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What we tell families 
when markets fall
Read this before you need it,  
so you have a plan when you do

Who this guide is for?

Self-funded retirees and pre-retirees who are invested and quietly worried about what a 
serious downturn would do to them. If you have ever wondered whether to wait for the crash 
before putting money to work, this is written for you.

What’s inside
1. What actually happens during a fall

2. Waiting for the correction does not work

3. Most of the answer was built years earlier

4. The assets that will annoy you in the good years

5. What we do when markets fall

6. The first rule is do not sell

7. Use the buffer, and use it in order

8. What not to do while you wait

9. Recovery does not run to a schedule

10. We were ready for this

11. The checklist
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Why we wrote this now
If you are reading this during a calm week in markets, thank you. That is exactly when it should be 
read.

Almost everything we know about how people behave badly during a market fall comes from 
watching people who had no plan when the fall began. And the reason they had no plan is simple: 
it is very hard to think clearly about a market fall while the market is falling. Adrenalin, headlines and 
a balance that changes by the hour do not make for wise decisions.

The purpose of this guide is to set out a plan now, while nothing is happening, so that when 
something does happen you have already thought about it.

There has always been a reason to wait
Think back over the past few years and ask yourself how many perfectly sensible reasons there 
were to stay in cash and wait for a better moment.

Every one of these was a headline that told  
you to wait
•	 A global pandemic and the fastest market fall in modern history

•	 Russia’s invasion of Ukraine, and a European energy crisis

•	 Inflation at levels not seen in three decades

•	 The sharpest interest rate tightening cycle in a generation

•	 Conflict across the Middle East and the risk to oil supply

•	 US and China trade tensions, export controls and tariffs

•	 Regional banking failures in the United States

•	 Persistent warnings that technology valuations had become a bubble

Each of those was a genuine risk, seriously argued by intelligent people, and each felt like a good 
reason to sit on the sidelines until things settled down. Things never settled down, because they 
never do. There is always something.

The investor waiting for a clear run has been waiting a very long time, and has spent that time in 
cash while the market did what it has always done over long periods.

Because something will happen again. Markets fall. They have always fallen and they will continue 
to. If you are retired or approaching retirement, you will see several falls of varying severity over the 
next thirty years. Reading this now means the next one will not be the first you have thought about.

This guide does three things
•	 Explains what actually happens during a fall, including the parts that surprise people

•	 Sets out how we work with clients when markets fall, so you know what good support looks like

•	 Gives you the things to do, and not do, when it happens

We have kept it short deliberately. There is not a great deal to remember, and that is the point.
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1.

Falls come in three broad shapes, and knowing which one you are in changes how much attention it 
deserves. The figures below come from Betashares research into the post-war record of the S&P 500, 
covering 70 years of daily drawdowns.

Most pullbacks are small and constant

Of 589 pullbacks over that period, 523 of them, or 89 per cent, were declines of less than 5 per cent. 
The market has spent around 40 per cent of the time somewhere in a 0 to 5 per cent drawdown. On 
average these arrive every six weeks and last about a week.

7.4% share of trading days over 70 years on which the market closed at a record high.

That figure is worth sitting with. More than nine days in ten, the market is below its previous peak. 
Being down from the high is not the exception. It is the ordinary condition of investing.

Corrections: falls of 10 to 20 per cent

A decline of at least 10 per cent has occurred on average every three years. Corrections average a 
13.5 per cent decline, take around 4.3 months to reach the bottom, and recover in about 3.1 months.

Bear markets: falls of more than 20 per cent

Once a market is down 10 per cent, the odds of it going further do not fall away as quickly as you 
would hope. Of the 24 declines of at least 10 per cent, 13 stopped short of 20 per cent and 11 went past 
it. Bear markets have arrived roughly every 6.5 years, last a little over a year, and typically take about 
twice that again to recover.

What separates one from the other

Largely, recession. Seven of the 11 post-war bear markets coincided with a US recession. Where no 
recession develops, only about 26 per cent of corrections go on to become bear markets. Where one 
does, that rises to 77 per cent.

