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Which Is Right for You?

When it comes to investing a large sum of cash, there are two main approaches – lump 
sum investing and dollar-cost averaging. Both strategies have benefits and drawbacks. 
Which one is right for you? It’s wise to consult with your wealth manager before making a 
decision; however, the following considerations can help kick-start the process. 

What’s the difference?

Lump sum investing means taking a large financial windfall, such as an inheritance or 
bonus, and investing it all immediately. This approach can help you gain exposure to the 
markets as soon as possible. 

In contrast, dollar-cost averaging is the process of investing smaller amounts of money at 
regular intervals over a long period of time. This approach seeks to minimize the downside 
risk of making a single, large investment.

What are the pros and cons of each approach?

We’ve summarized some of the pros and cons of lump sum investing versus dollar-cost 
averaging in the table below. 

Lump Sum Investing Dollar-Cost Averaging

Pros  � Invested in the market immediately

 � When the market goes up, you’re able 
to take full advantage of growth

 � Helps minimize the downside risk of a 
single, large investment

 � Can help lower the average price you 
pay for shares

 � A disciplined approach can help you 
form healthy saving and investing 
habits 

 � If you’re a risk-averse investor, this 
strategy can help you feel better about 
risk 

Cons  � May end up buying in high and see a 
large drop in account value

 � Depending on your time horizon, a 
drop in account value may be difficult 
to recover from

� Returns may underperform lump sum 
investing over time

� Possible missed gains if the market 
continues rising from the day you 
would have invested the lump sum
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 Which is better?

A recent study conducted by Northwestern Mutual found that, over a 10-year period, returns on 
$1 million invested immediately in the U.S. markets (lump sum investing) performed better than the 
same amount of money invested evenly over a 12-month period (dollar-cost averaging). Regardless 
of the investment allocation, the lump sum’s cumulative returns over 10 years beat the dollar-cost 
averaged returns 75% of the time.1  

That’s not to say lump sum investing makes sense for everyone. If you have anxiety about a large 
market drop following a lump sum investment, are anxious about investment risk or have a shorter 
investment time horizon, dollar-cost averaging may be a better strategy for you. 

Whichever approach you’re leaning toward, it’s wise to consult with your wealth manager before 
making a final decision. He or she can help you evaluate your options in light of your current financial 
situation, investment allocation, time horizon, goals for the future, risk tolerance and more. 

For help with your investment strategy, or with any other financial matter, please schedule a call. 

This commentary is provided for general information purposes only and should not be construed 
as investment, tax or legal advice, and does not constitute an attorney/client relationship. Past 
performance of any market results is no assurance of future performance. The information contained 
herein has been obtained from sources deemed reliable but is not guaranteed.

1https://www.northwesternmutual.com/life-and-money/is-dollar-cost-averaging-better-than-lump-sum-investing/
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