
Because you have to buy at the right time AND 
sell at the right time.
If ever there was a year to show investors that market timing is truly a fool’s 
errand, it was 2016. Why should you care about what happened way back 
in 2016 when we’re in the dog days of the summer of 2017? Here’s why: 
just look at what the market did – and didn’t do – as proof that market 
timing just doesn’t work. 

Even if you get lucky and manage to guess the outcomes of headline 
grabbing events, that’s only part of the equation. Knowing how the market 
will react to those same events is equally, or perhaps more important, and 
nobody knows that. Investors need to recognize that they shouldn’t be so 
preoccupied with when the best time to invest is, but instead manage the 
behaviour that leads them to buy high and sell low over and over again. 

Before we get ahead of ourselves though, let’s be sure we’re all on the 
same page as far as what market timing is. It’s an investment strategy where 
investors make predictions on what the market will do in the future and 
then base decisions on when to buy or sell financial assets (typically stocks) 
on those predictions. 

Overconfidence epidemic

It’s important to realize that in any given year there will always be events 
that cause a great deal of uncertainty – “what if?” scenarios will constantly be dancing in investors’ heads. Left to their own 
devices, investors typically don’t fare very well in situations like these. Emotions and the instinctual need for certainty get in the 
way of even the most steadfast investors making good investment decisions. Throw in a little market volatility for good measure 
and it’s a recipe for disaster.

There are lots of well-known reasons for this like:

 � Much as they try to fight it, investors behave irrationally directly impacting the market’s ability to behave rationally 

 � There’s no consistent way to accurately predict when the market will go up or down (or by how much) so knowing the 
best time to buy and sell isn’t possible

 � Investors’ instincts and emotions often have them buying and selling at precisely the wrong times

 � Unexpected events hit, well, unexpectedly and have unexpected consequences

As much as investors like to think they can predict what the market is going to do in the future, there’s a lot of research to show 
that isn’t reality. In fact, people tend to overestimate their abilities in general with studies showing that everyone thinks they’re 
above average in pretty much everything! Like 80% of drivers think they’re above averagei. Not only is that mathematically 
impossible, one look at the roads and you see there are a lot more bad drivers out there than really good ones.

IT TAKES TWO TO TIME

If you were off the grid last year, 
here’s a list of events that had 
investors trying to decide whether 
they wanted to get in or out of the 
market. 

 � Economic slowdown in China 
 � Oil fell below $30/barrel
 � Britain voted to exit the 

European Union
 � Donald Trump was elected 
 � More government bonds had 

negative yields 
If the average investor had a 
crystal ball and predicted all of the 
above, they most likely would have 
pulled their money and gone to 
cash waiting for sunnier days. And 
that would have meant they were 
on the sidelines for some of the 
best days of the year.

iSource: http://www.cbsnews.com/news/everyone-thinks-they-are-above-average/ 



Don’t get us wrong, we’re all for people having high self-
esteem, but overconfidence has disastrous repercussions for 
investors. For instance, their overconfidence lends itself to 

tunnel vision where they 
no longer consider other 
points of view believing 
instead they have all the 
answers. It can also lead 
to an underestimation of 
risk causing them to jump 
head first into (or out 
of) something without 
properly assessing  
what could happen if 
they’re wrongii. 

Where does that leave investors as far as their success at 
market timing? Below is a chart that demonstrates that when 
the market is up, investors pile in (chasing performance) and 
do the exact opposite (sell) on the downturn. This isn’t the 
kind of timing that builds wealth, rather it destroys it in fairly  
short order.

Going back to 2016, using our EdgePoint Global Portfolio, 
we illustrate how damaging market timing can be. Investors 

who got cold feet prior to the Brexit vote missed out on 
96% of the calendar year return as a result. Similarly, if you 
look at the chart below, investors who took the wait and see 
approach and went to cash before the U.S. election missed 
out on 68% of the Portfolio return – meaning almost 70% of 
the investment performance for EdgePoint Global came in 
the last seven weeks of the year despite predictions that a 
Trump victory would send markets into a prolonged tailspin. 

In dollars and cents terms, take a look at the growth of 
$15,000 invested in EdgePoint Global Portfolio of those 
who bought and held compared to those who missed out on 
the best days. It’s clear that market timing is risky business.
Missing just 25 days out of 2,965 days results in a loss  
of $32,372!

“Far more money 
has been lost by 
investors preparing 
for corrections, or 
trying to anticipate 
corrections, than 
has been lost 
in corrections 
themselves.”

– Peter Lynch

New cash flow to equity funds is related to world equity returns
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Hypothetical investment of $15,000 in EdgePoint Global Portfolio, 
Series A. Total return in C$. 
Period of investment: November 17, 2008 to December 31, 2016. 

Sources: Investment Company Institute, Morgan Stanley Capital 
International and Bloomberg LP. 
1Net-new cash flow to previous month to U.S. equity fund assets (as 
defined by the Investment Company Institute) is plotted as a six-month 
moving average. 
2Total equity return is measured on a one-year moving average basis in 
the MSCI All Country World Daily Gross Total Return Index. 

Annualized returns as at June 30, 2017: 
EdgePoint Global Portfolio, Series A YTD: 8.50%; 1-year: 27.46%; 
3-year: 15.77%; 5-year: 19.87%; since inception: 17.23%

iiSource: http://www.seic.com/enCA/about/14977.htm
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We’re being awfully hard on the average investor but make 
no mistake, we’re the first ones to admit we can’t predict 
what the market is going to do either. We’d love to tell 
you we always buy right before a stock rockets upwards 
and always sell before it drops but we never expect that to 
be the case, and that’s one of our predictions we tend to 
be right about. To the right are a bunch of companies we 
bought that were down at least 10% during our holding 
period. Warning: column two ain’t pretty, but we think you’ll 
find column three more to your liking.

