
MARKET COMMENTARY: STOCKS ARE IN FREE FALL, WHAT SHOULD INVESTORS DO NOW?

Global stock markets have dropped quickly and dramatically over the past week. What are the reasons for the drop, and what should 
investors do now?

Most analysts say the reasons for the recent stock market drop include the slowing in China’s economy, the recent Chinese devalua-
tion of their currency, the potential U.S. central bank interest rate hike this fall, and slowing global economic growth. The interesting 
part about this is that none of these factors are really new in the past week, other than the surprise Chinese currency devaluation. 
Other factors I would cite as potential reasons for the drop are stocks that had become fully valued or overvalued, and the fact that 
revenue and earnings growth in corporate America have come to a grinding halt. Sometimes the markets just drop randomly and  
significantly for no obvious reason at all.

We were due for a correction. We have just experienced a 6-7 year bull market in U.S. stocks, with very few significant pullbacks. It 
has been an amazing run for the U.S. stock market. Stock market pullbacks and corrections are normal. Historically, the stock market 
has corrected by 10% nearly once a year on average. We haven’t had a 10% correction since 2011 (4 years ago). The U.S. stock market 
has corrected by 15% every 2 years historically on average, and by 20% every 3.5 years. Historically, it has not taken long for the stock 
market to recover its losses after a big market drop, a good argument for hanging in there and sticking with your investment strategy 
and portfolio. Even among declines in the market of 20% or more, historically it has only taken an average of 20 months to recover 
the losses. On average, market losses of 10% are recovered in only 8 months. No one can consistently predict when a large market 
decline will occur, how deep it will go, or how long it will last. No one (including us) can consistently predict when to get into or out 
of the stock market. 

Our advice is to stick with your long-term plan, take a long-term view, and ride it out. Remain calm and don’t panic. Don’t fixate on 
the short-term news. Don’t try to anticipate or predict short-term market movements. Don’t think that you, or anyone else, knows 
what will happen next. It is tempting for most people to project the very recent market trend into the future (indefinitely). That is 
what the media tries to get everyone to believe. There is almost no evidence that professional investors can consistently time the 
market, and a plethora of evidence that individual investors do it poorly. We believe doing nothing is a perfectly good strategy, and 
may be the smartest thing to do when market turbulence hits. Only those who stay invested during turbulent times benefit from the 
subsequent market rebound.

There are a couple of smart things we can do when the market plunges, to help our long-term returns. One is to rebalance our port-
folio, which means trimming a few things that have done relatively well, and adding to a few assets that have done the worst. This 
keeps your portfolio risk on target, and adds to returns over time. Another smart thing to do is to look for opportunities to tax loss 
harvest, which can save you income taxes this year. This means selling one fund that has a capital loss for tax reasons, and replacing it 
with a similar fund in the same asset class.

Perhaps the best advice today with all the scary news and headlines is to turn off the TV, and go outside and enjoy the rest of the 
summer. Life is short. Relax and enjoy it. We will be monitoring the financial markets for you.
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