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Key takeaways  
Despite recent market volatility, staying in cash poses additional risks 

• With the drawdown and market volatility, some investors opt to stay in cash and wait until 
the ‘coast is clear’. Doing so introduces different types of risk into their investment portfolios. 

• While stock volatility is the entry price to investing in the markets, stocks outperform cash in 
the long term. Waiting for the right time to invest risks missing out on some significant 
market returns. Cash also loses purchasing power due to inflation over time. 

• Exposure to these risks of being in cash may leave investors behind in achieving their 
financial goals.  
 

Uncomfortable market downturns – the price to pay for higher long-term return potential 

After a powerful equity rebound in 2020 followed by an equally impressive return in 2021, 
investors were reminded in 2022 that volatility is the price of entry to the stock market. The 
rollercoaster equity market so far this year has pushed some investors to consider cash as an 
investment option or even try to time a better entry point into the equity market. Given the 
vagaries of market drawdowns and swings this year, staying in cash is tempting while waiting 
until ‘the coast is clear’. However, the weight of historical evidence demonstrates that cash is 
indeed not king and, in the long run, can be detrimental to investment portfolios, leaving investors 
behind in their planning goals.  

 
Data sources: Truist IAG, FactSet. Data as of 7/31/2022 
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Even though short-term volatility is a feature and not a bug in stocks, most annual returns 
historically have been positive.  Moreover, this price of admission is well worth the long-term 
reward as the percentage of times the market has positive returns increases above 84% over 
three-year rolling time periods and beyond.  

While temporarily going to high cash levels may make sense in certain situations, it’s important to 
recognize that cash is not a risk-free investment as purchasing power can erode due to inflation. 

 
Data sources: Truist IAG, Morningstar; data as of 7/31/2022. U.S. Stocks Represented by the IA SBBI U.S. Large Stock Total 
Return Index 

The histogram below shows that since 1926, stocks have been positive 74% of the time, or 71 
years, while they been negative 26% of the time, or 25 years. 

 
Data sources: Truist IAG, Morningstar. Data as of 12/31/2021. Stocks are represented by the IA SBBI U.S. Large Stock Total Return 
Index 

Risks of market timing 

Market timing can be risky as waiting for the right opportunity to enter and exit the stock market 
can have its own risk. For example, just missing out on a few of the most important market days, 

76% 
84% 88% 

95% 
100% 

Rolling 1-year
basis

Rolling 3-year
basis

Rolling 5-year
basis

Rolling 10-year
basis

Rolling 20-year
basis

% of time U.S. stocks have positive return

1% 2% 3%
5%

15% 15%

22%

17% 16%

3% 2%

-50% to
-40%

-40% to
-30%

-30% to
-20%

-20% to
-10%

-10% to
0%

0% to
10%

10% to
20%

20% to
30%

30% to
40%

40% to
50%

50% to
60%

U.S. stocks’ return distribution since 1926

Positive years: 71 (74%)

Negative years: 25 (26%)



 

 

which cannot be predetermined and therefore adequately timed, can actually be very costly to 
portfolios and make a big difference in the overall long-term returns.  

In times of market volatility, some investors either increase their cash holdings or opt to stay in 
cash and wait for ‘the coast to clear’ before deploying that cash into the market. This market 
timing tactic also entails risk — the risk of missing out on some of the best return days, leaving 
investment portfolios behind in helping investors achieve their financial goals. Market rebounds 
off the lows in a volatile period can be unexpected and sometimes very strong. Investors risk 
missing out on those impactful up market days as they wait for the right opportunity. The chart 
below highlights such risks, where missing out on a handful of those impactful days can result in 
a meaningful lag in investment results compared to staying in the market for the total period.   

 
Data sources: Truist IAG, FactSet, Morningstar; Using total return data. In U.S. dollars. For illustrative purposes. The missed best 
day(s) examples assume that the hypothetical portfolio fully divested its holdings at the end of the day before the missed best 
day(s), held cash for the missed best day(s), and reinvested the entire portfolio in the S&P 500 at the end of the missed best day(s). 
Annualized returns for the missed best day(s) were calculated by substituting actual returns for the missed best day(s) with zero. 
Data is from August 1992 – July 2022   

Cash vs. the stock and bond dynamic duo 

We discussed the benefits of diversification in a prior paper, highlighting the strong record of the 
stock and bond dynamic duo in The 60/40 portfolio's death has been greatly exaggerated. Over 
time, a balanced portfolio asset allocation approach consistent with risk tolerance can help 
investors meet their financial goals. When comparing a balanced portfolio of stocks and bonds 
against cash, the evidence is even more compelling. Over the long term, not only do stocks and 
bonds outperform cash separately, the combination of the two outperforms cash in even more 
instances. Moreover, the diversification benefits allow bonds to be the ballast in a portfolio, 
helping to offset stock volatility.  
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Data sources: Truist IAG, Morningstar, Fidelity. Stocks are represented by the S&P 500 Index. Bonds are represented from 1976-
2021 by the Bloomberg U.S. Aggregate Intermediate Index and from 1937-1975 by the IA SBBI U.S. Intermediate Government 
Index (66%) and the IA SBBI U.S. Long-Term Corporate Index (34%). Cash is represented by the IA SBBI U.S. 30 Day T Bill Index. 
All indexes used are in U.S. Dollars and are on a total return basis. 

