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Economic Conditions 

The U.S. economy expanded by an annual rate of 1.9% in the fourth quarter of 2016, 
according to the second estimate in a statement released by The U.S. Department of 
Commerce. This was consistent with the initial estimate released last month. The Fed’s 
main gauge for inflation, personal consumption expenditures (PCE), increased by 0.2% in 
January. The PCE Price Index is now at 1.9% year over year, just under the Fed’s 2% 
target. With inflation nearing the Fed’s target and as the labor market continues to tighten, 
Fed officials have been hinting at the idea that another rate hike in March may be in the 
cards. Strong economic data, the rhetoric from several Fed officials, and President Trump’s 
well received address to Congress last week have pushed the probability of a March interest 
rate hike to nearly 80% according to federal funds futures. However, as expectations for 
fiscal stimulus continue to rise, it makes the markets even more sensitive to any delays the 
administration may run into when pushing legislation through Congress. The Fed’s next 
meeting is March 14-15.   
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Market Conditions 

Index Returns 
  Feb ‘17   YTD 

S&P 500 3.72% 5.57% 
DJIA 4.77% 5.31% 

NASDAQ 3.75% 8.22% 
MSCI EAFE 1.20% 4.10% 

Barclays Aggregate 0.67% 0.87% 

The “Trump trade” showed no sign of slowing down in February 
as all major indexes, including major international indexes, 
ticked higher for the month. The Dow closed at a record high for 
12 consecutive days, which was the first time that has happened 
in nearly two decades. The index returned 4.77% in February  
and is up 5.3% year-to-date. The S&P 500 closed at a record high 11 different times so far 
this year through the end of February and is up 5.57% for the year. The NASDAQ also hit 
several record highs last month and closed at a new record high, along with the Dow and the 
S&P, on March 1. It leads most major indexes this year, up 8.22% for the year through 
February. The 10-year treasury rate ended February about where it began the month, but 
with fairly significant moves throughout. Short-term rates spiked as Fed officials hinted at 
the increasing chance for a rate hike in March. Bonds continued to lag equities as the 
Barclays US Aggregate Bond Index ended the month up 0.67% and is up 0.87% for the year. 
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Investing Lump Sum vs. Over Time 

(Continued on Next Page) 

 At some point in many investors’ lives there may come a time when they are 
presented with a decision to make regarding a lump sum of cash they have received – 
whether it be a pension payout, 401(k) transfer to an IRA, or an inheritance. The decision 
often entails two separate plans of action an investor can choose to take – invest all cash in 
a lump sum immediately implementing their investment strategy, or implement that 
strategy over time and dollar cost average into their investments. The decision to 
systematically implement an investment strategy typically stems from a place of fear and 
can be attributed to an emotional bias known as regret aversion. Regret aversion is when 
investors avoid making a choice in fear that it may be the wrong one, such as investing a 
lump sum of cash at once right before a major market correction. Many assume that if their 
timing is off and the market takes a dive shortly after investing the cash, they’ll feel better 
about not losing as much as they would have had they invested the entire sum at once. 
There are several reasons why this may not be the most appropriate strategy when 
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Investing Lump Sum vs. Over Time 

(Continued on Next Page) 

deploying a lump sum of cash. 
 Vanguard composed a study last year comparing the performance of immediate 
deployment of cash and dollar-cost averaging into a 60/40 portfolio (60% stocks, 40% bonds) 
in 12 equal monthly investments and evaluated the performances of each strategy across 
rolling 12 month periods from 1926 – 2015. The immediate investment lead to higher 
portfolio values approximately 68% of the time vs. the systematic investment strategy, 
which ended higher 32% of the time. It also did not matter if the portfolios compared were 
100% equities, 50% equities and 50% bonds, or 100% bonds. Each time the immediate 
investment outperformed the systematic investment strategy approximately two-thirds of 
the time. This makes sense because the time invested for the immediate investment 
strategy is significantly longer than the systematic strategy. Additionally, as the 
implementation window got longer (i.e. 24 months, 36 months, etc.) the immediate 
investment outperformed more frequently. 
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Investing Lump Sum vs. Over Time 

 Another factor to consider regarding regret aversion is that when implementing 
an immediate investment strategy the potential for regret only occurs once – the moment 
that you invest the cash. With a systematic investment strategy each of the small 
investments that an individual makes are independent of one another, creating a series of 
separate decisions which can lead to the potential for multiple instances of regret aversion, 
therefore increasing the chances of not investing the remaining cash they are sitting on and 
further lowering the probability for success.  
 Lastly, by implementing a systematic investment strategy the investor’s portfolio 
will consistently be out of tolerance with respect to its asset allocation objective. If an 
investor’s objective is to have a 60/40 portfolio and they were to deploy their cash a little at 
a time, the portfolio will always be underweight its target allocation (and overweight cash, 
which currently yields close to 0%) until the entire cash balance is invested. This could 
cause significant drawbacks when planning for a future goal such as retirement since less 

(Continued on Next Page) 
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Investing Lump Sum vs. Over Time 

of the money is being put to work.  
 It is reasonable to consider that investors may not have the stomach to invest 
large sums of cash at once with the fear of deploying that cash at the exact wrong time. 
Historically, immediate investment of cash has provided higher portfolio returns than a 
systematic investment strategy that sits on excess cash for a period of time. It is important 
to consider the thought that it’s not about timing the market, but rather time in the 
market. The longer that cash is out of the market the longer it is sitting on the sidelines not 
working for you. However, it is understandable that our emotions can take over in the 
decision making process and if investing a large sum of cash immediately is going to keep 
you up at night then it may not be entirely prudent to do so. In that case it is important to 
implement a disciplined investment plan with your adviser to get that cash put to work 
over a specified timeframe without letting emotions get in the way when it comes to the 
timing of when it is deployed.   



