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What can a financial advisor do for me?
There is no doubt that 2020 tested all of us in many ways. For one thing, it was a volatile year in the 
markets. First, U.S. stocks touched new highs, then fell sharply in March when the global spread of 
the COVID-19 virus forced lockdowns and a halt to most economic sectors. The markets recovered 
strongly in the final months on positive vaccine news. For another, our lifestyles changed. Many of 
us had to switch to a virtual environment seemingly overnight, affecting a wide array of activities: 
work, school, shopping, celebrations. 

Through it all, many of us may have found our priorities and outlooks have changed. 

That’s why we think it is the perfect time for you to consider the value you receive when you work 
with an advisor.

Given the volatility seen in 2020, we believe that even if all your advisor did was help you stick to 
your investment plan, you likely received more value that the fee you paid. But most advisors do so 
much more—they may actively rebalance your portfolio, provide customized service, make sure your 
portfolio aligns with your desired outcomes, and help you maximize your after-tax returns.

All of those elements are captured in our simple and handy formula that can help you understand 
the value of working with an advisor.

A Active rebalancing of 
investment portfolios

= Value of an advisor

+

B Behavioral coaching

+

C Customized client 
experience & planning

+

P Product alignment

+

T Tax-smart planning  
& investing
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A is for Active rebalancing of investment portfolios

Why is rebalancing important? Because it essentially works to keep the mix of investments 
in your portfolio in line with your desired risk and return profile. Through rebalancing, 
investments that have risen in price are sold while assets that are lagging are added. But 
not only does rebalancing fulfill that basic investing tenet of “buy low and sell high,” it 
can also smooth out your returns—potentially helping you sleep better at night even when 
markets are volatile.

We believe many investors do not rebalance on their own, mainly because:

1. It’s easy to forget to do it. Just like we know how important it is to change the batteries 
in our smoke alarms twice a year, sometimes what we have to do day to day takes 
priority over the other things we need to do, like rebalancing.

2. It goes against our human nature to buy low and sell high. When it comes to your 
portfolio, it means buying more of what’s been underperforming and selling what’s 
been doing well. That runs counter to our instinct to do more of what brings us pleasure 
and avoid what creates pain. Rebalancing not only takes time and effort to do, it also 
takes discipline. Your advisor can help deliver that discipline and help position your 
portfolio for potential long-term success.

For example, if you had started out with a balanced portfolio of 60% stocks and 40% 
bonds in January 2009 and it had not been actively rebalanced since then, by the end 
of 2020 the risk profile of the portfolio would have looked very different. That original 
balanced portfolio would have become a growth portfolio, with 80% invested in stocks 
and only 20% in bonds. That would have made your portfolio far more vulnerable if equity 
markets suddenly reversed, as we saw in early 2020.

When balanced becomes the new growth
The potential result of an un-rebalanced portfolio
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5%

11%

7% 17%

36%

Source: Hypothetical analysis provided in the chart & table above is for illustrative purposes only. Not intended to represent any actual investment. 
Source for both chart & table: U.S. Large Cap Growth: Russell 1000 Growth Index, U.S. Large Cap Value: Russell 1000 Value Index, U.S. Small Cap: 
Russell 2000® Index, International Developed Equities: MSCI World ex USA Index, Emerging Markets Equity: MSCI Emerging Markets Index; Global 
Real Estate: FTSE EPRA NAREIT Developed Index, and Fixed Income: Bloomberg Barclays U.S. Aggregate Bond Index.
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Active rebalancing can not only ensure you are selling positions that have outperformed 
(sell high!) and reallocating cash to underperformers (buy low!), it can help reduce the 
volatility in your portfolio. And let’s face it—it’s a lot easier to stick to your plan when your 
investments aren’t fluctuating wildly.

In summary, active rebalancing can help you capture gains, reduce volatility and keep your 
asset allocation within the range you initially determined would give you the outcome you 
desire based on your goals, circumstances and preferences.

B is for Behavioral coaching

There is no question that 2020 was a wild ride. Many investors fled for the exit in mid-
March when the S&P 500® Index registered the largest weekly decline since 2008. That’s 
not surprising. After all, we're only human.

As humans, we often let our emotions influence our decision-making. While that is perfectly 
reasonable in most aspects of life, it can be detrimental to our financial well-being when we 
succumb to our “fight or flight” responses in the face of market volatility. 

To be a successful investor, it’s important to be objective and disciplined when making 
investment decisions. This means making sure decisions align with your long-term goals. 
This is where working with an advisor can be helpful. Their role is to keep you on track 
with your chosen plan so that you have the best chance to reach your financial goals.

Investors who stuck to their plans in March 2020 would have likely recovered all the ground 
lost—and potentially even reported a gain—by the end of the year.

Source: Timeline of Events Related to the COVID-19 Pandemic: https://fraser.stlouisfed.org/timeline/covid-19-pandemic. Morningstar Direct. US 
Stocks = 500 Index; U.S. Bonds = Bloomberg Barclays U.S. Aggregate Bond Index. Index returns represent past performance, are not a guarantee of 
future performance, and are not indicative of any specific investment. Indexes are unmanagedand cannot be invested in directly.
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Without an advisor’s guidance, many investors could have sold low in March—in fact, 
$335.6 billion was pulled out of U.S. stocks in that month1—and perhaps have had to buy 
high as the markets steadily recovered throughout the end of the year. Or they would have 
been forced to remain in cash until a better entry point appeared—which is risky and quite 
difficult to do without a crystal ball. Sticking to the original investment plan can often be 
the better choice. 

As the following graph shows, missing out on even a few days of good performance can eat 
into your portfolio’s returns. And how do you know which days those will be? That’s the 
catch—you don’t. Markets can be unpredictable. But their long-term trend has been up. In 
fact, the S&P 500 Index has finished the year in positive territory 74% of the time since its 
inception in 19262. Those are pretty good odds.

Source: Morningstar. In USD. Returns based on S&P 500 Index, for 10-year period ending December 31, 2020. For illustrative purposes only. Index 
returns represent past performance, are not a guarantee of future performance, and are not indicative of any specific investment. Indexes are 
unmanaged and cannot be invested in directly.

