
Six strategies for weathering 
market volatility

 •   •   • 

Whenever there’s market volatility, investors naturally 
become concerned about what they should do to help 
protect their portfolios. Although there are some strategies 
that are particularly suited to down markets, many 
financial experts will tell you that, for the most part, 
investors should focus on their asset allocations in a down 
market just as they should when prices are up. So although 
down markets can be difficult to endure, they don’t 
necessarily require investors to do anything — unless 
they’ve strayed from their asset allocations and need to get 
their portfolios back in line.  

Please note: Asset allocation cannot eliminate the risks of 
fluctuating prices and uncertain returns.

As you read on, remember that Wells Fargo Advisors has a 
long history of helping clients work toward their goals 
through all kinds of markets: up, down, and sideways. Your 
financial advisor is prepared to help you manage your 
investments during turbulent times. Of course, no matter 
what the markets hold, they will strive to provide 
outstanding client service.
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Think long-term

Investors used to have to call their financial advisors for 
information. Today, everything you might want to know 
about the markets, a particular sector, or an individual 
stock is as close as the nearest television, computer, or 
smartphone, 24 hours per day. Although this constant 
barrage of information can be useful, it can prove to be of 
little value for long-term investors. In fact, if it causes you 
to become overly focused on what’s going on this week, 
day, and/or hour, we believe such information can actually 
be detrimental. Making investment decisions based on 
short term market activity can make it more difficult for 
you to work toward your long-term goals. 

If you find yourself anxiously awaiting the latest newsflash 
whenever there’s market volatility, you may need to 
change the channel, turn of the computer, or simply ignore 
the alerts on your phone. Instead of focusing on what’s 
happening this minute, you may be better off considering 

the market’s historical performance and how volatility is 
generally part of a pattern the market has repeated on a 
fairly regular basis. 

The more you understand the market, historical returns, 
and volatility, the better the investment decisions you’re 
likely to make. The chart below shows the performance of 
the Standard & Poor’s 500® since 1965. Disruptive forces 
such as geopolitical crises, terrorist attacks, economic 
recessions, scandalous media leaks, or consequential 
central bank policies can trigger short-lived yet influential 
episodes of market volatility. 

Even serious financial crises, like the one that contributed 
to the 2008 market downturn, historically have 
recuperated over the course of the market cycle. Investors 
who thought long-term were eventually rewarded. Of 
course, past market performance is no guarantee of future 
results. You cannot invest directly in an index.

The times when it’s hardest to invest may be the best

Historically, difficult periods have proven to be good times to invest in stocks. Performance of the 
Standard & Poor’s 500® Composite Index, 1965 – 2020
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U.S. markets have displayed resilience despite uncertain events

Logarithmic scale
Sources: Wells Fargo Investment Institute, Bloomberg, and Ned Davis Research, as of December 31, 2020.  
For illustrative purposes only. A price index is not a total return index and does not include the reinvestment of dividends. The S&P 500 Index is a market-capitalization-weighted index considered 
representative of the U.S. stock market. An index is unmanaged and not available for direct investment. Past performance is no guarantee of future results. There is no guarantee equity 
markets will perform similarly during other periods of uncertainty. All investing involves risk including the possible loss of principal.
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Review your asset allocation

In theory, investing is all about numbers: balance sheets, 
earnings, and ratios. However, in reality, emotions play a big 
role. When times are good, investors can become overly 
enthusiastic buyers. When things turn south, investors 
often sell assets without fully considering the long-term 
implications. Generally, neither practice makes for 
smart investing. 

During times of volatility, it’s often important to stick with 
your asset allocation to avoid making investment decisions 
based on emotion. Your asset allocation should be designed 
to help you reach your desired return with a risk level 
you’re comfortable with. It defines what asset classes 
belong in your portfolio and in what proportion to each 
other based on where you are today, where you want to go, 

and how long you have to get there. Unless something has 
changed significantly in your life (a birth, death, etc.) that 
may result in a need to change your goals and tolerance for 
risk, it’s often best to leave your allocation as-is. 

