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Figure	2:	Drawdowns/Recoveries,	1970	to	Present

roughly	this	magnitude	have	occurred	about	30	
times	in	the	last	50	years.	 Declines	into	the	orange	
zone	(down	10%	to	20%)	have	occurred	eight	
times.	Declines	into	the	red	zone	(down	at	least	
20%)	have	 occurred	four	times.

We	all	wish	we	could	say	with	certainty	where	this	
selloff	is	headed. The recent	decline	could	amount	
to	a	faint	blip	into	the	yellow	zone	or	could	
continue	into	the	orange	 or	red	zones.	There	 are	
plenty	of	pundits	who	will	try	to	convince	you	they	
know	the	future. Don’t	believe	it. Nobody	
knows. The	 only	thing	we	know	for	sure	is	that	
volatility	is	normal. It	can	be	easily	controlled,	but	
not	by	market	timing.	Market	timing	is	a	fool’s	
errand. Risk	control	is	all	about	finding	a	long-term	
asset	 allocation	target	that	makes	 sense	 for	
you. The	more	risk	you	take	the	greater	 the	long-
term	reward. If	a	trip	into	the	yellow	zone	is	too	
much	risk,	a	60/40	split	is	not	for	you.

Markets	Recap
The bumpy ride continued in November across
global equity markets. Through 11/30, US Stocks
were up 4.45%, US Cash steadily climbed to 1.75%,
while all other asset classes continued to languish
in negative territory YTD.

How to Survive a Downturn
At the onset of a new relationship, we typically
walk clients through a series of tables and charts
highlighting the tradeoffs between risk and return.
Long-term investment rewards require the
emotional wherewithal to endure portfolio
declines, both large and small, over a long horizon.
However, we appreciate the fact that trying to
predict your emotional response to a pullback and
actually living through it can be two very different
things. In times of both euphoria and despair, we
find that providing a gentle nudge and perspective
can help clients “zoom out” and see the big picture.

With that in mind, the doom and gloom currently
reverberating through the financial media offers a
perfect opportunity to provide that nudge. Figure
1 shows the growth of a $10,000 investment in a
conventional “60/40” portfolio, with a 60%
allocation to US Stocks and 40% to US Bonds. The

investment begins in November 2007 and the
weights are rebalanced annually back to 60/40.

Even though the end of November 2007 is the
worst start date since 1929 for an investment in
the US stock market and the 60/40 portfolio sunk
to about $7,000 by March of 2009, it is now worth
about $20,000; a double in roughly eleven years.
The small plateau and subsequent downward slope
at the very top right of the chart represent
September and October of 2018. Looking across
the eleven-year time frame provides some
reassurance that downswings like the one we are
currently experiencing are relatively common, but
also sheds light on how much upward movement
the investor has enjoyed along the way.

Figure	1:	Growth	of	$10k,	Nov	’07	to	Present

For	additional	perspective,	consider	Figure	2. This	
chart	goes	 all	the	way	back	to 1970,	and shows	all	
drawdowns	and	recoveries	 for	the	same 60/40	
portfolio.	This	chart	makes	 it	clear	that	this	
portfolio	routinely	spends lots	of	time	below	
itsmost	recent all-time	high. The	current	
correction	is	represented	 by	the	small	dip	at	the	
very	far	right,	which	is	just	beginning	to	breach	the	
yellow	zone (down 5%	to	10%). Corrections	of
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