Initial 
$100k 
Investment

$366,996

$201,576

$141,327
$107,247

$84,594

Invested all days Missed best 10 days Missed 20 best days Missed 30 best days Missed 40 best days

The investment impact of missing best market days
10 years ending December 31, 2020

1 Source: Russell Investments, Morningstar Direct. Based on monthly mutual fund, passive ETF flows, Russell 3000 Index
2 Source: Russell Investments, represented by the S&P 500 Index from 1926-2020

C is for Customized client experience & planning

Robo-advisors are automated platforms that provide basic investment management. They 
generally don’t provide a financial plan, ongoing service, or the guidance that you could 
get from a trusted advisor. Although their fees are quite low, in most cases you just have 
the option of choosing from a pre-selected list of funds, an annual statement, and a phone 
number to call in case of questions. We all know what it’s like to call into an automated 
phone system that gives us a choice of which button to push depending on the question we 
have. Think about being in that seemingly endless cycle of telephone tag when you have 
concerns about the markets and what could be happening to your hard-earned money.

Your advisor, on the other hand, has discussed your goals, circumstances, and preferences 
with you. They consider those elements when they determine your investment plan, and 
they can use them as a framework to respond to your specific concerns when markets are 
volatile. We believe there is great value in that.
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Recent research3 has shown that investors are more willing to work with advisors who have 
a deep understanding of their individual circumstances and financial goals. We believe 
this is where human advisors have the edge over robo-advisors. Like most investors, your 
life is likely to become more complex over time. You may get married, buy a home, raise 
children, save for your children’s educations, care for elderly parents, and prepare for 
retirement or manage your finances during retirement.

Families are reassessing priorities now more than ever, prompting questions every day that 
require a deeper discussion of options, potential outcomes, and financial impact.  

• Who would care for and make decisions about my family and my wellbeing if I couldn’t?

• Am I prepared if I find myself unemployed later in life—ahead of when I expected?

• How have my views about my lifestyle changed because of events over the past year?

• What are the things that are most important to me and my family and what should I 
share with my advisor to receive the best advice that I can?

Having a wise, human advisor guide you through these life-defining moments can bring 
tremendous value.

P is for Product alignment with goals

Since you have a unique set of goals, circumstances, and preferences, it stands to reason 
you will require a distinct mix of investment products. Some investors choose to go it 
alone, and that’s okay, but it takes commitment, a commitment of time and commitment to 
gain the required knowledge and expertise to choose the right investments for you.

3Survey “How can advisors better communicate with their clients”, December 2019 by YCharts. Total sample size represented 650 individuals
across the U.S. https://go.ycharts.com/hubfs/YCharts_Client_Communications_Survey.pdf, Accessed Feb 3, 2021.
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But there are so many choices. With over 7,200 distinct open-ended mutual funds, over 3,400 
stocks, tens of thousands of active bonds and many other investment choices, it becomes nearly 
impossible to manage it all effectively, by yourself.

Understanding what decisions must be made in good markets and bad can become daunting, 
much less trying to manage personal behavioral reactions and biases toward investing. All of 
this is a lot to consider while at the same time, trying to create the right asset allocation and the 
right balance of risk for you and your future.

Your advisor helps to distill all that information and narrow it down to the things that work for 
you. With maturity comes complexity and having someone to work through the decisions with 
you along your life’s journey is incredibly valuable.

Hypothetical scenario for illustrative purposes only.

T is for Tax-smart planning & investing 

Paying taxes on hard-earned income—including investment income—is never a pleasant 
task. Especially if that tax bill could have been minimized by selecting investments that 
actively optimize to maximize your after-tax return. Because what matters most is not what 
you make; it’s what you get to keep.
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Helping you keep more of what you earn
Hypothetical growth of $500,000 over 10 years at 7.5% per year

This example does not reflect the deduction of state or federal income taxes. If it had, returns would have been lower.
This is a hypothetical illustration and not meant to represent an actual investment strategy. Taxes may be due at some point in the future 
and tax rates may be different when they are. Investing involves risk and you may incur a profit or loss regardless of strategy selected.

   

0 1 2 3 4 5 6 7 8 9 10 YEARS

Initial
investment:
$500,000 

 

$875,000      1.74% tax drag

$980,000      0.54% tax drag

$1,031,000   No tax drag$1,031,000

$980,000

The value of T = $105,000

10-year hypothetical
impact of taxes, assumed
annual return: 7.5%

$875,000

Ending wealth di�erence 
in 10 years = $156,000

4 Methodology for Universe Construction on Tax Drag chart: From Morningstar, extract U.S. equity and fixed income mutual fund and ETF’s 
for reported period. Averages calculated on a given category. For example, average after-tax return for the large cap category reflects a simple 
arithmetic average of the returns for all funds that were assigned to the large cap category as of the end date run. For funds with multiple share 
classes, each share class is counted as a separate “fund” for the purpose of creating category averages. Morningstar category averages include 
every type of share class available in Morningstar’s database. Large Cap/Small Cap/Municipal Bond determines based upon Morningstar Category. If 
fund is indicated Morningstar as passive or an ETF, the fund is considered to be passively managed. Otherwise, the fund is considered to be actively 
managed. Tax Drag: Pre-tax return less after-tax return (pre-liquidation).

Investing in tax-managed solutions can reduce the tax drag to an average of 0.54% 
annually. That could add another $105,000 to the portfolio noted above. How would you 
feel about accumulating an additional $105,000 in your investments?

As we emerge from the global pandemic, the next issue we may have to face is how to 
pay for the historic government stimulus packages that kept the economy afloat in 2020. 
That stimulus added more than $3 trillion to our country’s total debt. With that in mind, 
it seems likely that taxes are only going to go up over time.

Your advisor can help you structure your investments so that you manage your taxes in 
the same way you manage your household budget—carefully and smartly.

Our research has shown that many investors unnecessarily lost an average of 1.74% of 
their return from non-tax managed U.S. equity products in each of the five years ending 
December 31, 2020—because of taxes.4 That was the difference in return between non-tax 
managed U.S. equity funds and tax-managed U.S. equity funds in that time period. For 
many investors, that return difference is larger than the total fee their advisor charges 
them. For those investors, working with an advisor who can help them make tax-smart 
investments can potentially more than pay for itself! 