For Australian investors there is a further wrinkle. Since the early 1970s, the Australian market has 
usually suffered a decline of more than 20 per cent whenever the US has entered a bear market. 
Sometimes we fare worse, sometimes better. In 2022 our market fell 15 per cent against 25 per cent 
for the S&P 500, which was the notable exception rather than the rule.

Three things that surprise people

The fall itself is rarely the biggest surprise. What catches people out is everything around it.

What you should expect

•	 The news gets much louder as the fall gets worse. A rising market is background noise; a falling 
one is breaking news with red graphics. Your exposure to alarming coverage multiplies at 
precisely the moment it deserves less of your attention

•	 Everyone around you sounds worried. Friends, neighbours, golf partners. When markets fall, 
everyone becomes a market expert, and the sense that clever people are getting out is one of 
the most reliable drivers of bad retirement decisions

•	 You will want to do something. Watching a balance fall triggers the same physiology as watching 
a physical threat approach, and the urge to act will be far stronger than you expect

Recognising that urge, and pausing before acting on it, is the single most important skill in retirement 
investing.

What actually happens during a fall
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2.

The logic sounds reasonable. Markets look expensive, a fall is overdue, so hold the cash and buy in 
once it happens. The problem is that it asks you to be right twice, and almost nobody is.

You have to be right about when to step out, and right again about when to step back in. Miss either 
and you are worse off than if you had simply stayed invested. And the second call is much harder 
than the first, because it has to be made at the exact moment the news is worst and every instinct is 
telling you to wait a little longer.

What it costs to miss a handful of days

This is where the arithmetic becomes uncomfortable. Long-run returns are not spread evenly across 
the years. A disproportionate share arrives on a very small number of days, and those days are 
almost impossible to attend if you are sitting in cash.

JP Morgan examined the twenty years from January 1999 to December 2018, a period covering the 
dot-com collapse, the September 11 attacks, the global financial crisis and the recovery that followed. 
A $10,000 investment in the S&P 500 behaved as follows.

Growth of $10,000 over twenty years

•	 Fully invested throughout: $29,845, or 5.62 per cent a year

•	 Missing the 10 best days: $14,895, or 2.01 per cent a year

•	 Missing the 20 best days: $9,359, or minus 0.33 per cent a year

•	 Missing the 30 best days: $6,213, or minus 2.35 per cent a year

Half the share of the twenty year return given up by missing just ten days out of roughly five 
thousand.

Miss twenty days out of twenty years and a positive return becomes a negative one. Miss thirty and 
you finish with less than two thirds of what you started with, in nominal terms, before inflation is even 
considered.

And this is the part that matters

You might reasonably object that avoiding the worst days would help just as much as missing the 
best days hurts. That is true, and it is precisely the problem.

The best days and the worst days are not scattered randomly across the decades. They cluster 
together, in the middle of the most frightening periods. Some of the largest single-day gains in 
market history occurred within weeks of the largest single-day falls, in the depths of 2008 and again 
in March 2020.

Which means you cannot sidestep the worst days without putting yourself out of the market for the 
best ones. They arrive in the same fortnight, and nobody rings a bell to tell you which is which.

The other problem with waiting

Markets have looked expensive for most of the past decade. Someone who moved to cash 
on valuation grounds in that period spent years watching from the sidelines, and when the fall 
eventually came it often came from a level well above where they got out.

A correction that arrives after a long rise can still leave you behind where you would have been had 
you stayed in the whole time. Being right about the fall is not the same as being better off.

None of which means valuations do not matter. It means the response to an expensive market is to 
build a portfolio that can absorb a fall, not to try to sidestep one.

Waiting for the correction does not work
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3.

When a client rings during a bad week, what I say is largely determined by decisions we made when 
nothing was happening. That is the uncomfortable truth about downturns: the useful work is all front-
loaded.

We are wary of concentration

The most common problem we see in a new client’s portfolio is not that it holds bad assets. It is that 
it holds four banks, a couple of miners and a large holding in whatever they worked for. That portfolio 
does not have a diversification problem in name. It has one in substance.

Naive diversification is not diversification

Owning many things is not the same as owning different things. If everything you hold rises and 
falls together, you have added complexity without adding resilience. There is a name for this in the 
industry, and it is di-worsification.

