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W elcome to our guide on investing in volatile 
markets. The term volatility refers to periods  
of short-term rises and falls in the price of 

investments. These movements in price can be caused  
by a variety of political and economic factors, such as  
a change in government policy or news that impacts 
a specific industry causing uncertainty.

While it is natural to be concerned when you see sharp 
fluctuations in the value of your investments, it’s important 
to remember that volatility is a normal part of investing and 
all long-term investors will experience it to some degree 
from time to time. 

From the importance of diversifying your portfolio to  
a five-point investment checklist, this guide will give you 
information on all the things you might need to consider 
when investing through periods of volatility in the markets.

It’s important to remember everyone’s situation is different, 
so speaking to a financial adviser before making any 
decisions is a good first step if you are in any doubt about 
what investment to make. They may be able to tailor an 
appropriate long-term investment plan to meet your specific 
need and advise you of an appropriate course of action.
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DIVERSIFICATION 
CAN SMOOTH THE BUMPY ROAD
From year to year, it is difficult to predict which asset classes will be the 
best performers. Most investment specialists agree about the benefits of 
spreading your money across different investments. This diversification 
can reduce volatility, smooth out highs and lows in returns and help avoid 
unnecessary risk.

Risky versus safe assets
If you need to protect yourself 
from the possibility of a short-
term decline in the value of your 
portfolio, you are likely to follow 
the conventional wisdom of 
putting some of your capital into 
bonds rather than stocks. Over 
time this might well cost you 
money. Over the long run, stocks 
consistently outperform bonds 
(as can be seen on page 5). 
However, investing some of 
your money in bonds is likely 
to reduce the short-term ups 
and downs of your investment 
portfolio, which may allow you 
to sleep better at night.

Selecting the right mix 
One of the major aims of 
diversification is to construct 
a portfolio of investments that 
don’t all behave in exactly the 
same way. So while one part of 
your investment portfolio could 
be falling in value, the others 
may be flat or rising to balance it 
out. This difference in potential 
returns could offer some 
protection against all assets 
falling in value at the same time. 
Selecting the right mix can help 
to even out the damage inflicted 
by downturns, recessions or 
just routine fluctuations in 
specific markets.

Asset allocation is king
Asset allocation refers to the 
decision of how much capital 
to invest and where, such as for 
example in stocks vs. bonds, 
in US vs. European stocks, 
how much to keep in cash and 
everything in between. Having 
the right balance - the optimal 
asset allocation - is what keeps 
you diversified in the market. 
Diversifying your investment 
portfolio across a range of asset 
classes, geographies and fund 
managers could help to reduce 
your overall risk.

Market bumps  
are normal

Markets are unpredictable 
and it will always be difficult 
to foresee what will happen in 
the future. It may be wise not 
to take a short-term outlook, 
and avoid overreacting to 
immediate stock market 
moves. Taking a multi-asset 
approach could help to 
smooth out your returns. 
A well-constructed investment 
portfolio, designed around 
your time frame and keeping 
your portfolio diversified could 
be a prudent way to weather 
market uncertainty.

Past performance is not a guide 
to future performance.
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The chart on the left shows why it 
is so important to make sure your 
investments are diversified. As you 
can see, over time no single asset 
class or region is a consistent top 
performer. Spreading your 
investments across a range of 
asset classes and regions could 
help smooth the impact of ups and 
downs in the market. One 
investment may perform badly in 
any particular year but this 
negative performance could be 
offset by the positive performance 
of another investment. 

THE IMPORTANCE  
OF DIVERSIFICATION

Source: Morningstar as at 31 December 2019.
Sterling, annualised total return.
Past performance is not a guide to future performance.
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KEEPING INVESTED 
FOR THE LONG TERM

Choosing the right level 
of risk
Selecting the right level of risk 
for you is essential. Too much 
risk for your circumstances 
could lead to sleepless nights 
and you could lose money you 
cannot afford to. Too little risk 
and you might not achieve 
your long-term goals. If you 
are investing and have a long-
time horizon, you are likely to 
make more money by carefully 
investing in a mix of assets like 
stocks and bonds, rather than 
restricting your investments to 
interest on savings.

Markets go up and down 
There’s no escaping volatility 
when investing: markets go 
up and down. But if you’re still 
worried, you should lower your 
expectations for future returns 
by buying safer - but lower 
growth - options. The history of 
asset class returns shows that 
in developed markets stocks 
typically outperform their 
government bond counterparts 
over the long term but they 
do experience frequent large 
drops in value.

