[image: image1.png]



Why I Like Baseball More Than Investing

· They keep score in baseball.   No player sent down to the minors for hitting .210 ever said “I’m not hitting .210, I’m hitting .310!”   Baseball is a game of total disclosure.   Every time a batter approaches the plate or a pitcher walks onto the mound, up to date performance stats appear on the scoreboard and TV screen.   This rarely happens when market gurus, timers, fund managers, newsletter writers, etc show up on TV to give their latest recommendations or prognostications.   How well have their previous predictions done?  Truth be told, very few have a batting average that would keep them in the major leagues.

· Baseball fans understand averages and hot streaks.   No baseball fan thinks that just because our home town hero hit 5 home runs last week that he’ll finish the season with 80 home runs. It’s a pace that cannot be maintained. When a pitcher throws a shutout, it does not follow that he won’t give up any more runs this season.   Baseball players have hot and cold streaks.   At the end of the year, everything averages out.  It is rare for a player to surpass his past level of performance.   Baseball fans understand the randomness of averages and reversion to the mean.   Short term streaks happen, but long term performance reverts to a player’s established skill level.  Many investment decisions are based on a recent hot streak in a fund or stock.   Buying a fund or stock after a hot streak and experiencing the inevitable reversion to the mean is common and demoralizing.

· Baseball fans root for the uniforms.  They don’t care who wears them.   We cheer for our favorite player, but if he leaves the team, we root for the new guy.   Things are not so simple in investing, and we cannot afford this luxury when it comes to our mutual funds.   The returns of actively managed funds are attributable to the manager.  Mutual fund management is more art than science, and if there is a change in fund management, the old team no longer exists.    If Michelangelo was replaced by another artist half way through the Sistine Chapel project, my guess is that the ceiling wouldn’t be much of a tourist attraction today.

· Baseball fans know that it’s a long season.   The result of one day’s game isn’t important.   Every team loses 60 games and wins 60 games.   It’s those other 42 that make the champion.  Sometimes, a good team plays horribly and a bad team looks like a champion.   Baseball fans are not fooled by this randomness.   They don’t confuse short term results with a permanent trend.   On any given day, any team can beat any other team.  A long season produces a true champion.    Investors can fall into the trap of becoming paralyzed with the daily ups and downs of markets.   The media stampedes us with a false sense of immediacy, as if today’s events have changed everything.   Almost nothing of long term significance happens on any given day. Take the long term view.

· Every baseball game lasts 9 innings.   No matter how many runs behind our team may be, they must play all nine innings.  Anything might happen.  As Yogi Berra said, “It ain’t over till its over.”   As fans, we can leave early and go home but the players must stay until the end.   Unfortunately, many investors act like fans instead of players.   If the performance of an investment disappoints in the in the short run, we sell it and try something else.   Sometimes the smartest move is to do nothing.

· Baseball fans watch the out of town scoreboard.   They know that not only is the home team’s game important, but they also want to know how their team’s competitors are doing.   Some investors forget that the “out of town” companies based overseas are an important part of an investment portfolio.

· Baseball fans are optimists.  They know that only one team will win the World Series. “Wait ‘till next year” is every disappointed fan’s refrain. They believe that eventually every record will be broken.   Whether it’s a hitting or pitching standard that has held up for decades, every generation’s great players have a chance to break any record.    Investors would do well to develop their own version of this spirit of long term optimism.   How can we believe that in a world of well educated people with access to almost unlimited low cost capital, that free people will not continue to invent and develop products that will make life better for everyone? 

· Baseball fans plan for rain.  They know to bring umbrellas if the forecast calls for inclement weather.  No fun getting soaked during a rain delay.   In an investment world where about four years in ten will bring disappointing stock market results, too few investors have a diversified portfolio designed to protect them from Wall Street’s version of stormy weather.

· Baseball has umpires.  Nobody would trust a player’s opinion about a close call. There is no dishonesty or cheating in baseball because the four umpires are constantly watching the action and will not allow it. The umps can toss any player out of the game and their decisions are final.    Investing is subject to a myriad of rules and practice guidelines established by the SEC for the protection of investors.   Unfortunately, there are no SEC umpires to see if your broker or financial advisor is being completely truthful.   It’s an honor system, and that doesn’t really work any better than it would in baseball.

· Baseball fans know that victory is not permanent.  This year’s World Series champion has no advantage over any other team on opening day next season.   The old saying in sports is that the hardest thing to do is to repeat as champion.   In the investing world, this is also true.  “Past performance is no guarantee of future results” is printed in every mutual fund ad, yet past performance is loudly proclaimed from these same advertisements.   The impression is given that this past performance can be repeated. Exceptional past performance is likely to mean poor future performance as hot sectors cool off and funds invested in these sectors revert back to long term averages.  Just like baseball, every new year brings new challenges and no guarantees for last year’s winner.

· It’s the same game my father taught me.    Except for a silly excursion into artificial turf and polyester uniforms in the 70's and 80’s, baseball hasn’t changed very much.   It’s a simple game and kids can easily understand its intricacies. Transport a fan from 1950 into a modern baseball park and no explanations would be necessary concerning rules or game strategy.    If only the same could be said of the world of investing.   An investor transported to 2005 from 1950 would understand how to buy stocks and bonds from a commissioned broker.   Almost everything else would have to be explained. (Well, you see Ed, there’s this thing called the internet…….)   What’s even worse, rules and investment options will continue to change and become more complex in the years to come.   Therefore, we have no advantage over the time-traveling investor.    Like him, we must continue to acquire (or hire) the expertise to stay up to date and plan properly for the future.
Disclaimer:    The information in this article is educational in nature.   It should not be considered as personal investment, tax or legal advice.  Is the reader's responsibility to determine how the content of this article should be applied to their own investment portfolio. Investing in stocks and mutual funds involves risk and the potential loss of principal.   Historical data is from sources believed to be reliable.   Past performance is not a guarantee of future returns.
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