
1

Corrections happen. What’s the plan when they do?
It’s now been about 16 months since the rapid decline and recovery of the stock market that 
occurred with government mandated COVID shutdowns in March of 2020. We thought it would 
be useful to revisit the frequency of corrections and our philosophy and investment discipline in 
dealing with such events. A correction is simply defined as a decrease in market value from a 
previous high. Note, we use the term “market value” as opposed to “loss”. A true loss only occurs 
when something is sold for less than the purchase price. To be clear, losses do occur from time 
to time because not every investment performs as intended and it is sometimes necessary to 
sell it, take the loss and transfer the funds into something that may perform better. History and 
experience have taught us that selling during market corrections usually does more harm than 
good when it comes to achieving long term investment goals. So how often do market corrections 
occur and what is our reaction to them? First, let's look at the chart below. Small declines of 5% to 
10% or more are very common and on average not long in duration. Declines of 10% or more are 
also very common, occurring about once a year. Bigger declines of 15% or more are infrequent 
but much longer in duration. This makes it more difficult for investors to stay the course because 
they begin to question if being in the market is actually the right thing to do. These periods are 
difficult because of the extended length of time with decreased portfolio value and constant 
negative media attention on the market. 

So what is the 
proper response to 
a correction when it 
occurs? One part of 
the response actually 
occurs before any 
correction begins. 
It’s making sure that 
your investments 
match your risk 
tolerance and long 
term objectives. This 
is where a financial 
plan is extremely 
useful. For example, if 
a plan determines that 

your current resources will meet your long term goals at a rate of return typically associated with 
a balanced portfolio of 60% stocks and 40% bonds then it probably makes sense to target that 
allocation rather than try to capture additional returns with a more aggressive allocation. The more 
aggressive allocation may provide greater returns in markets trending up but will also increase 
volatility and have more downside during a correction. Corrections can occur quickly and without 
warning, (who would have predicted a sudden closure of businesses throughout the world in 
March 2020?) so aligning investments with risk tolerance and a financial plan will make it easier to 
endure a correction. Another part of the answer lies in having a well-defined investment discipline 
and acting on it. An example of this is the time tested strategy of rebalancing. In the 60/40 portfolio 
mentioned above, a rebalance would occur when the percentage of stocks or bonds exceeds a 
certain threshold from its original target. As an illustration, if stock prices decline to a point where 
stocks now comprise 55% of the portfolio and bonds are 45%, then a rebalancing action would be 
to sell enough bonds to get back to the intended 40% allocation and add those proceeds to stocks 
so that you are buying at lower prices. The opposite would be true in a stock market that keeps 
moving higher. If the rise in prices means stocks now occupy 65% of the portfolio then the prudent 
thing to do is sell that back down to 60% and add the proceeds to bonds so you are doing some 
profit taking and keeping the target portfolio intact. Looking at the chart again, it should occur 
to investors that we have exceeded the average amount of time usually associated with a 10% 
correction. That does not mean that one is imminent in the short term, we just want to illustrate 
that they do occur frequently and that we are prepared to respond when they do. 
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Table illustrates the S&P 500 index starting in 1949. Frequency and length data are as of 12/31/19 so the 
last occurrence of a 5% or more decline in October 2020 is not included in the frequency and length data. 
Sources: Capital Group, RIMES, Standard & Poors, Dorsey Wright and Associates. Average frequency 

assumes 50% recovery of lost value. Average length measures market high to market low. 

-5% or more

-10% or more

-15% or more

-20% or more

About three times per year

About once per year

About once every 
three and a half years

About once every six years

43 days

112 days

262 days

401 days

October 2020

February 2020

February 2020

February 2020

Size of decline Average frequency Average length Last Occurrence



2

Roth IRA conversions: When is the best time?
There’s been increasing conversation around the benefits of Roth IRA conversions and the best time to include them in an 
investment strategy. We’d like to provide some information for you to consider when determining whether now is the right time to 
receive the full benefit of a Roth conversion. We do not provide tax advice, so we encourage anyone who is considering a Roth 
conversion to discuss the specifics of their situation with their tax advisor.

While we can’t predict the future, the political climate suggests a likely income tax increase at least by 2022. Couple that with the 
potential for post-pandemic raises in income, and some investors have an opportunity to maximize a Roth conversion. 

Why now?

As you may know, Roth IRAs are funded with after-tax money. They grow tax-free and provide a tax-free income source for qualified 
distributions, which can help pay for unforeseen expenses in retirement and ease tax burdens. The catch is that contributing directly 
to a Roth IRA is restricted for higher income investors. While income limits exist for tax deductible contributions to a traditional IRA, 
anyone can fund a non-deductible traditional IRA. And anyone with funds in a traditional IRA is eligible to do a Roth conversion. 

