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Many important decisions in investing are counterintuitive. The right thing to do often goes against our instincts. This
makes it hard for most of us to consistently make smart financial decisions. One of the many advantages of following
an evidence-based investment strategy is that we are forced to follow what the data tell us. In other words, we want to
follow what actually works based on historical evidence rather than what seems like it should work.
Take the value of the U.S. stock market right now. To many observers the major averages like the S&P 500 seem too
high given the current economic reality, pandemic restrictions and upcoming election uncertainty. The market seems
out of touch because our intuition suggests that current prices should be consistent with the current environment.
But the stock market does not work in the present. It sets prices today based on earnings and economic expectations
quarters and years into the future. This is why markets often hit bottom before a recession ends and start declining
before a recession begins. The market may turn out to be wrong but investors appear to be pricing in an earnings
and economic recovery in 2021 and beyond. In addition, the Federal Reserve is pumping unprecedented amounts of
liquidity into the economy, which is significantly bolstering asset prices.
Because of all this we have been getting questions like this lately: “Should I invest new money in the market now or
wait for a correction?” Many are also wondering if they should temporarily get out of the market to avoid the likely
volatility due to the upcoming presidential election. To answer these questions, let’s consider some historical evidence.
If we look at the last 94 years since 1927 in the S&P 500, here is what we see:
• If we remove the returns of the best 94 months (an average of just one month a year), the average return of the
remaining 1,034 months is virtually zero (0.1%). In other words, 8.3% of the months provided almost 100% of the
returns.
• The best-performing 94 months, an average of just one month a year, earned an average return of 10.4%.
• While the average quarter returned 2.9%, if we eliminate the best-performing 94 quarters, the remaining 282
quarters (three-fourths of the time period) lost money, providing an average return of -0.8%. In other words, just
25% of the period provided more than 100% of the returns.
• The best-performing 94 quarters, an average of just one quarter a year, earned an average return of 14.1%.
The conclusion we draw is that markets have performance bursts—large gains compressed into very short periods of
time—that deliver virtually all their long-term gains. Therefore, if we are not constantly invested to capture all of these
bursts, we risk significantly reducing our long-term gains. Miss just one and our returns can be significantly reduced.
The investment firm Elm Partners added some additional insight by looking back at 115 years of data to answer the
following question: “During times when the market has been ‘expensive,’ what has been the average cost or benefit of
waiting for a correction of 10% from the starting price level, rather than investing right away?” The company defined
“expensive” as the occasions in which the stock market had a CAPE ratio (an adjusted measure of price/earnings) more
than one standard deviation above its historical average.

They found the following:
• From a given “expensive” starting point, there
was a 56% probability that the market had a 10%
correction within three years, waiting for which
would result in about a 10% return benefit versus
having invested right away.
• In the 44% of cases where the correction doesn’t
happen, there’s an average opportunity cost of about
30%—much greater than the average benefit.
• Putting these together, the mean expected cost of choosing to wait for a correction was about 8% versus
investing right away.
Elm says that the reason investors believe waiting for a correction is a profitable strategy is because “while a correction
occurring is indeed more likely than not, investors may confuse the chance of a correction from peak-to-trough with
the lower chance of a correction from a fixed price level. For example, the historical probability of a 10% correction
happening any time during a 3-year window is 88%, significantly higher than the 56% occurrence of that correction
from the market level at the start of the period.”
Elm repeated its analysis with correction ranges from 1% to 10%, time horizons of one year and five years, and an
alternate definition for what makes the market look “expensive” (specifically, waiting for a correction from times when
the market was at an all-time high at the start of the period).
The firm found that “across all scenarios there has been a material cost for waiting. The longer the horizon that you’d
have been willing to wait for the correction to occur… the higher the average cost.”
Investment success comes in large part from having patience and discipline. We agree with superstar investor Peter
Lynch who once said, “Far more money has been lost by investors preparing for corrections or trying to anticipate
corrections than has been lost in corrections themselves.” The best decision of when to invest is to do so immediately
in a lump sum when you have the money available. If doing that is too uncomfortable, we should follow a dollarcost averaging strategy over as short a period as we can handle. Our view is that this approach offers us the highest
probability of success.
As always, thank you for you continued trust and confidence.
Warm regards,

Daniel C. Goldie		

Dirk G. Gilliard
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IMPORTANT NOTES
This material is presented solely for informational and educational purposes and does not constitute investment,
legal, or tax advice, or a recommendation or solicitation to buy or sell a security. Information from sources deemed
reliable, but its accuracy cannot be guaranteed. Performance is historical and does not guarantee future results.
The investments and strategies discussed in this letter may not be suitable for all investors. An investor’s portfolio
should be based upon the specific investor’s circumstances and goals. Information contained in this letter does not
serve as the receipt of, or a substitute for, personalized investment advice from Buckingham Asset Management,
LLC d/b/a Buckingham Strategic Wealth.
Historical performance results for investment indices and asset classes are provided for general comparison and
educational purposes only and does not represent our performance or the fees and expenses associated with
managing a portfolio. Individuals cannot invest directly in any index. All information contained herein is current as
of the date of this letter and is subject to change without notice.
A bond’s value may fluctuate based on interest rates, market conditions, credit quality and other factors. You may
have a gain or a loss if you sell your bonds prior to maturity. Of course, bonds are subject to the credit risk of the
issuer. Small-cap and value stocks are typically more vulnerable to financial and market risks and uncertainties than
large-cap stocks and the market as a whole. Small-cap stocks may trade less frequently and in lower volume than
large-cap stocks and may be more volatile and less liquid. Value stocks may have greater financial risk and leverage
than other securities and are often distressed for one or more reasons. Investing in foreign securities involves
greater risks than investing in U.S. securities. These additional risks may include currency fluctuations, potential
political instability, tax and other restrictions on foreign investors, less regulation, and less liquidity. Diversification
does not guarantee a profit or protect against loss.
©2020 Buckingham Strategic Wealth

3