Investing for the  
long term
How much you allocate to higher 
risk assets like stocks versus 
lower risk assets like bonds 
will depend on factors such 
as your investment objectives 
and your ability to tolerate risk. 
Long-term investors are usually 
comfortable investing a higher 
percentage of their money in 
stocks because the risks may 
provide greater rewards in 
the long term.

The benefits of 
compounding 
Time is your greatest friend 
as an investor. Compounding 
simply refers to the benefit 
you get by reinvesting any 
returns you receive on your 
investment rather than taking 
any profit. For compounding 
to work its magic requires the 
reinvestment of investment 
returns and time. A bigger pot 
of money each year means 
the interest or returns you can 
potentially receive is greater.

Basing investment decisions on what has happened over 
a few days, rather than over longer time periods, rarely makes 
sense for investors.
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Volatility is inherent 
in investing. If you’re 
investing for the long 

term, daily movements in 
the market shouldn’t be 

your main concern.

Choosing the right level 
of risk for your long-term 

goals is essential.

When you make 
investments over a long 

period of time, the 
benefit of compounding 

potentially helps to grow 
your investment.

THREE INVESTING  
TIPS FOR THE  
LONG TERM:
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Compound interest is the 
eighth wonder of the world.  

He who understands 
it, earns it ... he who 

doesn’t ... pays it. 
Believed to have been said  

by Albert Einstein
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THE HISTORY  
OF LONG-TERM INVESTING
Over the years there have been many events that have had 
large impacts on financial markets, from black Wednesday 
in 1992 to the more recent financial crisis in 2008. However, 
as can be seen from the chart below, the long-term trend 
for market performance has continued to remain positive.

If you are investing for the long term, while you will 
experience market dips and volatility from time to time, 
history has shown us that these events won’t stop the long 
term positive performance of markets. It’s important to 
remember there are no guarantees though, and past 
performance is not a reliable guide to future performance.

Source: Refinitiv, as at 31 December 2019.
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DISCRETE PERFORMANCE (%)

Sectors/Market indices 01/01/2019 
to 31/12/2019

01/01/2018 
to 31/12/2018

01/01/2017 
to 31/12/2017

01/01/2016 
to 31/12/2016

01/01/2015 
to 31/12/2015

IA £ Corporate Bond 9.5 -2.2 5.2 9.7 0.2

IA £ High Yield 11.4 -3.6 6.3 11.3 0.0

IA Asia Pacific Excluding Japan 15.8 -9.8 25.3 26.0 -2.8

IA Europe Excluding UK 20.4 -12.2 17.5 17.1 9.4

IA Global 22.0 -5.7 13.9 23.9 2.9

IA Global Emerging Markets 15.7 -11.5 24.5 31.6 -9.2

IA Japan 17.1 -11.3 17.8 23.6 16.2

IA Mixed Investment 20-60% Shares 12.1 -5.1 7.2 10.6 1.5

IA North America 24.6 -1.2 10.5 30.1 4.5

IA Standard Money Market 0.7 0.4 0.1 0.3 0.2

IA Technology and Telecommunications 31.1 1.1 23.6 25.4 7.8

IA UK All Companies 22.4 -11.2 14.1 11.0 5.0

IA UK Direct Property -0.8 2.9 7.6 -2.0 7.6

IA UK Gilts 7.2 -0.1 1.7 11.4 0.0

IA UK Index Linked Gilts 5.9 -0.5 2.2 25.1 -1.3

S&P 500 Composite 26.4 1.6 11.3 33.6 7.3

FTSE All-Share 19.2 -9.5 13.1 16.8 1.0

Stoxx Europe 600 20.5 -9.2 15.7 18.6 4.6

MSCI World 23.4 -2.5 12.4 29.0 5.5

MSCI Emerging Market 14.3 -8.8 25.8 33.1 -9.7

German 10 year Government Bond 5.2 2.0 2.7 9.3 0.8

Harmonised Index of Consumer Price 2.1 2.6 3.5 2.4 1.1

MARKET  
PERFORMANCE

Source: Investment Association (IA) sector performance from Morningstar all other data from Refinitiv, both as at 31 December 2019.
Past performance is not a guide to future performance.
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AVOIDING 
LOCKING IN YOUR LOSSES
Many investors can feel overwhelmed when markets have large 
swings. Particularly during downturns, it’s natural to think about 
selling your investment portfolio to protect yourself from further 
losses, this is also known as crystallising your losses. However, 
reacting emotionally to sudden changes in the market can often 
have adverse effects: investors could be locking in permanent 
losses when there is the potential for markets to bounce back.

Volatility is normal
Stock markets move up and 
down frequently, as the price of 
the individual stocks that make 
up a stock market increases 
and decreases with demand 
and supply. These movements 
can be daunting, but it might 
be reassuring to remember that 
in a lot of cases this volatility in 
markets is normal.

