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Now, with the spectre of a significant market correction rearing its ghastly head, it is high time we
start preparing for what to do when our portfolio gets its proverbial haircut. If you're prepared, there
is simply no reason to fear or panic.
The one thing you shouldn't do is sell off all your stocks. Period.
Instead, we're going to take the advice of perhaps one of the best fear buyers known to man, and
implement what Warren Buffett calls the “the best investment most people can make.”
You see, the truth is, most investors don't have the same stomach for buying on the collapse the
way someone like Warren Buffett does. It's just not in their DNA. That's a big reason why we aren't
all billionaires by now...
As Buffett once quipped: “Look at market fluctuations as your friend rather than your enemy; profit
from folly rather than participate in it.”
If you start dumping your precious cargo overboard, you'll typically miss the most profitable part of
the move: the inevitable reversal. That's where dollar cost averaging comes in.
It's a way for investors to ease into the market without having to predict exactly where the bottom
is. After all, bottoms are impossibly hard to spot — even for brilliant investors like Buffett.
So what is dollar cost averaging?
It's really quite a simple strategy if you can keep your cool and ride out the storms. However, it
does require a plan and the stomach to stick to it — especially if the markets continue to drop.
That's because the plan involves buying a fixed dollar amount of a particular stock, fund, or index
on a regular schedule regardless of its price. That is usually where most retail investors generally
fail because to a large extent they have it all backwards — they love buying the hype and selling
the fear.
Even still, dollar cost averaging does make sense even though it often involves overcoming those
same fears as stocks "go on sale".
The reason for this is simple. Using dollar cost averaging, more shares are purchased when prices
are low, and fewer shares are bought when prices are high. The end result is that over time the
average cost of your shares will become smaller and smaller.
Since dollar cost averaging spreads out your stock purchases, it lessens the risk that you will buy
them "at the wrong time."

Instead, you arrive at an average price that typically reflects the true value of those shares.
Here's how it works in practice...
Let's say you decided to purchase $10,000 worth of a tried-and-true blue chip stock that had
suddenly taken a plunge. Let's say, for example, that it traded for $50 on the day you decided to
pull the trigger. Obviously, spending every penny of that $10,000 in one trade would carry a hefty
risk along with it. If the bear market came rolling in you would be at an immediate loss with nothing
left to buy more shares with. In short you'd be stuck with 200 shares at $50.00 a piece.
That is no way to safely grow your fortune...
You see, if you simply broke up that same purchase into four equal parts and scaled into your
position during the downturn your average price would be much less.
Here's what I mean...
In four separate $2,500 buys of say $44, $51, $45 and $50 you would end up with 211 shares at
$47.39 each. That's the best of both worlds: more shares for less cost per share. That puts you in
a far greater position you when the bear market finally turns around.
Better yet, you wouldn't have to guess exactly where the bottom was along the way. And when the
market turned — as it always does — you would be there to reap the benefits.
In the end, trying to time the bottom is a fool's errand.
Instead, you should be wading in one step at a time using dollar cost averaging as your guide —
especially as the market heads downward. I'd even venture that you should be buying more when
we hit new lows...
“Be fearful when others are greedy, and greedy when others are fearful.”
-Warren Buffett
I know you've heard this quote so many times, it has probably lost all meaning.
It's cliché...It's trite...It's tired...
It is all of those things. But most of all — it is absolutely true!
While every investor knows this old trope well, history shows that many rarely have the constitution
to abide by it. When it comes to the stock market, people are not really rational beings; we are
wild, reactionary beasts. We are slaves to the four main psychological emotions: fear, greed, hope,

and regret. Of those, fear is by far the most powerful — especially when it comes to the stock
market.
Just take a look at the 'Cycle of Market Emotions':

It's quite clear that if you are able to stomach the fear, desperation, and panic, you'll end up at the
point of maximum financial opportunity; i.e. the single BEST time to buy stocks. Let's call it the
“light at the end of the tunnel” phenomenon. And — as you'll see below — it's been backed up by
market returns time and time again.
However, if you do cower and submit to your fears, you'll inevitably sell at the WORST possible
time — completely losing your shirt in the process.
Godspeed,

Jimmy Mengel

@mengeled on Twitter

