
Fear. Greed. Panic. People don’t always behave rationally, especially  
when it comes to money. 

When markets go down, it’s tempting to run for  

the safety of lower risk investments but then you  

can easily end up missing out on the rebound.

And when markets go up, it’s tempting to start  

chasing returns and moving more money into well-

performing investments. 

Making short-term decisions on the basis of daily 

market ups and downs can make it harder to reach  

your long-term goals.

Maintain perspective and long-term 
discipline

Despite bumps along the way, history tells us that 

investors with the patience and discipline to stay the 

course are well rewarded over the long term.

The case for discipline

Although your asset allocation decision is one of the 

cornerstones for achieving an objective, it only works 

if the allocation is adhered to over time and through 

varying market environments.
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Source: Andex Charts / Vanguard.

Vanguard’s principles for 
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Maintaining discipline
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It is extremely difficult for an  
actively managed investment fund to 
regularly outperform its benchmark

Periodic rebalancing will be necessary to bring your 

portfolio back into line with the allocation designed for 

your objective.

Deviations resulting from market movements offer an 

opportunity to revalidate the targeted asset allocation. 

However, abandoning an investment policy simply 

because of these movements can harm progress 

towards your objective.

It’s understandable that during the losses and 

uncertainties of a bear market in equities, many 

investors will find it counterintuitive to rebalance  

by selling their best-performing assets (typically bonds) 

and committing more capital to underperforming assets 

(such as equities).

But history shows that the worst market declines 

have led to some of the best opportunities for buying 

equities. Investors who did not rebalance their portfolios 

by increasing their equity holdings at these difficult 

times not only may have missed out on subsequent 

equity returns but also may have hampered their 

progress toward long-term investment goals—the target 

for which their asset allocation was originally devised.

Ignore the temptation to alter allocations

In volatile markets, with very visible winners and losers, 

market-timing is another dangerous temptation. The 

appeal of market-timing—altering your asset allocation 

in response to short-term market developments—is 

strong. This is because of hindsight: An analysis of past 

returns indicates that taking advantage of market shifts 

could result in substantial rewards.

However, the opportunities that are clear in retrospect 

are rarely visible in prospect.

Indeed, Vanguard research has shown that while  

it is possible for a market-timing strategy to add  

value from time to time, on average these strategies 

have not consistently produced returns exceeding 

market benchmarks.

Ignore the temptation to chase  
last year’s winner

Another component of performance-chasing has to 

do with investment managers themselves. For years, 

academics have studied whether past performance has 

any predictive power regarding future performance.

Researchers have found little or no evidence that  

it does, and that it is extremely difficult for an actively 

managed investment fund to regularly outperform  

its benchmark.

This inconsistency among winners is also a reason why 

abandoning managers simply because their results have 

lagged can lead to further disappointment.

The key take-away

Because investing evokes emotion, even sophisticated 

investors should arm themselves with a long-term 

perspective and a disciplined approach. Abandoning 

a planned investment strategy can be costly, 

and research has shown that some of the most 

significant reasons for derailment are behavioural: 

the failure to rebalance, the allure of market-timing, 

and the temptation to chase performance.

Far more dependable than the markets is a program  

of steady saving. Making regular contributions to  

a portfolio, and increasing them over time, can have  

a surprisingly powerful impact on long-term results.


