
-1- 

Your Goals. Our Focus. 

 

 

 

 

 

The Buy and “Hope” Fallacy 
How to Protect Your Portfolio and Maximize Return. 

 

 

The traditional Wall Street school of thought for long-term successful 

investment results has been to buy and hold investments long-term.  The 

philosophy states that in order to get the best returns, you must always be 

invested in the market so you don’t miss out on the best return days.  This 

strategy is not the end-game in portfolio management. Buy and hold does 

capture the best return days it also subjects a portfolio to the worst return days.  

Recently, the worst return days have been significantly larger than the best 

return days. 

The current investing environment of low interest rates and high volatility has 

made investment success more challenging for individual investors.  Add the 

fact that individual investors are shouldering greater personal responsibility 

for their retirement income and the consequences of poor investment returns 

become more severe.  The buy and hold investment philosophy that worked 

for previous market environments may not be sufficient for many individual 

investors that do not have the time to “hold”. We believe a strategy of buy and 

“hope” is not an effective approach to capturing investment returns. 

The Lost Decade 

From January 2000 to January 2009, 10 years, the S&P 500 returned -23%.  

This is a significant loss not only of money, but also time
1
.  Money can be 

recouped but time is lost forever.  Those retirees that were expecting a certain 

amount in their retirement accounts were forced to delay retirement and 

continue working.  The big question in their minds is: “How much longer do I 

have to work before I can retire?”  Those that took the buy and hold approach 

watched as their portfolios plummeted 38% from 2001-2002 and 53% from 

2008-2009
1
.  These losses are significant.  Just as significant is the loss of time 

to recoup the losses.  

“In the first decade of 

2000 the S&P 500 

lost -23%.  This is a 

significant loss of not 

only money, but also 

time.”
!
 

1. Source: Stocks Tarnished by ‘Lost Decade” by E.S. Browning, The Wall Street Journal, Mar. 26, 2008, page A1. 
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Always Invested Argument 

The argument of the buy and hold 

crowd is that to capture gains an 

investor must always be invested in 

the market so they don’t miss the 

best return days.  This approach 

from 1990-2011 would have 

yielded an annualized return from 

the S&P 500 of 5.94%. 

Figure 1 illustrates that if you 

missed the 10 best return days from 

1990-2011 your annualized return 

would have been 2.65% vs. the 

5.94% previously mentioned. 

Using only this perspective it is a 

compelling argument for the buy 

and hold strategy. 

However, it is important to take an 

opposing perspective:  “What 

happens if I miss the 10 worst days 

in the market from 1990-2011?”  

Figure 1 shows that if you missed 

the 10 worst return days your 

annualized return would have been  

 

 

9.69% vs. 5.94% for the fully 

invested S&P 500 over the same 

time period.  This is even more 

compelling that one should try to 

avoid losses more than try to 

capture gains. 

To complete the analysis one needs 

to look at a combination of the two 

scenarios:  missing both the best 

and worst days.  Had an investor 

missed the 10 worst days and the 

10 best days the annualized returns 

would have been 6.28% vs. the 

5.94% for the fully invested S&P 

500.  Figure 1 shows that missing 

even the best 40 return days and 

the worst 40 loss days captured a 

better return, at 6.75%, than the 

S&P 500 return of 5.94%. 

What this analysis shows is that 

avoiding losses is much more 

important than missing gains.  This 

is further reinforced by the fact that  

 

Figure 1: Various Annual Return Outcomes 1990-2011 

Source: Hanlon Investment Management, T.M. Wealth Management 
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a larger percentage gain is required to recoup losses.  For example a 20% 

loss in a portfolio requires a 25% gain just to recoup losses.  It is easier to 

make money when you don’t lose money.   When losses are minimized 

there is more money to put to work when markets move higher.  Figure 2, 

shows the impact of losses and the time to recoup losses.  If your portfolio 

loses 25% and then grows at 10% every year thereafter, it will take 3 years 

for the portfolio to get back to the level it was at before it lost 25%.  That is 

three years of time that the investor cannot get back.  

 

 

 

 

Source: T.M. Wealth Management 

 

Evaluate Your Portfolio 

We have found the following questions valuable in assessing the strategy 

of investment portfolios: 

 Have you experienced significant losses and still waiting to get back to 

even? 

 Do your advisors tell you to just “ride it out” when your portfolio is 

down? 

 What controls does your portfolio have in place to protect against loss? 

 Is your portfolio constructed with non-correlated assets? 

 What role do alternative assets play in your portfolio? 

The answers to these questions are critical in determining if the strategy of 

your portfolio is “buy and hope”.   

 

 

Figure 2: Impact of Portfolio Losses 
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Conclusion 

The buy and hold approach which has been successful for many investors 

over long periods of time may not be valid anymore.  It has not worked for 

the past decade and may not work for the next 10 years.  It is important that 

investors receive advice that helps them address the questions above.  

Our approach to managing investments is threefold: 

1. Manage risk first to protect against losses 

2. Maximize returns for the given level of risk 

3. Construct non-correlated diversified portfolios to meet the unique 

goals of each client. 

In our experience a disciplined approach to investing utilizing these three 

tenants will assist investors in achieving their financial goals.  This 

approach removes the emotion from investing so clients can make better 

decisions with their money. 
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Important Disclosures   
The information, tools and services presented in this document are provided to you for informational purposes only and are not to be used or 

considered as an offer of the solicitation of any offer to sell or to buy or subscribe for securities or other financial instruments.  The information 

contained herein has been derived from sources believed to be reliable but is not guaranteed as to accuracy. Investors should consider this information 
as only a single factor in making their investment decision.  Action taken by an investor should be based on their personal investment objectives and 

risk tolerance.   Further information on any security or financial instrument mentioned herein is available upon request.  Securities and investment 

advisory services offered through Girard Securities, Inc., member FINRA, SIPC.  T.M. Wealth Management is not affiliated with Girard Securities, 
Inc.  
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