Grow Your Wealth with Peace of Mind

When Should you Re-Enter the Market?

By Gil Hanoch, December, 2009

If you sold stocks during the 2008 decline in an attempt to avoid the worst of it, you are facing the
question: “When should | reinvest the money in stocks”. The common answer | hear is: “When things
look better”. There are certain difficulties in implementing this solution.

The following progression explains these difficulties:

1. Since the stock market tends to precede the economy by 6-12 months, it tends to begin its
recovery well before the economic recovery. By the time things look better, the stock market
has often already gone through the initial part of the recovery.

2. The initial recovery tends to be substantial and proportional to the size of the decline. For
example, after the portfolio Long-Term Component reached a bottom of the severe decline in
March 2008, it went up 50% in 3 months.

3. After such substantial gains, you may feel that a decline is likely. This can be exaggerated by
an economy that is not fully recovered yet. Buying after a substantial gain right before a
decline would make you feel like a fool, so you'd rather wait for the decline to occur before
investing. When doing so, you risk missing an even greater portion of the gains.

4. The longer the gains go, the worse you feel, and the more it seems like a decline will come.
The greater the gains, the greater the decline you expect. As the gains mount, you are not
moved by a 5%-10% decline — you keep waiting for a greater correction. Your portfolio can go
up higher and higher for years, before you see the anticipated decline. In this case, it took a
mere 7 months for the portfolio to go up 100% from the bottom.

5. After a number of years, and gains of well over 100%, you realize that the decline is not
coming, and you finally invest your cash.

6. By the time you reinvested, you may buy at a price higher than what you sold for during the
past decline. You would have been better off never selling in an attempt to avoid the decline.

7. Looking forward, by the time you reinvested, your portfolio may come closer to the next
decline. Any moderate decline may make you think that this is the beginning of the big
correction you were waiting for, leading you to sell. If you do so, you may sell at a price lower
than your purchase. Again this leads you to underperform your own portfolio, and you would
have been better off not selling at all.

Every item on this list reflects thoughts expressed to me by investors — it is not a hypothetic list.
Please think about the 2008 decline, and see if you identify any of these patterns in your thinking. It is
very natural to think this way; what differentiates successful investors from unsuccessful ones is
whether they act on these thoughts.

Summary

Our brain guides us to expect certain patterns in the stock market, as well as changes that respond to
economic events with a time lag. These expectations lead us to behavior that can hurt our long-term
performance. Because the stock market is unpredictable, and it changes instantaneously in response
to changes in the economy, your best bet is to accept your long-term portfolio returns in good and in
bad, and to stay invested for the long term. The total returns for stocks are very impressive, and
taking them as a whole is the most conservative and prudent approach to stock investing.



Past performance may not be indicative of future results. Simulated data was used for periods prior to the
inception of mutual funds (see Performance Data Disclosure at http://www.qualityasset.com/disclosure.htm).
Different types of investments involve varying degrees of risk, and there can be no assurance that the future
performance of any specific investment, investment strategy, or product made reference to directly or
indirectly in this article, will be profitable, equal any corresponding indicated historical performance level(s),
or be suitable for your portfolio. Due to various factors, including changing market conditions, the content
may no longer be reflective of current opinions or positions. Note that services are limited to investment
advice and do not include financial planning and/or non-investment related consultation services. You
should not assume that any discussion or information contained in this article serves as the receipt of, or as
a substitute for, personalized investment advice from Quality Asset Management. If you have any questions
regarding the applicability of any specific issue discussed above to your individual situation, you are
encouraged to consult with the professional advisor of your choosing. A copy of our current written
disclosure statement discussing our advisory services and fees is available for review upon request.
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