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Should Investors Try To Time The Market? 
 

On Friday, September 9, a blogger on Forbes.com ran an article titled:  
“Prepare For Recession And Bear Market.”  The author suggests 
“preparing” for the downturn by market timing, that is, significantly 
change your investments to fit your prediction of the market’s 
direction.  (I didn’t link to the article because the author suggests 
investments that are so frequently misused, that the SEC issued a 
warning about them.  Click here for SEC warning against inverse ETFs 
 
Every investor would like to pare losses if they could.  Is it a good idea 
to move investments into a more defensive position when we feel the 
market will decline?   
 
Probably not.  For starters, if an investor has truly thought about how 
long the money will stay invested and how they would feel we 
experience another drop like 2008, the portfolio should have the 
appropriate amount of bonds and cash to offset the downside risk.  In 
addition, the lack of timely information, the lack of useful information 
and emotion-based decisions all conspire against market-timers. 

Lack of Timely Information  
 

How do individual investors get their information?   
 
First, the information must come from somewhere.  The sources of 
information, such as reports or numbers, come from the government, 
publicly-traded companies, analysts or news sources.  Each of these bits of 
information is instantaneously analyzed by Wall Street analysts and 
economists and super computers.   

WWM In The 
National Media 

 
Exciting quarter media-wise. 
 

Forbes.com 

 
Yahoo Finance 

 
On August 24, AP reporter 
Michelle Conlin quoted Kurt 
in a financial planning article 
that was picked up by 
Forbes.com; Yahoo Finance 
and scores of other news 
sources around the country.  
Kurt commented on a client 
couple of WWM who, he was 
helping make a home rent vs. 
buy decision. 
 
Newsletter 
 
In September, Kurt was 
quoted in the subscription 
newsletter Financial 
Intelligence Report.  Kurt 
commented on the 
importance of global 
diversification given the 
current economic condition. 
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This newsletter 
is not advice.   

 
Many factors beyond those 
discussed in this newsletter, 

including the unique 
situation of each investor, 

exist in determining whether 
and how to time the market 

and whether Structured 
Products are appropriate. 

 

This Newsletter may be an 

Advertisement 
pursuant to Federal law. 

Then, in order of quickness, that information makes it through the 
news channels and to investors by radio, TV, internet, and 
newspapers.  Then “experts” hit the airwaves and tell you what that 
information should mean to you.   
 
Long before individual investors hear financial “news,” Wall Street has 
analyzed it and traded on it.   
 
Some examples to make my point:  How many investors do you know 
who trade US stocks prior to the US market opening?  How many 
investors do you know that are buying or selling chunks of their 
portfolios as Fed Chairman Ben Bernanke or President Obama is 
making a speech?  How many investors do you know had a hand in 
pounding the market down hundreds of points in minutes during 
Congress’s failed TARP vote?  In addition, mutual funds (the favorite 
investment vehicles of individual investors and WWM) trade after 
market close regardless of what time of day the order is placed.   
In short, by the time individuals hear financial “news,” Wall Street has 
already traded on it. 

Lack Of Useful Information 
 

But what about basing stock sales not on daily information, but on 
longer-term “trends” popular in the headlines?  Again, individual 
investors do not have the information necessary to time those moves, 
either. 
 
Prior to the Great Recession of 2008, the “markets” certainly 
overvalued companies with bad debts on their books for years.  
Nevertheless, markets are efficient in that the information out there is 
reflected in the price of each individual stock price.   
 
On what could we base a conclusion that the market is overpriced at its 
current value?  On the last news article we read?  What about the 
equally-impressive “experts” on cable who predict the market to climb 
20% by year’s end?  How would we choose which expert is right?  More 
importantly, how is our information better than the analysts, 
supercomputers, economists, and trading firm technology that 
currently price the market where it is?   
 
It’s not.  In this information age, the amount of information even 
diligent, interested individual investors obtain is paltry compared to 
what Wall Street’s teams of analysts digest.  Unless individual investors 
are pricing into their models the probabilities of Quantitative Easing, 
Greece’s 10-year note rate and other such nuances, they are simply not 
competing on the same level as institutional investors.   
 
Which is why market timing with inferior information makes little 
sense.   



The Emotion Of Market Timing 
 

Timing requires an investor to sell at one price and then buy when prices are lower.  Otherwise, from 
an investing standpoint, market timing will lose you money.  This typically requires an investor to buy 
when the prices are substantially lower and the news is even worse than when stock was sold.  Being 
disciplined enough to buy after a market tumble on very little good news, is emotionally difficult.  For 
example, many investors holding cash when the market began rising in 2009 failed to get in anywhere 
near the bottom.  Many gained confidence only after the market started rising steadily, waited the 
entire year for a pullback and a “good entry point” and missed a huge run-up.   
 
Studies show that individual investors often lack discipline, meaning they make emotional trading 
decisions.  Those emotional decisions work against them when trying to “buy low.”  Unless an investor 
has a specific, disciplined timing strategy that removes the emotion from the equation, timing is a 
difficult, often losing game. 
 
