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The Importance of Staying Invested

Stock markets around the world have just enjoyed one of the best twelve-month periods of appreciation ever. The
S&P 500 rose more than 75% from its intra-day low on March 23, 2020 through the close of trading one year later,
and most other broad benchmarks posted similarly breathtaking gains. One could hardly be blamed for being
tempted to cash in one’s allocation to equities now, especially since the world is starting to re-open post-COVID,
offering more ways to spend one’s recent gains. After all, “Buy low, sell high” is one of the oldest mantras on Wall
Street, and quite likely among the pieces of advice most people hear when they make their very first investment.

We are not against trimming into strength. Indeed, depending on one’s long-term financial goals and tolerance for
short-term volatility and risk, slightly reducing one’s allocation to stocks when valuations are relatively high and
interest rates are rising may be exactly the right thing to do. But note the emphasis on the word slightly. Such an
outcome should only be the result of selling or reducing individual equity positions that appear to offer less favorable
ratios of potential gains to potential declines, based on analysis specific to those companies. As we’ll explore in
more detail below, shifting one’s asset allocation because one is trying to time the market as a whole is rarely a
winning strategy.

Our advice when times are flush is much the same as when the storm clouds are darkest: stay invested.
It’s not a timing issue. It’s an issue of time.

Although past performance is never a guarantee of future results, it is virtually certain that over any period measured
in months (as opposed to days or weeks), the stock market will go up and down. Advances will be followed by
declines, and declines by advances. Some of these changes in direction will be explainable as they unfold: the
stock market’s steep fall when the world went into COVID-19 lockdown in March, 2020 is a prime example. But
many market reversals come out of nowhere, and are only obvious with the benefit of hindsight (and sometimes
even then they seem inexplicable). Here again, the pandemic experience provides a great example: on March 23,
2020, just a few days after the lockdown went into effect, the S&P 500 ended the day down more than 30% from
its December 31, 2019 close. The news of the day was horrible and getting worse by the hour, yet on March 24 that
benchmark started rising and never looked back. By December 31, 2020, the S&P 500 was more than 67% higher
than its March 23 close. We now know that some of the unprecedented global stimuli made their way into stocks
instead of the economy, but that was hardly apparent at the time. It's pretty unlikely that anyone who reduced his
or her exposure to stocks when the pandemic hit was prescient and unemotional enough to get back in at or close
to that bottom, and those who did not return until later (if at all) missed a good portion of the market’s historic rally.

The phrase “You've got to be in it to win it” is often quoted in sports to motivate teams hoping to reach the
championship game. Those words could also apply to investing in the equities. Traders who dodge in and out of
stocks trying to outsmart the market may miss the best days and end up with sub-par returns that inadequately
compensate them for the risks they’ve taken (not to mention a fatter tax bill for any capital gains realized along the
way). Let’s look at the period from December 31, 1999 through December 31, 2020. These twenty-one years
spanned three bear markets (defined herein as declines in the S&P 500 index of 25% or more from peak to trough),
but the value of the index still grew at a compound annual rate of 6.6% (excluding dividends). In dollars and cents,
$100,000 invested in the S&P at the end of 1999 would have grown to $383,860 by the end of 2020, illustrated by
the dark blue line in the graph below. If one removed just the ten best daily gains from the more than 5,200 days
covered, the compound annual gain drops to 2.7%, and the ending dollar value of one’s portfolio drops to $175,860
(before taxes), illustrated in the grey line in the graph. If one removes the twenty-one best days, the return plummets
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to zero, and one’s initial stake is worth a few dollars less at the end of the period than at the start. Stated another
way, an average of just one day per year through the first twenty-one years of the twenty-first century accounted
for 100% of the increase in the value of the S&P 500 over that time. Similar studies for other benchmarks reveal
similar results. Being on the sidelines for one or several of those days would have put a serious dent in one’s
portfolio returns.

One might be tempted to counter, “OK, but what if one removes the ten worst trading days from the series? How
much greater would the gains have been?” This is a fair question, in our opinion, and one that rarely gets addressed
in studies such as this. Returning to the same twenty-one-year period, eliminating the ten worst daily declines
increases the S&P’s compound annual return to 11.1%. An initial investment of $100,000 would be worth $913,221
at the end, almost three times as much as the pile produced by staying invested the whole time (again, all figures
are before taxes and exclude dividends). This is depicted in the light blue line in the graph.

