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“Past performance is not a guarantee of future results” 

“WHEN to Invest?” 
 

Recent tragic events and market weakness have rekindled one of the key questions most investors 
attempt to answer: “WHEN should I invest?”  Once that question has been resolved, the next question 
normally is: “WHAT should I invest IN?”  The answer to both questions is remarkably simple.  Institutional 
investors have known the answer for years.  They continue to consistently achieve market rate of returns and 
significantly outperform individual investors.  Unfortunately, most individual investors repeatedly make the same 
mistakes. 
 
The destructive influence of the well-known “fear and greed” emotional cycle causes persistent underperformance 
by the average individual investor.  This trend has been well documented by the nation’s leading financial-
services research firm, Dalbar Research.  Studies that began in 1994 and  updated in June 21, 2001 show that 
investors suffer huge shortfalls in investment performance.   
 

“…The following annualized returns for investors, whose average fund retention was 2.6 years in 2000 
(down from 2.8 in 1999, but up from 1.7 after the stock-market crash in 1987), compared to 
corresponding indexes, clearly illustrate the benefit of buy-and-hold strategies: 

•      The average fixed-income investor realized an annualized return of 6.08%, compared        
to 11.83% for the long-term Government Bond Index;       

• The average equity-fund investor realized an annualized return of 5.32%, compared          
to 16.29% for the S&P 500 Index; and,       

• The average money-market fund investor realized an annualized return of 2.29%, 
compared to 5.82% for Treasury Bills and 3.23% for inflation. Money-market fund investors 
lose money after inflation….” 
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Chart  by Gordon Shuler 
Source: Dalbar Research

Individuals  UNDER-Perform 

"... the best way to own common stocks is 
through an index fund ..."    Warren Buffet 

Average Individual Investor vs Buy & Hold Indexes 
Total Gain/(Loss) on $100,000 for 17 Years [Inflation Adjusted] 

-$245,303 

-$663,707 

-$69,282 

(Loss) 

The annualized return percent-
ages shown in the Dalbar Study 
above have been converted to $ 
to show the impact on a $100,000 
Investment over a 17 year period 
to the Average Individual 
Investor.  In all categories, the 
prudent approach   would be to 
simply BUY & HOLD the 
benchmark Index equivalent.  
Optimized mixes of a variety of 
Index Funds offer further 
diversification and Risk/Return 
improvement. (See our Index 
Portfolios at www.ifa.tv) 
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“Past performance is not a guarantee of future results” 

“…Dalbar has reaffirmed that the long-term advantage of a buy-and-hold investment strategy is 
extraordinary. Dalbar’s 2001 update to its “Quantitative Analysis of Investor Behavior” (QAIB) study shows that, 
despite the short-term advantage of having been un-invested in 2000 due to the decline in the equity markets, 
investors would still reap greater long-term returns by holding their mutual-fund investments. 

QAIB examines real investor returns from equity, fixed income and money market mutual funds from January 
1984 through December 2000. The study was originally conducted by DALBAR, Inc. in 1994 and was the first to 
investigate how mutual fund investors’ behavior affects the returns they actually earn…” 
 
The study shows the difficulty that investors have avoiding the temptations of market timing and staying focused 
on long-term investment strategies. Clearly, investor behavior can have far more of an impact on investment 
performance than markets themselves. This is why investors should concentrate on changing their own behavior 
by investing for the long run, instead of moving their money around in the search for the "right" mutual funds that 
will beat a market.  Below are examples of why “Buy & Hold” is the Institutional approach utilizing Index Funds.  

 

  

Average gain 
9.47% 

After 1 year 

DON’T Feel   “Fear & Greed” 
DO      Think “Risk% & Return%” 
DO      Think “Long Term” 
DO      Think “Buy & Hold” 
DO      Think “Index Funds”  
DO      Think “Invest & Relax” 

"The only way to ‘beat an index’ is to invest in something other 
than the index. Why would you, when the only source of long-
term  risk and return data is the index?"   

Mark Hebner, Index Funds Advisors, Inc.


