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October 2021:  Riding out the Market News, Good and Bad

Few of you will disagree with the observation that the stock market has more 

ups and downs than a roller coaster ride. Those of us in the industry call the 

most unnerving downdrafts by the polite term “correction”. We offer 

assurances about the likelihood of a higher result—in the long term. Those of 

you with hard-earned money in the market call the downdrafts a “crash”. It’s 

little comfort to be reminded that the markets have usually managed to end up 

higher in the “long term” if you can wait that long.  

While some might be able to regard the bad times as little more than a Halloween fright and think of 

them as buying opportunities, others can’t help but wonder if next time is the really “Big One”. 

UPS, DOWNS, AND DOWNDRAFTS 

Let’s look back before Covid 19 for a moment. Note how the intra year declines (red dots) differ from 

the returns by year-end. What was the average annual return of the S&P 500 Index from 2000 to 2019 

depicted in the illustration? About 6%, but it’s usually the many ups and downs along the way that 

captures attention. 

To keep things simple, if not quite accurate, expect a -5% stock market decline or more about three 

times each year, -10% about once a year, -15% about once every two years, and -20% or more (maybe 

much more) about once every 3-4 years. The recovery from the Financial Crisis of 2008 took about six 

years and delivered a roughly 5% average annual return to many of our clients who rode it out. 

Granted, it took financial tinkering by the Government to smooth the way. 

What if next time, it doesn’t work out that way? 
With many stock prices at suspiciously lofty heights, conservative bond yields near historic lows, an 

economy mauled by the coronavirus, and a long in the tooth business cycle fueled by unprecedented 

debt, might disaster be around the corner? Or not? 

Source: The S&P 500 ups and downs from Schwab’s Intelligent Portfolio series during the Covid Crash in March 2020.
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Here is a story (loosely adapted from an investment trader I know) that may offer what we might 

expect “the next time”; not very good, but not as bad as one might imagine. 

Three old friends and big-time traders at different large Wall Street Investment firms, each trained at the 

same university are enjoying lunch. Call them masters of their respective universes. One is a hedge fund 

exec, another a pension fund manager perennially focused on quarterly returns, and the third, the head of 

a high frequency trading shop. In essence, they are all focused on the short term. And each is silently 

wondering if it’s time to grab profits. It's often said that while pigs fatten, hogs get slaughtered.  

The three say a hasty goodbye. Each is pretty sure the others are rushing back to their trade desks with 

cell phones in hand, hoping to be the first to sell. If good times can’t go on without pause, they won’t. 

The combined daily trade volume of the three, along with those of their firms and competitors can 

rapidly move the market. And that is what is about to happen.  

An avalanche of selling soon drives stock prices lower and lower. The financial media toss out a slew of 

reasons for the decline. Most amount to ill-informed guesses. Company earnings disappointments? 

Rising interest rates? Stumbling housing prices? It doesn’t much matter which is correct. 

A while later, the three—the first out of the market to take profits—meet again. The decline is worse 

than expected. It’s too soon to pursue buying opportunities—just yet. Stock prices are not the only 

problem. Unemployment is soaring, businesses are stumbling. The economy is tottering once again. 

It's time to call in favors on Capitol Hill, as big investment banks have done in every financial crisis. 

The health of the US economy is commonly measured by its Gross Domestic Product (GDP). It's a 

surprise to many that the largest portion of the GDP is driven by "man in the street" spending on 

everything from healthcare to food, travel, clothes, cars and, more. 

Neither the traders nor elected officials can afford to let things get worse.  A quick fix is needed to get 

the spending wheels turning. No time for hard to swallow but needed solutions. 

So, the government kicks the can down the road again. The printing presses print more money. Our three 

traders get back to the business of seizing buying opportunities. Confidence among consumers and retail 

investors like you and me is restored. Stock prices begin their bumpy climb once again. 

No one knows yet if the recovery the next time will take a year, or five, or more. Do you have what 

it takes to ride the roller coaster? Together, let’s work to ensure that you do. 

   Fred R. Fadel, CFP®
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