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These secrets can be generally classified into two broad categories: time and 
timing. Time relies on the basic mathematical concept of compound return: when 
an investment grows at a higher rate, the cumulative value of the investment 
increases faster as the length of time increases. The long-term value of investing 
in a diversified portfolio of common stocks is so significantly higher in dollar 
terms than other financial instruments that long term investors can usually 
weather the short-term swings even if those swings are substantial relative to 
other financial market investments.  
 
In Exhibit #3 the cumulative value of a one-time stock investment reflects the 
traditional volatility of that portfolio. At a future point in time, the lowest 
downside risk of the stock portfolio value is well above the highest returns of 
various fixed income securities. Even though small stocks had volatile returns 
relative to Treasury bills over this time period, they still returned 11.9% versus 
3.7%.  
 
Another important distinction is investment timing. Common sense tells us that 
an investor who invests at or near the bottom of a market cycle will fare much 
better than one who invests near the top. All too frequently, investors' emotions 
lead to substantial buying at stock market peaks and panic selling at stock 
market bottoms undermining the ability for investors to benefit from the long-
term characteristics of stocks.  
 
The impact of timing on portfolio value is also heavily influenced by the 
characteristics of each investor. So far we have measured the prospective returns 
of an investor who makes only one initial investment. However, there are other 
types of traditional investors; one who is saving for retirement and one who is 
retired and requires a monthly income to meet living expenses.  
 
Let’s combine the ideas of time and timing in the following three examples to 
reflect and quantify some of the risks of investing.  
 
If a person invests a one-time amount of $50,000 and holds that investment for 
thirty years, assuming a “zero volatility market” with returns of 10% each year, 
the accumulated return would be $872,470. However, supposing that person was 
invested in a market that went down 10% in each of the first two years but then 
averaged 11.6% for the next twenty-eight years (the equivalent of the 10% return 
over the period). This person’s return in this “poor start” market would be exactly 
the same.  
 
Let’s take another person who is saving for retirement. Let’s say this person starts 
with an investment of $6,000 and increases this amount by 3% per year over the 
next twenty nine years. In the zero volatility market, his account value would be 
$1,416,373 but in the “poor start” market, his value would be $1,820,999. The 
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difference in market value is due to the fact that this person has little invested in 
those first two down years when the market fell in value but also benefitted from 
buying securities during a market decline. 
 
For a person in retirement who has $1 million to invest and withdraws $60,000 a 
year for the next thirty years, the impact of these two market environments is 
markedly different. In a “zero volatility” market, he would have $3,285,670 at the 
end of thirty years, even taking out $60,000 per year. On the other hand, in the 
“poor start” market, the value of his savings portfolio would be zero—he would 
have depleted his account in the 27th year due to the fact that his portfolio lost a 
substantial amount during those first two bad years. 
 
But let’s say the “poor start” market is replaced with a “poor finish” market where 
the market value of the portfolio increases on average 11.6% a year for 28 years 
and then falls by 10% in each of the last two years. We know what happened to 
the first person with the $50,000 to invest at the beginning—he has the same 
$872,470. The second person who is saving for retirement actually fared the 
worst having $1,242,250 in thirty years—losing a substantial amount in those last 
two years. The third retired investor ended up with a whopping $5,079,294 
because his portfolio grew at an above average rate during those first 28 years. 
 
These examples highlight the fact that market volatility equates to short-term 
portfolio risk depending on the type of investor and the timing of investment. In 
these examples, the first investor had virtually no volatility risk although the 
portfolio did fluctuate in value. The second investor had some risk, but not so 
much that savings were totally at risk. However, the third investor—who was in 
retirement and started out with a substantial amount of money to invest—
experienced the growth of his investment into a whopping estate or nothing—a 
risk very few savers are willing to take. Each of these investor’s returns occurred 
during similar market environments and they were very different. The key to 
success or failure was how they invested and when they invested. In other words 
it was the amount of time invested and the timing of those investments that 
determined both the degree of success or failure.  
 
There is a fourth investor who is a special case of our third investor. As opposed 
to the absolute distribution required for a retiree, tax exempt foundations pay 
out a specific percentage of the value of a portfolio. This approach increases the 
dollar amount of distributions in good markets and diminishes distributions in 
bad markets. This investment strategy eliminates the chance that the principal 
value of the foundation will be involuntarily depleted. In other words, a 
foundation can exist indefinitely. One strategy for a foundation would be to 
invest in those securities that produce the highest long-term rate of return. This 
approach can also be used by a retiree as long as income requirements are being 
met.  
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Conclusion 
 
Financial market characteristics can produce a very different rate of return for 
investors depending on the mix of securities in a portfolio. In addition, the 
investor’s time horizon and an accurate assessment of future market returns can 
be the most important aspects of implementing a successful investment strategy. 
 
There is no easy way to weigh all of the factors that drive securities' prices. 
However, a systematic analysis of the risks associated with time and timing 
coupled with an investment strategy that incorporates flexibility into portfolio 
management should reduce portfolio risk and produce profits that are consistent 
with an investor's expectations. 
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