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The Virtue of Patience 

“The market does not beat them.  They beat them-
selves, because though they have brains they cannot 
sit tight” – Jesse Livermore 

“The investor’s chief problem-and even his worst ene-
my-is likely to be himself” – Ben Graham 

“If you can keep your head when all about you are los-
ing theirs…yours is the earth and everything that’s in 
it.” – Rudyard Kipling 

The market seems to be going nowhere.  The value of 

your portfolio just seems to drift.  You’re paying a fee and 

seemingly getting nothing in return.  It’s definitely time to 

do something—or is it? 

  1 Yr 3 Yr 5 Yr 10 Yr 

U.S. Large Stocks -1.31 9.48 11.39 7.21 

U.S. Small Stocks -10.24 5.11 7.55 5.85 

U.S. Bonds 3.46 2.54 3.39 4.92 

Intl Markets Stocks -15.28 -1.85 0.07 1.72 

Intl Emerging Mkts Stocks -22.36 -6.99 -4.91 2.35 

U.S. Inflation (CPI) 0.43 0.73 1.11 1.66 

Source: Morningstar. Annualized returns for periods ended May 
23, 2016. U.S. large stocks is the S&P 500 Index, U.S. small 
stocks is the Russell 2000 Index, U.S. Bonds is the Barclays US 
Aggregate Bond Index, Intl Developed Markets is the MSCI All 
Country World Index Ex-US, International Emerging Markets is 
the MSCI Emerging Markets Index.  Returns include dividends 
and interest. Past performance is not an indication of future re-
sults.  All indices are unmanaged and may not be invested into 
directly. The Indices mentioned in this report are unmanaged, 
may not be invested into directly and do not reflect expenses or 
fees.  

Key Points 

 It’s very hard to maintain a long-term perspective, 

but patience may be the most important invest-

ment principle of all.   

 Many times investments generate short-term re-

turns that at best can be described as random in 

nature.  

 Unfortunately, many investors switch their invest-

ments back and forth in reaction to disappointing 

short-term performance.  

 One of the major benefits of an advisory program 

like the Model Wealth Program is investments are 

monitored, with changes made when appropriate. 



   It’s often very hard to maintain a long-term perspec-
tive when so much of the world around us is focused 
on short-term events.  The following charts illustrate 
the point.  This chart shows monthly returns for the 
S&P 500 since 1926: 

Patience may be the most important investment prin-
ciple of all.  In a world where the investor is constantly 
bombarded by predictions and prognostications, the 
pressure to buy and sell has never been greater.  But 
maintaining a long-term perspective in a short-term 
world is often the key to investment success. 

Unfortunately, too many investors base their decisions 
on recent, short-term performance.  Here’s an exam-
ple of why that might be a mistake: 

 

Think of an investment that returned -51% over a 16 
month period.  What do you do?  Buy, hold, or sell? 

That was the total return for the S&P 500 from No-
vember 1, 2007 – February 28, 2009.  Over the next 7 
years, the stock market soared over 225%, for an an-
nual return of 17.75%! 

 

Unfortunately, many investors do switch their invest-
ments back and forth (between stocks and bonds for 
example) in reaction to poor short-term performance.  
This table shows how money poured into equities and 
out of bonds right before a major market peak in 2000, 
then how more money went into bonds after the stock 
market tumbled in 2001-2002.  The same pattern re-
peats when investors pour into equities in 2006-2007, 
then back into bonds after the stock market tumbled 
in 2008! 

 

 

 

 

 

 

 

 

 

 

 

 

Notes: Data as of December 31 for each year cited.  Equities is 
world stocks as represented by MSCI All Country World Index,   
U.S. bonds represented by Barclays U.S. Aggregate Bond Index.  
Sources: Vanguard, based on data from MSCI and Barclays 

Year Stocks Bonds 

1999 $162B $-7B 

2000 $258B $-51B 

2001 $81B $83B 

2002 $50B $132B 

2006-2007 $393B $194B 

2008-2012 $-58B $1,266B 

This chart shows the S&P 500 over the same period of 
time, but shown as a cumulative return: 

This is a hypothetical example and is not representative of any specific 

situation.  Your results will vary.  The hypothetical rates of return used 

do not reflect the deduction of fees and charges inherent to investing. 



 

The Random Nature of Short-Term Returns 

Buying and selling broad asset classes, like stocks and 
bonds, in reaction to recent, short-term performance 
is often a mistake.  The same principle holds true for 
different types of stock and bond investments.   

This chart shows the random nature of yearly invest-
ment returns.  Good performance in one year is often 
followed by weak performance the next year.  Inves-
tors that base their decisions on last year’s return 
often wind up buying high and selling low. 
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The study clearly shows that even professional inves-
tors can fall into the trap of making bad investment 
decisions in response to short-term performance, only 
to see those investments bounce back after they’ve 
been sold! 

Even Professionals Often Get it Wrong 

Many times investors will change investment manag-
ers after a bad year, thinking that the manager has lost 
his edge, when in reality, it’s the investment man-
ager’s “style” that is just temporarily out of favor.  This 
study, from Emory University, suggests that invest-
ment managers can earn very impressive returns com-
pared to their benchmark before they are hired by 
pension plan sponsors, whereas the study is limited to 
a specific period.  Then, once the managers are hired, 
their returns become less impressive for at least a pe-
riod of time after they are hired. 
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Excess Returns of Investment Managers 
Before & After Hiring

       Hiring decisions are from a balanced sample by plan sponsors between 
1994 and 2003.  Source: "The Selection and Termination of Investment 
Managers by Plan Sponsors". Goizueta Business School, Emory Universi-
ty. Nov. 2004.  
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But how do you know when a bad investment is just a 
bad investment, and needs to be sold?  We believe 
this question highlights one of the major benefits of an 
advisory program like the Model Wealth Program.  
One of the most important tasks of an investment 
manager is to monitor the performance of the invest-
ments in the program, and determine what changes, if 
any, need to be made. 

When we see an investment that is performing poorly, 
we often schedule a due diligence update meeting, 
either in person or via conference call.  During that 
discussion, we explore many different aspects of that 
manager’s performance including: 

Was the performance due to poor stock selection, or 
market factors beyond the manager’s control? 
How does performance compare to other managers in 
the same category? 
Does the manager have a long history of recovering 
after one or two bad years? 
What changes (if any) is the manager considering? 
This is just a small sample of the types of questions we 
ask during a due diligence interview. 

The next part shows the disappointing returns just be-
fore a plan sponsor fires the manager, but how the 
returns can bounce back after the manager is fired. 

Pre-Firing Period 

Post-Firing Period 

Firing decisions are from a balanced sample by plan sponsors 

between 1994 and 2003. 


