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All too often investors exit their equity positions in favour of less volatile assets, but then remain out of the
market, hoping to find the best point to buy back in again.

When this happens, their fear keeps them rooted in low-return assets that don’t grow fast enough to beat
inflation, meaning they’re constantly losing buying power.

This reaction is only natural because humans are programmed to base their decisions on recent events.
Known as the ‘recency bias’, this reaction psychologically makes sense because, who wants to take on unnec-
essary risks? If your recent experience has been that markets are falling, then you usually expect more of
the same. Until, of course, when markets turn positive. And when do you know that markets have turned?
Usually by the time it is too late.

TIME IN THE MARKET

Because we can’t predict the future, it’s only with hindsight that we can say with certainty where markets
have turned from bear into bull territory. CONSIDER THIS GRAPH DEPICTING THE S&P500 AVERAGE
RETURNS FROM 1993 TO 2022.
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If, for example, you had invested US$10,000 in 1993, missing only the 10 best days (out of the more than
7,000 trading days in this 29-year period) would have resulted in your portfolio having performed 54% worse
compared to if you had remained invested for the full period.

Double the number of best trading days missed, and the opportunity costs rises to 73%, while you’ll be 83%
worse off if you’d missed the 30 best trading days.
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BULLS. BEARS. WHO CARES?

What is most interesting about the S&P500 returns over this period is that most gains were not, in fact, as a
result of bull market conditions.

ACCORDING TO THE DATA, 52% OF THE BEST 50 TRADING DAYS OVER THIS PERIOD OCCURRED IN A BEAR
MARKET. The rest of the best trading days occurred in the first two months of a bull market (26%), with the
remainder of a bull market accounting for 22% of the best trading days.

Waiting for better days — which one would expect to find during bull market conditions — is clearly not a win-
ning strategy. Investing needs time and, most importantly, patience, as well as the recognition that up and
down cycles are but part of how markets work. What’s impossible to know, however, is when bear markets
will end and bull markets will begin.

This question of when markets are going to turn is one that investors and fund managers are currently grap-
pling with. With interest rate hikes slowing, and possibly reversing in the next 12 months, some may feel that
the conditions are looking slightly more positive for the future, which they might well be.

However, this question is less important if you’ve stuck to your investment strategy over the past two years
and continued to invest, irrespective of the state of equity markets. As reflected by historical data, this is the
most prudent approach to building long-term wealth. The added bonus is that you won’t be stressing over
when to return to the market in a bid to catch the market at its very bottom.
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