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The error of reacting to market falls

Being an investor is never easy because, as humans, we tend to live in the moment
responding to our emotions, the environment around us and the circumstances we find
ourselves in. From an evolutionary standpoint that has served us well as a species helping
us to survive, but as investors we need to remain focused on the long-term goals that we
have and not what is going on in the day-to-day, month-to-month or even year-to-year of the
markets. This is evident from the two charts below.

Each of these charts show that if we listen to this noise, we would spend most of our time being
afraid of markets instead of embracing them for the returns that taking on sensible risks should
deliver. In equity market parlance, a ‘correction’ is deemed to be a fall of 10% or more and a ‘bear
market’ is a fall of 20% or more. The columns are the annual returns of the market, and the diamonds
represent the magnitude of fall from the market high in that year.

30% 5%
22% A% 23% 23%
20% 15% 15%
10% 11% il 12%
0, 0
- . M I I I - I I
1%
< Aiml o w
E O - . @
e * 'S * oy o 2%
¢ -10% @ . -5% % * 5 5% :
= % ¢ 4 8% 5% 6% 5 gy
5 9% s -9% * a1 9% o 0% P 4
E 4 en 149
- 20% 18% 14% @ 116% -16% 1o
2 -19% P
_9A9
-30% 24% m Annual return -26%
¢ * Intra-year market fall
-40% -34%
2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023
YTD

Figure 1: Global equity markets fall from a high every single year
Data: Live fund data used to represent asset classes, in GBP. See endnote for details.

It is pretty evident that any investor looking to profit from this would need some amazing form of
20-20 foresight to predict these short-term market movements, acting in advance of them happening
and then getting back into the market again at the appropriate time. Simply reacting, post-event,

to market falls will invariably be a losing strategy. In reality, at any point in time, all of the information
held by all investors trading in markets is reflected in current prices quite efficiently. Prices will
therefore move only on the release of new information, which is by definition a random event. As the
Nobel Laureate Professor Robert Merton recently stated”

‘If the market is disagreeing with me, or doesn’t seem to be aligned with

me, that could be that | know things the market doesn’t, but it also could
be that the market knows things [I] don’t!’
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Investors were reminded in 2022 that bond returns can go down as well as up. The same challenge
in terms of reacting to falls in bond markets applies. In almost every year, bond markets fall from an
intra-year high.
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Figure 2: Global bond markets also fall from a high every single year
Data: Live fund data used to represent asset classes, in GBP. See endnote for details.

Trying to time when to be in or out of bonds — and presumably into cash — could result in eroding
away the term and credit premia that a sensible structure of short-dated global bonds hedged to
Sterling has the opportunity to provide for those focused on their true investment horizons.

As the wise industry consultant and author Charles Ellis states:

I ‘Ininvesting, activity is almost always in surplus!’

We agree. Remain focused on your long-term goals, stay invested and rebalance regularly, for a
simpler life and the likelihood of better outcomes.
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End notes

1.
Rational Reminder podcast January 5, 2023 - Episode 234. This episode is really worth listening to https://rationalreminder.
ca/podcast/234

Other notes and risk warnings

Use of Morningstar Direct© data

© Morningstar 2022. All rights reserved. The information contained herein: (1) is proprietary to Morningstar and/

or its content providers; (2) may not be copied, adapted or distributed; and (3) is not warranted to be accurate,
complete or timely. Neither Morningstar nor its content providers are responsible for any damages or losses arising
from any use of this information, except where such damages or losses cannot be limited or excluded by law in your
jurisdiction. Past financial performance is no guarantee of future results.

Risk warnings

This article is distributed for educational purposes only and must not be considered to be investment advice or an
offer of any security for sale. The reference to any products is made only to make educational points and must, in no
circumstances, be deemed to be any form of product recommendation.

This article contains the opinions of the author but not necessarily the Firm and does not represent a
recommendation of any particular security, strategy or investment product. Information contained herein has been
obtained from sources believed to be reliable but is not guaranteed.

Past performance is not indicative of future results and no representation is made that the stated results will
be replicated.

Errors and omissions excepted.

Barnett Ravenscroft Wealth Management is a trading name of Barnett Ravenscroft Financial Services Ltd which is
authorised and regulated in the United Kingdom by the Financial Conduct Authority FRN: 225634 and registered in
England and Wales under Company No. 04013532.

The registered office address of the Firm is 13 Portland Road, Edgbaston, Birmingham, B16 9HN
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