We do not think three global ETFs is a diversified portfolioI. It is one bet, expressed three ways, and in a 
serious global sell-off it behaves like one bet.

The levers most people forget

•	 Geographic: where the underlying earnings actually come from

•	 Asset class: shares, property, infrastructure, fixed income, alternatives

•	 Economic: what conditions each holding needs in order to do well

•	 Active versus passive: index exposure is not automatically the safer choice

•	 Size: large caps and small caps behave very differently under stress

•	 Income: how much of your return arrives as cash rather than paper gains

Most people, when comparing investments, think about one thing only, and that is cost. Cost matters. 
It is simply not the only lever, and in a falling market it is rarely the one that saves you.

Most of the answer was built years earlier
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4.

There is a conversation we have with clients in the good years that is, in its way, harder than the one 
we have in the bad years.

Alternatives will lag, and that is the point

We hold assets that behave differently from shares. Their job is to not fall when everything else does. 
The cost of that job is that they do not keep up when everything else is rising.

So every few years, a client asks why we are still holding the thing that has gone nowhere while the 
share market has run hard. The honest answer is that this is precisely when you want to own it, and 
precisely when you must not sell it.

Please do not ask us to sell the lagging assets because they are lagging. That is where a meaningful 
share of your long-term return comes from, and it only shows up when you need it.

Fixed income, even when cash looks better

There are periods where cash rates sit close to bond yields and holding fixed income looks pointless. 
Why take the duration risk for the same return?

Because if the correction is bad enough, rates get cut. That is when fixed income does its work: as the 
cutting cycle begins, the capital value of those holdings rises at the precise moment your shares are 
falling. Cash simply pays you a lower rate and stays flat.

Owning fixed income when it looks unnecessary is the cost of owning it when it becomes essential.

The assets that will annoy you in the good 
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5.

A large part of what makes a fall manageable is not being left to wonder what is happening or who 
is watching. What follows is how we handle it with our own clients. If you work with another adviser, it 
is a reasonable description of what good support looks like, and a fair thing to expect of them.

The first few days

We usually do not contact clients individually. A single day’s fall of three or five per cent is not, by itself, 
a reason for a communication cycle. If an adviser wrote to you every time the market moved, the 
writing would stop meaning anything.

The first week of a sustained fall

We publish commentary through The Golden Times and the Wattle Daily Market Update, explaining 
what we think is happening, what we are doing, and why. Usually what we are doing is nothing, and 
we say so plainly. Both are public, so you are welcome to read them whether or not you are a client.

The first two to three weeks of a significant fall

We call clients individually, and usually by phone rather than email. The purpose of that call is not to 
explain the strategy again. It is to hear how someone is feeling and to answer whatever they want  
to ask.

Through the fall

Quarterly reviews continue as scheduled. We rebalance where the fall has pulled an allocation 
meaningfully off target. We do not typically make major strategic changes, because the portfolio 
was built for exactly these conditions.

As the recovery begins

We stay disciplined. Recoveries can be as abrupt as the falls, and being invested through the 
recovery matters at least as much as being invested through the fall. This is the point at which 
anyone who moved to cash discovers what that decision actually cost.

The most important thing is that nobody panics. Where a plan is doing its job, income continues to 
be paid from cash reserves, dividends and the income within the portfolio, regardless of what growth 
assets are doing on any given day.

If you do not have an adviser

Then the questions in this guide are ones to put to yourself in advance, and the checklist at the end 
is worth keeping somewhere you will find it. The single most useful thing you can do is decide, now, 
what you would do in a 20 per cent fall, and write it down while you are calm.

What we do when markets fall
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6.

When markets fall, the impulse is to protect what is left. It feels like risk management. It is usually the 
single most expensive decision in an investing lifetime.

A fall on paper is not a loss. Selling is what converts it into one.

The arithmetic is worth knowing

Recovering from a fall takes a bigger gain than the fall itself, and the gap widens fast as the fall 
deepens.

25% The gain needed to recover from a 20 per cent fall

100% The gain needed to recover from a 50 per cent fall

A 20 per cent fall requires a 25 per cent recovery to get back to where you started. A 50 per cent fall 
requires 100 per cent. If you sell partway down and then buy back higher, you have locked in the fall 
and given away part of the recovery as well.