More importantly, over time, that kind of tax drag can add up. For example, a $500,000 
investment that lost 1.74% annually to taxes would be worth only $875,000 in 10 years, 
assuming a 7.5% average annual return. But that same investment with no tax drag 
would be worth $1.03 million.
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The bottom line
This post-pandemic world could be the perfect time for you to consider the value of working with 
an advisor. Because that relationship may be one of your best investments.

Maybe you were lucky enough to work with an advisor who helped keep you invested throughout 
the market volatility in 2020. If so, then you probably already have received value above and 
beyond the fee you pay.

Then consider the value embedded in active rebalancing, a customized client experience, keeping 
your portfolio aligned with your specific goals, and the savings from a tax-managed approach, and 
it seems clear that there is substantial value in working with an advisor.
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To learn more, speak with your financial advisor.

IMPORTANT INFORMATION AND DISCLOSURES

Please remember that all investments carry 
some level of risk, including the potential loss 
of principal invested. They do not typically 
grow at an even rate of return and may 
experience negative growth. As with any type 
of portfolio structuring, attempting to reduce 
risk and increase return could, at certain times, 
unintentionally reduce returns.

Bloomberg Barclays U.S. Aggregate Bond 
Index: An index, with income reinvested, 
generally representative of intermediate-
term government bonds, investment grade 
corporate debt securities, and mortgage-
backed securities (specifically: Barclays 
Government/Corporate Bond Index, the Asset-
Backed Securities Index, and the Mortgage-
Backed Securities Index).

FTSE EPRA/NAREIT Developed Index: 
A global market capitalization weighted index 
composed of listed real estate securities in 
the North American, European and Asian real 
estate markets.

MSCI Emerging Markets Index: A float-
adjusted market capitalization index that 
consists of indices in 21 emerging economies: 
Brazil, Chile, China, Colombia, Czech Republic, 
Egypt, Hungary, India, Indonesia, Korea, 
Malaysia, Mexico, Morocco, Peru, Philippines, 
Poland, Russia, South Africa, Taiwan, Thailand, 
and Turkey.

S&P 500® Index: a free-float, weighted 
measurement stock market index of the 500 
large companies listed on stock exchanges in 
the United States.

The MSCI World ex U.S. Index tracks global 
stock market performance that includes 
developed and emerging markets but excludes 
the U.S.

The Russell 1000® Index measures the 
performance of the large-cap segment 

of the U.S. equity universe. It is a subset 
of the Russell 3000® Index and includes 
approximately 1,000 of the largest securities 
based on a combination of their market cap 
and current index membership.

The Russell 1000® Growth Index measures 
the performance of the large-cap growth 
segment of the U.S. equity universe. It includes 
those Russell 1000 companies with higher 
price-to-book ratios and higher forecasted 
growth values.

The Russell 1000® Value Index measures the 
performance of the large-cap value segment 
of the U.S. equity universe. It includes those 
Russell 1000 companies with lower price-to-
book ratios and lower expected growth values.

The Russell 2000® Index measures the 
performance of the small-cap segment of 
the U.S. equity universe. The Russell 2000 
Index is a subset of the Russell 3000® Index 
representing approximately 10% of the total 
market capitalization of that index. It includes 
approximately 2,000 of the smallest securities 
based on a combination of their market cap 
and current index membership.

The Russell 3000® Index measures the 
performance of the largest 3,000 U.S. 
companies representing approximately 98% of 
the investable U.S. equity market. 

Indexes are unmanaged and cannot be 
invested in directly. Returns represent past 
performance, are not a guarantee of future 
performance, and are not indicative of any 
specific investment.

Past performance does not guarantee future 
performance.

Nothing contained in this material is 
intended to constitute legal, tax, securities, or 
investment advice, nor an opinion regarding 

the appropriateness of any investment, 
nor a solicitation of any type. The general 
information contained in this publication 
should not be acted upon without obtaining 
specific legal, tax, and investment advice from 
a licensed professional.

Forecasting represents predictions of market 
prices and/or volume patterns utilizing varying 
analytical data. It is not representative of 
a projection of the stock market, or of any 
specific investment.

End investors should consult with their 
financial and tax advisors before investing.

Russell Investments’ ownership is composed 
of a majority stake held by funds managed by 
TA Associates with minority stakes held by 
funds managed by Reverence Capital Partners, 
Russell Investments’ management, and 
Hamilton Lane Incorporated.

Frank Russell Company is the owner of the 
Russell trademarks contained in this material 
and all trademark rights related to the Russell 
trademarks, which the members of the 
Russell Investments group of companies are 
permitted to use under license from Frank 
Russell Company. The members of the Russell 
Investments group of companies are not 
affiliated in any manner with Frank Russell 
Company or any entity operating under the 
“FTSE RUSSELL” brand.

Russell Investments Financial Services, LLC, 
member FINRA, part of Russell Investments.

Copyright © 2021 Russell Investments Group, 
LLC. All rights reserved.

First used: March 2020. Updated April 2021.

RIFIS-23863 (Exp. 5/24)
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The Market Cycle of Emotions

Most investors are aware of market cycles; and how you feel about the market often runs in cycles as well.
This chart identifi es how you may be feeling during different phases of the market cycle.

Source: Russell Investments.
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* Annualized return 
† Due to the limited history of the S&P Global Infrastructure index, a 10-year return ending 2010 and a 20-year return ending 2020 are not shown.

Balanced: 30% Russell 3000® Index; 35% Bloomberg Barclays U.S. Aggregate Bond Index; 20% MSCI EAFE Index; 5% MSCI Emerging Markets Index; 5% FTSE EPRA/NAREIT Developed Index; 5% Bloomberg Commodity Index.

Please note that this chart is based on past index performance and is not indicative of future results. Indexes are unmanaged and cannot be invested in directly. Index performance does not include fees and expenses an investor would normally incur when 
investing in a mutual fund. Diversification and strategic asset allocation do not assure profit or protect against loss in declining markets.

