
1

“Our FavOrite HOlding PeriOd is FOrever“
lOng-term investing in a sHOrt-term WOrld

b y Pe t e r Sh a P i r o

Towards the end of World War II, German forces 
BEGAN� ÚRING�6
�� ROCKETS� AT� ,ONDON�� 4HE� SUPERSONIC�
ROCKETS�TERRIÚED�THE�"RITISH��AS�THEY�LANDED�AND�EXPLODED�
BEFORE�PEOPLE�ON� THE� GROUND�WOULD�HEAR� THEM�� AND�
THEIR� SPEED� AND� TRAJECTORY� MADE� THE� ROCKETS� NEARLY�
IMPERVIOUS� TO� ANTI
AIRCRAFT� ÚRE�� ,OCAL� NEWSPAPERS�
BEGAN� TO�PUBLISH�MAPS�OF�WHERE� THE� ROCKETS� LANDED��
AND� IT� BECAME� EVIDENT� THAT� THE� ROCKETS� CLUSTERED� IN�
CERTAIN�AREAS��GIVING�THE�IMPRESSION�THAT�THE�'ERMANS�
HAD�ACHIEVED�TECHNOLOGICAL�ADVANCES�IN�TARGETING�THE�
ROCKETS�WELL�BEYOND�WHAT�ANYONE�HAD� THOUGHT� THEM�
CAPABLE� OF� DOING�� #IVILIANS� SUSPECTED� THAT� 'ERMAN�
SPIES� LIVED� IN� THE� NEIGHBORHOODS� NOT� HIT� BY� ROCKETS��
WHILE�"RITISH�MILITARY� OFÚCIALS�WORRIED� THAT�'ERMANY�
WOULD�BE�ABLE�TO�DESTROY�ESSENTIAL�!LLIED�MILITARY�SITES�
WITH�PINPOINT�ACCURACY�1 

� !FTER� THE�WAR�� A� "RITISH� STATISTICIAN� NAMED� 2��
$�� #LARKE� PUBLISHED� A� ONE
PAGE� STUDY� SHOWING� THAT�
DESPITE� THE� CLUSTERS� THE�PATTERN�OF�WHERE� THE� ROCKETS�
LANDED�WAS�WELL�EXPLAINED�BY�A�RANDOM�DISTRIBUTION��
IN� OTHER�WORDS� BY� CHANCE� OR� LUCK�� What seemed to 
BE� OBVIOUSLY� INTENTIONAL� TARGETING� OF� CERTAIN� SITES�
WHEN�CASUALLY�VIEWED�ON�A�MAP�WAS�IN�FACT�CONSISTENT�
WITH�THE�LAWS�OF�PROBABILITY��4HOUGH�6
��ACCURACY�DID�
IMPROVE�SOMEWHAT�AS�THE�WAR�WOUND�DOWN��IN�REALITY�
THE�'ERMANS�HAD�NOWHERE�NEAR�THE�LEVEL�OF�PRECISION�
FEARED� BY� PANICKED� ,ONDON� RESIDENTS� AND� "RITISH�
MILITARY�OFÚCIALS�3 

� 3TRESS� AND� FEAR� AND� LACK� OF� CONTROL� OVER�
THE� SITUATION�MAY� HAVE�MADE� IT�MORE� LIKELY� THAT� THE�
"RITISH�WOULD� JUMP� TO�UNWARRANTED�CONCLUSIONS��BUT�
MISINTERPRETING�RANDOM�DATA�AS�DETERMINISTIC�IS�BY�NO�
MEANS�LIMITED�TO�JITTERY�WARTIME�,ONDONERS��)N�FACT��ITmS�
BEEN�WELL�UNDERSTOOD�FOR�DECADES�THAT�THE�HUMAN�BRAIN�
���-LODINOW��,EONARD��n4HE�$RUNKARDmS�7ALK��(OW�2ANDOMNESS�2ULES�/UR�,IVES�o�
0ANTHEON��������PP�����
����
�. LARKE��2��$���n!N�APPLICATION�OF�THE�0OISSON�DISTRIBUTION�o�*OURNAL�OF�THE�)NSTITUTE�OF�
!CTUARIES���������������
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� /VER� TIME� THIS� PHENOMENON� OF� SEEING�
PATTERNS�THAT�ARENmT�REALLY�THERE�HAS�BEEN�GIVEN�SEVERAL�
NAMES� IN� DIFFERENT� DOMAINS�� SUCH� AS� nAPOPHENIAo�
AND� nPATTERNICITY�o� 0ART� OF� OUR� TENDENCY� TO� JUMP� TO�
CONCLUSIONS�THAT�ARENmT�BACKED�BY�EVIDENCE�IS�DUE�TO�
EVOLUTION��BACK�WHEN�DAILY�HUMAN�SURVIVAL�DEPENDED�
ON� BEING� ABLE� TO� OUTWIT� LARGE�� NASTY� PREDATORS��
THE� ABILITY� TO� DRAW� INFERENCES� FROM� PATTERNS� AND�
THUS� RECOGNIZE� DANGER� WAS� A� GENUINE� COMPETITIVE�
ADVANTAGE��AND�THOSE�ABLE�DO�SO�WERE�MORE�LIKELY�TO�
PASS�ON� THOSE�ABILITIES� TO� THEIR�OFFSPRING��4HE�PENALTY�
FOR� A� FALSE� POSITIVE� q� RUNNING� AWAY�WHEN� YOU�DIDNmT�
NEED� TO� q�WASNmT� NEARLY� AS� SEVERE� AS� THE�PENALTY� FOR�
MISSING� A� POTENTIALLY� FATAL� THREAT�� )N� TODAYmS� WORLD��
THOUGH��THE�CONSEQUENCE�IS�THAT�OUR�HARDWIRED�BRAINS�
SEE�INFORMATION�IN�WHAT�IS�REALLY�JUST�NOISE�

