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Although we have recently become more optimistic about certain equity markets over the last few weeks, the importance
of stabilisers in a portfolio cannot be over emphasised.

The Figure below shows the returns of a broad UK equity index versus index-linked bonds.

The Role of Stabilisers in a Porifolio
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The job of a stabiliser is to act as a hedge against uncertainty. When equity markets fall as they did in 2008 and 2015,
index-linked government bonds act as a stabiliser and reduce drawdowns.

Don’t assume because we aren’t distracted by normal volatility that we don’t care about risk. The risks that worry us are
the risks that should worry you — those that take you by surprise and lead to a permanent loss of capital. That's why each
portfolio has a stabiliser element to it, like index-linked bonds, gold or cash.

These stabilisers help reduce the downside when something like a tech crash or liquidity crisis explodes on the markets.
They also help insure portfolios from us not getting all our calls right.

When we build portfolios, we understand that each client has a “risk budget”. The more adventurous the investor the
greater the risk budget. We look at how we can use their risk budget most efficiently to generate strong returns — what are



the assets we really want to own at this point in the market cycle? We then use the rest of the portfolio to mitigate the risks
necessarily taken.

Of course, another way to mitigate drawdowns is to time the market. However, no one can consistently time the markets
perfectly. This would require insights about the future that the laws of physics do not currently permit.

If one was to buy the broad UK equity index 10 years ago, you would have achieved 10% annualised returns. If you tried
to time the market and simply missed the best 30 days, your annualised returns over this period dropped to a paltry 0.4%.
Adjusting for inflation, this means you lost almost 3% every year by trying to time the market.

What matters isn’t timing the market but time in the market. The power of compound interest helps you reach your
financial goals and the job of the stabilisers in our strategies is to make that journey a little smoother.

Important Information: Any views, insights, or commentary are for general information only, do not constitute personal
investment advice or research, and are intended for UK residents. They may not be appropriate in all jurisdictions. While
sourced from information we believe to be reliable, we make no guarantee as to accuracy or completeness. Past
performance is not a guide to future results, and the value of investments can go down as well as up.

Regulatory Disclaimer: Tacit Investment Management is the trading name of TIML Limited (No. 9228395), part of Tacit
Holdings Limited (No. 10611211). Both companies are incorporated in England and Wales, with the registered office at 14
Hanover Square, London W1S 1HN. TIML Limited is authorised and regulated by the Financial Conduct Authority (FCA
ref. 670184) and approves and issues this communication under Section 21 of the Financial Services and Markets Act
2000. Please note, tax and estate planning services are not regulated by the FCA.


https://tacitim.com/compounding-wealth/

