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Australian share prices have seen record highs in 2024 after a sluggish couple of years.

The S&P ASX200 index added just
under 7 per cent in the 10 months to
October 31 closing at 8160." It reached
its previous all-time high of 8355 just two
weeks before.

So, if you were invested in an index
fund or a basket of shares mirroring the
ASX200 for the entire period, it’s likely
you would have added some value to
your portfolio.

Over the course of the year, the index
has ebbed and flowed, recording several
all-time highs.

But, while 2024 has so far been a boon
for some investors, there have been
some jarring notes.

For example, there was the devastating
drop in the first week of August when
the index lost $100 million in the biggest
fall since the COVID lockdown over
concerns about falls in the United States
and Asian markets.

Geopolitical tensions have also played
a part in market skittishness as the
wars in the Middle East and Ukraine
continue and economists argue about
the future impact on Australia of a
Trump presidency.

US share prices surged the day after
Donald Trump’s election in what
many saw as a positive reaction to
the returning President’s policies.
Since then, prices have declined

in a not-unexpected correction.
Various analysts are predicting future
volatility as markets respond to the
proposed policies including tariffs and
mass deportations promised by the
President-elect.

These ups and downs in prices can
have investors scurrying to hit the

‘buy’ or ‘sell’ buttons. They may be
desperate to save further losses when
share prices are falling rapidly or
wanting to cash in on a rising market.
Meanwhile, those with lump sums to
invest may delay, trying to pick the time
when prices are lowest.

It’s a strategy — known as timing the
market — that may work for some,
particularly if you need access to your
investment in the short term. But, for
mid- to long-term investors, it's generally
accepted to be problematic.

To begin with, predicting the next market
movement is extremely difficult — even
for experienced investors — because of
the endless factors that can influence
the markets.

Emotion or sentiment plays a big part
too, both in the way the markets react
to events and in the times that individual
investors choose to buy or sell.

Reacting to major market movements
by selling or keeping a lump sum in cash
until ‘the time is right’” means you run the
risk of missing the market’s best days
and reducing your overall return.

Countless studies show that better long-
term results are achieved by consistent
investing over time.

In the US, for example, US$10,000
invested in the S&P 500 over the 20
years to December 2022 would have
achieved a 9.8 per cent annual return.i
But, missing the 10 best days over those
two decades would have seen the return
almost halved to 5.6 per cent. If an
investor had missed 60 best days over
the 20 years, they would have been left
with just $4205 of their $10,000, a fall of
4.2 per cent.



Defying conventional wisdom, seven of the 10 best days took place during
bear markets and, in 2020, the second-best day happened immediately after
the second worst day.

In Australia, $10,000 invested in the ASX/S&P 200 during the 20 years to October
2024 would have increased to $60,777." But, if you had missed the 10 best days
during that time, your total investment would be just $36,014.

Here is how $10,000, invested in 1994, grew over 30 years.
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One way of taking the emotion and guesswork out of investing is to consider investing
fixed amounts of money at regular intervals over time, ignoring any market signals.

It is a strategy known as ‘dollar cost averaging’, which works best if you are
investing over the medium to long term because it helps to smooth out the price
peaks and troughs.

In fact, the compulsory superannuation paid by employers is a form of dollar cost
averaging. Smaller, regular amounts are invested automatically, regardless of market
movements and, over time, the investment grows. Alternatively, regular amounts from
after-tax salary can be invested in a similar way.

However, the jury is out on whether dollar cost averaging is a useful strategy
when you have a lump sum in cash to invest. Some advocates of the strategy
argue that the principles of dollar cost averaging mean a better return by not
timing the markets. In particular, you reduce the risk of making a large investment
just before markets plunge.

Those opposed to the strategy for lump sum investing say that, with a lump sum
sitting in a bank account as you chip away at regular stock purchases, there is a
risk that you will miss the best of the market. It is also a form of market timing. The
argument is that, by investing your lump sum all at once, you're putting your cash to
work immediately. In any case, stockmarket returns over the long term outperform
cash investments.

A 2023 study found that investing a lump sum in the markets at once over the long
term delivers a better return than a dollar cost averaging strategy.’

So, avoid the risks of timing the market and consider whether dollar cost averaging
might be an appropriate strategy for you.

We'd be happy to discuss how best to ensure your regular investing strategy or
investment of a lump sum, takes account of future market movements and volatility.

i https://tradingeconomics.com/australia/stock-market

i https://www.abc.net.au/news/2024-08-05/japan-market-falling-australia-asx-fears-over-us-economy/104185186
i https://www.visualcapitalist.com/chart-timing-the-market/

iv https://www.fidelity.com.au/learning-hub/understanding-markets/timing-the-market/

v https://investor.vanguard.com/investor-resources-education/news/lump-sum-investing-versus-cost-averaging-which-is-better?msocki
d=1d0ef73d34e2669h383aa~39035{276789
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General Advice Warning: This advice may not be
suitable to you because contains general advice
that has not been tailored to your personal
circumstances. Please seek personal financial advice
prior to acting on this information. Investment
Performance: Past performance is not a reliable
guide to future returns as future returns may differ
from and be more or less volatile than past returns.