Changing your allocation based on a particular asset class’s 
current performance is seldom a good idea. As the chart 
below shows, predicting what investment will do well based 
on its recent performance is difficult to do. A “hot” sector, for 
example, in the coming months could suddenly fall out of 
favor with investors. You’re usually better of buying an 
investment because it fills a hole in your asset allocation 
rather than because it’s the current “flavor of the day.”

The value of asset allocation — 2011 – 2020

 Cash Alt.: Bloomberg Barclays U.S. Treasury Bills (1-3M) — An index that is representative of money markets.

   Bonds: Bloomberg Barclays U.S. Aggregate Bond Index — An index composed of Bloomberg Barclays U.S. Government/Credit 
Index and the Bloomberg Barclays U.S. Mortgage-Backed Securities Index and includes Treasury issues, agency issues, 
corporate bond issues, and mortgage-backed securities.

 Small-Cap: Russell 2000 Index — Measures the performance of the 2000 smallest companies in the Russell 3000 Index.
 Intl. Stocks: MSCI EAFE — Measures equity market performance of developed markets, excluding the U.S. and Canada
 Large-Cap: S&P 500® — Covers 500 industrial, utility, transportation, and financial companies in the U.S. markets. 
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There’s no telling which 
investments will perform better 
or worse from one year to the 
next. One year’s leader can be the 
next year’s laggard, and vice versa. 
This chart shows how various 
asset classes have performed 
during the past 10 years. For 
example, notice how bonds — 
a relatively stable asset class — 
have been among both the best 
and worst performers as well as 
just about everything in between.

Sources: Wells Fargo Investment Institute and Morningstar Direct. As of December 31, 2020.  
This chart shows the performance of different asset classes over calendar year periods, and is intended to show the value of asset allocation. Asset allocation is an investment method used to 
help manage risk. It does not ensure a profit or protect against a loss. An index is unmanaged and not available for direct investment. Past performance is no guarantee of future results.
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Use volatility to your advantage

Market downturns naturally make investors nervous, but 
they’re not necessarily bad. For one thing, they help shake 
excesses out of the market. When there’s a long-term bull 
market, investors tend to get carried away and pay too 
much. Market downturns help fix these imbalances. 

In addition, if you’re saving for retirement and won’t be 
tapping your investments for a number of years, a 
downturn can actually help you work toward your goals if 
you’re dollar cost averaging — the practice of investing a 
set amount in a particular investment on a regular basis. If 
you’re putting a fixed amount into your employer’s 
qualified retirement plan, such as a 401(k) or 403(b), or 
reinvesting capital gains and dividends into additional 
shares, you’re dollar cost averaging. 

In a fluctuating market, dollar cost averaging lets you 
purchase additional shares when prices are low and fewer 
when prices increase. As a result, the money you put into 
your employer’s plan when prices are low purchases more 
shares than it did before the market went down. 

Like any investment strategy, dollar cost averaging doesn’t 
guarantee a profit or protect against loss in a declining 
market. Because dollar cost averaging requires continuous 
investment regardless of fluctuating prices, you should 
consider your financial and emotional ability to continue 
the program through both rising and declining markets. 

Now consider this: You may be better off when the market 
stays down for awhile because it will give you more 
opportunities to purchase cheaper shares to help offset 
those you bought when prices were higher. If the market 
returns to its previous highs or goes even higher than that 
before you retire, you could end up with more in your 
account than you would have had if the market had never 
gone down. It may seem counterintuitive, but it’s true.

Making market volatility work for you*
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Chart assumes periodic purchases. Example is for illustrative purposes only and does not refect
the performance of a specifc investment.Chart assumes $500 periodic purchases. Example is for illustrative purposes only and does not reflect the performance of a specific investment.

* Effective dollar cost averaging requires discipline. You must invest the same amount at the same time every two weeks, month, quarter, or other time period you 
choose. If you skip a period or two because you forget or are afraid you don’t have the money at the time, you sacrifice the benefits of dollar cost averaging.
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Stay focused on your goals

Never forget why you’re investing, and stay focused on that. 
You may want to retire comfortably or send a child or 
grandchild to college. If those events are years away, a brief 
market downturn shouldn’t be a concern. As the table below 
shows, average market declines are relatively short-term 
events. Of course, there’s no guarantee that past 
performance will indicate future results. 

