
Humans fear loss.  
In fact, Nobel Prize-winning 
psychologist Daniel 
Kahneman demonstrated this 
with his loss-aversion theory. 

This theory showed that people feel 
the pain of losing money more than 
they enjoy gains. The natural instinct 
is to flee the market when it plummets, 
just as greed prompts us to jump back 
in when stocks are skyrocketing. Both 
of these tactics can have negative 

impacts on a portfolio. Smart investing 
can overcome the power of emotion 
by focusing on relevant research, solid 
data, and proven strategies. Here are 
seven principles that can help fight the 
urge to make emotional decisions in 
times of market turmoil.

How To Handle Market Declines

1. Market declines are part  
of investing, and they don’t  
last forever. 

 The stock market has typically dipped 
at least 10% about once a year, and 
20% or more around every 6 years. 
While past results are not predictive 
of future results, each past downturn 
has been followed by a recovery and 
a new market high.
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2. Time in the market matters,  
not market timing. 

 No one can accurately predict 
short term market movements, and 
investors who sit on the sidelines risk 
losing out on periods of meaningful 
price appreciation that follow market 
downturns. Even missing out on just 
a few trading days can take a toll on 
your portfolio.

KEY TAKEAWAYS 

4 ways to stay calm when  
markets stumble

• Shock events such as the coronavirus outbreak and related stock market volatility 
can cause investors and 401(k) plan participants to act on their emotions. 

• Putting a plan in place when markets turn south — and reviewing that plan when 
emotions are running high  — can temper this impulse. 

• The current market volatility gives investors, advisors and plan sponsors a golden 
opportunity to talk about what to do — or not do — if there is a sustained downturn.

In the eyes of veteran financial advisor 
Tim McCabe, there is no better time to 
talk about market shocks than right here, 
right now.

So on February 28, just as news media 
were reporting the spread of the 
coronavirus to Italy and South Korea — 
and the Standard & Poor’s 500 Composite 
Index was finishing a seven-day slide 
of more than 12% — McCabe and a 

colleague met with a young client to 
discuss his investments, the news of the 
day and the related market volatility.

This client, who had just begun  
investing a few years ago and had 
never experienced a significant market 
downturn, was visibly uneasy. “I 
addressed the troubling news head-on,” 
recalls McCabe, owner and principal of 
McCabe & Associates outside Chicago. 

“I emphasized that I cannot tell him how 
the coronavirus will impact the market or 
economy because I don’t think anybody 
knows.”

Instead, McCabe encouraged his client 
to focus on the long-term plan they had 
developed, and then he took some time 
to offer historical perspective. “I told him 
that Covid-19 may be new, but market 
volatility is not,” says McCabe. “And that 

* Assumes 50% recovery of lost value.
† Measures market high to market low.

  Sources: Capital Group, Standard & Poor’s.

Market downturns happen frequently but don't last forever
Standard & Poor’s 500 Composite Index (1950–2019)

Size of decline

Average frequency*

Average length†

Last occurrence

–5% or more

43 days

About three 
times per year

August 2019

–10% or more

112 days

About once 
per year

December 2018

–15% or more

262 days

About once 
every four years

December 2018

–20% or more

401 days

About once every 
six years

December 2018

Investments are not FDIC-insured, nor are they deposits of or guaranteed by a bank or any other entity, so they may lose value.

1. Market declines are part of 
investing
Stocks have risen steadily for most of 
the last decade, but history tells us that 
stock market declines are an inevitable 
part of investing. The good news is that 
corrections (defined as a 10% or more 
decline), bear markets (an extended 20% 
or more decline) and other challenging 
patches haven’t lasted forever.

The Standard & Poor’s 500 Composite 
Index has typically dipped at least 10% 
about once a year, and 20% or more 
about every six years, according to data 
from 1950 to 2019. While past results 
are not predictive of future results, 
each downturn has been followed by a 
recovery and a new market high.

2. Time in the market matters, not 
market timing
No one can accurately predict short-term 
market moves, and investors who sit on 
the sidelines risk losing out on periods of 
meaningful price appreciation that follow 
downturns.

Every S&P 500 decline of 15% or more, 
from 1929 through 2019, has been 
followed by a recovery. The average 
return in the first year after each of these 
declines was 54%.