Cash’s purchasing power eaten by inflation 

Lastly, inflation can chip away at cash’s purchasing power for investors. It is an acutely 
noticeable and sometimes painful erosion of value in periods of high inflation such as the 1970s 
or in the current environment. Additionally, even in benign inflationary environments such as the 
past 30 years, the deleterious impact on investors’ purchasing power can be felt over time. 
Maintaining a higher than needed cash allocation in portfolios, especially in the current 
inflationary environment, will further impede investors’ ability to achieve their financial goals. 

 
Data sources: Truist IAG, Haver. CPI used for inflation rate. Data as of 7/31/2022. 

Bottom line 
Moving to cash or staying in cash longer during times of market volatility is a tempting strategy. 
However, the historical evidence illustrates that this approach comes with risks, such as market 
timing, missing out on the long-term returns stocks and bonds can achieve, and risking the 
erosion of purchasing power through inflation. While staying in or further allocating to stocks in 
drawdown periods feels uncomfortable, overlooking the risks of staying in cash might put 
investors behind in achieving their financial goals and plans.  
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Disclosures 
Advisory managed account programs entail risks, including possible loss of principal and may not be suitable for all investors. Please 
speak to your advisor to request a firm brochure which includes program details, including risks, fees and expenses. 

Truist Wealth is a name used by Truist Financial Corporation.  Banking products and services, including loans, deposit accounts, trust and 
investment management services provided by Truist Bank, Member FDIC. Securities, brokerage accounts, insurance/annuities offered by Truist 
Investment Services, Inc. member FINRA, SIPC, and a licensed insurance agency where applicable.  Life insurance products offered by referral to 
Truist Insurance Holdings, Inc. and affiliates.  Investment advisory services offered by Truist Advisory Services, Inc., Sterling Capital Management, 
LLC, and affiliated SEC registered investment advisers.  Sterling Capital Funds advised by Sterling Capital Management, LLC. 

While this information is believed to be accurate, Truist Banks, Inc., now Truist Financial Corporation, including its affiliates, does not guarantee 
the accuracy, completeness or timeliness of, or otherwise endorse these analyses or market data.  

The opinions and information contained herein have been obtained or derived from sources believed to be reliable, but Truist Financial 
Corporation makes no representation or guarantee as to their timeliness, accuracy or completeness or for their fitness for any particular purpose. 
The information contained herein does not purport to be a complete analysis of any security, company, or industry involved. This material is not to 
be construed as an offer to sell or a solicitation of an offer to buy any security. 

Opinions and information expressed herein are subject to change without notice. TIS and/or its affiliates, including your Advisor, may have issued 
materials that are inconsistent with or may reach different conclusions than those represented in this commentary, and all opinions and 
information are believed to be reflective of judgments and opinions as of the date that material was originally published. TIS is under no obligation 
to ensure that other materials are brought to the attention of any recipient of this commentary. 

Comments regarding tax implications are informational only. Truist and its representatives do not provide tax or legal advice. You should consult 
your individual tax or legal professional before taking any action that may have tax or legal consequences. 

Investments involve risk and an investor may incur either profits or losses. Past performance should not be taken as an indication or guarantee of 
future performance. 

TIS/TAS shall accept no liability for any loss arising from the use of this material, nor shall TIS/TAS treat any recipient of this material as a 
customer or client simply by virtue of the receipt of this material. 

The information herein is for persons residing in the United States of America only and is not intended for any person in any other jurisdiction. 
Investors may be prohibited in certain states from purchasing some over-the-counter securities mentioned herein. 

The information contained in this material is produced and copyrighted by Truist Financial Corporation and any unauthorized use, duplication, 
redistribution or disclosure is prohibited by law. 

TIS/TAS’s officers, employees, agents and/or affiliates may have positions in securities, options, rights, or warrants mentioned or discussed in this 
material. 

Asset classes are represented by the following indexes. An investment cannot be made directly into an index. 

S&P 500 Index is comprised of 500 widely-held securities considered to be representative of the stock market in general 

The IA SBBI U.S. Intermediate-Term Government Bond Index is constructed using a one-bond portfolio. The bond chosen each year is the 
shortest non-callable bond with a maturity between five and six years, and it is held for the calendar year. 

The IA SBBI U.S. Large Cap Equity Index tracks the monthly return of the S&P 500. The historical data from 1926 to 1969 is calculated by 
Ibbotson.  

The Bloomberg U.S. Aggregate Bond Index which is the broadest measure of the taxable U.S. bond market, including most Treasury, agency, 
corporate, mortgage-backed, asset-backed, and international dollar-denominated issues, and maturities of one year or more.  

© 2022 Truist Financial Corporation.  Truist, the Truist logo and Truist purple are service marks of Truist Financial Corporation. 
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