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The extreme volatility of the stock market that has led to the Philippine Stock Exchange Index (PSEi) 
seesawing from 5,300 to 4,864 and back up to 5,000 level in a month’s time has opened the doors to the 
debate about whether a more active approach or “Timing the Market” would yield superior returns as 
opposed to the “Buy and Hold” approach or placing value on an investor’s “Time in the Market”. 
 
Timing the Market  
 
Timing the market can be described as the practice of moving from one asset class to another (i.e., cash, 
bonds and equities) or among sectors in an attempt to improve portfolio performance to take 
advantage of the changes in the market outlook. In this approach to investing, a market timer aims to 
reap the most gains by spotting under or over-valued stocks and predicting the future trends of the 
market. Armed with the latest technical tools and lightning speed inflow and access to economic data, 
this task seems relatively easier now than it was a decade ago and straightforwardly speaking, a market 
timer simply has to make the correct decision more often than not to make gains.  
 
Time in the Market 
 
Many investors, however, would argue that markets do not always move in a rational and therefore, 
predictable pattern and that timing the market correctly more than 50% of the time may not yield gains 
that would match the returns of a “Buy and Hold” investor. The publication “Likely Gains from Market 
Timing” written by Nobel Prize winning economist William Sharpe supports this argument. In Sharpe’s 
1975 article, analysis of historical data from 1934 to 1972 construed that market-timers need an 
accuracy rate of 82% in order to match the returns of investors who remained fully invested in the 
equity market for the covered period 1 and if adjusted for risk, since market timers move from equities 
to a less riskier asset classes such as bonds or cash, an accuracy rate of 74% is still needed to realize 
returns at par with that of the “Buy and Hold” investors.2 

More recent data in the figure below shows that the strategy of staying invested yields a better 
performance compared to moving in and out of the market during the covered period which poses 
opportunity lost during upward trends and transaction costs. Staying fully invested in the S & P 500 from 
December 1994 to December 2004 yielded an annualized return of 12.07% while missing the best ten 
days of the market brought down returns to 6.89%. 
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The Better Approach 
 
It is very difficult to successfully time the market consistently over long periods of time and short-term 
trends of the market are not reliable guides for investment decisions. Rather, an investor’s goals and 
objectives, investment horizon, and risk tolerance should be the cornerstone of a sound investment 
strategy.  
 
Seek your BPI Investment Counselor now and get started on your journey to investing success. 
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