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The power of compounding: Time in the market vs. timing the market

By NBK Wealth

any investors think the

key to success is timing
the market by making the right
moves at the right time, however
this is difficult even for expers
and it comes with many risks.
Investors should instead focus on
time in the market.

Time in the Market

The “time in the market™ ap-
proach focuses on staying in-
vested regardless of short-term
price fluctuations. It leverages the
power of compounding and the
historical upward trend of mar-
kets over time. There are several
benefits of staying invested.

1. The Power of Compounding
- Staying invested, minvesting
dividends and earnings acceler-
ates portfolio growth. Long-term
investors will benefit from com-
pounding returns that outweigh
any short-term volatility.

2. Reduced Risk Over Time —
While short-term market move-
ments can be volatile, markets
generally nse over the long run
thanks w the risk premium that
compensates investors for tak-
ing risk. The longer we stay in
the market, the lower the rsk of
negative returns.

3. Avoiding Emotional Invest-
ing — A long-term focus reduces

the risk of making impulsive deci-
sions based on short-term market
movements. A disciplined, long-
term approach helps avoid panic
selling during market downturns
and overenthusiastic buying in
stable markets.

The Power of Compounding

Compounding is the process
whereby investment remurns gen-
erate additional returns over time.
The longer money remains in-
vested, the more significant the
potential compounding effect.

“Compound interest is the
eighth wonder of the world. He
who understands it, eams it; he
who doesn’t, pays it” — Albert
Einstein

To illustrate the power of com-
pounding as well as the risk as-
sociated with market timing, it
helps to look at the long-term re-
tum of an index like S&P500. A
$1000 investment in the S&PS00
20 years ago would have been
worth $7320 by the end of May
2025. An investor that missed
the 10 best days during those 20
years would have seen the value
of the $1000 investment increase
to only $3257. Consequently, as
illustrated in Chart 1, missing
the 10 best days over the last 20
years cuts long-term retums by
over 50%.

NBK
Wealth

Risk Premium adds to
Long-Term Returns

Investors are compensated for
taking risks through what is known
as the risk premium, ie. the addi-
tional reurn expected from riskier
assets, such as stocks, compared to
holding low risk assets like cash or
govenment bonds2 While there
are n0 guarantees when investing,
the probability of risk being re-
warded over time is much higher
compared to the probability of the
market going up or down over the
next 3 months.

Timing the Market - A
Risky Strategy

There are several challenges
associated with trying to ime the
market that makes it a risky ap-

proach.

1. Difficult to Predict Markets
Accurately — Shon-term market
movements are very hard to fore-
cast because they depend on un-
predictable factors like geopoliti-
cal crises, economic data releases
and investor sentiment.

2. Emotional Decision Making

— Many investors are influenced
by emotions like fear and greed.
They tend to buy when markets
feel stable and sell when volatility
rises. This behavior often leads to
buying high and selling low, which
can destroy value in a portfolio.
Missing just a few of the market’s
best-performing days can signifi-
cantly reduce long-term retums.

3. Opportunity Cost — Staying
out of the market while waiting for
the “perfect” moment means miss-
ing out on potential gains from
rising stock prices and dividends.
This opportunity cost can hurt the
long-term growth of a portfolio.

4. Increased Trading Cost and
Taxes — Frequent buying and sell-
ing increases transaction costs and
may frigger capital gains taxes
both of which reduce net returns.

Historical Evidence Sup-
porting Time in the Market

Equity markets have historical-
ly delivered positive retums over
the long term, despite short-term
market volatility. For example,
during the 2008 Financial Cri-
sis, markets lost nearly 50% but
recovered to new highs within
a few years. Similarly, after the
sharp drop in the COVID-19
crash of 2020, markets rebounded
within months. These examples
show that long-term investors
who stayed invested benefited
from strong recoveries.

Chart 2 shows the FTSE All-
Share Index's calendar-year re-
turns and largest intra-year losses
over 40 years. Despite average
intra-year declines of 15%, an-
nual retums were positive in 28
out of those 40 years, highlight-
ing that staying invested helped
investors recover from short-term
declines.

Stay Invested - Keep
Investing and Diversify

Trying to predict short-term
market movements is extremely
difficult. A better approach is to
invest regularly over time using
dollar cost averaging, investing
a fixed amount at set intervals
regardless of market conditions.

This reduces the risk of investing
a large sum at the wrong time and
smooths out market volatility.
Investors should also maintain
diversification across assets like
stocks, bonds and alternative in-
vestments to reduce exposure
to any single market downtum.
Finally, regularly rebalancing
a portfolio ensures that it stays
aligned with the investor's risk
tolerance and financial goals.
Key Considerations Time
in the Market vs. Timing the
Market
B While market timing may seem
attractive, it is very difficult to
consistently predict price move-
ments, with a significant risk of
making poor decisions driven by
emotions.
B The Power of Compound-
ing makes a compelling case for
prioritizing “time in the market”
over “timing the market”.
B Historical Evidence supports
the long-term benefits of staying
invested.
W Successful investing does not
require perfect timing — it re-
quires patience, discipline, and
time. By staying invested, apply-
ing consistent strategies like dol-
lar-cost-averaging,  appropriate
diversification and rebalancing,
investors are more likely to reach
favorable investment outcomes.
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Time in the market
vs liming the market

KUWAIT: Many investors think the key to success
is liming the markel by making the right moves at the
right time, however this is difficult even for experts and
it comes with many risks. Investors should instead focus
on Lime in the markel.

