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Boom or Bust Cycles: Fight or Flight? 
 
The second “ber” month is about to end and yearend is around the corner. It is possible that those who 
have planned to start their way to investing when 2011 kicked in have been successful in doing so, but it 
is also highly likely that a lot more has, unfortunately, remained undecided either for the lack of time 
and expertise, or perhaps the appetite to risk learning to buy their future cheap. To those who remain 
skeptic, have a break and just give this article some thought. You probably need more time to consider 
many things. Meanwhile, to those who dove in and built a pot, just hang on -- and with less pressure, 
consider how this article can help you in big way. This time, you are on the spotlight. 
  
With the global and local stock markets, experiencing some volatility for the past ten (10) months, we 
have seen the Euro region driving the sentiment and the local bourse testing the 4,000 level. People 
who have equity investments probably are facing the test of time. Some may be starting to doubt their 
decision early this year while seeing paper losses drowning in the red, while the others who were born 
to last are happily stomaching the buying opportunities in front of them. To the rather fearful ones, 
they face a dilemma:  
  
To stay on the line or to wait on the sidelines? 
 
BUY-AND-HOLD vs CUT-LOSS STRATEGIES 
  
By definition,  a buy-and-hold is a strategy where an investor buys an investment and holds it for a long 
period of time regardless of market fluctuations and short-term volatility.  This offers the benefit of not 
having to time the market, and at the same time take advantage of long-term gains. 
  
On the other hand, a cut-loss strategy is classified as an exit strategy wherein an investor agrees to sell 
his investment at a price at which he could “minimize” potential losses. The advantage is that the 
investor determines his loss limit early on, which prevents him from possible emotional decision-
making. However, cutting loss and not knowing yet where the proceeds can be reinvested present a 
danger. 
   
Think of it this way. A person who invests P1 Million in an equity fund (e.g., BPI Equity Fund) early this 
year and leaves the investment in place despite current volatility is likely (but not guaranteed) to 
recover in the long term. Given today’s level, an investor who decides to call it quits and who sells his 
investment definitely stands to realize some losses. At -4.11% year-to-date return, he will be hard 
pressed to find a reinvestment outlet that will not only allow him to recoup the losses generated but 
also let him surpass the break even level. Recovering the losses may not be as easy as one can imagine. 
Suppose a reinvestment of the redemption proceeds of a five-year corporate bond with a net yield of 
5% per annum, it takes almost a year just to break even, and another year to enjoy the full interest. 
 
On the reverse, a person who has remained invested in the same fund for the past three years, and who 
gave the markets a chance during the height of the recession in 2008 now enjoys close to 67% absolute 
returns. 
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THE RESOLUTION 
  
Similar to a person faced with a personal dilemma requiring a moral compass, there is also a way out for 
those jittery investors who understand that frequent trading of investments is not always the key but 
just could not help but worry still.  At BPI, everything is done using a portfolio approach, which means 
having a diversified portfolio allocated across different types of asset classes. 
 

 
 
Having an equity component, no matter how small, is one way of enhancing total portfolio return. In 
fact, there are several options to choose from: 
 

 
 

 
 
Bottomline, compared to other financial instruments like money market and fixed income securities, 
equity investments may require an increased risk appetite coupled with a longer time horizon. It is a 
matter of accepting that when markets fall, being panicky or sitting on the sidelines will not help at all.  
Two reasons: one, markets rise quickly as they fall and sitting on cash may mean missing out on the 
recovery. Two, it is natural for markets to correct. Long term goals cannot be met by being frightened at 
the first sign of volatility. Markets would definitely move in an unpredictable manner. Whether it is a 
boom or a bust cycle, it pays to be patient, and to take on the challenge. Now, ask yourself: Will you 
wait it out or JUST raise the white flag? 
  
Fight or Flight? 


