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Is Buy and Hold 
A Good Strategy?
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“There are many ways to run into a 
secure and comfortable retirement, 

but doing nothing is not one of them!”
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For years, average investors have been told a bit of a 
story. That it’s best to buy stocks and forget about 
them. Investors have come to think that over last 75 or 
100 years, the average annual rate of return (S&P) has 
been about 10%. This is actually a gross return. The real 
return is much lower when you factor in taxes, inflation 
and fees. It’s closer to 6%, though, according to the 
Dalbar study of investor behavior, the average investor 
doesn’t do nearly that well. Another problem is that 
markets don’t go straight up, they zig and zag, and 
investors  that take big drawdowns, don’t get the kind 
of compounding that’s needed to acheive a high level 

Stay invested but 
manage your downside 
risk. The bane of your 
investing existence isn’t 
missing out on great 
years in the stock 
market, it’s suffering 
then slowly recovering 
(or not recovering at all) 
from the bad years.

This has everything to with valuations and whether multiples are expanding 
or contracting. As shown in the chart above, real rates of return rise when 
valuations are expanding from low levels to high levels. But, real rates of 
return fall sharply when valuations have historically been greater than 23x 
trailing earnings and have begun to fall. But much more than that, your 
success also depends on when the largest the largest bulk of your assets 
are invested and when you retire because not all twenty year periods are 
created equal. If you retired in 2000, you were a happy camper (retiree...) In 
1980 or 2008, not so much. 

BUT THERE’S MORE:  IT ALSO DEPENDS ON WHEN YOU’RE INVESTED.

Sit tight and this 
will happen 
to your money

The “power of compounding” which is necessary to achieve these returns ONLY WORKS when you 
don’t lose money. After three straight years of 10% returns, a drawdown of just 10% cuts the average 
annual compound growth rate by 50% and requires a 30% return to regain a 10% average rate of return. 

Those retiring in 2000 
had a nice 20 year run