SEE REVERSE FOR SOURCE DATA.
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Copyright © 2021 Russell Investments Group, LLC. All rights reserved. 

Nothing contained in this material is intended to constitute legal, tax, securities or investment advice, nor an opinion regarding the appropriateness of any investment. The general information contained in this publication should not be acted upon 
without obtaining specific legal, tax and investment advice from a licensed professional.

Specific sector investing such as real estate can be subject to different and greater risks than more diversified investments. Declines in the value of real estate, economic conditions, property taxes, tax laws and interest rates all present potential 
risks to real estate investments. Fund investments in non-U.S. markets can involve risks of currency fluctuation, political and economic instability, different accounting standards and foreign taxation.

Non-U.S. markets entail different risks than those typically associated with U.S. markets, including currency fluctuations, political and economic instability, accounting changes, and foreign taxation. Securities may be less liquid and more volatile.

Although stocks have historically outperformed bonds, they also have historically been more volatile. Investors should carefully consider their ability to invest during volatile periods in the market.

Bond investors should carefully consider risks such as interest rate, credit, repurchase and reverse repurchase transaction risks. Greater risk, such as increased volatility, limited liquidity, prepayment, nonpayment and increased default risk, is inherent 
in portfolios that invest in high-yield (“junk”) bonds or mortgage-backed securities, especially mortgage-backed securities with exposure to sub-prime mortgages. 

Investments in infrastructure-related companies have greater exposure to the potential adverse economic, regulatory, political and other changes affecting such entities. Investment in infrastructure-related companies are subject to various risks 
including governmental regulations, high interest costs associated with capital construction programs, costs associated with compliance and changes in environmental regulation, economic slowdown and surplus capacity, competition from other 
providers of services and other factors. Investment in non-U.S. and emerging market securities is subject to the risk of currency fluctuations and to economic and political risks associated with such foreign countries.

Exposure to the commodities markets may subject the Fund to greater volatility than investments in traditional securities, particularly if the investments involve leverage. The value of commodity-linked derivative instruments may be affected by 
changes in overall market movements, commodity index volatility, changes in interest rates or sectors affecting a particular industry or commodity and international economic, political and regulatory developments. The use of leveraged commodity-
linked derivatives creates an opportunity for increased return, but also creates the possibility for a greater loss.

Investments in emerging or developing markets involve exposure to economic structures that are generally less diverse and mature, and to political systems which can be expected to have less stability than those of more developed countries. 
Securities may be less liquid and more volatile than U.S. and longer-established non-U.S. markets.

Russell Investments’ ownership is composed of a majority stake held by funds managed by TA Associates with minority stakes held by funds managed by Reverence Capital Partners and Russell Investments’ management.

Frank Russell Company is the owner of the Russell trademarks contained in this material and all trademark rights related to the Russell trademarks, which the members of the Russell Investments group of companies are permitted to use under license 
from Frank Russell Company. The members of the Russell Investments group of companies are not affiliated in any manner with Frank Russell Company or any entity operating under the “FTSE RUSSELL” brand. 

Russell Investments Financial Services, LLC, member FINRA, part of Russell Investments. 

First used July 2013. Updated February 2021. RIFIS-22168 (Exp. 11/21)   01-01-218 (02/21)

NON-U.S. EQUITY

MSCI EAFE Index

A free float-adjusted market capitalization index that is designed to measure the 
equity market performance of developed markets, excluding the U.S. and Canada.

GLOBAL EQUITY

MSCI World Index

A free float-adjusted market capitalization weighted index that is designed 
to measure the equity market performance of developed markets.

EMERGING MARKETS

MSCI Emerging Markets Index

A free float-adjusted market capitalization index that is designed 
to measure equity market performance of emerging markets.

GLOBAL REAL ESTATE

FTSE NAREIT All Equity Index (1/1/1995 - 2/18/2005)

Measures the performance of the commercial real estate space across the U.S. 
economy offering exposure to all investment and property sectors.

FTSE EPRA/NAREIT DEVELOPED INDEX (2/18/2005-12/31/2020)

A global market capitalization weighted index composed of listed real estate 
securities in the North American, European and Asian real estate markets.

GLOBAL HIGH YIELD

Bloomberg Barclays Global High Yield Index (1/1/1990 - 12/31/1997)

An index which provides a broad-based measure of the global high-yield fixed income markets. The Global High-Yield Index represents that 
union of the U.S. High-Yield, Pan-European High-Yield, U.S. Emerging Markets High-Yield, CMBS High-Yield, and Pan-European Emerging 
Markets High-Yield Indices.

BofAML Global High Yield TR Hdg Index (12/31/1997-12/31/2020)

USD, CAD, GBP and EUR denominated below investment grade corporate debt publicly issued in the major domestic or eurobond markets.

CASH

Bloomberg Barclays US Treasury Bill 1-3 Month Index

Includes all publicly issued zero-coupon U.S. Treasury Bills that 
have a remaining maturity of less than 3 months and more than 
1 month, are rated investment grade, and have $350 million 
or more of outstanding face value. In addition, the securities 
must be denominated in U.S. dollars and must be fixed rate and 
non-convertible.

INFRASTRUCTURE

S&P Global Infrastructure Index

Provides liquid and tradable exposure to 75 
companies from around the world that represent 
the listed infrastructure universe. To create 
diversified exposure across the global listed 
infrastructure market, the index has balanced 
weights across three distinct infrastructure 
clusters: Utilities, Transportation, and Energy.

U.S. BONDS

Bloomberg Barclays U.S. Aggregate Bond Index

An index, with income reinvested, generally 
representative of intermediate-term government 
bonds, investment grade corporate debt securities, 
and mortgage-backed securities (specifically: Barclays 
Government/Corporate Bond Index, the Asset-Backed 
Securities Index, and the Mortgage-Backed Securities 
Index).

U.S. EQUITY LARGE CAP

Russell 1000® Index

Measures the performance of the large-cap 
segment of the U.S. equity universe. It is a 
subset of the Russell 3000® Index and includes 
approximately 1000 of the largest securities 
based on a combination of their market cap and 
current index membership. The Russell 1000 
represents approximately 92% of the  
U.S. market.

