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A Google search of the keywords “death” and “buy and hold” yields more than 111,000 hits.  A fierce debate rages between attackers and defenders over the validity of ‘buy and hold’ as an investment strategy, without clear agreement on what the term actually means.  

In its most literal and simplistic sense, buy and hold involves nothing more than blindly making an investment absent the intention of ever selling, while maintaining in perpetuity the expectation of financial reward.  This implies no ongoing need to ensure the original thesis underlying the purchase decision remains intact, or that such a thesis even existed in the first place.
Detractors correctly point out the potential negative consequences associated with this approach, like the potential for overvaluation, product obsolescence, mismanagement, cyclicality and other important facts that may emerge to negatively affect future results.  

Most investors, however, probably do not embrace a method as naïve as the skeptics use in their attempts to discredit the effectiveness of what might be more appropriately described as staying fully invested with a long-term orientation.
Reflection permits refinement.  The rational investor (or his agent) does not blindly make an investment without appreciation for valuation and with no consideration of the potential persistence of that enterprise's strengths relative to a competitor.  Indeed, the rational investor may maintain a long-term orientation, but using ‘buy and hold’ as the shorthand to describe ‘buy and forget’ tells an incomplete story and is a red herring used to set up a straw man which is then easily knocked down.  It is disingenuous at best.
We can begin to make more sense of the arguments used by the opposing camps when we take time to understand their perspective, motivation and agenda.

Always fighting the last war

It has been repeatedly observed that generals prepare for future battles by adopting tactics that would have served them well during prior skirmishes, but which won’t necessarily confer advantage during a future conflict.  

On November 10, 2008, CNBC’s Jeff Macke proclaimed on Fast Money, “2008 is the year that will go down in history as the year that long-term investment died as a thesis.”

Jane Kim in the April 8, 2009, edition of The Wall Street Journal notes in her headline “More Investors Say Bye-Bye to Buy-and-Hold.”  This theme was expanded on April 29, 2009, in an article co-written by Anne Tergesen and Jane Kim titled, “Advisers Ditch Buy-and-Hold For New Tactics.”
Market bottoms are strongly correlated with universally shared feelings of revulsion among investors.  This phenomenon is a consequence of strong divergence between expectation and outcome.  Investors defect from investments (and strategies) they feel betrayed by.  Their confidence in the forecasting abilities of themselves and others diminishes, resulting in shorter- term thinking and increased sensitivity to volatility.  They become more impressionable.

Traditional television and print media are under enormous pressure to deliver the attention of their viewers and subscribers to advertisers, the real customers.  
With the multitude of cable channels and the vastness of the non-traditional competitors using the Internet, there is a virtually unlimited amount of time and space to fill.  The media has a strong financial incentive to encourage and nourish any increased audience appetite for short-term, volatile content—not because it is valuable or has longevity, but for precisely the opposite reason:  it is disposable and cheap to create.  Like junk food, it has a lot of flavor but not much nutrition.
We believe there are a number of serious undercurrents that may undermine investors' decision making, disrupting rather than augmenting their chances for any meaningful recovery.  Sadly, at this point many people cannot afford to waste a single moment and compounding past mistakes could be devastating.
Human behavior is slow to change, increasingly challenged by modern life
Behavioral science has identified a profound motivation for humans to align themselves with the consensus.  This phenomenon is known is herding.   

John Maynard Keynes knew something of this when he observed, "The sound banker, alas, is not one who foresees danger and avoids it, but one who, when he is ruined, is ruined in a conventional and orthodox way with his fellows, so that no-one can really blame him."
It is difficult to stand alone from the crowd.  As consensus grows—fanned by a cloying media upon a shell-shocked public—that staying fully invested with a long-term orientation is ineffective, individual investors have begun to distance themselves from the strategy.  Other investing fads are likely to gain popularity.  Psychologists refer to this phenomenon as the bandwagon effect, noting “the probability of any individual adopting [a fad] increases with the proportion of people who have already done so.”

Herding and the bandwagon effect contribute to manias and panics because peoples' confidence in a trend increases as the trend is observed to continue.  Rising and falling markets tend to accelerate their rate of change over time, as skeptics become convinced and align themselves with the trend.  The collapse of the trend is inevitable once the supply of skeptics who can be converted is exhausted, in the same way that a forest fire eventually will burn itself out due to a lack of new fuel.