This is why the instruction is so blunt. Not because selling always ends badly, but because the cost of 
getting it wrong is asymmetric, and the moment you feel most compelled to do it is the moment you 
are least equipped to judge.

If you are considering selling, switching funds, or making any significant change, wait 48 hours. If it still 
feels right after 48 hours, talk it through with your adviser before you act. Almost every poor decision 
we have watched a family make was made quickly. Almost every good one was made slowly.

7.

Not selling is only realistic if you do not have to sell. That is what the cash and fixed income buffer is 
for, and in a downturn it gets used in a particular order.

First, keep paying the pension

Your income does not stop because markets have fallen. The buffer exists so that your pension 
payments continue without touching a single share at a depressed price. This is the whole reason we 
build the plan the way we do: so that a bad year is an inconvenience rather than a forced sale.

Then, go shopping

Once income is secure, the buffer becomes an opportunity. This is when we deploy into the assets 
that have fallen, which usually means equities.

If you are moving from cash into shares that have already fallen, it is all upside. You are not 
crystallising anything. You are buying the same assets you already believed in, at a lower price, with 
money that was set aside for exactly this.

And the alternatives earn their keep

The holdings that lagged through the good years are now the ones that have held their value. This is 
the point at which they can be sold, or used to fund other opportunities, without doing any damage. 
They did their job, and now we use the result.

The first rule is do not sell

Use the buffer, and use it in order
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8.

Do not sell one fallen asset to buy another

This one catches people out because it feels like action. If both assets have fallen by a similar 
amount, switching between them leaves you in the same position, minus the costs. You have not 
improved anything. You have simply given yourself the feeling of having done something.

Dollar cost averaging becomes dollar cost ravaging

Drip-feeding money into a falling market is a sound strategy. Drip-feeding money out of one is the 
opposite, and it is what regular withdrawals do if there is no buffer to draw on instead.

Selling a fixed dollar amount every month into a falling market means selling more units each time, 
at worse prices, permanently reducing the base that has to recover. This is the mechanism behind 
sequencing risk, and it is the reason the buffer matters more in retirement than at any other point in 
your life.

Rebalance the things that matter

A serious fall will pull your allocation away from where it should be, and correcting that is worthwhile. 
But rebalancing a holding that has drifted by a percentage point or two is noise. It costs money, it 
triggers tax events, and it achieves nothing. Act on the changes that are material and leave the rest 
alone.

Ignore the headlines

Financial media has to fill every day, including the ones where nothing has happened. During 
a correction it will offer you an unbroken stream of reasons to be frightened, none of which are 
calibrated to your plan, your timeframe or your income needs.

Do not watch the balance

Checking your portfolio during a fall is like refreshing the weather app during a storm. It does not 
change the weather and it makes you feel worse. Most of our long-standing clients look quarterly. 
Very few look during a fall, and the ones who do report the most anxiety and the least satisfaction 
with the strategy.

Do not compare your portfolio to the headlines

During a fall, headlines report the worst-performing index, the largest single-day drop and the most 
alarming forecast available. Your portfolio is not the market. It is a diversified mix built with income 
and growth in mind, and it will behave differently, usually better than the worst headline suggests.

What not to do while you wait
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9.

One thing worth saying plainly, because the recent past has taught people the wrong lesson.

Markets do not always recover faster each time. Several of the sharp falls of recent years were 
followed by unusually quick rebounds, and that has left many investors expecting a V-shape as a 
matter of course. Historically, that is not the norm. Full recovery has often taken years rather than 
months.

Opportunities arrive, but not on day one

The best opportunities in a downturn rarely appear at the start. They appear once the initial panic 
has passed and the market begins to distinguish between businesses that were genuinely damaged 
and businesses that were simply sold. Being patient with the buffer is as important as having one.

Income does more of the work than you would think

In a flat or falling market, the return you actually receive comes disproportionately from income 
rather than growth. Dividends, distributions and interest keep arriving while prices go sideways, and 
over a long recovery they compound into a substantial share of the total return.

This is another reason we care about how a portfolio is built rather than just what it holds. A portfolio 
designed to produce income gives you something to live on and something to reinvest, precisely 
when capital growth is not available.