Leaving Market Timing To The Experts 

 
That said, mutual fund managers time the market all the time.   
 
The only strategies that significantly reduced risk in the Great Recession were those where a money 
manager has the freedom to invest all around the globe and move into cash, bonds and gold.  These 
managers definitely market time, and individual investors can take advantage of their expertise. 
 
Even those money managers who are confined to certain asset classes or sizes of companies move in 
and out of different stocks or markets frequently.  Those who have performed relatively well during 
2008 may again reduce losses in another downturn. 
 
Conclusion 

 
Studies consistently show that individual investors who try to time the market underperform the 
market significantly.  That said, mutual fund and other managers pick the time to buy and sell 
individual investments.  Some global money managers specifically market time in and out of US stocks 
and other asset classes based on their strategies.  WWM believes that these types of active strategies 
can reduce losses and should be a significant part of a portfolio. 
WWM welcomes comments and questions. 

Product Spotlight - Structured Products  
 

WWM has seen many Structured Products in portfolios recently and is concerned that investors are not 
being told how these work.  To be fair, these are complex instruments.  The SEC put out this warning 
about the type of Structured Products called a “Principal-Protected Note.” 

http://sec.gov/investor/alerts/structurednotes.htm
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But others have bells and whistles that make little sense sometimes.  The following true example sheds 
some light on the downside. 
 
The product examined is called a 15-month Buffered Accelerated Market Participation Security tied to 
an Emerging Market Index and capped at 20.5% (this is NOT a Principal-Protected Note).  Here are 
some details. 
 
A 15-month note.  The bank pays the investor whatever is owed approximately 15 months after the 
investor purchases the note. 
 
Index – MSCI Emerging Market Index.  The gain or loss is tied to the return of the MSCI Emerging 
Market Index.   
 
Buffered – 10%.  If the investment loses money, the investor is protected up to the 10% of such loss. 
 
Accelerated – 2X.  At the end of the 15 months, any increase in the index is doubled to determine the 
investor’s gain. 
 
Cap – 20.5% maximum return.  Despite the accelerated return, the most an investor can ever recover 
is 20.5% of her initial investment (after sales fees that could exceed 1.5%). 

Here are the risks and downsides: 
 
Capped Upside.  The Emerging Market Index increased 77% over the 15-month period of the Note 
(ending July 2011).  A $20,000 investment in the Emerging Market Index would have grown to 
$35,400.  After fees, the Note would be capped at $3,500.  In this example, buying the Note instead 
of the index cost the investor $11,900 on a $20,000 investment. 
What is the risk that the Note helped avoid?  
 
Limited Risk Reduction.  The most downside protection on a $20,000 investment is $2,000. 
In this instance, the investor gave up $11,900 gain to protect against $2,000 in losses. 
 
Issuer Credit Risk – US bank.  Structured Products are often notes, which are unsecured obligations 
to pay.  If an issuing bank fails, the note holder has an unsecured claim against the bankrupt estate.  
In short, if the bank fails, good luck getting your money back.  This is not nearly as safe as a bond. 
 
Issuer Credit Risk – European Bank.  Don’t know.  And salespeople don’t either, so investors have no 
way to tell.   
 
Illiquid.  There is no guarantee of a secondary market if an investor wanted to sell the Note. 

Historically, it appears that the Emerging Market Index would either provide little protection or limit 
your upside substantially.  Here are the annual returns of the Emerging Market Index (ticker EME): 



Return 

Loss 

Reduced 

Profits 

Lost 

2001 -2.4 480 

2002 -6 1200 

2003 +56.3 0 -7460 

2004 +26 0 -1400 

2005 +34.5 0 -3100 

2006 +32.6 0 -2720 

2007 +39.8 0 -4160 

2008 -53.2 2000 

2009 +79 0 -12000 

2010 +19.2 0 -40 

While these are annual returns (and Notes are 15-month, non-calendar year products), it certainly 
seems that you are sacrificing gains to a much greater extent than you are being protected from loss.  If 
the Note were structured on these calendar-year returns, you would expect to give up $2,720 each 
year.  
 
Additionally, the gains you give up are the bank’s.  So the bank has an incentive to design these so they 
can make money.  Looking at these numbers, it appears the bank’s profit can be large (and largely 
unexplained). 
 
If people understand each specific term and risk listed above, a Structured Product might fit into their 
risk tolerance profile and portfolio.  Some products are structured so that a 40% increase in the index 
puts a 40% return in your pocket while a 41% or greater increase in the index gets you only 10%.  
Understanding the payouts and risks is absolutely essential.   
 
Given these complex products, how often do people understand what they are giving up and what they 
are getting?  Probably not much.   
 
WWM Custom Analysis of Structured Products 
 
If you are evaluating whether a Structured Product, be it Principal-Protected or not, is a good fit for your 
portfolio, WWM will provide an analysis of the benefits and risks at no charge.  We try to help people 
avoid as many poor-fitting investments we can, regardless whether the investor is a WWM client or not. 


