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Five Ways to Stay on the Road During Market Volatility 

 
• Market swings are getting bigger as investor worries about trade gain ground. 
• Although we expect a trade agreement between China and the U.S. to materialize, the heated 

rhetoric has increased in recent weeks. 
• Outside of trade, the U.S. economy remains stable, second quarter earnings have exceeded 

expectations, and the Federal Reserve has taken a dovish stance. 
• For these reasons, it is important to perform portfolio maintenance. We outline a five-step approach 

to reduce portfolio risk. 
 
 
The uptick in market volatility from earlier this month has been gaining momentum. China announced this 
week that new tariffs will be imposed on $75 billion worth of U.S. goods. President Trump responded by 
asking U.S. companies to look for an alternative to China to lessen their dependency on China for goods 
and services. Beyond the U.S./China trade uncertainty, other factors that have driven market volatility in 
recent weeks include slowing global growth and Federal Reserve policy concerns. The limited volatility in 
the first half of the year may be more of an anomaly. We think most of the factors causing this volatility will 
remain intact into next year. The upcoming 2020 elections is also another factor that will start to add even 
more uncertainty to markets. This has many investors asking, “how do I reduce volatility in my portfolio?” 
By way of analogy, just like a car, portfolios need routine maintenance. A car that is not well maintained 
can break down more easily, doesn’t perform as well, and depreciates at a faster rate. A portfolio that is 
not well maintained can also run into performance issues and is exposed to additional risks, including 
higher portfolio volatility. One approach to reducing portfolio risk is to perform a five-step portfolio tune-up. 
Let’s take a look below. 
 

1. Diagnostic Test 
 
The first step in assessing risk in your portfolio should be to examine your risk tolerance. What are your 
long-term investment goals and did anything change? Schedule an appointment with your financial 
professional for a portfolio check-up. This check-up can involve a thorough diagnostic exam to identify any 
issues. It is important to discuss any life changes that have occurred that might change your financial 
goals. As we near retirement age, we generally reduce our risk appetite. We can no longer afford large 
drawdowns, because we have less time for recovery before we start withdrawing assets for income. For 
example, as retirement approaches, it may be time to move from a more aggressive portfolio to a moderate 
or balanced portfolio with more fixed income. Having a plan in place is important in times of market volatility 
because you can review your plan and ask yourself, “has anything changed?”.Too often, we panic in times 
of market stress and want to sell at the wrong time. Conversely, we like to buy stocks when they have 
gone up and are relatively expensive. With the U.S. presidential election around the corner, another pitfall 
to avoid is mixing politics and investing. This can derail portfolios. While politicians may change, your long-
term investment goals typically do not – they remain the same. A car’s performance will not change 

 
 



 

whether it is painted red or blue. The same can be said for your portfolio. You should not change your 
investment goals based on how you choose to vote, whether you vote red or blue. 
 

2. Rotate Tires 
 
After looking at your risk tolerance, you may decide that nothing has changed in your personal life and the 
stock/bond mix should remain the same because your risk tolerance has not changed. However, your 
portfolio has likely drifted if you haven’t rebalanced. Like a car, your portfolio can get out of alignment. Due 
to the longest U.S. equity bull market in history, your portfolio may have drifted to more equities than bonds 
than you initially intended. Now may be a good time to talk to your financial professional about rebalancing 
your portfolio back to its intended target. An “out of tune” allocation can expose a portfolio to far more 
downside risk than that with which you are comfortable. 
 

3. Check Under the Hood 
 

Once you have determined your proper risk tolerance and assessed rebalancing, the next step may be to 
look under the hood. What is in your equity allocation? Are you overweight U.S. equities or are you 
diversified in emerging markets and international developed markets? U.S. markets have done well in this 
expansion relative to other world markets, but this hasn’t always been the case. We often forget the lost 
decade from 2000-2009, where U.S. large cap equities were one of the only asset classes that were 
negative. Diversifying equity exposures and making sure there isn’t any concentration risk is important.  
 

4. Enhance Efficiency 
 

Now that we have examined the nuts and bolts of the portfolio, another step you could take is to determine 
if alternative investments make sense in your portfolio. If you want a smoother ride in your car, you should 
optimize the car’s efficiency by getting an oil change, replacing the air filter, and properly inflating the tires. 
Similarly, for an optimized experience in a portfolio, it is important to have some exposure to asset classes 
that have a low correlation to the major asset classes. Alternative strategies can help to reduce volatility 
in a portfolio because they can be less correlated with both equities and bonds. This can offer a smoother 
ride and reduce the volatility profile of the portfolio. Adding the right mix of alternatives can help reduce 
the impact when you run into potholes and bumps in the road.  
 