That might seem like a big enough payoff to justify the gamble, even if one concedes that it would be virtually
impossible to get out of the market on the precise day before a big drop and then back in the day after...even once,
let alone multiple times. Imagine one said instead, “Well, | might not be smart enough to get the worst days exactly
right, but | bet | could identify the months when the market is going to tank.” We have yet to come across such a
consistently prescient prognosticator. And even if such a seer exists, here’s the rub: historically, in any given stretch
many of the market’s best days are within a couple of weeks of its worst. Sometimes the gems precede the bombs,
and sometimes they come after. So one has to stick the landing perfectly, again and again and again, to enhance
one’s returns sufficiently to justify the effort.
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Note: All ten of the S&P’s worst days and best days between 12/31/1999 and 12/31/2020 were recorded after
9/30/2008, so the three lines coincided until then.
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When researching this paper, we came across several articles that took a somewhat different tack to examining the
merits of staying invested. A report published by Capital Group in early 20191 caught our eye, and we have taken
the liberty of updating the analysis to include calendar years 2019 and 2020. In this study, we follow two investors
from the beginning of 1999 through the end of 2020, a period of twenty-two years. Both investors put $10,000 into
the market each year, for a total of $220,000. Investor A is incredibly lucky, choosing the single best day in each
calendar year to put that year’s deposit to work: the day the S&P 500 hits its low. Investor B is incredibly unlucky,
choosing the single worst day each calendar year to put that year’s deposit to work: the day the S&P hits its high.
Lucky Investor A exited 2020 with a balance of $851,404, almost four times the original investment...pretty good,
considering that the period included three bone-crushing market retreats. And despite being all thumbs when it
came to timing, unlucky Investor B entered 2021 with a balance of $644,235, nearly three times the original
investment. This illustration actually has two morals: one, it pays to stay invested, and two, a regular plan of investing
over time can provide satisfactory returns even if one never catches the bottom of a given period’s market move.

It is important to note that these examples are illustrations based on historical index data. Even if one employed
exchange traded funds based on the benchmarks, one’s returns would differ because of the costs of managing
those funds. Moreover, past performance does not guarantee future results. Please see additional disclosures
below.

Try as we might, we cannot invest with 20-20 hindsight. Some things in the coming year (or five, or ten) will go
predictably right, and others will go unpredictably wrong. The key to successful investing is to allocate one’s assets
to suit one’s long-term goals, to build a portfolio that suits one’s tolerance for risk, and to maintain laser-like focus
on these long-term guides while staying invested throughout the markets’ ups and downs. We welcome your
questions and comments.

Note: All market data is from Bloomberg.

1 https://www.capitalgroup.com/individual/planning/investing-fundamentals/time-not-timing-is-what-matters.html

Douglass Winthrop Advisors, LLC ("DWA") is a registered investment adviser with the United States Securities and Exchange Commission in accordance with the Investment Advisers Act of
1940, as amended. Registration of an Investment Advisor does not imply any level of skill or training. The DWA Equity Strategy (the “Strategy”) invests primarily in U.S. and developed non-U.S.
equity securities, regardless of capitalization, and seeks long-term capital appreciation while aiming to contain the risk of permanent capital loss. It uses a concentrated and low turnover investment
approach and seeks to investin companies the firm believes are high-quality and possess sustainable competitive advantages. The Strategy does not seek to match the market capitalization,
geographic, or economic sector exposure of any broad market index. For additional information, please review a current copy of the Firms ADV Part 2A accessible from
https://www.adviserinfo.sec.gov/.This material is as of the date indicated, is for illustration and discussion purposes only, is not complete, and is subject to change. Additional information is
available upon request. No representation is made with respect to the accuracy, completeness or timeliness of information and DWA assumes no obligation to update or revise such information.
Certain information has been provided by and/or is based on third party sources and, although believed to be reliable, has not been independently verified and DWA is not responsible for third-
party errors. This information is not a recommendation, or an offer to sell, or a solicitation of any offer to buy, an interest in any security. This information is not designed for any particular client
or type of clientand DWA's services may not be suitable for all clients. Itis notintended to be, nor should it be construed or used as, investment, tax, accounting, legal or financial advice. You should
consult with your tax and legal advisors prior to entering into any wealth planning or trust arrangements. No representation is made that any client will or is likely to achieve its objectives, that
DWA's strategies, investment process or risk management will be successful, or that any client will or is likely to achieve results comparable to any shown or will make any profit or will not suffer
losses or loss of principal. Investing involves risks. Past performance is not indicative of future results. Investments are selected by, and will vary in the discretion of DWA and are subject to
availability and market conditions, among other factors.Reference Index Disclosure: The Strategy is not managed to a benchmark. The S&P 500 Index includes reinvested dividends. The
index includes 500 leading companies and captures approximately 80% coverage of available market capitalization. Index figures do not reflect the deduction of any fees, expenses, or taxes.
Investors cannot invest directly in an index. The indices’ performance results are intended to illustrate the general trend of the equity market for DWA'’s investable universe and are not intended
as a benchmark for the composite.Risk Disclosure: Investing involves risk, including the possible loss of principal. There may be market, economic, or other conditions that affect client account
performance, or the performance of the referenced market index. The Strategy may invest in small- and medium-capitalization companies. Investments in these companies, especially
smaller companies, may carry greater risk than is customarily associated with larger companies. A client account invested in the Strategy will hold fewer securities and have less
diversification across industries and sectors than a diversified portfolio, such as a portfolio based on an index. Consequently, a client account and/or the composite performance may diverge
significantly from the referenced market index, positively or negatively.
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