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The S&P 500 has seen positive returns for the past nine calendar years. In general, this bull market has 
presented a relatively smooth ride to investors, with short lived periods of drawdowns. This week has 
seen markets falling globally. As I write this article, markets are down around 2.5% on an intraday basis, 
which follows a drawdown of roughly 3% on Tuesday (U.S. markets were closed on Wednesday in honor 
of President George H. W. Bush). The pundits on television are coming up with reasons why the markets 
are falling. As markets declined from the end of September, the plausible explanation was an expected 
decline in future earnings. Then it became uneasiness with international trade. Today it’s the potential 
escalation of trade fears due to the arrest of a Chinese business officer at the request of the U.S.  
 
The pickup in volatility is uncomfortable as an investor. The market swings have been 
uncharacteristically abrupt, with a sinking feeling followed by the elation of recovery (markets have 
rallied three times from October declines, only to sell off again). While the volatility is uncharacteristic in 
the context of this relatively smooth bull market, it is not uncharacteristic in terms of “normal” market 
action.  

 
 

 



The chart below shows just how common intra-year drawdowns have been since 1980. For each year, the 
green bar shows the maximum drawdown for the year, while the blue bar shows the final return for the year 
(thank you to Calamos Investments for the chart). In every single year from 1980 through 2017 (and year to 
date, not on this chart), the S&P 500 was negative at some point in the year. In 50% of the years, the decline 
was more than 10%. Two-thirds of the time, the index ended the year in positive territory.  
 

 
 

As you look at the chart, the obvious scary years are the early 2000s, and the 2008 period around the Great 
Recession. The question follows whether 2018 is at the edge of another prolonged downturn, and by 
extension, whether it makes sense to move to the sidelines and sit out the uncomfortable volatility. 
 
The short answer is “I don’t know.” I don’t have a crystal ball and neither do any of the pundits on television 
calling for a more significant downturn. What I do know is that markets have historically rewarded risk taking 
over longer time periods. The cost of pursuing higher longer-term returns is volatility in the short run. If an 
investor is so uncomfortable with short-run volatility, capital markets offer lower returns for lower risk, all the 
way to the guaranteed no-volatility returns associated with short term certificates of deposit. Returns on 
lower risk investments have actually been increasing as bank savings accounts finally start to pay higher 
interest. The thing that does not exist in capital markets is a high return available for little risk taken. So, if you 
can’t stand the market swings, your alternative is to accept a lower return as a trade-off for stability.  
 
The next question might be “Can’t we just sit it out and then get back in when things look better?” If only it 
were that easy. Investment managers spend millions of dollars on computers, algorithms, analysts and 
economists. And yet, despite access to PhDs and all the data you can ever look through, there doesn’t appear 
to be any system that works consistently. In fact, in my 22 years of experience in the industry (and research 
stretching back further), I am aware of only one person who has been able to time markets and deliver 
positive returns year after year. His name – Bernie Madoff.  
 
The reason timing is so difficult is because impactful returns on the market historically have  come in very 
short timeframes. As the chart on the next page shows, missing just the best 10 days over the period from 
December 2002 through December 2017 would have cut returns in half. To put that in context, there are 
approximately 3,795 trading days in a fifteen- year period. That means correctly picking out the 10 most 
important days requires being able to identify the best 0.2% of days. Sit out the best 30 days (0.6% of all 
trading days), and your return actually turned negative! 
 



 
 
Thank you to Putnam Investments for the chart below. 
 

 
 

Market timers will rightfully point out that the corollary is also true (and actually more impactful). Missing the 
10 biggest down days significantly increases investor returns and missing the 20 biggest down days may result 
in doubling returns depending on the time-period analyzed. However, knowing the impact does not help to 
identify which days to avoid in advance.  
 
The more reasonable approach is to understand that the market will have ups and downs and the only 
consistent way to pursue the longer-term return is to participate. That means experiencing both the best and 
the worst days. You must be present to win.  
 
That does not mean blindly investing all your money in the market. A bull market has the effect of making 
investors complacent about risk. If you haven’t revisited your portfolio in the last ten years, you likely are 
overweight to stocks relative to bonds. If you are someone who will have difficulty withstanding large 
drawdowns, you likely should go ahead and reset your portfolio to a more conservative mix. The reset is not 
intended as a market timing call, but rather an acknowledgment that we do not know the future direction of 
the markets and it is appropriate to adjust to a more reasonable portfolio consistent with your goals and 
ability to tolerate risk. For every investor, this reasonable portfolio will depend on their unique financial 
situation and life stage. 
 
If you have any questions about recent market events and how your portfolio should be positioned, please 
contact me at (303) 845-2090 or jaco@sanitaswealth.com. 
 
 

 
Nothing in the article above is intended as advice to buy, sell or take any other action on an investment portfolio. Investing involves 
risk, including the risk of loss. For more information on the services available through Sanitas Wealth Management, please contact 

Jaco Jordaan at info@sanitaswealth.com 
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