
Finding your way through market volatilities

THE key pillars to successfully staying invested 

despite market volatilities are: 
☛ Have a long-term investment horizon and 

not try to time the market
☛ Invest regularly in a diversified investment mix 

and conduct regular portfolio reviews

Market performance in 2018 has been a sharp con-

trast to 2017 especially on the back of the sell-off we 

saw in October, which dragged most asset classes into 

the negative territory. Times of volatility can lead to 

feelings of uncertainty as we are often confronted 

with choices and decisions that we have to make in a 

very short span of time. With every sudden move-

ment in the market, the impulse to buy more or with-

draw entirely can be tempting. In this article we dis-

cuss the common dilemmas that people face and a lo-

gical path of action they can follow to find a way out.

Dilemma 1: Should I invest for the long or the 
short term?
Markets deviate from their historical averages. These 

deviations are more pronounced in shorter time peri-

ods but get narrower as one remains invested for 

longer. In the first chart, under the “1Y” bar, returns 

for equity over various one-year time frames can 

range from a low of -51 per cent to a high of 79 per 

cent. However, for 10 years holding period (data 

based on a rolling period), the returns can range 

between -2 per cent and 18 per cent per annum. While 

historical data does not guarantee future returns, this 

concept of long term investment has a powerful mes-

sage – which is to keep your portfolio invested for the 

long term. 

Dilemma 2: Ok, I can invest for the long term, 
but can I cash out when the markets start to 
fall?
When there is bad news in the market or markets turn 

volatile, investors tend to overreact and rush to sell 

off and encash their investments. They want to re-

duce their exposure to underperforming assets, but 

this is a big mistake, as it will be difficult for them to 

time their re-entry into the market. This leads to 

people missing out on some of the best days of mar-

ket returns. An analysis of the MSCI World Daily Total 

Return Gross Index measured over 10 years from 

September 2005 to 2017 shows that equity returns 

can drop by 64 per cent if you compare the 7.7 per 

cent annual return of a fully invested person vs the 

3.1 per cent annual return of someone who missed 

out the 10 best days in the same period.

Dilemma 3: So, why can’t I invest in the lows 
and sell on the highs?
Well, you should if you could, but the reality is that 

none of us can crystal gaze the market and predict the 

future. The second chart shows a hypothetical ex-

ample of a person investing US$1,000 a month 

between 2004 and 2017 when market saw its highs 

and lows. Three different strategies are shown – 

“Good timing”, “Bad timing” and “cash only”. While the 

outcomes are different for the different strategies, in-

vesting on the worst trading day of each month is not 

too far off from the utopian investor who timed the 

market perfectly well. However, both strategies still 

outperformed cash investments. The trick is to con-

tinue to invest regularly and not pause based on mar-

ket conditions, and enjoy the power of compounding.

Dilemma 4: All this is good, but should I 
invest into equities or bonds?
Diversification is at the core of a portfolio design 

since it is difficult to accurately predict winner and 

loser asset classes for the future. It is important to 

have an appropriate mix of assets that are less correl-

ated, ie likely to perform differently in the same mar-

ket conditions to bring down the overall risk of an in-

vestor’s portfolio. The key here is to ensure appropri-

ate weightings of the asset classes to bring about the 

optimal risk vis-a-vis return tailored to the investor.

One of the key outcomes of an optimised portfolio 

is to offer the highest expected return for a defined 

level of risk. As evident from the table, by varying the 

mix between equity and fixed income, the return to 

risk ratio (called Sharpe ratio) is often lower than 

when the allocation is skewed towards a single asset 

class. It tends to be most optimised (higher) when 

there is a good mix between the different asset 
classes.

A point to note is that as an investor, you should 
choose the portfolio based on your risk attitude.

Dilemma 5: So, how often do I need to 
re-balance?
As an investor you should review your portfolio on an 
on-going basis. Look out for changes in your financial 

goals and risk attitudes to make necessary adjust-
ments to your investment mix. Contrary to human in-

stincts, rebalancing is the process of selling assets 

higher in value (hence overexposed) to acquire assets 
where the value is down, but this helps to reduce the 

level of risk for the portfolio. Since re-balancing has a 
cost attached to it, it needs to be done with a system-

atic approach rather than in an ad-hoc manner. 

Disclaimer: This article is intended for education 
purpose only and not an investment advice or recom-

mendation nor is it intended to sell investments or ser-
vices or solicit purchases or subscriptions for them.

✑ The writer is the Head of Wealth Development 

with HSBC Bank (Singapore) Limited.
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EQUITY: FIXED INCOME RATIO 10:90 30:70 50:50 70:30 80:20 90:10

Returns (annualised) 6.1% 8.2% 10.4% 12.5% 13.6% 14.7%

Risk/volatility (annualised) 4.9% 4.2% 5.9% 8.5% 10.0% 11.4%

Sharpe ratio 1.24 1.95 1.76 1.47 1.36 1.29

Notes: The correlations, returns and risk analysis are based on the monthly data of indices between the period 2009-2015. 
The returns and risk are the averages taken for 1-year period between 2009-2015. 
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Return and risk for different composition of a Fixed income versus 
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100

80

60

40

20

0

-20

-40

-60

1Y 3Y 5Y 10Y

Portfolio strategies in volatile times

Sources: HSBC Bank (Singapore), Bloomberg

(%)

79%

-15% p.a.

36% p.a. 36% p.a.  

-5% p.a.

18% p.a.

-2% p.a.

-51%

There is no need to time the market

350

300

250

200

150

100

50

Good timing
Investing 

on the 
lowest day 
each month

Bad timing
Investing 

on the 
highest day 
each month

Cash only
Not investing 
and keeping

money in cash
instruments

(US$’000)

2 1
THE BUSINESS TIMES / WEEKEND / NOVEMBER 24-25, 2018

I N V E S T I N G & W E A L T H