Even missing out on just a few trading 
days can take a toll. A hypothetical 
investment of $1,000 in the S&P 500 
made in 2010 would have grown to more 
than $2,800 by the end of 2019. But if an 
investor missed just the 10 best trading 
days during that period, he or she would 
have ended up with 33% less.

$2,897

$1,945

$1,458

$1,148
$923

Value of a hypothetical $1,000 investment in the S&P 500, 
excluding dividends, from 1/1/10 to 12/31/19

Lost 33% 
in value

Lost 50% 
in value

Lost 60% 
in value

Lost 68% 
in value

Sources: RIMES, Standard & Poor’s. As of 12/31/19. Values in USD.

Missing just a few of the market’s best days can hurt investment returns

$1,000 
original 

investment

Invested 
entire period

Missed 
10 best days

Missed 
20 best days

Missed 
30 best days

Missed 
40 best days

Every S&P 500 decline  
of 15% or more, from  
1929 through 2019, has 
been followed by  
a recovery. The average 
return in the first year  
after each of these 
declines was 54%.



5.	 Diversification	matters. 

 A diversified portfolio doesn’t guarantee profits or provide assurances that investments won’t decrease in value, but 
it does help lower risk. By spreading investments across a variety of asset classes, investors lower the probability of 
volatility in their portfolios.

3. Emotional investing can be hazardous. 

 Although emotional reactions to market events are 
normal, it is the actions taken during such periods  
that can mean the difference between investment  
success and shortfall.

4. Make a plan and stick to it. 

 Creating and adhering to a thoughtfully constructed 
investment plan can help you avoid making shortsighted 
investment decisions – particularly when markets fall. 
The plan should take into account a number of factors, 
including risk tolerance and short- and long-term goals. 
Revisiting that plan when markets tumble can help 
investors keep their emotions in check.

6. The market tends to reward long-term investors. 

 Keeping a long-term perspective is always important. However, it’s essential when markets are stormy and emotions run 
high. A look at history shows that while markets react to news events in the short term, they have tended to reward patient 
investors over long periods of time.

Over time investors pay less, on average, 
per share. Regular investing does 
not ensure a profit or protect against 
loss. Investors should consider their 
willingness to keep investing when share 
prices are declining.

Retirement plans, to which investors 
make automatic contributions with every 
paycheck, are a prime example of dollar 
cost averaging.

5. Diversification matters
A diversified portfolio doesn’t guarantee 
profits or provide assurances that 
investments won’t decrease in value, 
but it does help lower risk. By spreading 
investments across a variety of asset 
classes, investors can buffer the effects 

of volatility on their portfolios. Overall 
returns won’t reach the highest highs of 
any single investment — but they won’t hit 
the lowest lows either.

For investors who want to avoid some of 
the stress of downturns, diversification 
can help lower volatility.
 
6. Fixed income can help bring 
balance
Stocks are important building blocks of 
a diversified portfolio, but bonds can 
provide an essential counterbalance. 
That’s because bonds typically have low 
correlation to the stock market, meaning 
that they have tended to zig when the 
stock market zagged.
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Source: RIMES. U.S. large-cap stocks — Standard & Poor's 500 Composite Index; Global small-cap stocks — MSCI All Country World Small Cap Index; 
International stocks — MSCI All Country World ex USA Index; Emerging markets stocks — MSCI Emerging Markets Index; U.S. bonds — Bloomberg 
Barclays U.S. Aggregate Index; International bonds — Bloomberg Barclays Global Aggregate Index; Cash — 30-day U.S. Treasury bills, as calculated by 
Ibbotson Associates.