Time in the market
The “time in the markel” approach focuses on stay-
ing invested regardless of short-term price fluctuations.

It leverages the power of compounding and the histori-

cal upward trend of markels over time. There are sever-

al benefils of slaying invested.

1. The Power of compounding — Staying invested,
reinvesting dividends and eamnings accelerates
portfolio growth. Long-term investors will bene-
fit from compounding returns that outweigh any
short-term volatility.

. Reduced risk over lime — While shori-term markel
mivements can be volatile, markets generally rise over
the long run thanks to the risk premium that compen-
sales investors for taking risk. The longer we slay in the
market, the lower the risk of negalive retums.

A Avoiding emolional investing — A long-lerm fo-
cus reduces the risk of making impulsive decisions
based on shorl-term markel movemenls. A disci-
plined, long-term approach helps avoid panic selling
during markel downlums and overenthusiastic buy-
ing in slable markets.

e

The power of compounding
Compounding is the process whereby investment
relums generale additional retums over lime. The lon-
ger money remains invesled, the more significant the
potential compounding effect. “Compound inlerest is
the eighth wonder of the world. He who understands it,
eamns it; he who doesn’l, pays it”

Albert Einstein
To illustrate the power of compounding as well as
the risk associaled with markel liming, it helps Lo look
al the long-term return of an index like SEPS00. A
$1,000 investment in the S& P500 20 years ago would
have been worth $7,320 by the end of May 2025. An

investor thal missed the 10 best days during those 20
vears would have seen the value of the $1,000 invest-
ment increase lo only $3,257. Consequently missing
the 10 best days over the last 20 years cuts long-lerm
relurns by over 50 percent.

Risk premium adds Lo long-lerm returns

Investors are compensaled for Laking risks through
what is known as the risk premium, i.e. the addition-
al return expected from riskier assels, such as stocks,
compared Lo holding low risk assets like cash or gov-
emment bonds.

While there are no guarantees when invesling, the
probability of risk being rewarded over lime is much
higher compared to the probability of the markel go-
ing up or down over the next 3 months.

Timing the markel — A risky strategy
There are several challenges associated with trying
Lo time the markel that makes it a risky approach.
. Difficult to predict markets accurately — Short-

NBK
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term markel movemenls are very hard lo forecast
because they depend on unprediclable Factors like
geopolitical crises, economic data releases and in-
veslor senlimenl.

. Emotional decision making — Many inveslors are
influenced by emolions like fear and greed. They
tend Lo buy when markels feel stable and sell when
volatility rises. This behavior often leads to buy-
ing high and selling low, which can destroy value
in a portfolio. Missing just a few ol the markel's
best-performing  days can significantly  reduce
long-lerm returns.

3. Opportunity cost — Staying out of the markel while
wailing for the “perfect” momenl means missing
oul on potential gains rom rising stock prices and
dividends. This opportunity cost can hurl the long-
term growth of a portiolio.

4. Increased trading cosl and taxes — Frequent
buying and selling increases lransaclion costs

e

and may lrigger capilal gains laxes bolh of
which reduce net returns.

Historical evidence supporting time in the market

Equity markets have historically delivered positive
relumns over the long term, despite short-term mar-
kel volatility. For example, during the 2008 Financial
Crisis, markets lost nearly 50 percent but recovered
lo new highs within a few vears. Similarly, after the
sharp drop in the COVID-19 crash of 2020, markels
rebounded within months. These examples show that
long-lerm investors who staved invested benefiled
from skrong recoveries.

Despile average intra-vear declines of 15 percent,
annual returns were posilive in 28 oul of those 40
vears, highlighting that staying invested helped inves-
lors recover from short-term declines.

Slay invested — Keep invesling and diversify

Trying o predicl shorl-term markel movements is
extremely difficull. A better approach is o invesl reg-
ularly over lime using dollar cosl averaging, investing a
fixed amount at set intervals regardless of markel con-
ditions. This reduces the risk of investing a large sum at
the wrong lime and smooths out market volatility.

Investors  should  also maintain  divers
across assels like stocks, bonds and allernative
ments Lo reduce exposure Lo any single market down-
turn. Finally, regularly rebalancing a portfolio ensures
that it stays aligned with the investor's risk lolerance
and financial goals.

Key consideralions lime in the
markel vs liming the markel

» While markel liming may seem allractive, il is very
difficult o consistently predicl price movements,
with a significant risk of making poor decisions
driven by emolions.

« The Power of compounding makes a compelling
cage for prioritizing “time in the markel” over “tim-
ing the markel”.

« Historical evidence supports the long-term benefils
of staying invested.

« Successful investing does nol require perfect lim-
ing — it requires patience, discipline, and lime. By
slaying invested, applying consistent strategies like
dollar-cost-averaging, appropriate diversification
and rebalancing, inveslors are more likely Lo reach
favorable investmenl outcomes.
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