
As humans, we tend to think about the bad stuff longer and be more destructive than is usually the case. It’s a behavioural

error we all make. Later on, we regain perspective and realise the bad stuff wasn’t so bad after all.

This same behaviour can also be applied to how we think about investments, where our natural inclination is to assume 

that markets will never recover and that the most prudent action is to sell our investments and remove ourselves from the 

whole picture.

It’s at times like these that it is vital to listen to your Financial Advisors. There is a reason as to why you invested originally

and that reason still applies despite this recent sell off. Your advisor has seen all this before in 2008 and, perhaps, times

before then and the reason you trusted them in the first place with your money is their knowledge and experience to help 

guide you through times such as these. It is worth remembering during these times that, much like we are listening to the 

advice of professionals as to how to deal with the Coronavirus, Financial Advisors and Investment Managers such as 7iM 

have a lot of expertise, experience and knowledge to guide and advise you through these moments to ensure that you do 

not make decisions that you regret with the benefit of hindsight.

Investments during COVID-19

What does history teach us?

When markets sell off and the news look so dark, it is very difficult to see the light in the future, but history teaches us that 

selling investments during market drops is the worst possible decision that can be made as the market rallies that come 

after a drop end up making those falls that seemed so stark a small blip in your long term investment. Recoveries come 

quickly and, by the time most people spot them and try to put their money back in, the biggest gains have usually already 

been missed. Below is a chart showing a series of historical declines and, following these, the rallies that came after in the 

next 250 days. As you can see, history shows us that markets will rally and it can be a case of holding on until those green 

shoots return.

In fact, the sharper the decline, the higher potential for returns as the next chart shows. This takes into account S&P 

Declines (Source MRB Partners) and the probability of a positive 12 month return after the drop.



What is difficult at these times is not only resisting the emotion to sell but also the inclination to think that you can time 

the markets as well, selling now in the hope of avoiding any further downturn and then re-investing to catch the upside. 

Again, history shows us that spending time out of the market usually backfires and ends up crystallising more losses as the 

market recovery comes swiftly and those on the side-lines are left behind. Below is a chart showing the difference between 

a 7iM Balanced investor who held their nerve and remained invested during the ’08 crisis and a Balanced Investor who sold 

during one of the falls and then went back into the market 12 months later. The second investor will have made over 30% 

less in returns.

But do not just take our word for it, this is a JP Morgan chart from Business Insider showing what can happen if you miss 

between 10 to 60 of the best days during a 20 year period. The difference is stark when you are out of the market and it is 

worth noting their comment that “six of the 10 best days occurred within two weeks of the 10 worst days.



Yahoo finance have a similar chart detailing the same message, do not miss the best days because if you do, your future 

returns will be significantly affected.

An example closer to home - 1974

For many people in the UK, 1974 felt catastrophic. Just about everything went wrong. The oil embargo of 1973 led to oil 

prices quadrupling from $3 to $12 per barrel and tipped the UK – along with much of the world – into recession. Inflation 

soared from 10.6% in December 1973 to a peak of 26.9% (!) in August 1975. The Three-Day Week early in 1974 meant that 

commercial users of electricity could only use three days of electricity each week. A huge miner’s strike began in February 

1974.Politics was a shambles, with general elections in February and October leading to weak and floundering Labour 

governments. 



Investors began to realise this by year-end – and turned positive. UK equities gained 144% in 1975, their best year on 

record.  Likewise, sooner or later, investors will realise that coronavirus is not a catastrophe for humanity, that it can be

controlled and that we can return to a more normal world once the isolations do their job. Markets will recover. The 

financial world will return to normal. We are already seeing China and South Korea show us a way of dealing with the virus 

and it is notable that their markets are already showing signs of recovery, They are ahead of us in the curve but, now our 

governments are taking more aggressive measures, we can follow their lead.

Many investors thought the UK was a catastrophe. UK equities halved over the year, having already fallen by a quarter in 

1973. Looking back, though, it is clear that investors were far too close to the bad news and exaggerated it hugely. The UK 

economy contracted by 2.5% in 1974 – which was painful, but far from disastrous. Viewed from a long-term perspective, 

the bad news for the UK economy was tiny, as shown in the graph. It was a downward blip in a strong long-term trend.

We started this message talking about why your monies were invested in the first place, which is to reach your long-term 

objective, whatever that may be. Investing is not for the short term. When we talked to you at the outset and used the 

phrase “long term”, it is for exactly the conditions we are seeing now, to ensure that shorter term falls are smoothed out 

over a long term period and your investment goals are met commensurate with your risk level.

Unless you have a cash need that was unforeseen when your original investment was made, taking money out now will 

ensure that your objective is not met, but by trusting the original process that led you to the investment in the first place, 

you can give yourself the best opportunity of still meeting that original objective and avoiding the emotional reaction that 

can damage your long term potential returns.

What is your money for?
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