The Benefits of Dollar-Cost-Averaging

Dollar-Cost-Averaging
Dollar-Cost-Averaging is an effective process used by investors as a way to place a fixed dollar amount into an investment on a
recurring basis. It is a popular strategy among financial planners and advisors who often recommend clients invest a constant
amount at the beginning of each selected period. By following a regimented investment schedule, the investor can confidently put
capital to work without regard for the current state of financial markets. During periods when the market has declined, the investor
will be able to purchase more shares, and conversely, they will purchase less shares during times of market appreciation. By doing
so, investors can mitigate cognitive bias in their decision making.
A Look at the Math
Most people enjoy purchasing a good or service on sale, especially if it is something they would have purchased regardless. Using
this same logic, with Dollar-Cost-Averaging an investor can purchase more stock when prices have declined, and less stock when
prices have risen. Over the long run, an investor’s average cost of purchase will be less than the average stock price. Let’s take a look
at the example below.
Month Amount Invested

XYZ Share Price

Shares Purchased

1

$500

$150

3.33

2

$500

$100

5.00

3

$500

$120

4.17

4

$500

$90

5.56

5

$500

$130

3.85

6

$500

$150

3.33

Total Invested

Average Share Price

Total Shares

$3,000

$123

25.24

Average Cost per Share
$118.88

In this example we have invested in a fictional stock, XYZ, on the first of each month for a 6-month period. For the purpose of this
exercise lets assume that you are able to purchase fractional shares. During this time the average share price of XYZ was $125,
whereas our average cost per share was only $118.88. Having implemented a Dollar-Cost-Averaging strategy, we were able to add
more shares at a discount and less when they were trading at a premium.
Volatility Equals Opportunity
Long-term investors employing the Dollar-Cost-Averaging strategy have the greatest opportunity during periods of increased
volatility, especially during corrections. By applying this disciplined approach, investors can benefit from purchasing stock at steep
discounts and bringing down their average cost. This is particularly beneficial when stocks are on sale as it gives investors the
opportunity to improve on the markets long term annualized return of ~9.9% over the last 30 years. (S&P500 annualized return since 1990)
During sustained draw downs, many investors panic and stop investing, or worse, sell. In periods of market weakness, it is the time
to take advantage of lower stock prices with a systematic approach that enables you to invest in high-quality companies that are
trading at a discount.
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Confidence to Stay Invested
Dollar-Cost-Averaging provides many benefits to investors: a systematic process which mitigates emotional bias, a process to add
more shares at a discount, and a consistent long-term approach to help grow savings. Dollar-Cost-Averaging can also provide
investors the confidence to stay invested during falling markets.
During corrections and recessions there are many record-setting days of upside in the market. As the market is famously difficult to
time, panicked investors are often disposed to selling towards the bottom when their emotions are severely tested. Although they
may take solace in holding cash, missing out on the market’s subsequent best days during periods of volatility can be destructive to
long-term savings.
In the chart below we look at the growth of $10k in the S&P 500 starting January 1, 1980, and the impact of missing out on the
market’s best days.

Source: FMRco, January 2019
As the saying goes, “It is about time in the market, not timing the market.” By remaining invested, and systematically contributing to
their savings, investors are best positioned to benefit from volatility in the market.

Disclaimer: This is presented for illustrative and discussion purposes only. It should not be considered as personal investment advice or an offer or solicitation to buy and/or sell
securities and it does not consider unique objectives, constraints, or financial needs of the individual. Under no circumstances does this piece suggest that you should time the
market in any way or make investment decisions based on the content. Investors are advised that their investments are not guaranteed, their values change frequently, and past
performance may not be repeated. References to specific securities are presented to illustrate the application of our investment philosophy only, do not represent all of the
securities purchased, sold or recommended for the portfolio, and it should not be assumed that investments in the securities identified were or will be profitable and should not
be considered recommendations by Bristol Gate Capital Partners Inc. The information contained in this piece is the opinion of Bristol Gate Capital Partners Inc. and/or its
employees as of the date of the piece and is subject to change without notice. Every effort has been made to ensure accuracy in this piece at the time of publication; however,
accuracy cannot be guaranteed. Market conditions may change and Bristol Gate Capital Partners Inc. accepts no responsibility for individual investment decisions arising from
the use of or reliance on the information contained herein. We strongly recommend you consult with a financial advisor prior to making any investment decisions. Please refer
to the Legal section of Bristol Gate’s website for additional information at www.bristolgate.com
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