Sources:
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Financial markets often go through phases of relative calm followed by abrupt and 
often unanticipated spikes in volatility. It is important for investors to understand that 
volatility is normal and beyond our control. However, we can control how we react.

Generally, the best reaction is no reaction at all. Pulling out of the market when it is volatile can lock in losses and 
could lead to missing out on any subsequent rally. Here are six good reasons why staying invested for the long term is 
almost always the best way to navigate market turmoil:

1. Market timing is difficult. 
Ask the most experienced investors, and many will tell you that drastic allocation shifts in an effort to time the ups and 
downs of the market is immensely challenging. 

As much as any investor would like to avoid market downturns and take advantage of rallies, to do so means getting 
out at the right time and knowing exactly when to get back in. Without a crystal ball, those are difficult calls to make 
with potentially adverse effects on your portfolio. Since no market cycle is the same, it isn't easy to anticipate market 
movements. All sorts of factors—politics, monetary policy, business activities (such as corporate mergers), and sudden 
international shocks (such as the global pandemic in 2020, the oil-price shock in the 1970s, and the tech bubble in the 
early 2000s)—can spark a market reaction.

If your timing isn't perfectly accurate, you could miss out on potential rallies, which are virtually impossible to predict. 
The chart below shows that missing even a few days of positive market activity can impact your portfolio.

Source: Morningstar. In USD. 
Returns based on S&P 500 
Index, for 10-year period 
ending December 31, 2020. 
For illustrative purposes 
only. Index returns represent 
past performance, are not a 
guarantee of future performance, 
and are not indicative of any 
specific investment. Indexes 
are unmanaged and cannot be 
invested in directly.

Not a Deposit. Not FDIC Insured. May Lose Value. Not Bank Guaranteed. 
Not Insured by any Federal Government Agency.

Initial 
$100k 
investment

RESILIENCE
Six good reasons 
to stay invested
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2. Selling during a correction is betting against the odds. 

History suggests that periods of sharp declines have often been followed by periods of some of the most favourable 
returns. Figure 1 shows the strong returns of U.S. markets during the 12- and 24-month periods following some of the 
sharpest declines of the past 40+ years. The strong historical tendency of markets to rebound provides some evidence 
that fear-induced dramatic alterations to asset allocation are unnecessary for investors who simply stay the course.

Figure 1: U.S. equities have bounced back from market shocks

S&P 500 Index returns after steep market declines

3. The likelihood of negative long-term returns for a balanced portfolio has historically been very low. 

Stocks have historically outperformed bonds when based on average rolling returns over one, three, five, 10 and 20 
years. Just as compelling is the traditional ability of a balanced portfolio to produce positive returns. Figure 2 shows 
that a global balanced portfolio of stocks and bonds has not produced a negative return over any five-year rolling 
period since 1980. The bottom line is that, although there are no guarantees that the future will resemble the past, 
history tends to favor long-term investors.

Figure 2: Diversified portfolio has done well in long term

% of time diversified 60/40 mix produced positive returns (Based on rolling returns, January 1980 - December 2020)

4. Volatility breeds opportunities. 

While economic uncertainty will always be a cause for investor anxiety, the resulting market 
volatility has historically offered active managers in equities and bonds the potential to 
better position portfolios for the longer term. Markets sometimes get over-exuberant and 
prices become excessive, but the opposite is also true. Short-term periods of crisis can push 
prices artificially low, creating excellent opportunities to buy. Russell Investments portfolio 

Source: eVestment Alliance, 
Russell Investments. Note: 
Diversified portfolio consists 
of 47% S&P 500 Index, 13% 
MSCI EAFE Index, and 40% 
Bloomberg Barclays U.S. 
Aggregate Bond Index. Based 
on respective rolling period. 
Indexes are unmanaged and 
cannot be invested in directly. 
Past performance is not 
indicative of future results.
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Indexes are unmanaged and cannot be invested in directly. Past performance is not indicative of future results.
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Figure 3: Rebalancing vs. Buy & Hold
Potential benefits of hypothetical rebalancing comparison of $500,000

6. Diversification can be most effective when markets are uncertain.

Over time, financial markets deal with numerous crises. To name a few over the last two decades, there was the 
technology bubble, a credit bubble, the U.S. subprime debt crisis, the sovereign debt crisis in the Eurozone, and the 
economic impact of the restrictive measures governments around the world have taken in early 2020, attempting to 
contain the spread of the novel coronavirus COVID-19.

One reason to hold a multi-asset portfolio is in part to spread the risk budget across multiple asset classes in order to 
mitigate market volatility. Having a robust strategic asset allocation with regular rebalancing can potentially enhance 
returns, but more importantly, manage volatility. However, from a multi-asset investors’ perspective, longer-term 
returns have been reasonable. For example, the hypothetical globally diversified asset allocation in Table 1 shows solid 
returns over the long term.

For illustrative purposes only. Not meant to 
represent any actual investment. Standard deviation 
is a statistical measure of the degree to which an 
individual value in a probability distribution tends to 
vary from the mean of the distribution. The greater 
the degree of dispersion,  the greater the risk.

Based on March 2005–December 2020. Source 
Portfolio: Diversified portfolio consists of 30% 
U.S. large cap, 5% U.S. small cap, 15% non-U.S. 
developed, 5% emerging markets, 5% REITs, 
and 40% fixed income. Returns are based on the 
following indices: U.S. large cap = Russell 1000 
Index; U.S. small cap = Russell 2000 Index; non-U.S. 
developed = MSCI EAFE Index; emerging markets 
= MSCI Emerging Markets Index; REITS = FTSE 
EPRA/NAREIT Developed Index; and fixed income = 
Bloomberg Barclays U.S. Aggregate Bond Index. Start 
date corresponds to index start dates (January 1988 is 
the inception of the MSCI Emerging Markets Index).