If in doubt…
Everyone’s situation is different, 
so speaking to a financial 
adviser before making any 
decisions is a good first step.
They may be able to tailor 
an appropriate long-term 
investment plan to meet your 
specific needs. They may also 
be able to advise you of an 
appropriate course of action if 
you are nervous about potential 
losses to your investments due 
to volatility in the markets.

Investing for the  
long term
Although stock markets move 
up and down daily or over the 
course of a year, or several 
years, they have historically 
trended upwards over longer 
periods of time. For investors 
who have a long-term 
investment horizon, selling 
your investments on a short-
term view, regardless of price, 
can result in losing out if the 
market bounces back.

What influences  
market changes
There are many factors that 
influence price changes 
such as company updates, 
regulation changes, or even 
consumer sentiment. And 
these can be positive or 
negative. When multiple 
companies move in the same 
direction, the stock market 
as a whole can experience an 
upward or downward shift.

Behavioural biases
Reacting instinctively 
to situations is a human 
characteristic established 
over millions of years of 
evolution, when making 
a wrong move could have 
proved fatal, developing 
into our instinctive fear of 
loss. This means investors 
can often focus on the 
possibility of a short-
term loss rather than the 
potential for a long-term 
investment gain. 

Time invested in the 
market vs. timing  
the market
Rather than selling investments 
during a downturn, it might 
be useful to think about the 
phrase ‘it’s time in the market 
rather than timing the market’. 
Evidence suggests that trying 
to pick the right time to buy 
and sell is almost impossible 
and selling at the wrong time 
may lead to missing out on 
a market recovery.

A guide to investing in volatile markets
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AVOID CRYSTALLISING  
YOUR LOSSES
Selling as the market nears its bottom is 
a form of ‘behavioural bias’ that can have 
a detrimental effect on your financial health. 

ENTERING THE MARKET
Investors will often choose to enter 
the market when confidence is high, 
and share prices are up.

EXITING THE MARKET
Then when there is a downturn, some 
investors try minimise their losses by selling 
and exiting the market when share prices are 
below what they paid for them.

STAYING INVESTED
Statistics show that staying 
invested in a diversified portfolio 
is often the best approach to make 
profit in the long term, and to 
avoid crystallising losses.

3 CRYSTALLISING LOSSES
This means that the investor has made 
losses from the downturn, or ‘crystallised’ 
them. Investors who do this also miss out 
on any potential gains if and when the 
markets rebound.

CRYSTALLISED 
LOSS

£

£

£

1

2

4
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BENEFITS OF  
POUND COST AVERAGING

SPREAD INVESTMENT
£250/month for 1 year
(shares bought)

SHARE PRICE
(£)

DecemberNovemberOctoberSeptemberAugustJulyJuneMayAprilMarchFebruaryJanuary

Value a�er 1 year

£3,383

676
shares bought

£4.4/share

Value a�er 1 year

£3,000

600
shares bought

£5/share

£5

£3
£2

£3
£4 £4

£7

£9
£10

£7 £7

£5

35 35 25 27 35 62 62 83 125 83 5050

600

LUMP SUM INVESTMENT
invested £3,000
(shares bought)

Pound cost averaging (PCA) is an investment strategy with the 
goal of reducing the impact of volatility on large investments. 
By dividing the total amount you are looking to invest into 
equal amounts, and investing at regular intervals, PCA aims 
to reduce the risk of incurring a substantial loss resulting from 
investing the entire ‘lump sum’ just before a fall in the market. 

The technique is so-called because it has the potential  
of reducing the average cost of shares bought. PCA effectively 
leads to more shares being purchased when their price is low 

and fewer when the price is higher. As  
a result, PCA can lower the total average cost per share  
of the investment, potentially giving the investor a lower 
overall cost for the shares purchased over time. An example  
of this in practice can be seen below.

Please note that this strategy does not always guarantee 
better results, as in a steadily rising market your investment 
would have benefited more from being made as an initial 
entire ‘lump sum’.

LUMP  
SUM 
INVESTMENT

POUND  
COST 

AVERAGING

Data supplied for illustrative purposes only.
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FIVE-POINT 
CHECKLIST

Focus on your  
long-term goals
Although the market can move 
up and down over the course of 
a year, or several years, it has 
historically trended upwards 
over longer periods of time. 
If your investment horizon is 
longer than just a few years, 
remember that it’s likely the 
market will recover losses over 
that period of time, although 
this is not guaranteed. 