A Roth IRA conversion has a cost, which is the income tax on the amount you convert and should be carefully considered along 
with other tax-related issues that could result from the increased income. At the moment, thanks to 2017 tax reform legislation, 
income tax rates are at historic lows, meaning it will cost less in taxes to convert to a Roth IRA. Almost all of Biden’s proposals 
involve reverting the top tax brackets to pre-reform levels, which means conversion will cost more.

Wait, not so fast! Consider this: 

A well-diversified investment strategy should include sources of tax-free income for all investors. Just how much and when to 
employ it is a more individualized conversation. 

• Do you expect you will be in a higher tax bracket later or during retirement? Paying taxes on a Roth conversion now while 
you’re in a lower bracket could save you some money.

• Conversely, many investors will drop to lower tax brackets in retirement. Converting now means you might pay more in taxes. 

• Do you foresee tax rates increasing? Again, converting to a Roth IRA could lessen the burden.

• How long is your timeframe of investment before you need the funds? If it is too short, the cost of conversion may not be worth 
it (Similar to considering whether to refi a mortgage).

• How large is the pre-tax portion of your portfolio? Sizable accounts bring sizable required minimum distributions (RMDs). 
Often, these can be more than your income needs, causing you to pay more in taxes on money you don’t need. Paying the tax 
for conversion now could help minimize your tax liability as Roth IRAs do not have RMDs.

Roth IRAs and Estate Planning

The Secure Act requires many beneficiaries of IRAs to deplete the account within ten years. This often occurs during the 
beneficiaries’ higher earning years and consequently can carry a significant tax liability. Remember: qualified Roth IRA distributions 
are not taxable and therefore don’t impose a tax burden for those receiving an inheritance. 

Since IRAs are included when calculating a taxable estate, high net worth investors may want to consider this strategy to lower the 
tax burden and pass more money to beneficiaries. Also, Biden has proposed a significantly lower estate tax exemption and tax rate. 
Paying taxes on Roth conversion now could be used to maintain a lower value of your gross estate.

Wrapping Up

While it can be advantageous, whether or not you employ a Roth conversion strategy is dependent on your individual financial 
circumstances. It’s important to consider both your current situation and potential future changes and consult with your tax 
professional. Don’t rush into a decision.

Focus on Estate Planning
This article is applicable to Idaho residents, but the considerations noted are generally relevant regardless of your state of 
residence.  

Estate planning documents. Although state laws are similar, there can be significant differences among states for the laws 
governing documents like Wills, Trusts, Powers of Attorney and Medical Directives. You should make sure your documents are in 
full compliance with Idaho law. The following paragraphs highlight some examples of how states differ and what you should review 
with your attorney.

• Wills and Trusts. The specific laws governing how Wills and Trusts operate in Idaho may differ from other states. If you have 
relocated to Idaho from another state, it is best to have an attorney review your Will or Trust to avoid any conflicts.

Continued on next page



Market Watch

7/19/21 LEVEL 1 YEAR
  RETURN

S&P 500 4327 36.66%

Dow Jones 30 34688  32.33%

Nasdaq 14427 38.74% 

MSCI EAFE 2303 27.55%

   

Key Rates 7/16/21 7/16/20

10 year Treasury 1.31% .62%

30 year mortgage 3.09% 3.19%

Commodities  7/16/21 7/16/20

Gold $1824 $1808 

Silver $26.11 $19.25 

Oil (WTI) $71.45 $40.74

Source:  
Market Insights, Weekly Market Recap, J.P. Morgan Asset Management

• Trustee or Executor. If the Trustee or executor named in your 
documents is a resident of a different state, you should review 
whether he or she is still the best person to administer your estate 
plan. The distance may make it challenging to serve in that role.

• Funding your Trust. If you have a Trust, it is important that you 
follow the guidance of your attorney in properly titling assets in 
the name of the Trust. If you own a home in Idaho, have bank 
accounts, investment accounts, or a registered vehicle, it is highly 
likely that all of these assets need to be titled in the name of your 
Trust, so that it works as intended and avoids the probate process.

• Marital property. Idaho is a community property state. If you 
are married, you should review the impact of Idaho’s community 
property laws on your estate plan. If you have moved from a state 
without community property laws, there may be differences in how 
it affects your finances and your estate plans.

• Medical directives. A medical directive is a legal document that 
designates a person to make health care decisions on your behalf 
if you are disabled (oftentimes called a medical power of attorney), 
and may also provide instructions on life sustaining treatment 
(oftentimes called a living will). Each state has its own form for 
the medical directive, so you may want to consider using Idaho’s 
directive. In Idaho, you will use a document titled “Living Will and 
Durable Power of Attorney for Health Care” This should help avoid 
potential issues and delays.

