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MAKING THE RIGHT DECISIONS
And avoiding common mistakes

At the time this article is being written, the local equity market is experiencing a mini rally, after
being in the doldrums for more than a year. Investors are slowly returning to the local bourse as
reflected by increasing trading volumes over the past few weeks.

Perhaps this is a good time to remind all about certain behaviors of retail investors. How you
behave or react towards certain scenarios and conditions of the market could well turn you into
a successful or unsuccessful investor over time.

In investing, knowing what is wrong is as important as knowing what is right. Some of the
mistakes are common knowledge but people still fall for them. All of them affect your potential
returns and could even result in capital loss. Many of these could be resolved with an
application of simple time and tested strategies and having a basic understanding of how the
financial markets work.

Buy Low Sell High
Simple enough, right? Yet many cannot truly master this simple saying. Let us look at this
segment by segment.

Buy low: we often ask among ourselves — Is this the lowest price? Can | start buying now?

Sell high: Is this the highest gain that | could get from this investment? Should | realize my
investment now? Is this the highest this stock could reach?

Honestly, even the most experienced guru of the market cannot give you a definite answer to
these questions. So how should you react when you need to buy low and sell high? Or at least,
buy high and sell higher......

The answer is: you do not need to actually catch the lowest or highest price. As long as an
investment is at a reasonably low level of valuation and pricing, you may start to accumulate
guality investments. Do not panic if you have not bought at a low price, but the investment
value drops further after you have bought in. You can do these: hold on to your investments a
while more OR you may want to practice dollar cost averaging i.e. buy more at lower price to
bring down your average cost. Remember earlier in this paragraph we mentioned “accumulate
QUALITY investments” — meaning we have already done our research on this investment and it
is worth buying. A slight dip in the price after you have bought should not cause you to let go of
this investment at a loss.



Let’s say one month later you decide to sell the investment. You obviously have made paper
gains before you reach this decision, right? Again, no one knows when the price will peak.
Therefore, you as the investor should exercise your judgment and act RATIONALLY. If you have
set a target to make a gain of, say 10%, from this investment and you are satisfied about this
gain, by all means, sell.

After you have sold the investment — two things may happen. Scenario 1 — the price goes up
further. Scenario 2 — the price falls.

When Scenario 1 happens, do you cry over split milk and feel sorry for yourself and regret (to
me, regret is the biggest pitfall of investing because it affects future behavior negatively)? Look
on the bright side, you have made a gain of 10% in just over one month. A gain is a gain, and a
gain is better than any loss. Still feeling sorry for yourself? You wouldn’t marry the girl of your
dreams, then just because the next day you saw someone even more beautiful, you regret your
marriage and start feeling depressed, would you?

When Scenario 2 happens, congratulations! You have managed to capture the price at its peak!
We did not say this could not happen — it is just when it happens we would not know it. We will
only know it AFTER it happens.

Remember the saying is BUY LOW SELL HIGH — it is not BUY AT THE LOWEST, SELL AT THE
HIGHEST. In the end, nothing is perfect, there will be times when you lose and times when you
gain...the most important is that over time, over all the transactions and decisions made, in the
end, you make a healthy gain. Sometimes you may make a big loss in your first investment...but
with rational thinking and a sensible plan, you may make gains in your next 10 investment! But
imagine if you regret and get depressed over the big loss in your first investment and don’t do
anything after that....in this case, nothing will improve...

CHASING THE LATEST FAD

Remember the Second Board play? The Internet frenzy? These were hot themes back in the
mid and late 90’s.

Of course, the concern here is there is no reason to avoid completely investments that are
based on such hot/popular themes. The issue here is as a retail investor, we must RECOGNIZE
that these are thematic plays — and they usually have very vicious cycles. The “bubble” of these
plays could burst at any time. The cycle of these plays could go up and down rapidly like the
world’s most exciting roller coaster. However, after plunging steeply, it may take some time for
it to glide up again...



If you were lucky enough to enter at the beginning of the cycle, you would have a lead start and
a great chance to make huge returns. However, for most retail investors, the information that
we receive may be slightly delayed, thus causing us to enter the cycle a little late, as compared
to investment professionals.

If you intend to engage in these thematic plays, your entry point is important. If the cycle has
moved up, i.e. prices are high, should you continue “chasing” after it and take the risk? Who
would not be attracted to the hefty gains others have made. However, take note that you may
be buying when others are selling. We must realize that when we buy while others have already
gained — it is a delayed reaction — and the same level of gains will not be ours.

It is not to say that you can’t follow the hot theme and join in the frenzy, but you must still
exercise self control. Think rationally and do not let GREED and herd mentality blind you in your
buy/sell decisions. Do not use up all your spare savings for such an investment. As investors, we
all like some speculation and excitement sometimes but do it in a way which, if anything goes
south, it does not impair your overall financial health.

Let’s Wait And See

Waiting to invest is NOT A BAD idea. Some people like to wait for certain events to be clearer
before committing any money. Those who waited when the KLCI fell from the 1200 level to the
1000 level, must have been glad with their decision to wait.

However, do not wait until too long, or you will miss the boat. The problem is always when
things are bad, we always assume the worse-case scenario and more often than not, this does
not happen. In the 1997 crisis, when the KLCI fell below 300 level, everyone was saying it is the
end of the world and that the index will drop below 100...we all know what eventually
happened, don’t we?

There is always some event or other happening out there that affects the markets — war,
economic slowdown, political crisis. Many people make the mistake of WAITING TOO LONG for
these events to clear up before starting any investment, only to see the market move
substantially upward or beyond their target range. After which they probably wait for a longer
time for the market to enter their range again or end up buying or selling their investments at a
price they are not comfortable with.

Let me ask you this “Anyone bought any shares or unit trust funds when the Malaysian equity
market was at 860 points?” At that time many would have also said “Let’s wait and see”.



Well, many of us would tell ourselves that it would have been good if we had accumulated

some shares at that time.

The solution here is to invest in small, regular amounts over the “low prices” range or period.
Back to our first point of BUY LOW SELL HIGH. We really do not know the lowest point, but if we
have had accumulated some investments at the low end of the 52-week range, there would
have been some gains made when there is a rally, even when it is just a mini rally.
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