Select the right mix 
From year to year, it’s difficult 
to predict which asset classes 
will be the best performers. 
Diversifying your portfolio using 
a range of different investments 
could help to ensure that they 
don’t all behave in exactly the 
same way. So while one part of 
your investment portfolio could 
be falling in value, the others 
may be flat or rising to balance 
it out. This differentiation in 
potential returns aims to reduce 
portfolio volatility, smooth out 
peaks and valleys in returns and 
help avoid unnecessary risk. 

Understand your 
tolerance to risk 
If you know that you’re likely 
to react to market declines, 
you may want to keep your 
portfolio in more conservative 
investments. It’s much better 
to be a bit more conservative 
and hold on to your investments 
during market downturns than 
to buy riskier assets and sell 
during market crashes!

Avoid locking in  
your losses
Selling as the market nears its 
bottom is a form of ‘behavioural 
bias’ that can have a negative 
effect on your financial health. 
All too often, losses are locked 
in and opportunities for future 
gains are lost because investors 
often put money into the stock 
market as it rises and pull money 
out as it falls.

Look at the bigger picture
Experts recommend remaining 
calm and looking at the bigger 
picture. Remember that most 
market downturns are normal. 
As an investor, it is risky to make 
decisions based on emotions, 
especially fear. History shows 
that the best strategy is to remain 
calm and maintain your long-term 
perspective. And if you’re ever 
in doubt speaking to a financial 
adviser before making a decision is 
a good first step.

If you’re worried that market movements might adversely affect 
your portfolio, here’s a handy five-point investment checklist:

¥

$

£

1
4

2
3

5

Past performance is not a guide to future performance.
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IMPORTANT  
INFORMATION
Nothing in this document should be read as financial advice. All 
investment decisions you make should be made on the basis of 
your own needs, investment goals, attitude to risk and capacity 
to accept loss. You should seek professional financial advice if 
you are in doubt or require guidance. 

We will not accept any legal responsibility for any advice 
provided in relation to this document. We provide and manage 
the Architas funds and do not assess the suitability of our funds 
for individual investors. If any financial adviser, or network 
of advisers, is named on this document, it does not mean 
we have any knowledge of, or influence over, advice that you 
have received or will receive. Your financial adviser alone is 
responsible for any financial advice or recommendations 
provided in relation to your investment decisions.

Past performance is not a guide to future performance. 

The value of investments and any income provided by them can 
go down as well as up and is not guaranteed. You may get back 
less than you invested. 

The AXA Group includes other fund management companies 
which we refer to as in-house managers, such as AXA Investment 
Managers, Architas Multi- Manager Europe Limited and 
AllianceBernstein. We, Architas, may choose to include funds 
managed by in-house managers, which we refer to as in-house 

funds, within our multi-manager funds. 

AXA also works closely with a select number of external fund 
managers which are referred to as strategic partners. These 
partners are selected on the basis of their strengths under 
certain criteria and we may choose funds from the strategic 
partners to make up our multi-manager funds. In the UK, we 
follow an in-depth research process that ensures that the 
funds selected for our multi-manager funds are included on 
the potential benefits they could bring to our Architas funds. 
We are not influenced by the AXA Group to include in-house or 
strategic partner funds over funds from other fund managers; 
funds are selected on their consistency to meet their objectives. 
We regularly review our selection of funds, including those 
from strategic partners and in-house managers, to ensure they 
continue to be appropriate and in your best interests. 

More information about our use of funds from strategic  
partners and in-house managers is available at  
architas.com/inhousestratpartners/ 

If you need more information on any of our funds, you can ask 
us for a free copy of the Key Investor Information document 
(KIID) and the prospectus. The KIID is designed to help you 
make an informed decision before investing. You can also 
view or download all of our funds’ KIIDs from our website 
at architas.com

AXA is a worldwide leader in financial protection and wealth management. Architas operates three legal entities in the UK; Architas Multi-Manager Limited (AMML), Architas Advisory Services Limited 
(AASL) and Architas Limited. Both AMML and AASL are owned by Architas Limited, which is 100% owned by AXA SA (a company registered in France). Architas Multi-Manager Limited is a company limited by 
shares and authorised and regulated by the Financial Conduct Authority (Firm Reference Number 477328). It is registered in England: No. 06458717. Registered Office: 5 Old Broad Street, London, EC2N 1AD.

15

Architas





The Architas customer support team is on 
hand to answer your questions.

Call 0800 953 0197
Monday to Friday 9.00am–5.30pm;calls may 
be recorded. Calls are free from landlines and 
mobiles within the UK.

Architas Multi-Manager Limited  
5 Old Broad Street 
London EC2N 1AD 
architas.com

ARC5451 • Expires 5 March 2021