Having a clear idea of your goals is important because they 
help determine your time horizon. For example, if you want 
to save for a child’s education, your time horizon will 
probably be shorter than if you are saving for your retirement. 

Knowing your time horizon is important because it helps 
determine your asset allocation. Having a longer time 
horizon usually means you can invest more aggressively 
because you should be able to ride out any short-term price 
volatility and have the potential to enjoy the increased 
returns a riskier investment usually offers. 

On the other hand, a shorter time horizon may require you 
to use a more conservative allocation. If you haven’t 
addressed your asset allocation recently, you may need to 
adjust your retirement and education-savings allocations.

A history of declines (1950 – 2019)

This study shows how frequently declines in the Dow have occurred since 1950. As you can see, they 
have been regular events.

Type of decline Average frequency1 Average length2 Last occurrence

Routine 
(5% or more) About three times a year 43 days August 2019

Moderate 
(10% or more) About once a year 112 days December 2018

Severe 
(15% or more) About once every four years 262 days December 2018

Bear Market 
(20% or more) About once every six years 401 days December 2018

Source: Capital Research and Management Company, as measured by the unmanaged Standard & Poor’s 500 Composite Index. 
Past performance is no guarantee of future results. An index is unmanaged and is unavailable for direct investment.
1 Assumes 50% recovery of lost value after each decline.
2 From market high to market low
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Avoid trying to time the market

Some investors believe when the market is down they 
should sit on the sidelines until it rallies. When the market 
is up, other investors think they should wait for a 
correction to buy at what they feel are discount or bargain 
rates. However, these tactics don’t always work. 

We might ask the market timer, “What’s a good correction 
point at which to buy? 10%? 15%? And if a correction 
doesn’t happen, when will you say you were wrong? When 
the market’s up 5%? 10%?” Moving out of the market just 
before it starts to go down and back in just when it’s 
heading back up is something even the most seasoned 
investment professionals may not have done with any 
consistency. 

The chart below shows the effect on someone who 
invested on January 1, 1991, and missed the best 10, 20, 30, 
40, or 50 market days of the ensuing 30-year trading 
period. The best returns were enjoyed by being invested all 
days. Investors who missed the 40 best days essentially 
broke even. It’s not market timing but time in the market 
that can bring about the potential for long-term success.

Timing the market is risky

Missing the best days in the market
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Sources: Bloomberg and Wells Fargo Investment Institute, as of December 31, 2020. For illustrative purposes only. 
The S&P 500 Index is a market capitalization weighted index composed of 500 stocks generally considered representative of the U.S. stock market. 
An index is unmanaged and not available for direct investment. Past performance is no guarantee of future results. A price index is not a total 
return index and does not include the reinvestment of dividends.
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Talk with a financial advisor

Our financial advisors have a variety of tools available to analyze investors’ portfolios. 
They can compare a portfolio’s current allocation with our target model for the investor’s 
objectives. Wells Fargo Investment Institute provides a variety of these models for our 
advisors to use as starting points for determining a portfolio’s appropriate allocation. Our 
financial advisors can also provide additional information regarding the market’s historical 
performance and strategies that have helped many investors survive and prosper during 
market volatility.

Wells Fargo Advisors emphasizes client relationships based on trust and knowledge. 
This business approach is never more vital than when there’s market volatility. It’s during 
such times that you need to know there’s someone beside you on whom you can rely and 
who can help you navigate through stormy weather and life’s changes

Wells Fargo Investment Institute, Inc., is a registered investment adviser and wholly-owned subsidiary of Wells Fargo Bank, N.A., a bank affiliate of Wells Fargo & Company. 
Wells Fargo Advisors is a trade name used by Wells Fargo Clearing Services, LLC and Wells Fargo Advisors Financial Network, LLC, Members SIPC, separate registered broker-
dealers and nonbank affiliates of Wells Fargo & Company.

© 2012 – 2021 Wells Fargo Clearing Services, LLC. CAR-0421-03916 IHA-7285997
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