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Read this article if...

e You are in your 20s or 30s and starting to save money
e You are currently invested in the market but concerned about volatility
e You are an experienced investor with short-term cash needs

Investing comes with inherent risks, but understanding how time horizons influence your ability to
weather market pullbacks is crucial. While short-term market fluctuations can be unsettling, a long-
term perspective helps investors stay the course and avoid costly mistakes.

The Reality of Market Pullbacks

Market downturns are a natural part of investing. In fact, history shows that intra-year corrections—
temporary declines of 5-109% or more—occur frequently. According to market data, the S&P 500
experiences an average intra-year drawdown of around 149%, yet the index still ends positive in most
years. This highlights the importance of staying invested despite short-term volatility.

However, investors often react emotionally when markets drop. Fear-driven selling locks in losses and
can prevent participation in subsequent recoveries. As we tell our clients, the challenge isn't avoiding
pullbacks altogether— it's maintaining a disciplined approach that accounts for the bigger picture.

Understanding Risk Through the Lens of Time Horizons
Risk tolerance varies depending on an investor’s time horizon. Here's why:

¢ Short-Term Investors (0-3 years): Those with near-term cash needs should prioritize capital
preservation, as there may not be enough time to recover from downturns. A conservative
portfolio with a higher allocation to bonds and cash equivalents may be appropriate.

e Medium-Term Investors (3-10 years): These investors can afford some market fluctuation but
should still balance growth and stability. A diversified portfolio with a mix of equities and fixed
income helps manage volatility while allowing for potential upside.
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e Long-Term Investors (10+ years): Investors with long horizons can take on greater risk because
they have time to recover from downturns. Historically, equities have provided strong long-term
returns despite short-term volatility. The key is staying invested through market cycles.

In addition to traditional stocks and bonds, long-term investors may consider alternative investments
to enhance portfolio diversification and hedge against market volatility. These can include:

¢ Real Estate: Rental properties or REITs (Real Estate Investment Trusts) can provide steady
income and potential appreciation.

e Private Equity: Investments in private companies, venture capital, or buyout funds can offer
higher returns but require longer holding periods.

e Hedge Funds: These actively managed funds use different strategies to generate returns
uncorrelated to traditional markets.

¢ Commodities: Investments in gold, oil, or agricultural products can act as inflation hedges and
diversification tools.

While alternative investments can provide new B
opportunities, they often come with higher L
risk, lower liquidity, and more complex e
structures. Long-term investors should
carefully evaluate these options based on their
risk tolerance, financial goals, and investment
expertise.

Lessons from Past Market Declines

Major market events like the 2008 financial
crisis or the COVID-19 selloff in 2020 reinforce
the importance of patience. Those who stayed
invested during these periods eventually saw
significant recoveries. On the other hand, those
who panicked and sold near market lows \
often missed out on the rebounds. N

Managing Risk Without Overreacting

1. Diversification Matters: A well-diversified portfolio spreads risk across asset classes, reducing
reliance on any single investment.

2. Set Clear Goals: Understanding your time horizon helps determine the right level of risk for your
situation.

3. Stay Disciplined: Having a sound financial plan prevents impulsive decisions driven by short-
term market movements.

4. Use Volatility to Your Advantage: Downturns can be opportunities to buy quality investments at
lower prices.
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Final Thoughts

Market volatility is inevitable, but it doesn’'t have to derail your financial goals. By aligning your
investment strategy with your time horizon and focusing on long-term fundamentals, you can navigate
risk more effectively. The real danger isn't market pullbacks—it's making reactionary decisions that
hinder your progress toward financial success.

Click HERE to contact us
Click HERE to view our website

Click HERE to follow us on LinkedIn
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