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“Missing the Best 10 Days” Myth

We are going to examine one of the most common but misleading statistics put forth by the supporters of the
“Buy and Hold” approach ... namely the “Missing the Best 10 days” argument. First, this argument suggests
that market returns are random and unpredictable. Second, it also suggests that if you missed the “Best 10
Days” in the markets then your returns would be substantially lower than if you were continually invested.
Therefore, since the best 10 days are such rare occurrences but the impact of missing them is so substantial to
your returns, the only prudent approach to ensure you are in the market for these “best days” is to stay

continually invested. Why is this so misleading?
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RELATIVE STRENGTH INVESTING

“Missing the Best 10 Days” Myth

Despite the belief by many in the “Buy and Hold” camp that market returns and volatility are random and
unpredictable events, the evidence shows what is referred to as “volatility clustering” which is when extreme
upside and downside volatility occur within close proximity to each other. More specifically, we find that the
vast majority of extreme up and down days occur in Bear Markets. This happens because volatility increases
significantly in Bear Markets due to investor psychology as emotions get amplified. The chart above shows the
Best 10 Days (Green dots) and the Worst 10 Days (Red dots) in the S&P 500 Index from January 1, 2000 to
December 31, 2013. As you can see, 19 of the 20 Best/Worst Days occurred in the 2 Bear Markets of 2001—
2003 and 2008-2009, and the significant 2011 correction. If this isn’t evidence enough of “volatility
clustering,” we can even expand our analysis to look at the Best/Worst 50 Days. The yellow rectangles
represent the Bear Market/Correction periods during this timeframe and shows that 46 of the 50 Best Days
(92%) and 44 of the 50 Worst Days (88%) occurred during these huge market declines.

So the misleading part of the “Missing the Best 10 Days” argument is that in order to get the majority of the
best days, you not only have to experience the majority of the worst days in close proximity but you also
HAVE TO BE CONTINUALLY INVESTED THROUGHOUT THE BEAR MARKETS!
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RELATIVE STRENGTH INVESTING

Relative Strength Solution

As we have shown, the strategy of trying to be invested during the “Best Days” is flawed because not only do
Best & Worst Days tend to cluster together in terms of timeframe, but they also overwhelmingly occur during
Bear Markets. A more effective strategy is to focus on the “Best & Worst Periods” or what is commonly
referred to as “Bull & Bear Market Cycles”. These cycles are not random and completely unpredictable as one
cycle inevitably follows the next. Timing the exact “tops” and “bottoms” of these cycles is not the goal, but
understanding how to navigate through them is more important to your long-term returns than worrying
about “missing the best days”. The focus is not on trying to “time” the market, but rather to “align” ourselves
with the market by using a Rules-Based, Objective, Unbiased, and Unemotional approach to investing.
Relative Strength enables us to objectively determine the supply/demand characteristics of the markets by
tracking the money flows on a large scale. This enables us to “align” ourselves with the market and adapt our
strategy to the changing market conditions.

SIA has developed a proprietary Relative Strength indicator that helps us to track the strength or weakness of
the Equity Markets vs. alternative Asset Classes over time called the “Equity Action Call” (EAC) which we can
see above how it is utilized. The start date for this indicator was mid-2005 and was on a “Buy” signal for the
Equity Markets at that time. Then on January 2008, the EAC alerted our clients to move to Cash and remain
there until May 2009 when the EAC gave its “Buy” signal again. Another “Sell” Signal occurred in August 2011
followed by a “Buy” Signal in January 2012. These signals are not based upon prediction or forecasting of the
markets which have failed as many investors as the “Buy & Hold” strategy. Rather, we are able to follow the
objective supply and demand characteristics of the markets over time which enables us to “FOLLOW THE
MONEY” and align ourselves with the strongest trends in the markets from both a Macro perspective (Market
Cycles, Sector Trends and Asset Class Rotation) and a Micro perspective (Relative Strength Reports on Stocks,
ETFs or Mutual Funds). The traditional approach to investing whereby investors develop their subjective
forward-looking assumptions about the markets, then create their static Asset Allocation Model based upon
their assumptions, and buy and hold for the long term without any regard for the changing market conditions,
is NO LONGER the only option available to investors. Our Relative Strength Methodology enables the investor
to adapt to the changing market conditions to achieve both capital appreciation as well as capital preservation
with SIACharts.com.

WHAT IS SO POWERFUL ABOUT THIS APPROACH IS THAT YOU CAN OUTPERFORM EVEN AFTER MISSING THE
“BEST DAYS” IN THE MARKETS, IF YOU ARE ABLE TO REDUCE YOUR EXPOSURE TO THE “WORST PERIODS” IN
THE MARKETS!
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