10.

This is the sentence we want to be able to say to you when markets fall, and it is the whole purpose 
of everything described in this guide.

Not that we predicted it. Nobody predicts these things with any reliability, and we do not pretend 
to. But that the portfolio was built on the assumption that it would happen, at some point, without 
warning, and that your income was never dependent on markets being calm.

What being ready actually looks like

•	 Enough cash and fixed income to fund your pension payments without selling anything

•	 Genuine diversification across geography, asset class, economic exposure and size

•	 Holdings that behave differently from shares, retained through the years they lagged

•	 A plan that already assumed a serious fall, so the fall does not require a new plan

•	 A clear order of operations, so nobody is making decisions under pressure

If all of that is in place, a correction is an event to be managed and, eventually, used. If it is not, a 
correction is an emergency. The difference between those two experiences is decided long before 
the market does anything at all.

Recovery does not run to a schedule

We were ready for this
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11.

Worth printing and keeping somewhere you will actually find it, so it is there when the moment 
arrives.

Days one to three

•	 Do not do anything

•	 Do not sell

•	 Do not check the balance more than once

•	 Do read the commentary from your adviser, and ours through The Golden Times or Wattle’s Daily 
Market Update

•	 Do write down any specific worry you have, because you will want it for the conversation later

Weeks one and two

•	 Talk to your adviser if you want to, which is what they are there for

•	 Continue with normal cash flow, because your pension payments should not depend on the 
market

•	 If you have travel or a large expense planned, ask whether the timing needs to shift. Usually it 
does not

•	 Try not to consume news beyond the commentary you trust

Beyond week two

•	 Wait for the next scheduled review

•	 Do not make strategic changes without a full conversation with your adviser

•	 Remember that recoveries begin while the news is still bad

•	 Trust the process, if the portfolio was built for exactly this

When the recovery arrives

•	 Do not congratulate yourself for staying invested, or admonish yourself if you did not. The point is 
discipline through the next one

•	 Reflect on what you learned about your own response to the fall

•	 Ask, at the next review, whether the growth allocation still suits your temperament

The checklist
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The bottom line
You will be okay.

We know that is an unusual thing to write in a financial document. But it is what we say to families 
more often than anything else during a fall, and it is what we would like you to remember.

A portfolio built for this will keep paying your income. The strategy is designed to work over decades 
rather than weeks. Every market fall in history has been followed by a recovery, and the biggest risk 
to your retirement was never the fall itself. It was what you might do in the fortnight afterwards.

If you can stay calm, stay invested and stay in conversation with someone who knows your plan, 
you will be okay.

Sources: Betashares, A post-war history of stock market corrections, drawing on LSEG Datastream. 
JP Morgan Asset Management, growth of $10,000 in the S&P 500, January 1999 to December 2018. 
Past performance is not a reliable indicator of future performance.
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Let us guide you on your retirement journey 

Drew (on the left) and Jamie  
(on the right) have been 
advising and educating  
self-funded Australian  
retirees for two decades now.  

We work exclusively with self-funded retirees and pre-retirees. The simplest way to begin is our short 
questionnaire. It takes a few minutes, there is no cost, and it gives us the context to tell you something 
useful rather than something generic.

Ready to optimise your tax position before retirement? Contact Wattle today

This guide has been prepared by Wattle Partners Pty Ltd ABN 89 145 903 840, Australian Financial 
Services Licence 383169.

It contains general information only and does not take into account your objectives, financial 
situation or needs. Everyone’s situation is different, and what works for one person may not work 
for another. Before acting on anything in this guide, consider whether it is appropriate for your 
circumstances and seek advice from a licensed financial adviser.

Contact us Melbourne 
Level 4, 125 Flinders Lane 
Melbourne, VIC 3000

GPO Box, 2031 
Melbourne, VIC 3000

Sydney 
Level 3, 63 York Street 
Sydney, NSW 2001

T: +61 3 8414 2901
E: adviser@wattlepartners.com.au 
W: wattlepartners.com.au

https://start.wattlepartners.com.au/
tel:+61384142901
mailto:adviser%40wattlepartners.com.au?subject=
mailto:https://www.wattlepartners.com.au/?subject=

