
When Is It Time To Sell Your Winners (Or Losers)?
Investors are continuously inundated with investment advice about what to buy. Everyone seems to have a good stock tip. Rarely though, does anybody talk about the often more difficult decision of when it makes sense to sell an investment. When good quality stocks are making gains in the market, the general rule of thumb is "let profits run". Stay with your investments until research targets have been met, and not revised upward. Or, if there is a downturn reflecting a significant change in investor sentiment, then consider shifting out if the research outlook has been revised. 

When your investment performs poorly, the decision on when to sell gets even trickier. Human nature gets in the way and we either don't want to admit we made a mistake buying the stock in the first place, or we hope the stock will come back in the near term. Unfortunately, time and time again, poorly performing investments can usually be tied to deteriorating fundamentals and therefore, a loss will just get worse over time. Rarely do these deteriorating situations turnaround. 

As a consequence, we end up holding on to poorly performing stocks much too long, watching them sink ever lower. 

An effective way to prevent hanging on to these persisting losers is to set up a "stop loss" point. This is a predetermined price, which triggers the sale of the investment. 

This strategy also works well with your winners. Let's consider an investment that has performed beyond your expectations. Even though you still feel there is further potential upside, you are now considering locking-in your gains. By realizing a capital gain, you not only create a tax liability in the current year, you may also miss out on any further price appreciation. If we use the "let profits run" strategy, we will simply reset the "stop loss" point to an appropriately higher value and continue to hold this good quality investment. 

And remember, in all cases do not make an investment unless there is a well-researched reason for doing so and you have consulted with your Investment Advisor. Having this fundamental base to work from makes the decision of when to sell, or when to hold, much easier. Smart investing based on fundamental research is our stock-in-trade at CIBC Wood Gundy.

