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Key takeaways 
• Uncertainty is an inherent part of investing. An investor’s key to success 

largely depends on how they respond to it. 

• We recommend four steps for investors to prepare for what could be ahead. 



Dealing with the 
certainty of uncertainty 
Investors have myriad questions weighing on their minds these days, 

geopolitical uncertainties at home and abroad. While these are important 

questions, and the answers could have great bearing on the direction of 

and tomorrow. 

For some investors, it may seem today’s markets are more complex and 

daunting than those of the past, and in some ways that may be true. However, 

investors invariably have to deal with an element of uncertainty. Although 

the questions and concerns may change over time, the inherent nature of 

uncertainty in investing is why we encourage investors to focus on the basics. 

We believe the greatest risk is not just a market downturn but the risk of not 
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1. Start with a plan 
Each investor is unique. Just as one chooses their lifestyle according to personal preferences and circumstances, an investor 

believe the plan should be durable enough for the long term, yet stable enough to dissuade investors from abandoning it 

focused on the investor’s goals. 

retirement or perhaps making a bequest for future generations or charitable organizations. 

Build a rainy day fund for unexpected expenses 

that have fallen in value before they have a chance to recover. 

plan. Some investors might consider one or two years’ worth of living expenses as a reasonable amount. For others, six 

unique for each investor. 



Select investments appropriate for the goal 

With cash reserves set aside for emergencies, an investor can focus on 

plan is targeted to accomplish can help them decide which types of assets are 

appropriate for funding each of their goals. For example, if one is saving for college 

tuition for a newborn child, then stocks may be an appropriate choice. If stock 

market to potentially recover before the child will need the funds. And by investing 

in stocks regularly over time, an investor could be purchasing more shares at lower 

Prepare for changing circumstances 

An important consideration when choosing an appropriate mix of assets is 

risk tolerance. Understanding tolerance for risk is essential to sticking to an 

investment plan. Asking how easily an investor panics when market volatility 

We believe investors 

should set aside 

an amount of 
cash necessary to 

remain committed 

to their longer-term 



Human emotions, especially fear and greed, play an important role in investor 

behavior. Unfortunately, these emotions often do not lead to prudent investment 

mutual fund investors and compares them with equity market index returns. 

Interestingly, it turns out the average retail investor fares much worse than 

that have done well recently and ignore those that have done poorly. They call this 

The past two recessions provided examples of this phenomenon at its most 

economic and earnings rebound following the announcement of a new vaccine. 

Nevertheless, in both cases, investors appeared to make decisions based on risk 

aversion during the volatile periods. We think actions like these can keep investors 

fears are thwarting their strategic investment plan. 

Attempting to time the market has 
proven costly 

8.01% 

10.15% 

Average equity fund investor return S&P 500 index return 

Source: Dalbar, 30 years from 1994 – 2023. “Quantitative Analysis of Investor Behavior,” 2024, DALBAR, Inc., www.dalbar.com. 
Average annual return; for illustrative purposes only. Dalbar computed the average stock fund investor return by using industry 

distributions. Past performance is not a guarantee of future results. 



The times when it’s hardest to invest may present opportunities 

Performance of the S&P 500 Index, January 1965 – August 2024 

Federal Reserve (Fed) 
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U.S. recessi ns 

Robert F. Kennedy shot 
June 1968 

Martin Luther King Jr. shot 
April 1968 

President Nixon resigns 
August 1974 

Iran hostage crisis 
November 1979 

HIV/AIDS 
June 1981 

Stock market crash 
October 1987 

Oklahoma City bombing 
April 1995 

Dot-com bubble burst 
March 2000 

World Trade Center/ 
Pentagon attacks 
September 2001 

SARS 
April 2003 

Avian (Bird) Flu 
June 2006 

Global Financial Crisis 
2007–2008 

TARP passed 
October 2008 

$787B stimulus 
package approved 
February 2009 

H1N1 (Swine) Flu 
April 2009 

U.S. debt downgrade 
August 2011 

January 2013 

MERS 
May 2013 

U.S. tax reform 
December 2017 

Fed policy uncertainty 
and political risks 
December 2018 

Coronavirus (COVID-19) 
January 2020 

Russia invades Ukraine 
February 2022 

Sources:

Past performance is no guarantee of future results.



avoided stocks due to fear of another crisis may have missed out on one of the most lucrative bull markets in the history of 

the U.S. stock market. 