No asset class has consistently offered the best returns year in and year out
Calendar-year total returns of select asset classes (%)

Best performing assets

Worst performing assets

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

Global small-
cap stocks

26.28

U.S. bonds
7.84

Emerging 
markets stocks

18.22 

U.S. large-
cap stocks

32.39

U.S. large-
cap stocks

13.69

U.S. large-
cap stocks

1.38

U.S. large-
cap stocks

11.96

Emerging 
markets stocks

37.28

Cash
1.81

U.S. large-
cap stocks

31.49

Emerging 
markets stocks

18.88

Int'l bonds
5.64

Global small-
cap stocks

18.06 

Global small-
cap stocks

28.66

U.S. bonds
5.97

U.S. bonds
0.55

Global small-
cap stocks

11.59

Int’l stocks
27.19

U.S. bonds
0.01

Global small-
cap stocks

24.65

U.S. large-
cap stocks

15.06

U.S. large-
cap stocks

2.11

Int’l stocks
16.83 

Int’l stocks
15.29

Global small-
cap stocks

1.78

Cash
0.02

Emerging 
markets stocks

11.19

Global small-
cap stocks

23.81

Int’l bonds
–1.20

Int’l stocks
21.51

Int’l stocks
11.15

Cash
0.04

U.S. large-
cap stocks

16.00 

Cash
0.02

Int’l bonds
0.59

Global small-
cap stocks

–1.04

Int’l stocks
4.50

U.S. large-
cap stocks

21.83

U.S. large-
cap stocks

–4.38

Emerging 
markets stocks

18.42

U.S. bonds
6.54

Global small-
cap stocks

–11.30

Int’l bonds
4.32

U.S. bonds
–2.02

Cash
0.02

Int’l bonds
–3.15

U.S. bonds
2.65

Int’l bonds
7.39

Int’l stocks
–14.20

U.S. bonds
8.72

Int’l bonds
5.54

Int’l stocks
–13.71

U.S. bonds
4.21

Int’l bonds
–2.60

Emerging 
markets stocks

–2.19

Int’l stocks
–5.66

Int’l bonds
2.09

U.S. bonds
3.54

Global small-
cap stocks

–14.39

Int’l bonds
6.84

Cash
0.12

Emerging 
markets stocks

–18.42

Cash
0.06

Emerging 
markets stocks

–2.60

Int’l stocks
–3.87

Emerging 
markets stocks

–14.92

Cash
0.20

Cash
0.80

Emerging 
markets stocks

–14.57

Cash
2.14



Wishing you a prosperous and 
healthy spring! 

Erica Dekko LPL Financial Planner
Alisha Norris LPL Registered Sales Assistant
Zibby Pilnock LPL Registered Sales Assistant

7. Place current events into historical perspective. 

 Global markets have shrugged off the impact of past viral outbreaks. While the past is not predictive of the future, it does 
offer valuable perspective. While no one knows how long or how far the coronavirus will spread, we can look at how three 
recent infectious outbreaks unfolded.

At the end of the day, we  
are all emotional beings.  
It is perfectly natural for  
emotions to bubble up during 
periods of uncertainty and 
market volatility. 

However, the investors that 
understand these seven principles 
and focus on their long-term goals 
will be better positioned to plot out 
a wise investment strategy going 
forward. Please keep in touch with 
us. We can help you avoid making 
decisions that could jeopardize your 

long-term investment goals which 
often remain unchanged during 
market declines. Please call our 
office at (260) 347-2265 to schedule 
an appointment to meet with Erica 
if you’d like to discuss the current 
market environment and its effects on 
your investment plan.

2003: SARS saw 8,000 people 
infected. It was brought to an end 
by good hygiene (hand washing) 
and environmental factors (warming 
temperatures), and it burned out 
when enough people became 
infected to build an immunity to  
the disease.

2009: H1N1 flu nearly caused  
a pandemic in 2009. H1N1 has  
since become part of the seasonal 
flu, usually happening in the  
colder months.

2014: Ebola in West Africa ended 
with human intervention when 
the WHO declared a coordinated 
international response. Countries 
worked together to administer to the 
sick, and when a second outbreak 
occurred in 2018, human intervention 
made the difference again when 
treatments developed from the first 
outbreak were offered to patients.

a second outbreak occurred in 
2018, human intervention made the 
difference again when treatments 
developed from the first outbreak 
were offered to patients.

4. Acknowledge the power of 
emotions
At the end of the day, we are all 
emotional beings. A key finding of 
behavioral economists is that people 
often act irrationally when making 
investment choices. “Individuals deal 
with money very viscerally,” notes 
Raghavan. So naturally they will expect 
their advisors to respond with more than 
just historical market data.

