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Investing During
Uncertain Times




Imagine yourself standing on a foggy mountaintop. The path ahead is obscured, the peaks and valleys
hidden from view. This metaphor perfectly encapsulates the current investing landscape.

The world, once a predictable machine, has become more complex. Geopolitical tensions, economic
fluctuations, and technological disruptions have created a climate of uncertainty. It’s a time when the familiar
has become somewhat unfamiliar.

So, how do you navigate this new environment? The answer lies in a timeless principle: stay calm and stick
to your plan.

Understanding Uncertainty

Uncertainty in the financial markets refers to the unpredictability of the unknown factors that can send
markets soaring or plummeting. Think of it as the fog that obscures the clear path ahead.

Where does this fog come from? It’'s often a mix of factors, including:

* Political Winds: Elections, policy changes, and geopolitical shifts can create market fluctuations.

* Economic Indicators: Data on inflation, employment, and GDP growth are like weather reports for the
economy. A sudden shift in these indicators can create market volatility.

* Geopolitical Events: International conflicts, trade disputes, and global crises can create a climate of
uncertainty.

* Technological Tides: The rapid pace of technological advancement can reshape industries and
disrupt traditional business models.

Frequency and Impact of Bear Markets

Bear markets are an unfortunate reality of investing. They're like the unexpected rainstorms that interrupt
a sunny day at the beach. But remember: these stormy periods are just a natural part of the investment
landscape.

On average, the S&P 500 has experienced a bear market about once every four years since 1928. Shorter-
term corrections, those dips of 10% or more, are even more common, happening about once every 1.5
years.

But here’s the good news: While these downturns can be unsettling, they’re usually followed by periods
of growth. It’s like the calm after the storm. Over the long term, the stock market has a history of climbing
higher, with the S&P 500 delivering an average annual return of around 10% since its inception.

The Ineffectiveness of Market Timing

While the allure of predicting market highs and lows is strong, successfully timing the market is nearly
impossible. Why?



* No reliable method exists to consistently forecast the start or end of bear markets.
* To profit from market timing, you would need to be correct more than 50% of the time, accounting for
transaction costs and missed opportunities.

Let’s take a look at this slide from JP Morgan which demonstrates the impact of taking your money out of the
market.

Returns of the S&P 500

4 Plan to stay invested
Performance of a $10,000 investment between January 1, 2004 and December 29, 2023

Losses hurt more than gains feel

$70,000 good. Market lows can result in
9.7% emotional decision making.
$60,000 $63,637 Seven of the 10 best days occurred within two weeks of Taking “control” by selling out of
the 10 worst days the market after the worst days is

likely to result in missing the best
days that follow. Investing for the
long term in a well-diversified
portfolio can result in a better
retirement outcome.

+ Six of the seven best days occurred after the worst days
$50,000 + The second worst day of 2020 — March 12 — was
immediately followed by the second best day of the year

$40,000
$30,000 5.5%
$29,154
$20,000 200
$17,494
i 1.2%
$10.000 $11,483
’ -2.8%
$7,898 -4.3%
$0 $5,664 $4,179

Fully Missed 10 Missed20 Missed30 Missed40 Missed 50 Missed 60
Invested bestdays bestdays bestdays bestdays bestdays bestdays

Shifting Market Leadership

One key takeaway from bear market history is the change in market leadership following significant
corrections. The sectors and stocks that dominated during the previous bull market may not lead the way in
the next recovery. This is well-illustrated by the fate of technology stocks in the late 1990s and early 2000s.
During the dot-com boom, tech companies were at the forefront of market gains. However, after the bubble
burst, these same stocks underperformed for years, while other sectors took the lead in driving market
growth.

Preparation, Not Prediction
Given the certainty of future market downturns, it’s important to focus on preparation rather than prediction.
This involves sticking to your financial plan and maintaining a diversified portfolio that includes cash and
bonds as a safety net, while aligning investment strategies with a time horizon that often extends beyond

your own lifespan to include spouses, children, or charitable bequests.

One key concept to understand during uncertain times is Sequence of Returns Risk. This

is a critical factor to consider in retirement planning, especially if you have a relatively short time horizon.




It highlights the potential negative impact of encountering poor market conditions during the early years of
retirement when withdrawals are being made.

Imagine a scenario where you experience a significant market downturn shortly after retiring. As you
withdraw funds to cover living expenses, you are essentially selling assets at a loss. This can deplete your
retirement savings more rapidly than anticipated. Conversely, if the market performs well during the early
years of retirement, you can draw down funds while your portfolio continues to grow.

To mitigate Sequence of Returns Risk, you should:

* Maintain a diversified portfolio: A mix of stocks, bonds, and cash can help to smooth out returns and
reduce the impact of market fluctuations.

* Consider a flexible withdrawal strategy: A strategy that allows for adjustments to withdrawals based
on market conditions can help to preserve retirement savings.

* Delay retirement if possible: If market conditions are unfavorable, delaying retirement can give your
portfolio more time to recover before withdrawals begin.

Defensive Investment Strategies

While bear markets can be challenging, they also present opportunities to implement defensive strategies
that can potentially enhance long-term returns. These strategies include:

Roth IRA conversions when account values are depressed for future tax savings.

» Rebalancing your portfolio during market downturns to potentially minimize capital gains tax impact.’

» Using cash reserves to purchase stocks at discounted prices to potentially realize gains when market
conditions improve.

» Embrace diversification across asset classes and geographies.

By proactively employing these tactics, you can potentially position yourself for stronger financial outcomes
when the market eventually recovers.

The Long-Term Perspective

Historical data shows that bear markets are typically shorter-lived than bull markets, lasting an average of
9.6 months compared to 2.7 years for bull markets. Historically, bear markets have often been followed by
periods of growth and new market highs.

In the face of uncertainty, patience and a long-term perspective can be beneficial. Remember, markets are
cyclical. They rise and fall, but over the long term, they tend to trend upward. Emotional reactions to market
fluctuations often lead to poor timing and can negatively impact your long-term returns. The key is to resist
the urge to panic and sell when prices drop. Instead, a downturn might offer a chance to purchase quality
assets at a reduced price.



Conclusion

Understanding the nature of bear markets, preparing for their inevitability, and maintaining a long-term
perspective are essential tools for navigating market downturns.

A proactive approach can help you build resilience and better prepare for financial uncertainties. Remember,
the market’s historical tendency to grow over time provides a compelling reason to maintain a long-term
view.

If you have any questions about this resource, please do not hesitate to contact us. We're here to support
you and always appreciate hearing from you.
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‘Rebalancing a portfolio may cause investors to incur tax liabilities and/or transaction costs and does not assure a profit or protect
against a loss.

Securities offered through LPL Financial, Member FINRA/SIPC. Investment advice offered through Integrated Financial Partners, a
registered investment advisor and separate entity from LPL Financial.

All performance referenced is historical and is no guarantee of future results. All indices are unmanaged and may not be invested
into directly. The economic forecasts set forth in this material may not develop as predicted and there can be no guarantee that
strategies promoted will be successful.

All investing involves risk including loss of principal. No strategy assures success or protects against loss.