• Avoiding probate in multiple states. If you own real estate 
outside of Idaho, discussing a revocable living trust with your 
attorney as part of your estate plan is highly recommended. If 
written and funded properly, a revocable living trust may avoid 
probate in your state of residence and ancillary probate in any 
other state where you own property. The term ancillary probate is 
used to describe probate in a state other than the state of your last 
residence. Ancillary probate means two attorneys (one licensed in 
each state), two courts and two executors or administrators (one 
in each state), two sets of fees and, maybe, two different sets of 
heirs, if state intestacy laws apply. Intestacy refers to the condition 
of an estate if someone dies without a Will or if the Will covers only 
part of the estate. Assets that commonly cause ancillary probate 
are time shares, vacation homes, condominiums and any personal 
property such as home furnishings and cars owned in another 
state. If you wish to avoid probate and ancillary probate, talk to 
your attorney about the potential of a revocable living trust and 
titling of assets.

D.A. Davidson does not provide tax or legal advice. Please consult 
with your tax and/or legal professional for guidance on your specific 
situation.
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Team Tidbits
Brad: 
Summer always comes with a burst of activities. The 
weather has been much nicer than in years past. Shariae 
and I have been able to get in our normal amount of 
golf this season. I took a “fine tuning” lesson that has 
improved my game a bunch. I recently went fly fishing 
and had my best day ever. The fish were kind and literally 
jumped into the boat. We are also spending time with the 
kids and my remote worker is able to spend the summer 
in Idaho instead of the heat in Texas. On July 18th 
Shariae and I celebrated our 40th wedding anniversary. 
We had a glorious day and reminisced with friends and 
family about the many fond memories throughout the 
years. We are truly blessed we found each other. Be 
sure to hug what remains of summer. It always goes by 
quickly!

Darin: 
By the time you get this we will either be on the Middle 
Fork of the Salmon or just completed our rafting trip. It’s 
been on my list for a long time and the girls agreed to 
go with me. This year is also my Dad’s 80th birthday in 
early August. Happy Birthday Dad! (Yes, he and Mom 
are clients….) I feel so blessed to be able to celebrate 
another year with him. (Mom, I won’t announce your 
birthday…) We’ve been spending a lot of time on the 
water whether it be the lake or the rivers. Teagan is now 
driving so just a fair warning to everybody. Enjoy the rest 
of summer!

Daryl: 
Summer is in full swing for the Geffken household. That 
translates into soccer, soccer, and soccer. Nearly every 
weekend sees Mara and I cheering for either Tyler or 
Justin or both with other rabid parents/fans. Both boys 
have landed on teams with great guys and families that 
help us enjoy our time spent on the pitch. It’s not all 
“work” though. We have a few opportunities to beat the 
heat and get up to Pend Orielle and onto our little ski boat 
for some wakeboarding. 

I hope you enjoy this season and soak it all in. I will too 

because in a blink of an eye, summer will be over and I’ll 
have a high school student and a sixth grader. Often heard in 
the Geffken home…“The days are long, but the years fly by.” 

Kate:
Terry and I have already “peaked” in our summer activities 
as we welcomed our latest grandchild, first grandson. Henry 
Charles was born in Virginia in late June and I was able to be 
there to help wrangle the big sisters for a few weeks. I’m not 
shy in reporting I was outsmarted by the 3-1/2 and 5 year olds 
but we sure had a great time. Not often could I report the heat 
and humidity in Virginia was a better option than the triple 
digit heat that hung in North Idaho! 

Again, thank you all for your kind thoughts, comments and 
prayers surrounding the little preemie granddaughter. Miss 
Lauren Rae spent 45 days in the NICU at Kootenai Health 
and was released on Mother’s Day. She is eating, sleeping (a 
little), growing, thriving and doing all that is expected of her. 
Our daughter is a teacher, so she's blessed to have had all of 
this time. We “get” to babysit soon so I’ll get my “fix”.  

We plan to continue making up for the lost summer of 2020 
with BBQs, happy hour on the dock and travel to visit with 
family and friends. Here’s wishing the same to you all.  

Stephanie: 

Life is moving along a little too quickly for our little family 
these days. I think Dawson will be crawling before we know 
it and then I might really be trying to keep up! Nizzy is always 
right behind her to keep her out of trouble, offer her a ball and 
give her a big kiss on the cheek. I’m thinking they will be the 
best of friends very soon. We had an excellent time in Polson, 
MT over the 4th with my family. Daws got to take her first dip 
into a lake and let’s just say that she really didn’t enjoy it! 
We are really looking forward to our last little hoorah of the 
summer over Labor Day weekend. We will be taking Dawson 
on her first flight to Bellingham, WA. Wish us luck navigating 
the airport with a car seat, stroller and baby!  I think that about 
wraps it up for me. Enjoy the last days of summer and all that 
beautiful fall has to offer! Stay classy.