The key is to put current activity into 
the context of the bigger picture and 
to acknowledge that biases can affect 
investor thinking. These factors may 
lead investors to believe that markets 
are doing worse or better than impartial 
analysis would reveal:

• Confirmation bias: Giving more weight 
to trends you already believe in

• Availability bias: Giving more weight 
to recent events

• Framing effect: Letting the 
presentation of information affect your 
interpretation of it

 
A good advisor should acknowledge 
investors’ fears, Raghavan says, but 

remind them that there are “always going 
to be things we don’t know, things we 
can’t predict.”

Like McCabe, Raghavan says he’s 
generally been able to rely on his three 
decades of experience to help reassure 
jittery investors. “When you’re flying in 
a plane and there’s turbulence, what 
should you do?” Raghavan asks.

The last thing passengers should do is to 
try to fly the plane themselves, he adds. 
“Clearly, you want to make sure the plan 
is appropriate for the situation,” he says. 
“But allow the professional to do what 
the professional does,” and guide that 
investor through the storm.

MSCI ACWI index levels

Sources: Centers for Disease Control and Prevention, RIMES, MSCI. As of 3/9/20. Chart shown on a logarithmic scale. Total return 
index levels in USD, indexed to 100 on 12/31/2000. Disease labels are estimates of when the outbreak was first reported.

Global equity markets have powered through past viral outbreaks
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The opinions voiced in this material are for general 
information only and are not intended to provide specific 
advice or recommendations for any individual. To determine 
which investment(s) may be appropriate for you, consult 
your financial advisor prior to investing. All performance 
reference is historical and is no guarantee of future results. 
All indices are unmanaged and cannot be invested into 
directly. Unmanaged index returns do not reflect fees, 
expenses, or sales charges. Index performance is not 
indicative of the performance of any investment. Past 
performance is no guarantee of future results.

The economic forecasts set forth in the presentation may 
not develop as predicted and there can be no guarantee 
that strategies promoted will be successful.

Stock investing involves risk including loss of principal.

Bonds are subject to market and interest rate risk if sold 
prior to maturity. Bond values and yields will decline as 
interest rates rise and bonds are subject to availability 
and change in price.

Portions of this newsletter have been prepared by  
Capital Group.

The Standard & Poor’s 500 Index is a capitalization-
weighted index of 500 stocks designed to measure 
performance of the broad domestic economy through 
changes in the aggregate market value of 500 stocks 
representing all major industries.

The Russell 2000 Index is an unmanaged index generally 
representative of the 2,000 smallest companies in the 
Russell 3000 Index, which represents approximately 10%  
of the total market capitalization of the Russell 3000 Index.

The prices of small and mid-cap stocks are generally 
more volatile than large cap stocks. 

The Morgan Stanley Capital International (‘MSCI’) 
Europe, Australia, Far East Index (‘EAFE’) is an 
unmanaged index of over 900 companies, and is a 
generally accepted benchmark for major overseas 
markets. Index weightings represent the relative 
capitalizations of the major overseas markets included 
in the index on a U.S. dollar adjusted basis. The index 
is calculated separately: without dividends, with gross 
dividends reinvested and estimated tax withheld, and  
with gross dividends reinvested, in both U.S. dollars  
and local currency.

The Morgan Stanley Capital International (‘MSCI’) 
Emerging Markets Index adjusts the market capitalization 
of index constituents for free float and targets for index 
inclusion 85% of free float-adjusted market capitalization 
in each industry group, in global emerging markets 
countries. As of June 2007, the MSCI Emerging 
Markets Index consisted of the following 25 emerging 
market country indexes: Argentina, Brazil, Chile, China, 
Colombia, Czech Republic, Egypt, Hungary, India, 
Indonesia, Israel, Jordan, Korea, Malaysia, Mexico, 
Morocco, Pakistan, Peru, Philippines, Poland, Russia, 
South Africa, Taiwan, Thailand, and Turkey.

The Barclays Capital U.S. Aggregate Index is comprised  
of the U.S. investment-grade, fixed-rate bond market.

There is no guarantee that a diversified portfolio will 
enhance overall returns or outperform a non-diversified 
portfolio. Diversification does not protect against  
market risk.

751 E. North Street  I  Kendallville, IN 46755  I  (260) 347-2265  I  www.dekkoinvestmentservices.com 

Securities offered through LPL Financial, Member FINRA/SIPC.
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