We’ve admitted we’re not good at market timing and investing 
is our full-time job. How’s the average investor supposed 
to get it right if we struggle with it? If at this point you’re 
wondering why you’re invested with us, here’s something 
that should bring you some comfort. Instead of trying to time 
the market, we look for businesses that can grow in varied 
circumstances and not pay for that growth. We do this by 
spending countless hours researching businesses and their 
competitors, meeting with management teams, attending 
industry conferences and evaluating the potential risks first 
and foremost before we think of the potential rewards. It’s 
not to say as soon as we see a business that ticks our boxes 
that we buy it right away. We’ll wait to buy it when we think 
the timing is right but that is in no way based on predicting 
the future. It’s based on the price we can buy the business 
for today compared to what we feel the business is worth. 
That’s our version of marketing timing, if you can call it that. 

Market timing isn’t always an intentional strategy. Emotions 
of fear and greed will dictate when investors buy and sell as 
often (or more often) as any algorithm or strategy. Regardless, 
both can result in investors being out of the market when 
considerable gains occur. As shown above, missing out on 
even a handful of “best days” can have lifelong consequences 
for you and your investments. We know we can’t accurately 
predict the best time to buy or sell or what the market is 
going to do on any given day. We’d suggest investors don’t 
try to do it either.

Don’t predict the rain. Build an ark.

Name Drawdown Holding-
period return

AMN Healthcare Services Inc. -66% 367%
EXFO Inc. -65% 66%
American Express Co. -58% 38%
International Rectifier Corp. -57% 41%
Harman International Industries, Inc. -55% 93%
LCA-Vision Inc. -54% 54%
International Game Technology PLC -50% 10%
TravelSky Technology Ltd., class H -45% 12%
Knoll Inc. -44% 54%
BorgWarner Inc. -41% 27%
Pool Corp. -40% 81%
Altera Corp. -39% 49%
Eiken Chemical Co. Ltd. -39% 64%
Kinetic Concepts, Inc. -36% 71%
The Progressive Corp. -36% 47%
PTC Inc. -35% 97%
Grupo Televisa Sa-spons Adr -34% 14%
Xilinx Inc. -34% 43%
SHFL Entertainment Inc. -33% 122%
SemGroup Corp., class A -33% 77%
Kabel Deutschland Holding AG -33% 45%
HORIBA Ltd. -33% 32%
WPP plc -32% 26%
Ryanair Holdings plc, ADR -31% 128%
NKT Holding A/S -31% 124%
Hughes Communications Inc. -29% 157%
Hamamatsu Photonics K.K. -29% 65%
Willis Group Holdings plc -28% 32%
Makita Corp. -27% 14%
Gerresheimer AG -26% 38%
Atos -26% 66%
Interface, Inc. - Cl A -26% 116%
Koninklijke Philips NV -25% 10%
Grupo Aeroportuario Cen-Adr -23% 14%
Nalco Holding Co. -22% 46%
Delphi Automotive PLC -22% 87%
National Instruments Corp. -22% 30%
Grupo Modelo -20% 13%
Microsoft Corp. -19% 96%
Calfrac Well Services Ltd. -18% 15%
EPAM Systems, Inc. -18% 47%
DCC plc -18% 56%
CME Group Inc. -18% 15%
Tenneco Inc. -17% 123%
Kingspan Group plc -17% 13%
Fortune Brands Home & Security Inc. -16% 111%
Drew Industries Inc. -16% 107%
Tognum AG -16% 47%
Dresser-Rand Group Inc. -16% 44%
Thomson Reuters Corp. -13% 11%
Markel Corp. -12% 73%
Schindler Holding AG – Part Cert -12% 35%
Carlisle Companies Inc. -12% 38%
Allison Transmission Holdings Inc. -12% 27%
ManpowerGroup -11% 98%
Misumi Group Inc. -10% 26%
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Source: Bloomberg LP. The table includes names that returned at least 
10% over their holding period and had at least a 10% drawdown. Drawdowns 
in local currency, price returns. Holding-period returns in C$, total returns.



Commissions, trailing commissions, management fees and expenses may all be associated with mutual fund investments. Please read the prospectus 
and Fund Facts before investing. Copies are available from your financial advisor or at www.edgepointwealth.com. Unless otherwise indicated, rates 
of return for periods greater than one year are historical annual compound total returns net of fees including changes in unit value and reinvestment of 
all distributions, and do not take into account any sales, redemption, distribution or optional charges, or income taxes payable by any securityholder, 
which would have reduced returns. Mutual funds are not guaranteed, their values change frequently and past performance may not be repeated. This 
is not an offer to purchase. Mutual funds can only be purchased through a registered dealer and are available only in those jurisdictions where they 
may be lawfully offered for sale. This document is not intended to provide legal, accounting, tax or specific investment advice. Information contained in 
this document was obtained from sources believed to be reliable; however, EdgePoint does not assume any responsibility for losses, whether direct, 
special or consequential, that arise out of the use of this information. Portfolio holdings are subject to change. EdgePoint mutual funds are managed 
by EdgePoint Investment Group Inc., a related party of EdgePoint Wealth Management Inc. EdgePoint® and Owned and Operated by InvestorsTM are 
registered trademarks of EdgePoint Investment Group Inc. Published July 31, 2017.
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