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With 2020 proving to be the most tumultuous 
year since the Global Financial Crisis, many 
investors have diverted their attention to 
adjusting their portfolios. Whether it’s 
understanding the impact of COVID-19, the 
current record level of government debt, or 
the results of the contentious US election, 
investors have been forced to navigate 
uncertain terrain. 

Understandably, it is easy to be fixated by 
the latest headlines and attempt to predict 
the market’s next move. However, paying too 
much attention to the headlines can lead to 
so-called ‘analysis paralysis’, where one’s 
obsession with daily market movements 
coaxes them to make decisions (or not 
make decisions) contrary to their long-term 
interests. To cut through the noise and make 
rational investment decisions in the face of 
uncertain times, investors should consider 
working with a financial planner throughout 
their investment journey. By identifying 
one’s goals and building a robust financial 
plan for achieving them, the impact of 
volatility on one’s financial position can be 
mitigated, allowing investors to focus their 
efforts on time in the market rather than 
timing the market.

What Is “Market 
Timing”?
Market timing is a form of active investment 
management where investors attempt to 
sell at what they believe to be a market’s 
peak, and, following a precipitous 
decline, purchase at what they believe to 
be the market’s trough. The rationale is 
outperformance; by avoiding a market’s 
losses and purchasing at a discount, 
market timers can theoretically enhance 
investment returns. A timely example 
would be selling at the S&P 500 high on 
19th February 2020, and later reinvesting 
at the market’s peak-to-trough decline (of 
34%) on 23rd March 2020. Although this 
may appear straightforward, the market 
rout caught both professional and retail 
investors by surprise, including the likes of 
the well-known hedge fund manager Ray 
Dalio(1), whose flagship Pure Alpha II fund 
fell by 18.6% as of August 2020. The reality 
is, outguessing the market is difficult and 
presents many challenges. 

The Challenges
Markets are extremely competitive and 
therefore efficient at adjusting to new 
information. For instance, in 2018, an 

average of $462.7 billion of equity trades 
were executed daily around the world(2). 
As market participants engage fiercely in 
price discovery, new information – such as 
the developing terms of the UK-EU trading 
relationship or central banking policy 
decisions – are rapidly incorporated into 
market prices. Therefore, it is exceptionally 
difficult to time the market based on short-
term forecasts or recent headlines, because 
that information will likely already be 
incorporated into the market. 

To make forecasting the future even 
more challenging, forecasts by economists 
and investment professionals can be 
wildly inaccurate. An IMF Working Paper 
commissioned in 2018 found that economic 
forecasts, covering 63 countries from 1992 
to 2014, either missed or significantly 
underestimated the magnitude of 
recessions and the succeeding economic 
recovery. As such, we can conclude that 
economic downturns and market crashes 
are unpredictable and invariably driven 
by what we do not know. In 2007, Nassim 
Taleb popularised the term “Black Swan” 
to describe the events that precede market 
crashes, which fall into the what we do not 
know bucket. The previous four decades 
have delivered numerous Black Swans – the 
Black Monday crash of 1987, the Internet 
Bubble of 2001, and the debt-fuelled Global 
Financial Crisis of 2008– all three of these 
events took the vast majority of investors by 
surprise and significantly impacted global 
markets. The unpredictability of Black 
Swan events poses the most challenging 
hurdle to successful market timing. If 
we are unable to consistently predict the 
future, why should an investment strategy 
be influenced by those predictions?  

Mistiming Can 
Be Disastrous 
The negative headlines that accompany 
market volatility can be stressful for many 
investors. With our tendency to be loss averse, 
a common reaction to volatility is pulling 
money out of the market to avoid a short-
term loss. This can be explained as; “losses 
loom larger than gains”(4) – the Nobel Prize 
winners, Kahneman and Tversky, suggest 
we feel the pain of losing twice as much as 
the pleasure of a gain, or, in other words, we 
are more interested in selling to avoid a loss 
rather than selling to realise a gain. Although 
reacting to volatility may feel comforting, the 
long-term impact of being out of the market is 
meaningful, as is illustrated by the following 
example from Fidelity(5). 

As you can see, if an investor missed the 
5 best single trading days during the 40-year 
period, their total return would fall by $265,010 
or 37.99%. This highlights the danger of short-
termism, and not remaining invested through 
volatility and staying the course. With the 
best trading days tending to be concentrated 
around volatile periods, reacting to short-
term volatility may increase the probability of 
missing the best trading days, and therefore 
decrease the probability of meeting strategic 
objectives. While market timers may claim 
to have mastered the knack of avoiding the 
worst trading days and catching the best, the 
empirical evidence tells a very different story; 
for instance, a recent study by Dimensional 
Fund Advisors highlights that, from 1999 – 
2019, 77% of equity funds failed to survive 
and outperform the market (6). Investors may 
therefore be better placed focusing on what 
they can control and investing with a long-
term view.
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Thinking Long-Term 
Capital markets have historically rewarded 
investors for taking risk over the long 
run despite numerous economic crises. 
Investors should be reassured by this 
observation and note the importance of 
staying the course. Instead of focusing 
on market sentiment, one should begin 
their investment journey by first specifying 
their financial goals, understanding the 
necessary steps to achieving them, and 
finally, to build a robust financial plan 
mapping out the years ahead. Whether it be a 
comfortable early retirement, or purchasing 
an additional home, a financial goal can be 
broken down into palatable annual savings 
and return targets. To ensure a financial plan 
remains on course, progress towards goals 
should be reviewed at least once per year to 
identify where adjustments are required as 
circumstances change.   