Table 1: Benefits of Diversification – Annualized Returns

INDEX ASSET CLASS ONE YEAR ENDING 
DECEMBER 31, 2020

FIVE YEARS ENDING 
DECEMBER 31, 2020

15 YEARS ENDING 
DECEMBER 31, 2020

Russell 1000 Index U.S. large cap 20.96% 15.60% 10.07%

Russell 2000 Index U.S. small cap 19.96% 13.26% 8.91%

MSCI EAFE Index Non-U.S. developed 7.82% 7.45% 4.48%

MSCI Emerging Markets Index Emerging markets 18.31% 12.81% 6.59%

FTSE EPRA/NAREIT Developed Index REITs -8.18% 4.72% 5.16%*

Bloomberg Barclays U.S. Aggregate Bond Index Fixed income 7.51% 4.44% 4.49%

Diversified Portfolio 11.97% 9.28% 7.15%

Note: Diversified portfolio consists of 30% U.S. large cap, 5% U.S. small cap, 15% non-U.S. developed, 5% emerging markets, 5% REITs, and 
40% fixed income. *The 15-year return of this index is a blended return using FTSE NAREIT Equity REITs TR USD Index through 2/17/2005 and 
FTSE EPRA/NAREIT Developed Index starting on 2/18/2005. Based on respective rolling period. Indexes are unmanaged and cannot be invested in 
directly. Past performance is not indicative of future results.

managers as well as the independent sub-advisors we hire, can take advantage of temporary mispricing in the market. 
By doing so, it’s possible to plant the seeds of potential long-term profits during periods of uncertainty.

5. Market volatility provides an opportunity to rebalance.

If a crisis creates an opportunity, then portfolio rebalancing is perhaps the best way to take advantage of that 
opportunity. When comparing assets within a portfolio, rebalancing means selling assets that have gained in value 
and buying assets that have fallen in value in order to maintain the overall strategic asset allocation of a diversified 
portfolio. During a market correction, this should result in buying more assets that have decreased in value—an 
essential part of the process of buying low and selling high. As Figure 3 highlights, an asset allocation that is 
systematically rebalanced has produced a modest return advantage, but more importantly, has managed risk over time. 
Systematic portfolio rebalancing is a crucial aspect of Russell Investments’ portfolio approach. In essence, it provides 
investors with increased exposure to opportunities that are likely to pay off in the long run.
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Where to go from here?
The emergence of the COVID-19 virus in early 2020 is a stark reminder of how quickly trends can shift. Global equity 
indexes had risen in a relatively steady path for more than 10 years until mid-February. Then, as governments began to 
shut down international trade, commerce and many industrial sectors in an attempt to contain the spread of the virus, 
markets retreated sharply. Many key indexes fell to levels not seen since the Global Financial Crisis in 2008. Despite 
fiscal and monetary stimulus plans to keep economies afloat, markets are likely to remain volatile until the containment 
measures begin to  be lifted. 

The extreme swings in financial markets in 2020 may make it hard to stay invested as we watch our portfolios gyrate. 
But as we have shown, volatility is a normal part of investing, market downturns are eventually followed by market 
rallies, and history has demonstrated that patient investors have been rewarded over the long term.

• Avoid the temptation to overreact to market movements.

•  Reduce risk through proper geographic and asset class diversification.

• Consider multi-asset investing for a more holistic approach geared towards return enhancement but with a natural 
focus on downside risks.

IMPORTANT INFORMATION

Please remember that all investments carry some level of risk, including 
the potential loss of principal invested. They do not typically grow at an 
even rate of return and may experience negative growth. As with any 
type of portfolio structuring, attempting to reduce risk and increase 
return could, at certain times, unintentionally reduce returns.

Diversification and strategic asset allocation do not assure profit or 
protect against loss in declining markets.

The Russell 1000 Index measures the performance of the large-cap 
segment of the U.S. equity universe. It is a subset of the Russell 3000® 
Index and includes approximately 1,000 of the largest securities based 
on a combination of their market cap and current index membership.

The Russell 2000 Index measures the performance of the small-cap 
segment of the U.S. equity universe. The Russell 2000 Index is a subset 
of the Russell 3000 Index representing approximately 10% of the total 
market capitalization of that index. It includes approximately 2,000 of 
the smallest securities based on a combination of their market cap and 
current index membership.

The MSCI EAFE Index is an equity index which captures large- and 
mid-cap representation across 21 developed markets countries around 
the world, excluding the U.S. and Canada. With 918 constituents, the 
index covers approximately 85% of the free float-adjusted market 
capitalization in each country. Countries include Australia, Austria, 
Belgium, Denmark, Finland, France, Germany, Hong Kong, Ireland, 
Israel, Italy, Japan, the Netherlands, New Zealand, Norway, Portugal, 
Singapore, Spain, Sweden, Switzerland and the U.K.

MSCI Emerging Markets Index: A float-adjusted market capitalization 
index that consists of indices in 21 emerging economies: Brazil, Chile, 
China, Colombia, Czech Republic, Egypt, Hungary, India, Indonesia, 
Korea, Malaysia, Mexico, Morocco, Peru, Philippines, Poland, Russia, 
South Africa, Taiwan, Thailand, and Turkey.

FTSE EPRA/NAREIT Developed Index: A global market capitalization 
weighted index composed of listed real estate securities in the North 
American, European and Asian real estate markets.

Bloomberg Barclays U.S. Aggregate Bond Index: An index, with 
income reinvested, generally representative of intermediate-term 

government bonds, investment grade corporate debt securities, and 
mortgage-backed securities (specifically: Barclays Government/
Corporate Bond Index, the Asset-Backed Securities Index, and the 
Mortgage-Backed Securities Index).

Indexes are unmanaged and cannot be invested in directly. Returns 
represent past performance, are not a guarantee of future performance, 
and are not indicative of any specific investment.

Unless otherwise stated all index data is sourced from ©eVestment 
Alliance, LLC. All rights reserved.

Past performance does not guarantee future performance.

Nothing contained in this material is intended to constitute legal, 
tax, securities, or investment advice, nor an opinion regarding the 
appropriateness of any investment, nor a solicitation of any type. The 
general information contained in this publication should not be acted 
upon without obtaining specific legal, tax, and investment advice from a 
licensed professional.

