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PREPARATION 
PAYS.
PANICK DOES NOT.
You can’t control stock or bond markets but you can control your 

actions.  This is an important lesson for many investors who feel 

they must do something when market volatility increases and 

panic sets in.  However, its what you did before that counts – not 

during a setback.

Trying to time markets or selling securities into a decline based on 

bad news and “hoping” to buy back at lower prices is not likely to 

build wealth.  When owning a stock (think equity in a business), 

earnings trump “promises” and quality trumps “hope”.  

If your comfort zone can withstand a 20% temporary decline then 

you can approximate a “peak to trough” decline by adjusting your 

asset allocation accordingly ...in this case, tilted more towards 

quality bonds/fixed income than stocks.  Looking at the 2008-09 

global financial crisis we know that the TSX and the S&P 500 indices 

fell about 50%.  It does not get much worse than that when looking 

back over the decades and perhaps a little worse than the nasty 

1982 recession.   

Thus, if you had 30% of your investments in stocks you would 

have seen about a 15% decline in your account as the other 70% 

- if invested in quality fixed income - remained static.  Earlier I 

referenced “temporary decline”.  History proves that when you own 

quality businesses with proven track records of growing earnings, 

that are best in class within long-term growth industries and run by 

competent honest management - the decline is in fact temporary.  

They are likely your drivers of wealth creation over time.

Look back on any relevant chart to witness the peak, trough and 

recovery. It may take anywhere from one year to several, but you 

do have recovery.  This brings into play the value of diversification 

as I am writing about quality securities – as opposed to just one or 

a few securities.  To reduce non-systematic risk (individual company 

risk), you should own approximately 12 or more companies, ideally 

spread across different sectors (i.e. financials, manufacturing, 

healthcare).  Add to this your fixed income component, perhaps 

Exchange Traded Funds, foreign equities and privates/alternatives 

and I think you have a pretty bullet proof portfolio that will endure 

over time. 

As you move through the months and years you need to account 

for “market drift” which particularly over the last 10 years has been 

a factor for global equities.  To re-weight exposure during this 

time, its prudent to rebalance your portfolio on a periodic basis to 

ensure your exposure to equities (and all significant asset classes) 

is kept within intended strategic limits.  Equities compounding 

at 7% per year double approximately every ten years.  Without 

rebalancing, elevated equity exposure could expose your portfolio 

to greater temporary declines during market corrections than 

you are comfortable with when the inevitable happens.  Want higher 

potential longer-term returns?  Increase your exposure to stocks and 

private income-oriented investments. Throw in tax concerns and cash 

flow management and it’s a process that takes time and research.  

Hope is not a strategy nor is succumbing to headlines or market timing. 

Being prudently pro-active versus reactive is the lesson here.  
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