9 FASKC.COM 

Disclosures & Index Definitions 
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Under style performance boxes, indexes referenced in the equities section for large, mid and 
small reference the Russell 1000, Russell MidCap and Russell 2000 stock indices, respectively. 
The Barclays US Government, Barclays Credit and Barclays High Yield fixed income indices refer 
to Gov’t, Corp, and HY, respectively. Short, Intermediate and Long refer to the time frame of the 
investments and their positions on the yield curve.  
 
The information and opinions stated in this presentation are not intended to be utilized as an 
overall guide to investing; nor should they be taken as recommendations to buy, sell or hold any 
particular investment. This presentation is not an offer to sell or a solicitation of any investment 
products or other financial product or service, an official confirmation of any transaction, or an 
official statement of presenter. The opinions and views conveyed are for informational purposes 
and make no recommendations in regards to how a client’s portfolio should be managed, as that 
involves inquiring, in depth, of a client’s or prospective client’s risk tolerance, investment 
objectives, time frame for investing and any other details pertinent to said client’s or prospective 
client’s financial situation. The presentation may not be suitable to be relied on for accounting, 
legal or tax advice.  
 
Past performance is not indicative of future returns. Prices and values of investment vehicles will 
rise and fall as broad market conditions change. Investors’ portfolios may fluctuate, to varying 
degrees, in tandem with market conditions.  Diversification neither guarantees returns nor does it 
eliminate the risk of a portfolio decreasing in value. Equity securities tend to be more volatile than 
bond/fixed income products and carry greater risk factors than that of fixed income products. 
Smaller capitalization equities (i.e. mid and small caps) typically involve more risk than that of 
larger capitalization stocks. Political, economic, and currency risk are all risks subsumed under 
the additional risk factors of investments in international securities, to include  those in both 
developed and emerging markets. In addition, political conditions in emerging markets can tend to 
be more volatile than in those of developed markets.  
 
Investments in bonds will be subject to credit risk, market risk and interest rate risk. Interest rates 
will have an inverse effect on prices of bonds. Bonds of lower credit ratings, also known as High 
Yield bonds which hold a rating of less than investment grade (BB+ and below), will have greater 
risks attached than will those of investment grade bonds and will experience greater volatility.  
 
All dates are as of February 28, 2017 unless stated otherwise.  
 
References: Berkowitz, D., Clarke, A., Tasopoulos, C., & Bruno, M. (2016). Invest Now or 
Temporarily Hold Your Cash? Vanguard Financial Planning Perspectives. Retrieved from 
https://personal.vanguard.com/pdf/ISGDCA.pdf 
 
 

Presentation prepared by Financial Advisory Service, Inc., an SEC Registered Investment 
Adviser. Securities offered through FAS Corp., an affiliated insurance agency and broker/dealer.  
 
Any dissemination, distribution, copying, or other use of this presentation or any of its content by 
any person other than the intended recipient is strictly prohibited. FAS only transacts business in 
states where it is properly registered or notice filed, or excluded or exempted from registration 
requirements. Follow-up and individualized responses to this presentation that involve either the 
effecting or attempting to effect transactions in securities, or the rendering of personalized 
investment advice for compensation, as the case may be, will not be made absent compliance 
with state investment adviser and investment adviser representative registration requirements, or 
an applicable exemption or exclusion. 
 
Index Definitions 
 
The S&P 500 Index is based on the market capitalizations of 500 large companies whose stocks 
are listed on the NYSE and NASDAQ. This is widely regarded as the single best gauge of large 
cap US Equities.  
 
The Dow Jones Industrial Average  is a price-weighted average of 30 actively traded blue-chip 
stocks, primarily industrials. It is used as a barometer of how shares if the largest US companies 
are performing. 
 
The NASDAQ is a market capitalization weighted index of the more than 3000 common equities 
listed on the NASDAQ Stock Exchange. These securities include American Depository Receipts, 
common stocks, real estate investment trusts, and tracking stocks.  
 
The MSCI EAFE (Europe, Australasia, Far East) Net Index is recognized as the pre-eminent 
benchmark in the US to measure international equity performance. It comprises the MSCI country 
indices that represent developed markets outside of North America, Europe, Australia, and the 
Far East.  
 
The MSCI Emerging Markets Index captures large and mid cap representation across 23 
Emerging Markets (EM) countries. With 822 countries, the index covers approximately 85% of the 
free float-adjusted market capitalization in each country.  
 
The Barclays US Aggregate Index is a broad-based flagship benchmark that measures the 
investment grade, US dollar-denominated, fixed rate taxable bond market. The index includes 
Treasuries, government-related and corporate securities, MBS, ABS, and CMBS.  
 
All index information has been gathered from public sources who are assumed to be reliable, 
although we cannot guarantee the accuracy or completeness of those public sources.  

https://personal.vanguard.com/pdf/ISGDCA.pdf
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