Staying the Course

in times of market turmoil

Recent turmoil on Wall Street has left the markets in a state of crisis, reflected by the Dow Jones Industrial Average’s biggest point drop in history on September 29, 2008, a date that will be now be etched in history as one of the largest market drops ever. Uncertainty and fear has made its way into the marketplace. Questions surrounding the Government’s “bail-out” package remain unanswered and its effect on the economy questioned. Probably the most notable event taking place is the re-shaping of the U.S. financial industry. Leveraged positions built up by banks and other financial institutions over the past 10 years are now in trouble amid a poor housing market and lack of liquidity, and the current de-leveraging phase has been, is and will continue to be very painful. While banks and other financial institutions are now merging and consolidating with one another, and in some cases, rescued by the government, the implications and outcomes are still, to a high degree, unknown.      

The current environment has not only been challenging for financial institutions and investment managers trying to navigate the turbulent markets, but also for plan participants who rely on their retirement plan(s) as the main vehicle for their retirement savings. The prudent course of action for the plan participant is to review his or her investment strategy (e.g., “What is my risk tolerance? When will I retire? When will I need this money?”).    

A new course of action is only warranted if it is the right one. Evaluating one’s own situation, diversification among asset classes, having the right mix and high enough contribution rates, is recommended, and leads to the positive action a participant can make. Bailing out of the markets and the 401(k) is the wrong action, which can be detrimental to future long-run retirement savings. Timing the market has proved to be futile, and with current market conditions as they are, there is no clear direction as to where we are headed and for how long. With losses now over 20% from the market’s peak last October, we are technically in a bear market. The good news is that as the bear market draws on it gives participants time to “get in” while markets are low.  
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Both investors started with $10,000. Each contributed $2,500 to their retirement 

plan, however, Suzy only contributed over the bull market, while Tom 

contributed during the bear market. Suzy, who pulled out of the market during 

the dot-com bust (and, subsequently, never got back in or contributed), is still 

under Tom (with a lower account balance of $83,011) who stayed in, and started 

contributing during the bear market. Even though both contributed the same 

amount, Tom stayed the course, and was advantaged by contributing during 

the bear market.
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The U.S. market, in particular, is dynamic and resilient in moving on from crisis after crisis throughout the history of its existence. While the Great Depression may be too long ago for most to remember, it wasn’t long ago we endured September 11th and the dot-com bubble. The implications surrounding the current turmoil should call on plan participants to focus on what they should otherwise be doing on a regular basis. Be mindful of the situation, but diligent about your investment strategy. Participants need to act in their own best interests while Wall Street recovers from yet another crisis.
*The chart to right illustrates a hypothetical example. Hypothetical amounts are compounded annually.  Investor A (Tom) contributed $2,500 over first 10 years, investor B (Suzy) over last 10 years. Market returns represent the Russell 3000 Index. Performance of index reflects the unmanaged result for the market segment the selected stocks represent. Indexes are unmanaged and not available for direct investment. Past performance is not indicative of future results.

