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Improving on Buy and Hold: When is the Best Time to Sell?
By Georg Vrba, P.E.
June 7, 2011

Advisor Perspectives welcomes guest contributions. The views presented here do not
necessatrily represent those of Advisor Perspectives.

My model, Improving on Buy and Hold: Asset Allocation using Economic Indicators, has
been updated with the ECRI U.S. Weekly Leading Index and its annualized growth rate
published on June 3, 2011, and with the most recent values of the other indicators.

The figure below shows the buy and sell signals obtained from the model for the time
period 2003 to 2011. A basic sell signal was generated during the week ending on May 13,
2011 as reported on May 17, 2011 in Improving on Buy and Hold: An Initial Sell Signal.

Figure 2 : 2003-11 Fed Funds Rate, S&P 500, FRR, WLIg, slope WLIg & slope WLI
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A Sell-A type signal will be generated by the model in the second week of August and |
advise reducing one's stock market investments then. Historically, the S&P 500 has on
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average been 3.60% higher at the Sell-A date then what it was on the Sell-basic date, as
shown in Table 1 below. During the 65-trading-day period from the Sell-basic to the Sell-A
date the average maximum increase in the index was 5.33% and the average minimum
decrease was -5.06%.

Table 1
o o
2 2 o 2 o o o o
© c © c L TS| 92| gl |lolw| %0
A AR
¢ | 58| 8% 228|387 (<87 585 =85
2 o < a - ° U | xEn!| % En (D.EU) P =
— 3 In | RX02| 5| TE = -EEL -EE,_
w w n ~m| ETL|ESTL =2 =2
% » So| CH| -SR] F%| %%
©
6/19/69 97.24 95.63 | -1.66 99.61 2.44 89.48 | -7.98
7/16/73 | 105.67 | 110.19| 4.28 111.44 5.46 100.53 | -4.86
11/7/78 93.85 97.87| 4.28 101.86 8.53 9249 | -1.45
12/26/80 | 136.57 | 136.00 | -0.42 138.12 1.13 126.58 | -7.31
5/26/89 | 321.59 | 352.09| 9.48 352.09| 9.48 31798 | -1.12
5/5/00 | 1432.63 | 1479.32 3.26 1510.49 5.43 1373.86 | -4.10
2/15/07 | 1456.81 | 1522.28 | 4.49 15251 4.69 137412 | -5.68
1/14/10 | 1148.46 | 1207.17 5.11 1211.67 5.50 1056.74 | -7.99
5/12/11 | 1348.65 N.A. N.A. N.A. N.A. N.A.
3.60% 5.33% -5.06%
average average average

Historically, as shown in Table 2 below, after a Sell-basic signal the market usually
declines a few percent over the next 35 trading days (seven weeks). The most recent
decline to June 3, 2011 of -3.60% is approximately equal to the average decline over the
15 trading days since the Sell-basic signal dates of the model.

The best time to sell is 65 trading days after the date of a Sell-basic signal, when the

S&P500 has been on average been 3.60% higher than on the Sell-basic date. The worst
case after 65 days was a decline of -1.45% which occurred after the June 19, 1969 signal.
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If history repeats itself, then the market will improve over the next four weeks and there
should be many opportunities to reduce one’s equity allocation from then onwards at a
better price than what one would obtain now.

The average performance of the S&P 500 after Sell-basic signals which the model
generated is shown in the chart at the end of this article.
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6/19/69 97.24 | 0.01 -1.51 -7.23 -3.99 -2.38 -3.97
7/16/73 | 105.67| 1.75 1.00 -3.84 -1.10 -1.80 2.95
11/7/78 93.85| -1.45 -0.11 2.35 2.59 6.48 8.53
12/26/80 | 136.57 | 1.03 -1.61 -7.07 -6.41 -4.40 -1.94
5/26/89 | 321.59| 0.14 0.09 -0.73 3.37 7.62 6.68
5/5/00 | 1432.63 | -0.81 -3.81 0.93 1.58 3.00 2.21
2/15/07 | 1456.81 | -0.03 -3.77 -1.53 -0.58 1.62 3.83
1/14/10 | 1148.46 | -4.94 -7.16 -3.52 -0.87 1.51 3.57
5/12/11 | 1348.65| -0.37 -3.60 N.A. N.A. N.A. N.A.
-0.54% | -2.11% | -2.58% | -0.68% | 1.46% | 2.73%
average | average | average | average | average | average
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6/19/69 97.24| -1.66 -4.27 -0.04 -0.03 -0.87 -5.75
7/16/73 | 105.67 428 3.46 -1.24 -7.59 -11.45 -7.50
11/7/78 93.85| 4.28 4.07 6.20 7.66 9.61 8.90
12/26/80 | 136.57 -0.42 -2.85 -2.58 -4 .41 -2.28 -2.06
5/26/89 | 321.59 948 8.11 7.04 11.88 7.23 3.43
5/5/00 | 1432.63 3.26 4.67 5.20 1.90 -0.43 -5.77
2/15/07 | 1456.81 4.49 2.33 4.49 5.05 5.31 1.06
1/14/10 | 1148.46 5.11 2.19 -2.41 -4.36 -2.95 -10.25
5/12/11 | 1348.65 N.A. N.A. N.A. N.A. N.A. N.A.
3.60% | 2.21% | 2.08% 1.26% | 0.52% | -2.25%
average | average | average | average | average | average

© Copyright 2011, Advisor Perspectives, Inc. All rights reserved.




ADVISOR

Average Performance of S&P 500 Index after Sell-basic signals

10%

Best time to sell Note: There are 21 trading days per
65 trading days after month on average, or 252 trading

5 Sell-basic signal date days per year.
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