The evolution of technology and the corresponding ease with which information can be shared has increased the speed at which consensus can emerge and alignment through herding can occur.  Collectively, civilization can react more swiftly—but appears less stable as a result—like a jittery nervous system jolted by caffeine. 
The human brain is also wired to value novelty.  William Wundt, one of the fathers of psychology, described a phenomenon in late 1800s in what came to be known as the Wundt curve:  human delight and pleasure increases during novel experiences but wanes after sustained repetition.  Correspondingly, enjoyment of tasks increases with complexity, to a point—after which the complexity becomes overwhelming.    
We believe that the dual human thirsts for novelty and consensus, combined with a stronger, faster feedback loop enabled by new technology and the growing use of social networking, and clouded by the blurring of lines between information sources (infotainment, advertorials, etc.), increasingly threatens to overwhelm the ability of families to make rational investment decisions, thus undermining their chances for success.  

More precisely, we believe the most fundamental and far reaching irrational decision that is likely to be made en masse is the flight away from long-term investing.  
Our goal is to inoculate our existing and prospective clients against such tendencies by raising their awareness of forces that might be pushing them unconsciously in the wrong direction.
In the same way the journey affects the destination…
In aerospace, the ability for humans to control the machines they designed ended in the late 1960s, when fly-by-wire technology was perfected for the Apollo missions.  Since then, most modern aircraft are flown by their computers.   By simply expressing preferences about altitude, attitude, yaw and speed, more of the pilot's mental resources are available to commit to arriving at the desired destination, on time and intact.
Similarly, the complexity and sheer magnitude of today's information delivery systems threatens to overwhelm investors' abilities to make sound, lasting judgments in real time.  Fortunately, technology, through the use of time-tested systems and procedures, can be harnessed to attenuate and make sense of data that would have previously overwhelmed the senses.  
Keynes defined successful investing as anticipating the anticipations of others.  In order to be successful, short-term trading strategies require making serially correct decisions in two dimensions—direction and time.  Market-timers argue there is more opportunity by zooming in to trade within the zigs and zags, than by zooming out until the steadily increasing trend reappears.  Unlike traders, strategic investors don't need to get both dimensions correct; rather, they rely on direction over time.  And the direction, when viewed through a long-term lens, has been universally higher throughout history.

We are skeptical of any suggestion that the average investor can increase the probability of making profitable investment decisions by using thinner slices of information—by definition, having less time and less complete data to evaluate relationships that are growing increasingly complex.  However, with 20/20 hindsight following a period of record breaking volatility (much like our generals fighting the last war), we expect it will become very popular to try.  
…The integrity of the process determines the quality of the results
In conclusion, we believe that abandoning a long-term strategic investment philosophy in favor of a short-term, tactical trading mentality is a mistake and threatens to further widen the chasm between investor expectation and outcome.
Instead, we encourage existing and prospective clients to maintain a prudent, proven discipline.  We work with them to prioritize up to 13 critical issues common to affluent families.  The resulting action plan can then be logically and efficiently executed.  A diversified, dynamic asset allocation coupled with professional, forward-thinking investment managers seeks to deliver returns within an acceptable range of variability, while periodic rebalancing keeps the portfolio in an appropriate risk and reward zone.  Progress towards goals is monitored frequently and refined as necessary.  
The process is simple to describe, but the true richness lies in an attention to detail that is beyond the scope of this article.
In less than 100 years of aviation, the barnstorming, gut-wrenching days of yore have evolved into the safest mode of transportation mankind has ever produced.  Similarly, successful financial planning also involves navigating safely from point A to point B, leaving as few things to chance as possible.  Though we seek to minimize it, turbulence is unavoidable.
Technology and systematic, proven, repeatable processes are increasingly used in healthcare, aviation and automobiles to keep us safe and deliver desired outcomes.  The same can be true regarding financial planning and wealth management.  

Although we respect how seductive the message can be, we believe those who abandon their long-term plans and succumb to the siren songs of market timing and short-term trading are likely to regret their decisions many times over.
Depending on your needs we can help you implement your retirement strategies through both our brokerage and advisory capabilities.

Neither UBS Financial Services Inc. nor any of its employees provide legal or tax advice. You should consult with your personal legal or tax advisor regarding your circumstances.
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