Russell Investments’ ownership is composed of a majority stake held 
by funds managed by TA Associates with minority stakes held by funds 
managed by Reverence Capital Partners and Russell Investments’ 
management.

Frank Russell Company is the owner of the Russell trademarks 
contained in this material and all trademark rights related to the Russell 
trademarks, which the members of the Russell Investments group 
of companies are permitted to use under license from Frank Russell 
Company. The members of the Russell Investments group of companies 
are not affiliated in any manner with Frank Russell Company or any 
entity operating under the “FTSE RUSSELL” brand.

Securities products and services offered through Russell Investments 
Financial Services, LLC, member FINRA, part of Russell Investments.

Copyright © 2021 Russell Investments Group, LLC. All rights reserved. 
This material is proprietary and may not be reproduced, transferred, or 
distributed in any form without prior written permission from Russell 
Investment Group. It is delivered on an “as is” basis without warranty.

First used: April 2020. Updated: January 2021.   RIFIS-22677 (Exp. 4/22)

To find out more, please ask your advisor or contact us at 800-787-7354 or visit us at 
russellinvestments.com.

russellinvestments.com
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Bull v. Bear Market
U.S. Equity

Sources: U.S. Equity — BNY Mellon, Refinitiv DataStream, Russell Investments, returns based on S&P 500® Index. Indexes are unmanaged and cannot be invested in directly.  Returns 
represent past performance, and are not a guarantee, and are not indicative or any special investment. As of December 2020.

January 1926 – December 2020
Bull Market
Bear Market
Neutral

Bull & Bear Facts

Average gain in bull markets:  +161% 
Average length of bull markets: 48 months

Average loss in bear markets: -36% 
Average length of bear markets: 15 months
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IMPORTANT INFORMATION

Commissions, trailing commissions, management fees and expenses all may be associated with mutual fund investments. Please read the prospectus before investing. Mutual funds are not 
guaranteed, their values change frequently and past performance may not be repeated.

Nothing contained in this material is intended to constitute legal, tax, securities or investment advice, nor an opinion regarding the appropriateness of any investment. The general information 
contained in this publication should not be acted upon without obtaining specific legal, tax and investment advice from a licensed professional.

Indexes are unmanaged and cannot be invested in directly. Past performance is not indicative of future results.

Please remember that all investments carry some level of risk, including the potential loss of principal invested. They do not typically grow at an even rate of return and may experience negative 
growth. As with any type of portfolio structuring, attempting to reduce risk and increase return could, at certain times, unintentionally reduce returns.

Russell Investments’ ownership is composed of a majority stake held by funds managed by TA Associates with minority stakes held by funds managed by Reverence Capital Partners, Russell 
Investments’ management, and Hamilton Lane Incorporated.

Frank Russell Company is the owner of the Russell trademarks contained in this material and all trademark rights related to the Russell trademarks, which the members of the Russell Investments 
group of companies are permitted to use under license from Frank Russell Company. The members of the Russell Investments group of companies are not affiliated in any manner with Frank Russell 
Company or any entity operating under the “FTSE RUSSELL” brand.

Copyright © 2021 Russell Investments Group, LLC. All rights reserved. This material is proprietary and may not be reproduced, transferred, or distributed in any form without prior written permission 
from Russell Investments. It is delivered on an "as is" basis without warranty.

Russell Investments Financial Services, LLC, member FINRA, part of Russell Investments.

Date of first publication: April 2020. Updated May 2021. 

RIFIS-22653 (Exp. 4/22)

Bull, Bear and Neutral markets: 

Bull markets are markets where the cumulative returns exceeded 20%;

Bear markets are determined to be markets where cumulative returns were lower than -20%; 

Neutral markets are defined as those where there was no clear directional trend and returns were cumulatively 
in the range of +5% to -19%.
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Why do investors react differently to 
the same market event?
It depends on a number of factors, such as what the  
investor’s objectives are, including their risk tolerance and 
return target, what their beliefs are about where they are in  
the market cycle and what markets will do next within the 
investor’s time horizon. 

For example, if markets fall 10% and news headlines about 
an increased probability of near-term recession fuel anxiety 
in investors’ minds, the following may happen:

• A common response may be to stop investing until   
markets stopped falling;

• Some worried investors may even start selling in case it’s   
the start of a bear market;

• Contrarian investors may see the market correction as an   
opportunity to buy stocks ‘on sale’ at lower prices.

Same event. Three different types of behaviors. 

Conversely, if markets or particular asset classes, sectors or 
stocks rally, the following may happen:

• A common response may be to follow the herd and join in   
the buying activity, bidding up prices;

• Some cautious investors may wait to see if the rally will   
be sustained before investing;

• Contrarian investors may sell because they believe the   
prices are too high.

Some beliefs may lead to successful investment strategies and 
behaviors. However, other beliefs may lead to behavioral biases 
that are counterproductive and jeopardize the likelihood  of 
achieving an investor’s objectives. This could ultimately have a 
long-term negative impact on their wealth.

INVESTOR BEHAVIOR

INVESTOR EMOTIONS

INVESTOR BELIEFS

Examples of behavioral biases & 
portfolio implications
To understand what these biases are and why investors 
exhibit them, we need to remember that our human brains are 
hardwired for a world of limited and poor information.

1 Source: Advances in Prospect Theory – Cumulative Representation of Uncertainty, Tversky and Kahneman, 1992.

Historically, survival depended on quick pattern recognition and 
decisive action. As a result, stereotyping and generalizing have 
proved helpful in survival. 

However, when it comes to investing in a world of uncertainty, 
these traits can push investors to find patterns that may not 
actually exist, especially for short-term horizons. 

“BLINK”: SYSTEM 1 “THINK”: SYSTEM 2

Fast: Freeze, flight or fight

Intuitive/Autopilot/uncontrolled

Ignores some information due to 
speed

Developed over many years

Prone to predictable, systematic 
errors

Unconscious/effortless

Associative

Slow: Considered

Rational/Intentional/controlled

Includes all relevant 
information

More recently developed

Can be trained, rule-following 

Self-aware/deliberate

Deductive

Source: "System 1" and "System 2" terminology taken from Daniel 
Kahneman, Thinking Fast and Slow. Random House, 2011.