Once return requirements are identified 
and agreed as achievable within the risk 
parameters, investors should then consider 
on how best to construct a portfolio to 
deliver those returns. The key determinant 
to long-term success is focusing on the 
variables within an investor’s control. 
Care should be given to determining an 
appropriate asset allocation, ensuring wide 
diversification, and the inclusion of tax-
efficient investments that consider relevant 
multi-jurisdictional interests. As the saying 
goes, diversification is the one free lunch in 
investing and will help reduce volatility by 
balancing a portfolio’s exposure to multiple 
geographical markets and asset classes. 
Costs should also be carefully managed to 
optimise net of fee returns. 

Thinking long-term, the management 
of both the portfolio and an investor’s 
behaviour should be carefully considered 
and agreed. To mitigate the risk of falling 
prey to behavioural biases, a disciplined 
and objective rebalancing strategy should 
be incorporated to manage the portfolio’s 
risk and return characteristics following 
periods of short-term volatility. A disciplined 
approach to rebalancing may also help 
to foster additional returns by forcing the 
simultaneous purchase and sale of cheap 
and expensive assets. Most importantly, 
rebalancing helps to remove the emotion of 
investment decisions, thereby empowering 
investors with the ability to make rational 
decisions irrespective of the latest headlines. 

Risk Warnings And 
Important Information
MASECO LLP (trading as MASECO Private 
Wealth and MASECO Institutional) is 
registered in England and Wales as a Limited 
Liability Partnership (Companies House No. 
OC337650) and has its registered office at 
Burleigh House, 357 Strand, London WC2R 
0HS.  For your protection, telephone calls are 
usually recorded.

MASECO LLP is authorised and regulated 
by the Financial Conduct Authority for the 
conduct of investment business in the UK 
and is registered with the US Securities 
and Exchange Commission as a Registered 
Investment Advisor.

This article does not take into account 
the specific goals or requirements of 
individuals and is not intended to be, nor 
should be construed as, investment or 
tax advice.  This document is provided for 
information purposes only; is not intended 
to be relied upon as a forecast, research or 
investment advice; and does not constitute a 
recommendation, offer or solicitation to buy 
or sell any products or to adopt an investment 
strategy.  You should carefully consider 
the suitability of any strategies along with 
your financial situation prior to making any 
decisions on an appropriate strategy.  We 
strongly recommend that every person seeks 
their own tax advice prior to acting on any 
of the tax opportunities described in this 
article.  The views expressed herein do not 
necessarily reflect the views of MASECO as a 
whole or any part thereof.

All investments involve risk and may lose 
value.  The value of your investment can go 
down depending upon market conditions and 
you may not get back the original amount 
invested.  Your capital is always at risk.
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Disclaimer
All of the material published on MASECO LLP’s website is protected by copyright law. You may view the material for your own
personal use and you may share the material where it is indicated that this is permitted to other parties for their personal use 
only.

None of the material nor contents may be used for commercial purposes. You may only share articles in the form in which they
appear on our website. You are not permitted to take an extract from an article and distribute the extract, for example, by cutting
and pasting content into an email.

Use of information:
• Nothing in this document constitutes investment, tax or any other type of advice and should not be construed as such
• The investments and strategy noted in this document may not be suitable for all investors and making available the informatio
in this document is not a representation by MASECO that any investment strategy is suitable for any particular client.
• This document is provided for information purposes only and is not intended to be relied upon as a forecast, research o
investment advice.
• This document does not constitute a recommendation, offer or solicitation to buy or sell any products or to adopt an investmen
strategy.

Risk Warnings:
• All investments involve risk and may lose value.  The value of your investment can go down depending upon market condition
and you may not get back the original amount invested.
• Your capital is always at risk
• Fluctuation in currency exchange rates may cause the value of an investment and/or a portfolio to go up or down
• Alternative strategies involve higher risks than traditional investments, such as speculative investment techniques, which ca
magnify the potential for investment loss or gain.
• Although the information is based on data which MASECO considers reliable, MASECO gives no assurance or guarantee that th
information is accurate, current or complete and it should not be relied upon as such.
• Certain products which may be used within a portfolio in order to give exposure to particular investment strategies may not b
regulated in the UK and therefore will not have the benefit of the protections afforded by the UK regulatory regime.
• Information about potential tax benefits is based on our understanding of current tax law and practice and may be subject t
change.  The levels and bases of, and reliefs from, taxation is subject to change.  The tax treatment depends on the individual
circumstances of each client and may be subject to change in the future.

Performance:
• Past performance is not a reliable indicator of future results

MASECO LLP (trading as MASECO Private Wealth and MASECO Institutional) is a limited liability partnership registered in England
and Wales (Companies House No. OC337650) and has its registered office at Burleigh House, 357 Strand, London WC2R 0HS.
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