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Should You Time Your Unit Trust Investments?


Should You Time Your Unit Trust Investments?

Investment/market timing to achieve potential quick big gains is possibly a common practice
among many retail stock investors, especially for the smaller-caps and speculative type counters
or very aggressive unit trust funds. However, when you ask the experts whether you should time
your investments, their answers would be clear-cut and that market timing is virtually
impossible to do and can often get investors into financial trouble.

Further, it is tough for investors to time their investments as they easily succumb to the human
nature of greed and fear. When the markets are moving up briskly and stocks are expensive,
greed keeps existing investors in the market longer and draws in new ones at ever higher prices.
But, when the markets are down and prices are low, they tend to sell the stocks out of fear.
Instead of following the investment tenet of “buying low and selling high”, they end up doing
just the opposite. Ideally, investors should buy stocks at a lower price and sell at a higher price.
In practice, it is more advisable to invest regularly and, from time to time, raise the investment
amount when markets experience significant corrections.

If market timing is not a right strategy to implement to optimise and even maximise returns,
what then can be done? Instead of market timing, professional investors carry out what is called
asset allocation. Asset allocation is the decision to shift from one asset class to another based on
in-depth research. The fund manager would need to look at the economic and company growth
conditions and the stock market levels before deciding to switch into or out of stocks and into
other asset categories. Contrast this to simple market timing that is based purely on gut feel and
a simple look at historical high and low prices with no fundamentals to back up the decision to
buy or sell. Asset allocation is important as there is opportunity cost in every investment
decision. It can help to enhance returns and reduce risks. It is a fundamental technique that can
add value to investment portfolios over long periods of time.

In terms of unit trust investment, investors are advised not to use unit trust as a market timing
tool because getting into and out of a fund several times in a short period is costly and
significantly reduces returns. For example, consider a fund that has an average annual return of
12% and bears a sales charge of 5%. If an investor enters the fund twice or more times in a year
(e.g. buy, redeem, buy again, etc), he/she would make much less profits or even face a loss
because the sales charges either eat significantly into returns or completely wipe it out. Good
unit trust fund managers are able to achieve returns at a reasonable level of risk via a
combination of asset allocation decisions and adept stock picking.

Given the high costs of doing their own timing and the inevitable mistakes made when market
timing, it is better that investors cease doing so and instead let their fund managers carry out
asset allocation decisions to optimise returns for them.

However, investors may also want to consider the investment style of a particular fund
manager. While many fund managers would carry out asset allocation, there would be a few
who may be comfortable with holding a higher level of stocks regardless of market conditions.
Investors should also be aware of several equity/stock funds whose mandates require the fund
manager to remain heavily invested in stocks at all times. Such funds have much less leeway for
the fund manager to carry out asset allocation decisions and hence are likely to exhibit much
more volatile returns.



Nonetheless, if an investor is still worried about investment timing, he/she should instead invest
a fixed amount of capital regularly over an extended period of time. This is called ringgit cost
averaging. Investors invest a fixed amount every month over a long term to ride out market
volatility. A benefit of ringgit cost averaging is it will help to remove much of the anxiety during
market lows and save them from the pitfalls of timing their investments. As mentioned, it is also
very important to keep a tab on your targeted investment options during an extended bear
market (where pessimism was at its height) as was the case from October 2008 to March 2009,
where opportunities were in abundance. At such times, you should not just invest the regular
fixed amounts, but invest over and above your regular investments perhaps even more
frequently if possible. Notwithstanding the tone of this article toward market timing, we feel
this is one form of market timing for which every investor should be encouraged to do.

With global stock markets going through a freefall from end 2007 until early 2009, essentially
wiping out gains made over the previous 5 years, many investors of equity funds have told
stories of suffering huge capital losses, some as much as 60% during this tumultuous period and
may have lost faith in unit trust or even stocks. But the benefits of an accumulative strategy are
very evident as shown below and is a good thought to keep in mind for both existing and new
unit trust investors to see:-

Example 1:
Single Investment on 30 May 2008 into Fund A (Local Equity) = -11.60% loss at 29 May 2009
Single Investment on 30 May 2008 into Fund B (GlobalEquity) = -14.50% loss at 29 May 2009

Example 2:

Monthly Investment on 30 May 2008 into Fund A = +8.14% gain at 29 May 2009 (13
investments)

Monthly Investment on 30 May 2008 into Fund B = +6.80% gain at 29 May 2009 (13
investments)

From the above example (based on actual funds data from Lipper Hindsight), going through a
terrible last 12 months for global equity markets need not necessarily mean that investors
should suffer huge losses. In fact, volatility can often be a tool to generate decent returns if the
investment method is a stable one, in this case, using the age old method of monthly
investment plan, ignoring the need to time the market, has yielded great benefit. The only
remaining question is that for the investors reading this article,which type were you ? Example 1
or Example 27?



Investors should see their unit trust funds as medium to long-term investments. While market
volatility will have an impact on their investments in the short term, it should not spur them to
do some market timing of their own. The fund manager’s role is to manage such short-term
volatility to optimise returns over the long term hence negating the need for investors to market
time. While it may be hard to believe, it is often said that the most important thought is not
“when you invest” but “how you invest” that will determine the end result.
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