Buy high, sell low
Contrary to the key to successful investing – buying low and 
selling high – many investors end up doing the opposite. This 
can inadvertently result because of:

 Herding biases

Humans tend to mimic actions of larger group and follow the 
crowd, e.g. if everyone is selling, you sell too and vice versa. 
Herding comes from our evolutionary need to fit in with the 
majority because exclusion from the pack can be dangerous as 
there would be less protection from predators.

Fear and loss aversion

Humans tend to prefer avoiding losses than acquiring equivalent 
gains: If someone is confronted with equal amounts of loss 
and gain, the pain they experience from loss is nearly twice as 
strong as the pleasure of the gain.1 Some investors may sell at 
low prices as the market is falling to avoid more losses despite 

In "Thinking Fast and Slow", behavioral 
scientist Daniel Kahneman categorized 
the human thought process in two 
different ways: System 1, or "Blink" 
and System 2, or "Think". System 1 
is our intuition – fast, automatic and 
emotional. System 2 is our reasoning – 
slow, deliberate and systematic.
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the investment being a sound one and helpful to achieve their 
long-term objectives. They may also miss out on true buying 
opportunities for fear that negative market sentiment will 
continue the downward trend.2 

Trade too often
In addition investors may trade too often because of an 
overconfidence bias: humans tend to overestimate or exaggerate 
their ability to successfully perform tasks. 

Humans tend to overestimate their knowledge and skills, 
underestimate the risks and exaggerate their ability to control 
those risks.

An overconfidence bias often translates into high portfolio 
turnover.  Overconfident investors tend to believe they know 
more than the average person about investing and  tend to be 
more thrill-seeking according to research by two professors at 
the University of California.3

Home bias & country specific risk
Humans tend to prefer what is familiar or well-known. One of 
the common results of this in portfolios around the world is the 
home country bias: the tendency to allocate a greater portion of 
one’s portfolio to assets domiciled in your home country. 

The home country bias limits the amount of diversification in 
investor portfolios and exposes investors to significant country-
specific risk. 

2 Also related to regret aversion bias: fear of bad outcomes and desire to avoid blame for poor result, e.g. fear of missing out on fads or stay out of 
market to avoid downturn.

3 Source: Brad Barber, Terrance Odean, “Boys Will Be Boys: Gender, Overconfidence, and Common Stock Investments,” Quarterly Journal of 
Economics 116(2001): 
261-292.

Home Country Bias

41

8
3 3 3

87
91

72

79
76

0

10

20

30

40

50

60

70

80

90

100

US Japan Germany France Canada

Market capitalization Home country allocation

%

Herding Familiarity

Buy high, sell low Overweight home country

Overconfidence

Trade too often

Humans tend to 
over estimate or 
exaggerate our ability 
to successfully 
perform tasks

Humans tend to 
mimic the actions 
of the larger group

Humans tend to 
prefer what is 
familiar or  
well-known

Common behavioral biases

Can lead to 

Source: Market capitalization of domestic listed companies (2017, 
in current USD)---World Bank https://data.worldbank.org/indicator/
CM.MKT.LCAP.CD?view=map Accessed on May 15, 2019. Home country 
equity allocation—John R. Nofsinger, The Psychology of Investing, Fifth 
Edition, Pearson, 2014, p. 89.

https://data.worldbank.org/indicator/
https://cm.mkt.lcap.cd/?view=map
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How to avoid behavioral bias
As humans, we all suffer from some biases. But many of these can be offset by a 
robust, objective and disciplined process.

As more and more investors prepare to retire and financial markets remain 
unpredictable, it will be increasingly important to keep behavioral biases in check. 

A trusted financial advisor can help:

1 Provide education on potential biases and how to recognize 
whether they are affecting investment decisions

2 Take an objective view of how any decision can have a  
long-term impact on a portfolio

3 Create a process that considers an investor's goals, 
circumstances and preferences to keep them focused on 
their long-term outcomes

https://russellinvestments.com/


 

 
 
 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Partnering with you and your family 
 

 

       What you can expect from us       What we expect from our clients 
  

 Transparency into our partnership process, values and 
priorities 

 Openness about your current situation, goals, circumstances, 
preferences, asset location, and other relevant wealth management 
information 
 

 Comprehensive financial planning process—creating, 
monitoring, and updating your custom financial plan 
 

 Proactive, two-way communication as your situation changes  

 Regular, ongoing, and proactive interactions with our team 
to help guide you through the emotions that markets, and 
investing may trigger  
 

 At least 1 face-to-face updates/meetings per year  

 On-going asset allocation, investment selection, customized 
portfolio design & construction  

 Proactive rebalancing of portfolios 
 

 Feedback on our client events and educational workshops throughout 
the year 

 Tax-smart planning and tax-managed investing 
 

 Annual tax review of your state/federal tax-return 

 Help you build a team of experts to meet all your wealth 
management needs (tax team, trust and estate attorney, 
insurance, banking, business succession, etc.) 
 

 Introductions to individuals in your professional and personal networks 
for whom you believe we can add value 

 
Important information and disclosures 
 

Nothing contained in this material is intended to constitute legal, tax, securities, or investment advice, nor an opinion regarding the appropriateness of any investment, nor a solicitation of any type. The general 
information contained in this publication should not be acted upon without obtaining specific legal, tax, and investment advice from a licensed professional.  
 

Russell Investments’ ownership is composed of a majority stake held by funds managed by TA Associates with minority stakes held by funds managed by Reverence Capital Partners and Russell Investments’ anagement.  
 

Frank Russell Company is the owner of the Russell trademarks contained in this material and all trademark rights related to the Russell trademarks, which the members of the Russell Investments group of companies are 
permitted to use under license from Frank Russell Company. The members of the Russell Investments group of companies are not affiliated in any manner with Frank Russell Company or any entity operating under the 
“FTSE RUSSELL” brand.  
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We are honored to help you and your family reach your long-term goals and believe that mutual trust and 
engagement are the foundation of a long-lasting and successful advisory relationship. That is why we make the 
following commitments to our clients—and in return have some expectations from our clients, too.  
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