5. Check the Brakes 
 

Last but not least, always check the brakes! The bond allocation acts as the brakes in a portfolio. A key 
role of bonds is to reduce portfolio volatility. A diversified bond allocation has a much lower volatility profile 
than stocks historically. Bonds often produce positive returns in periods of volatility when investors seek 
safety from stocks. It is important to manage credit risk because there can be faulty brakes in a portfolio if 
there is too much credit risk. High yield bonds add diversification to a portfolio, but too much exposure can 
be like driving a car with worn out brakes adding to downside risk. High yield bonds typically go down in 
value when stocks hit periods of volatility and the losses can be sizeable. In 2008, for example, high yield 
bonds were down 26.2%. Too much credit risk can reduce the impact of a portfolio’s brakes at the worst 
time. You want strong brakes if a detour takes you to a steep downhill road in heavy rain. 
 
Ready to Hit the Road 
 
After completing this five-step tune-up, you should be confident that your portfolio is ready to hit the road 
ahead. There will inevitably be detours and bumps in the road, but you will be better prepared when you 
encounter those obstacles, by having planned for them. Don’t forget that your trusted financial professional 
and his or her tools and resources are here to help. You aren’t alone on this journey and we will make 
sure you aren’t asleep at the wheel. 
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About Cetera® Investment Management 
Cetera Investment Management LLC is an SEC registered investment adviser owned by Cetera Financial Group®. Cetera 
Investment Management provides market perspectives, portfolio guidance and other investment advice to its affiliated broker-
dealers, dually registered broker-dealers and registered investment advisers. 
 
About Cetera Financial Group® 
Cetera Financial Group (“Cetera") is a leading network of independent firms empowering the delivery of professional financial advice 
to individuals, families and company retirement plans across the country through trusted financial advisors and financial institutions. 
Cetera is the second-largest independent financial advisor network in the nation by number of advisors, as well as a leading 
provider of retail services to the investment programs of banks and credit unions. 
 
Through its multiple distinct firms, Cetera offers independent and institutions-based advisors the benefits of a large, established 
broker-dealer and registered investment adviser, while serving advisors and institutions in a way that is customized to their needs 
and aspirations. Advisor support resources offered through Cetera include award-winning wealth management and advisory 
platforms, comprehensive broker-dealer and registered investment adviser services, practice management support and innovative 
technology. For more information, visit cetera.com. 
 
"Cetera Financial Group" refers to the network of independent retail firms encompassing, among others, Cetera Advisors, Cetera 
Advisor Networks, Cetera Investment Services (marketed as Cetera Financial Institutions), Cetera Financial Specialists, First Allied 
Securities, and Summit Brokerage Services. All firms are members FINRA/SIPC. 
 
Glossary 
The S&P 500 is an index of 500 stocks chosen for market size, liquidity and industry grouping (among other factors) designed to be 
a leading indicator of U.S. equities and is meant to reflect the risk/return characteristics of the large cap universe. 
 
Disclosures 

The material contained in this document was authored by and is the property of Cetera Investment Management LLC. Cetera 
Investment Management provides investment management and advisory services to a number of programs sponsored by affiliated 
and non-affiliated registered investment advisers. Your registered representative or investment adviser representative is not 
registered with Cetera Investment Management and did not take part in the creation of this material. He or she may not be able to 
offer Cetera Investment Management portfolio management services. 

Nothing in this presentation should be construed as offering or disseminating specific investment, tax, or legal advice to any 
individual without the benefit of direct and specific consultation with an investment adviser representative authorized to offer Cetera 
Investment Management services. Information contained herein shall not constitute an offer or a solicitation of any services. Past 
performance is not a guarantee of future results. 

For more information about Cetera Investment Management, please reference the Cetera Investment Management LLC Form ADV 
disclosure brochure and the disclosure brochure for the registered investment adviser your adviser is registered with. Please consult 
with your adviser for his or her specific firm registrations and programs available. 

No independent analysis has been performed and the material should not be construed as investment advice. Investment decisions 
should not be based on this material since the information contained here is a singular update, and prudent investment decisions 
require the analysis of a much broader collection of facts and context. All information is believed to be from reliable sources; 
however, we make no representation as to its completeness or accuracy. The opinions expressed are as of the date published and 
may change without notice. Any forward-looking statements are based on assumptions, may not materialize, and are subject to 
revision. 

All economic and performance information is historical and not indicative of future results. The market indices discussed are not 
actively managed. Investors cannot directly invest in unmanaged indices. Please consult your financial advisor for more information. 

Additional risks are associated with international investing, such as currency fluctuations, political and economic instability, and 
differences in accounting standards.  
 
A diversified portfolio does not assure a profit or protect against loss in a declining market. 
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