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Beating Dollar Cost Averaging With Value

Most investors are familiar with the simple method of Dollar cost averaging. This
technique was designed to reduce market risk through a systematic investment at
predetermined intervals and fixed amounts regardless of market conditions. The
objective is to minimize investment risk by making the average cost per unit smaller.

Given that the future direction of the markets remain opaque, this method of investing is
preferred as it is the best way of deploying excess cash into uncertain and volatile
markets. Investing smaller amounts over a period of time tend to provide insulation
against changes in the market.

All investors has to do is to decide on 3 parameters — the fixed amount of money to be
invested each time, the investment frequency and the time horizon. It is ideal for investors
who are nervous about timing the market or do not have sufficient capital to make a
meaningful one off lump sum investment.

Dollar cost averaging tends to work well in a downward trending market, however, in
rising or choppy market; the strategy does not work as well. It is a safe strategy but the
caveat is that you are sacrificing maximum profit potential in exchange for simplicity and
a less active role.

Value averaging is an enhanced strategy which takes dollar cost averaging a step
further. Instead of investing a fixed amount at fixed intervals, the investment amount and
frequency/intervals of investment varies based on price fluctuations. Think of this as an
“active” version of the basic dollar cost plan.

To employ this strategy, the same concept of deciding the 3 parameters applies.
Determine the investment amount, the investment frequency and the time horizon. Then,
make the first investment. Let’s say you start by investing RM1000 into Fund A at RM1.00.
Then, the two methods diverge. For the second investment, check the price. If the price
had increased 5%, you would put 5% less than the base investment into the investment. If
the price had decreased 5%, you would add 5% more into the investment. You then
reset the base price to the most recent price and repeat the steps.

Essentially, the goal is to accumulate more units when the market is low and less units
when the price is high or even sell some units without buying any when the price
appreciate to high levels. This strategy helps investors to avoid investing too much when
the market is high and too little when the market is low. A more complex (depending on
investor profile) value averaging plan can even result in an investor investing multiple
times during a particular month and invest nothing on another month. But the end
objective remains the same, which is to engage the investor into an averaging plan over
time which can be more “active” and potentially more “beneficial” than the basic dollar
cost averaging plan.

Value averaging is stil a way of maintaining a disciplined approach of dollar cost
averaging and yet is flexible enough to capitalize on the ups and downs of markets. This
happens in dollar cost averaging as well but the effect is less pronounced. Dollar cost
averaging forces investors to be in the market when prices are depressed but it also
forces investors to invest when prices are high. Value averaging can be more effective
and provides an opportunity to reduce the average cost per unit even further.



Value averaging is a simple method, but it requires a bit more work than dollar cost
averaging and a more active role from the investor. However, this strategy is not about
second guessing the market, one must still invest on a regular basis, although the regular
nature is not fixed and passive like the basic dollar cost plan. But please note that this is
not an argument into whether dollar cost plan is better than value averaging plan, the
end objective is to offer investors a variety of options which may suit their personal
investment goals. Mr A may find the passive dollar cost approach the perfect investment
plan for his needs while Ms B may want more “active, dynamic” involvement, hence
preferring the value averaging concept.

Incorporating value averaging into your savings plan can add some valuable flexibility to
the investment decision making strategy. Many investors are guided by their emotions
and allow it to dominate their investment decision. That is why most investors tend to wait
for a dip and end up potentially missing out on a continual rise. Both strategies help to
remove some of the emotions of investing and value investing provides a performance
advantage over dollar cost averaging without taking on additional risk.

Whether you are a novice investor or you’ve been following the market for years, we
know one thing for sure — the market is constantly changing. The never ending ups and
downs can make it hard to determine when is a good time to invest. Value averaging is
a strategy that does not try to outguess the market’s fluctuations but rather seeks to
make those fluctuations work for you. It doesn’t matter when you invest. It only matters
that you do invest and stay invested. Timing doesn’t matter. Time in does.
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