
    

Market Timing is defined as a strategy
to move in and out of the stock market in
an attempt to predict future price move-
ments based on perceived economic,
fundamental and/or technical trends.

The temptation to time the market is an
understandable short-term response to
volatile markets. The reality is that moni-
toring your financial assets every day
exacts a high emotional cost for margin-
al, if any, financial benefit. Only a small
fraction of professional investors possess
the ability, nerves and instinct to consis-
tently make money timing the market.
Moving in an out of the market also fails
to take into account the negative impact
of capital gains taxes and trading costs.

A study conducted by Capital Research
and Management (sponsor of The
American Funds) underpins the reason
to avoid market timing and remain fully
invested. If you were fully invested in the
S&P 500 for the 10-year period ending
December 31, 2006, a $10,000 initial
investment would have grown to $19,147
for an average annual price return of
6.7%…not spectacular but attractive
when factoring in the impact of com-
pounding dividends. However, if you
missed the 10 best days for the stock
market over the same 10-year period, the

Why Market Timing is Not a Long-term Strategy

GURUN

       

Report
A timely message from GU R U N INV E S TMENT ADV I SOR S , IN C .

   

for its valued clients

Winter 2008 page 1Conservative Investment Management

value of the initial $10,000 investment
would be only $11,937 or annual price
return of 1.8%. Miss the 20 or 30 best
days and the value of the initial invest-
ment declines 17.8% to $8,224 and 41%
to $5,902, respectively. Since none of the
10 best days were consecutive, four of the
best days were in one year, and in five of
the 10 years, there were no best days, the
only strategy that ensures capturing the

best days is to remain fully invested for the
entire period.

At Gurun Investment Advisors, we adhere
to the fully invested concept for our
clients by balancing the assets, selecting
high quality common stocks and mini-
mizing portfolio turnover rate. The most
powerful asset for investors is time and
the ability to compound returns.

It’s about balance . . . NOT about the bull and the bear.

cont’d on page 2
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Gurun Investment Rule #4
The only thing predictable about tomorrow is tomorrow’s events 
are unpredictable.

The phrase “random walk” popularized
by Princeton Economist Burton Malkiel,
best explains why market timing is not a
successful long-term investment 
strategy… stock prices move in random,

unpredictable short-term patterns.

If it really matters to you what the market
does in the next several months you
probably shouldn’t own common stocks.
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Subprime Mortgage
A subprime mortgage is granted to
borrowers whose credit history is not
sufficient to obtain a conventional
mortgage. Lenders charge a higher
interest rate to compensate for 
potential losses from customers who
may run into trouble or default. Such
financing mechanisms as “subprime
mortgage” lending has led to a 
speculative bubble in the residential
real estate markets. This has resulted
in a liquidity crisis in the financial
sector.

Structured Investment
Vehicles (SIV) 
An SIV is a limited purpose 
operating company that engages in
market arbitrage by issuing short-
term securities at a low interest rate
and using the proceeds to buy higher
yielding, longer-term instruments
such as asset-backed and mortgage-
backed securities. Well-publicized
problems have occurred because the
liquidity crunch hindered the SIV’s
ability to issue short-term debt and
the value of their longer-term 
investments declined.

Rating Agencies
A credit rating agency assigns ratings
for issuers of certain types of debt
obligations by measuring the issuers’
creditworthiness and ability to pay
back the loan. The rating assigned by
the rating agency impacts the interest
rate applied to the loan. Many 
institutional investors were attracted
to high yields offered by complex
derivative obligations rated “AAA”
only to subsequently learn the credit
quality of the underlying assets 
deteriorated materially.

               


