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Keeping Market Volatility In Perspective

Like stock markets all over the world, the Malaysian stock market, Bursa Malaysia, has had its fair share
of extensive increases in share prices and, price decreases as witnessed from 2007 to currently. This
volatility in share prices, particularly the price falls, often results in skittish behaviour by investors who
would attempt to time the ups and downs of the market to avoid potential losses or, attempt to make quick
profits in rising markets.

Market volatility can psychologically affect investors, leading them to make irrational investment
decisions. This behaviour is further magnified by the ease of obtaining the latest headlines, news and
stock prices in the print media and via the internet. It should be borne in mind that investors would most
likely fare best by adopting a long-term view of their investments in stocks and unit trusts. By doing this,
they stand to avoid many pitfalls of short-term market timing such as investing based on incomplete and
unreliable information, chasing the current faddish investment and investing ruled by emotions. An
example is the recent financial crisis. Had an investor sold off equities and equity funds at the point of
greatest fear in markets, i.e. in September 2008, when investment bank Lehman Brothers failed, the
investor would have locked in huge losses and missed the subsequent market rebound in the next 12
months — a double knock. Therefore, it would be prudent to keep in mind basic principles of maintaining
a long-term view such as diversification, investing consistently and avoiding frequent trading of
investments.

As evident from the following table on the performance of the Kuala Lumpur Composite Index (KLCI),
the KLSE has undergone tremendous volatility over the last 30 years.

Event Performance of Crisis Period No. of KLCI
KLCI (%) months performance in
subsequent
recovery (%)
High US interest rates and worst June 1981 to
recession in US in 40 years -99.26 August 1982 13.5 93.89
‘L apic February 1984
Pan-Electric crisis -
55.40 to May 1986 26.8 176.89
August 1987 to
Dow Jones crash -
5250 December 1987 4 183.34
August 1990 to
Gulf war -
12.00 August 1992 24.5 136.31
Asian economic crisis -79.51 ':slaegl;l;i:)ée];fgfggt{;) 18 285.71
“ ” February 2000 to
Tech” bust -
ech” bus 45.39 April 2001 14 41.23
January 2008 to
2008-09 Global -45.30
financial/economic crisis October 2008 10 4083

What is truly noteworthy is the ability of the KLSE (and other stock markets) to recover from its lows
after a significant adverse event such as a war or economic crisis. True, there have been occasions where
the fall in market prices has been horrendous to put it mildly. However, investors brave enough to invest
after a substantial market decline actually prospered in the subsequent recovery.



The above historical record provides investors several valuable lessons:

(1) The resilience of the Malaysian economy and many of its companies. There have been some high
profile corporations and less well-known companies who failed, but this is a normal process in any
free market economy. On the flip side, there are numerous companies who have not just survived but
strengthened their financial and competitive position in and following a crisis. These are the
companies whose stocks would offer investors reasonable if not substantial returns over the long
term.

(2) Investors with a long-term investment goal should not be emotionally affected by short-term market
volatility. What seemed like insurmountable problems or crises of enormous proportions were in most
cases eventually resolved and the stock market substantially rebounded from its lows. Actually, many
of these events have often proven irrelevant in the long-term as stock prices ultimately reflect the
fundamentals of a company and its business and not by general short-term social, political or even
economic conditions.

(3) Market lows offered (and will continue to do so) long-term investors the chance to purchase stocks at
bargain prices. Imagine a major departmental store slashing the price of a pair of Gucci bag you have
been keenly eyeing by 50%. You would unhesitatingly rush out to grab the bargain. However, when a
“sale” does occur at the stock market, many investors inexplicably exhibit the opposite behaviour,
heading for the exits or staying out completely. The most logical action would be to start
accummulating your favourite stocks or unit trust (assuming no changes in fundamentals) during the
bear market.

Here is a table displaying the benefits of long term investing — it shows the percentage of times the KLCI
had a positive return, depending on the length of time invested.

Percentage of times
the KLCI earned a
positive return

No. of Years Invested

1 Year 66.40%
5 Years 68.78%
10 Years 64.13%
15 Years 91.76%
20 Years 100.00%

The above probabilities are based on returns for the KLCI (now FTSE Bursa KLCI) between September
1987 to September 2009 (excluding dividends and their reinvestment) based on month end points.

Source: Lipper Hindsight

(Past performance is not a guarantee of future performance)

The table shows that keeping a long-term investment strategy has served investors well by increasing the
likelihood of positive returns the longer the investment horizon. For example, if one had placed money in
an investment that mirrored the KLCI’s performance (at any month end between September 1987 and
September 1994) and maintained that investment for 15 years, there would have been a 92% chance of
earning a positive return. However, if the investment was held for a short-term period of only 1 year (for
an investment made at any month end between September 1987 and September 2008), the probability of
obtaining a positive return would be only 66%. What is most interesting is that had the investor stayed in
equities mirroring the KLCI performance over a 20 year period, no matter when the entry point was



(whether during the Asian Crisis or at the 1993/94 market mania), the MINIMUM compounded annual
return would have been 4% p.a. (highest at over 9%), and this does not factor in dividends! Thus, staying

in for the long term really pays off.
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