
WHAT DO YOU KNOW ABOUT MARKET VOLATILITY?
Stocks have a high risk and high return potential among 
traditional investments. However, few people choose to invest 
all of their savings in stocks. Sometimes the stock market is 
like a rollercoaster, with ups and downs, and twists and turns.  
Because of this volatility, many investors find participating in 
the market to be quite unnerving.

Studies in behavioral economics have found that, when it 
comes to the human brain, losses are twice as powerful as 
gains. As a result people avoid risk so they can reduce the 
potential for loss. Unfortunately, the mere act of avoiding risk 
may result in more loss than expected. For example, investors 
who hold cash to avoid losses in the stock market may 
inadvertently expose themselves to inflation risk which could 
cause them to run out of money in retirement. [1]

It’s important to remember that market volatility can create 
opportunities for investors. For instance, during market 
downturns, they may have chances to buy shares of attractive 
companies at discounted prices.

See what you know about market volatility by taking this quiz.

1. The ups and downs of the stock market make many investors uncomfortable, 
but volatility is not unusual. For example, a move of 1% or more, up or down, 
happens relatively often. Every year since 1928, the Standard & Poor’s 500 Index 
has experienced a 1% (or greater) move on how many days, on average?
a. 4 days
b. 21days
c. 62 days
d. 97 days.

2. What causes stock markets to move higher or lower?
a. Company or economic growth 
b. Geopolitical issues
c. Investor sentiment
d. All of the above

3. Which of the following statements are true about market corrections?
a. A correction is a decline of 10% or more from a previous peak.
b. A correction is a decline of 20% or more from a previous peak.
c. Corrections can be healthy when they reset inflated valuations.
d. B and C
e. A and C
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4. Which famous investor said this: “The time to sell is before the crash, not after. 
Instead, study your portfolio. If you didn’t own these stocks now, would you 
buy them after the market crash? Chances are you would. So the only reason 
to sell them now is to buy other, more attractive stocks. If you can’t find more 
attractive stocks, hold on to what you have.”
a. Warren Buffett
b. Sir John Templeton
c. Benjamin Graham
d. Peter Lynch

5. How can the effects of stock market volatility on a portfolio be limited?
a. By timing the market
b. Through passive investing
c. Through asset allocation and investment diversification
d. By avoiding stocks

If market volatility is making you anxious, give us a call. We can discuss your concerns and decide whether any changes need 
to be made.
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