The risks of fear or overconfidence 

decisions in a downturn, when their portfolio value is declining, and become too 

and aspirations. Then, it is important to stick with that plan when markets are 

challenging and update the plan as their circumstances change. 



2. Construct a portfolio 

a unique investment objective — and a distinct combination of assets that is 

Asset allocation can be the most important 
investment decision 

Studies have shown asset allocation is often a crucial determinant of portfolio 

less impact on the variability of returns over time. While tactical asset allocation 

horizon covering multiple market cycles. Strategic allocation, therefore, deserves 

While tactical asset 

allocation has a six- 

horizon, strategic asset 

allocation has a much 
longer horizon covering 



types for a portfolio. 

Even so, investors may be tempted to look for a singular investment strategy, 

such as investing entirely in U.S. stocks because they outperformed during most 

of the previous bull market. Such a strategy would likely be counterproductive, 

however, in our opinion, because a single asset class rarely is the top 

shows that just as a performance trend for an asset class becomes established, 

we frequently observe a sharp reversal of that trend. 

the best nor the worst performer in any given year. It comprises a variety 

of asset classes that collectively have created a smoother return path even 

though, individually, the components may be quite volatile from year to year. 

from the overall upward trend in markets but with lower levels of volatility. 

Variability of returns by source 

Strategic asset allocation 

3.4% 
6.5% 

2.4% 

87.7% 

U.S. stock-bond mix 

Tactical asset allocation 
and security selection 

Note: 

Sources: 

available for direct investment. Past performance is not a 
guarantee of future results. 

Tactical asset allocation:

Strategic asset allocation: An investor’s return objectives, 

risk tolerances, and investment constraints are integrated 

to permissible asset classes. In our study, strategic 

Asset allocation, including strategic and tactical asset 
allocation, does not guarantee investment returns or 

eliminate the risk of loss. 



The value of asset allocation 

Calendar-year asset class and Moderate Growth & Income allocation returns 
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Sources: © Morningstar Direct, All Rights Reserved1

Past performance does not 
guarantee future results.

Moderate Growth & Income Liquid



3. Globalize the portfolio 
Although many investors gravitate toward easily recognizable U.S. companies, 

appropriate levels of international assets. Many large, internationally based 

companies have become household names in the U.S. And historically, 

global economic growth. 

International markets offer growth potential 

are among the emerging economies that are helping drive this major shift in the 

with a younger population’s desire for a higher standard of living should 

contribute to global consumption and production in the coming decades. 

Historically, 

international stocks 



Because many emerging markets are underdeveloped and their governments tend to be protective of local companies, 

world’s growth potential is through emerging market equity and bond funds that span geographies, sectors, and currencies. 

of investments and their roles in a portfolio can also help investors establish reasonable expectations and plan accordingly. 

portfolio returns can be established. While expected returns are just that — expected — they can help an investor plan for 

an uncertain future. 

Emerging economies have overtaken developed economies 
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Sources: World Economic Outlook 



4. Maintain alignment to the plan 

allocations drift from strategic targets and an investor’s desired risk level. This could impact the time it takes for a portfolio 

to recover once the bear market is over. As an example, a moderate growth and income investor who did not rebalance 

exhibited more volatility than one that adhered to its recommended allocation. 

A constructive way to realign a portfolio is to periodically trim those asset classes that have grown beyond target levels and 

new funds into asset classes that are underweighted and to fund any cash needs by selling asset classes that are overweighted. 



