increased volatility
and led to a pullback in US equities.
Those investors who ignored the
short-term pull-back and stayed
focused on their long-term goals and
objectives benefited from staying the
course.
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Exhibit 2 helps illustrate
this point. It shows the
annualized compound return
of the S&P 500 Index going
back to 1990 and illustrates
the impact of missing out
on just a few days of strong
returns. The bars represent
the hypothetical growth of
$1,000 over the period and
show what happened if you
missed the best single day
during the period and what
happened if you missed a
handful of the best single days.
The data shows that being on
the sidelines for only a few
of the best single days in the
market would have resulted
in substantially lower returns
than the total period had to
offer.
CONCLUSION
While market volatility can be
nerve-racking for investors,
reacting emotionally and
changing long-term investment
strategies in response to shortterm declines could prove
more harmful than helpful. By
adhering to a well-thoughtout investment plan, ideally
agreed upon in advance of
periods of volatility, investors
may be better able to remain
calm during periods of shortterm uncertainty.

Exhibit 1. US Market Intra-year Gains and Declines vs. Calendar Year Returns, 1979–2018

In US dollars. US Market is the Russell 3000 Index. Largest Intra-Year Gain refers to the largest market increase from trough to peak during the
year. Largest Intra-Year Decline refers to the largest market decrease from peak to trough during the year. Frank Russell Company is the source and
owner of the trademarks, service marks, and copyrights related to the Russell Indexes. Data is calculated off rounded daily returns.

Exhibit 2. Performance of the S&P 500 Index, 1990–2018

In US dollars. For illustrative purposes. The missed best day(s) examples assume that the hypothetical portfolio fully divested its holdings at the
end of the day before the missed best day(s), held cash for the missed best day(s), and reinvested the entire portfolio in the S&P 500 at the end of
the missed best day(s). Annualized returns for the missed best day(s) were calculated by substituting actual returns for the missed best day(s) with
zero. S&P data © 2019 S&P Dow Jones Indices LLC, a division of S&P Global. All rights reserved. “One-Month US T- Bills” is the IA SBBI US
30 Day TBill TR USD, provided by Ibbotson Associates via Morningstar Direct. Data is calculated off rounded daily index values.
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through good times and bad—can be a
rewarding investment approach.

he first decade of the 21st
century, and the second one
that’s drawing to a close, have
reinforced for investors some timeless
market lessons: Returns can vary
sharply from one period to another.
Holding a broadly diversified portfolio
can help smooth out the swings.
And focusing on known drivers of
higher expected returns can increase
the potential for long‑term success.
Having a sound strategy built on
those principles—and sticking to it

“THE LOST DECADE”?
Looking at a broad measure of the
US stock market, such as the S&P
500, over the past 20 years, you could
be forgiven for thinking of Charles
Dickens: It was the best of times and
the worst of times (see Exhibit 1). For
US large cap stocks, the worst came
first. The “lost decade” from January
2000 through December 2009 resulted
in disappointing returns for many
who were invested in the securities
in the S&P 500. An index that had

Looking at the US stock
market since the turn of
the century, you could be
forgiven for thinking of
Charles Dickens’ famous
words.
averaged more than 10% annualized
returns before 2000 instead delivered
less‑than‑average returns from the start
of the decade to the end. Annualized
returns for the S&P 500 during that
market period were −0.95%.

Exhibit 1. S&P 500 (Total Return) January 2000–June 2019, monthly levels

Performance data represents past performance and does not predict future performance. Indices not available for direct investment. Performance
does not reflect the expenses associated with the management of an actual portfolio. S&P data © 2019 S&P Dow Jones Indices LLC, a division of
S&P Global.

Exhibit 2. The 2000s Annualized returns (%): January 2000–December 2009

In US dollars. Performance data represents past performance and does not predict future performance. Indices not available for direct investment.
Performancedoes not reflect the expenses associated with the management of an actual portfolio. S&P data © 2019 S&P Dow Jones Indices LLC, a
division of S&P Global. See Index Descriptions in the appendix for descriptions of the Dimensional index data.

Yet it was a good decade for
investors who diversified
their holdings globally
beyond US large cap
stocks and included other
parts of the market with
higher expected returns—
companies with small market
capitalizations or low relative
price (value stocks). As
Exhibit 2 shows, a range of
indices across many other
parts of the global market
outperformed the S&P 500
during that time span.
FLIPPING THE SCRIPT
The next period of nineplus years reveals quite a
different story. It has looked
more like best of times for
the S&P 500, as the index,
when viewed by total return,
has more than tripled since
the start of the decade in
the bounce-back from the
global financial crisis. US
large cap growth stocks have
been some of the brightest
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stars during this span. Accordingly,
from 2010 through the first half of
2019, many parts of the market that
performed well during the previous
decade haven’t been able to outperform
the S&P 500, as Exhibit 3 displays.
Since many of these asset classes
haven’t kept pace with the S&P, these
returns might cause some to question
their allocation to the asset classes that
drove positive returns during the 2000s.
THE CASE FOR GREAT
EXPECTATIONS
It’s been stated many times that
investors may want to take a long-term

perspective toward investing, and the
performance of stock markets since
2000 supports this point of view. Over
the past 19½ years (see Exhibit 4),
investing outside the US presented
investors with opportunities to capture
annualized returns that surpassed the
S&P 500’s 5.65%, despite periods of
underperformance, including the most
recent nine-plus years. Cumulative
performance from 2000 through June
2019 also reflects the benefits of having
a diversified portfolio that targets areas
of the market with higher expected
returns, such as small and value stocks.
And it underscores the principle

that longer time frames increase the
likelihood of having a good
investment experience.
No one knows what the next 10
months will bring, much less the next
10 years. But maintaining patience and
discipline, through the bad times and
the good, puts investors in position to
increase the likelihood of long‑term
success.

Exhibit 3. The 2010s Annualized returns (%): January 2010–June 2019

In US dollars. Performance data represents past performance and does not predict future performance. Indices not available for direct investment.
Performance does not reflect the expenses associated with the management of an actual portfolio. S&P data © 2019 S&P Dow Jones Indices LLC,
a division of S&P Global. See Index Descriptions in the appendix for descriptions of the Dimensional index data.

Exhibit 4. 2000–2019 Annualized Returns (%): January 2000–June 2019

In US dollars. Performance data represents past performance and does not predict future performance. Indices not available for direct investment.
Performancedoes not reflect the expenses associated with the management of an actual portfolio. S&P data © 2019 S&P Dow Jones Indices LLC, a
division of S&P Global. See Index Descriptions in the appendix for descriptions of the Dimensional index data.
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