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Coping with Market Volatility
Eight reminders to help 401(k) investors 

Recent turmoil in the financial markets may be causing you to wonder about the security of your retirement savings. And 
it is only natural to feel nervous when you see your 401(k) balances declining. But while you may be tempted to make an 
emotional decision to stop potential losses, it is equally important for you to think rationally as you react to the current 
market volatility. Remember: most 401(k) plan participants are investing for long-term, not immediate, returns. So consider 
your goals and time horizon carefully before making any changes to your investment selections. 

1)	� Expect occasional volatility 
Periodic market volatility is a fact of life. For example, in October 1987 the stock market declined more than 22 percent 
in one day. (That would be equivalent to approximately 3000 points today.) Yet over the following years, the markets 
rebounded and rose to even higher levels. Even though this historical performance is not a guarantee of future returns, 
what is clear is: investment decisions should take into account your personal situation and goals, including expected 
retirement date — not just short-term market changes. 

2)	� Keep long-term investment strategies in mind 
Savings in a 401(k) plan can be used to provide retirement income, the amount of which depends on the performance 
of the investments within your 401(k) account. A focus on proper asset allocation, diversification of investments, the 
possibility of compounding returns, and a long-term investment strategy have historically been more successful than 
trying to profit from short-term market fluctuations. 

3)	� Maintain diversification 
In times like these, reviewing your fund choices to ensure that you are diversified across and within asset classes, market 
sectors and industries is important and may lower your 401(k)’s potential risk while maintaining its expected long-term 
return. Keep in mind, however, that diversification does not ensure profit, or guarantee against loss. 
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4)	�P ay attention to asset allocation 
A Nobel Prize winning study revealed that asset allocation — the percentage of your 401(k) that you allocate to various 
asset classes like growth stocks, value stocks, bonds and cash — plays a greater role in investment performance than the 
actual securities selected or the timing of their purchase or sale.* In fact, asset allocation is responsible for more than 90% 
of variations in portfolio performance. Consider the following examples:

��

5)	� Check that your asset allocation is still right for you 
Any growth or decline within asset classes may cause your asset allocation ratios to shift. That’s why it is important to 
monitor your asset allocation periodically and rebalance your 401(k) as needed. Rebalancing requires you to shift 
funds from one asset class to another to reestablish the allocation ratios you determined appropriate for your 
investment portfolio.

6)	�U nderstand your risk tolerance 
It is important to know your risk tolerance before making decisions about investments during volatile markets. 
Different investors react differently to the same market movements because of their different comfort levels with risk. 
Are you comfortable taking bigger risks in exchange for potentially bigger rewards? Or would you rather “play it safe” with 
your money?

7)	� Compare your asset allocation to your risk tolerance 
In general, the higher your risk tolerance, the more comfortable you should feel about owning equities. The lower your risk 
tolerance, the more comfortable you should be with bonds or cash-equivalent investments. Even if your time horizon is 
far enough out to warrant an aggressive growth asset allocation, you still need to make sure you are comfortable with the 
short-term ups and downs you will encounter. 

8)	�T ake advantage of dollar cost averaging 
Dollar cost averaging is simply the practice of investing a predetermined amount of money at a regular interval, regardless 
of market conditions. The amount you invest is constant, so you buy more shares when the price is low, and fewer when the 
price is high. When you do this, the average cost of your shares is typically lower than the average market price per share 
during the period in which you are investing.

© 2011 Capital Markets, LLC. All rights reserved.

21193 (01/11)

Asset Allocation Example A For Investors Who:

n	� Seek to maximize long term expected returns and 
do not depend on this portfolio to fulfill short term 
cash requirements.

n	 Are willing and able to tolerate short term losses.

n	 Have a medium to long investment time horizon.

Asset Allocation Example B For Investors Who:

n	� Seek a combination of conservative expected returns 
and current income.

n	� Are willing and able to tolerate moderate levels of short 
term losses.

n	 Have a medium investment time horizon.
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In no way should the above be construed as investment advice. Please consult with a financial professional when making investment decisions. The above 
information is not warranted to be accurate, complete or timely. RBC is not responsible for any damages or losses arising from any use of this information. Past 
performance is no guarantee of future results.