Portfolio drift during the last full market cycle 

Without rebalancing With quarterly rebalancing 

Allocation at the end of Allocation on 3/31/2020 Allocation on 3/31/2020 
bull market (2/19/2020) 

16%

84% 81%

19%

Without rebalancing: 
Average annual return: 12.0%2 

Average volatility: 10.3%3 

Return-to-risk ratio: 1.164 

With quarterly rebalancing: 
Average annual return: 11.1%2 

Average volatility: 8.1%3 

Return-to-risk ratio: 1.374 

StocksBonds 

60%

40%

Sources: © Morningstar Direct, All Rights Reserved1

and not available for direct investment. Past performance does not guarantee future results.



Stay the course 

sold their equity positions during the downturn and held the proceeds in cash, missed out on the recovery. 

U.S. large cap equity markets experience periodic bouts of volatility 

challenges from slowing growth. 
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We believe market volatility should be viewed as a potential opportunity rather than an obstacle for investors. Expectations 

make sure their portfolios are aligned with their plan. 

There are legitimate reasons to change an investment plan. Milestones such as getting married, buying a home, starting a 

overall investment strategy are warranted. 

Material changes in net worth also provide grounds to reevaluate the investment asset mix. A market downturn and 

in the portfolio. 



Turning points that can affect an investment plan 

20s Pursuing an advanced degree 

30s

40s

50s

60s

70+
Changing residences 

Source:



The questions on investors’ minds we mentioned at the beginning of this 

changes in policy are examples of issues that markets and individuals struggle to 

circumstances that is rebalanced regularly can help alleviate anxiety over market 

uncertainty. This can be especially helpful during periods of heightened volatility 

that we expect from time to time in normally functioning markets. 

at market timing have often been costly. Instead, we recommend periodic 

rebalancing as it can enhance investment performance even when the market is 

We recommend investors update their investment plans to help ensure they are 

and less creditworthy investments, while usually boasting higher yields, come 

with greater risks. We recommend investors properly diversify within their 

targeting duration to match the portfolio’s time horizon. 

*Duration is a measure of a bond’s interest rate sensitivity. 



We recommend working together with an investment professional to 

develop an investment plan. If a plan is already in place, we suggest checking 

term strategy. 

to invest in line with the recommended allocations and maintain alignment 

plan should involve rebalancing regularly to help preserve gains, incorporating 

of risk in the portfolio based on an investor’s ability and willingness tolerate 

wide swings in asset prices. 

performance over time. We believe now is an opportune time for investors to 

make sure a plan is in place and their allocation strategies are appropriately 

aligned with their investment goals. 



Commodities:

Equity investments:

Fixed income:

Foreign investments:

Investments in gold
economic, monetary and political developments. 

Hedge funds:

Real estate:
varied economic conditions. 

Small- and mid-cap companies:

Although Treasuries

1. 
timely. Neither Morningstar nor its content providers are responsible for any damages or losses arising from any use of this information. 

2. 

3. 
deviation, the more the risk. 

4. 



Index definitions 

Bloomberg U.S. Aggregate Bond Index

Bloomberg U.S. Corporate High-Yield Bond Index

Bloomberg U.S. Treasury Bill (1–3 Month) Index is representative of money markets. 

Bloomberg Commodity Index

HFRI Fund Weighted Composite Index

funds of hedge funds. 

HFRI indexes

JP Morgan GBI Global Ex United States Index (JPM GBI Global ex-U.S.)

JPM EMBI Global Index

Moderate Growth

Moderate Growth & Income

Moderate Income

MSCI EAFE

MSCI Emerging Markets Index

Russell 1000®

Russell 2000®

Russell 3000®

Russell Midcap® Index

S&P 500 Index
to its market value. 
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Investment expertise and advice 
to help you succeed financially 

. 

For assistance with your investment planning or to discuss the points in this report, please talk to 



this report. 