� -ISTAKING�NOISE�FOR�SIGNAL�IS�ENDEMIC�IN�MANY�
ÚELDS��AND�ÚNANCIAL�MARKETS�ARE�NO�EXCEPTION��)N�THIS�
LETTER� )mLL� FOCUS� ON� TWO�MAIN� POINTS� AROUND� THE� IDEA�
OF� RANDOMNESS� AND�HOW� IT� RELATES� TO� INVESTING�� &IRST��
MANY�PEOPLE�DONmT�REALIZE�THE�LARGE�AMOUNT�OF�LUCK��OR�
NOISE�OR�RANDOMNESS	�PRESENT�IN�THE�ÚNANCIAL�MARKETS��

Figure 1:�2ANDOMLY�'ENERATED�$OTS�3HOWING�#LUSTERING�
3OURCE��#OMGEST��#HART�GENERATED�USING�A�TWO
DIMENSIONAL�UNIFORM�RANDOM�VARIABLE�

FREQUENTLY�RECOGNIZES�PATTERNS�AND�INFERS�CAUSALITY� IN�
PURELY�RANDOM�DATA��)MAGINE�THE�RANDOMLY�GENERATED�
CHART�SHOWN�IN�&IGURE���WERE�A�MAP�OF�BOMB�STRIKES��
THE�CLUSTERS�AND�VOIDS�ARE�CLEAR�TO�SEE��
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ESPECIALLY� OVER� SHORT� PERIODS� OF� TIME�� AND� SECOND��
WELL� CONSTRUCTED� LONG
TERM� INVESTMENT� STRATEGIES�CAN�
NEUTRALIZE�PART�OF�THAT�RANDOMNESS�TO�DELIVER�RESULTS�IN�
THE�LONG�TERM��BUT�EVEN�A�GOOD�LONG
TERM�STRATEGY�MAY�
BE�NO�BETTER�THAN�CHANCE�IN�THE�SHORT�TERM�

The Less Often You Look at Your Investment 

Performance, the Better

,ETmS� SAY� YOUmVE� DECIDED� TO� INVEST� IN� EQUITIES�� 9OU�
CAN� BUY� A� PASSIVE� EXCHANGE
TRADED� FUND� �%4&	� THAT�
WILL� TRACK� A� REFERENCE� INDEX�� OR� YOU� CAN� INVEST�WITH�
AN�ACTIVE�MANAGER�WHO�WILL� TRY� TO�BEAT� THE� RETURN�OF�
THAT�INDEX��)F�YOU�GO�WITH�AN�ACTIVE�MANAGER��AMONG�
THE�PARAMETERS� YOU�MIGHT� EVALUATE� ARE� THE� EXPECTED�
PERFORMANCE�ADVANTAGE�FOR�THE�FUND�YOU�PICK�AND�ITS�
TRACKING�ERROR��I�E��THE�VOLATILITY�OF�THE�RELATIVE�RETURNS�
OF� THE� FUND	�� .ORMALLY� THE� ÚRST� PART� q� THE� EXPECTED�
PERFORMANCE�ADVANTAGE�q�IS�AN�AREA�OF�INTENSE�ANALYSIS�
WHERE� GOOD� FUND� PICKERS� EARN� THEIR� KEEP�� AND� THE�
SECOND�PART��EXPECTED�TRACKING�ERROR��IS�PREDICTED�USING�
THE�FUNDmS�HISTORY�OR�CURRENT�POSITIONING��"UT�)mM�GOING�
TO�DO�AWAY�WITH�THE�SUSPENSE�AND�JUST�PICK�NUMBERS�
FOR� BOTH�� .ORMALLY�� OF� COURSE�� YOU� WOULDNmT� KNOW�
THEM�AHEAD�OF�TIME�

� )MAGINE� A� PORTFOLIO� MANAGER� WITH� A� STRATEGY�
THAT�PROMISES�TO�DELIVER�����BASIS�POINTS�OF�ANNUALIZED�
OUTPERFORMANCE�VERSUS�SOME�INDEX�OVER�A�LONG�PERIOD�
OF�TIME�WITH�A�TRACKING�ERROR�OF������,ETmS�ASSUME�THAT�
WE� HAVE� CONTINUOUS� RELATIVE� RETURNS� FOR� THIS� STRATEGY�
THAT�ARE�NORMALLY�DISTRIBUTED��	�)N�A�WORLD�WHERE�MOST�
ACTIVE� MANAGERS� SHOW� LONG
TERM� UNDERPERFORMANCE��
THIS� IS�AN�ATTRACTIVE�STRATEGY�INDEED�q�TWO�PERCENTAGE�
POINTS�OF�OUTPERFORMANCE�PER�YEAR�CAN�COMPOUND�TO�
A�LARGE�ADDITIONAL�INCREMENT�OF�WEALTH��AND�A�TRACKING�
ERROR� OF� ��� IS� WELL� WITHIN� THE� RANGE� OF� WHAT� MANY�
INVESTORS�WOULD�BE�INTERESTED�IN�CONSIDERING��3O��LETmS�

���!SSUMING�NORMAL�DISTRIBUTIONS�CAN�BE�A�DANGEROUS�THING�IN�EQUITY�INVESTING��
BECAUSE�EQUITY�RETURNS�TEND�TO�HAVE�MORE�OBSERVATIONS�AROUND�THE�MEAN�AS�WELL�AS�
FATTER�TAILS�THAN�THOSE�OF�A�NORMAL�DISTRIBUTION��I�E��EQUITY�RETURNS�HAVE�A�LEPTOKURTIC�
DISTRIBUTION	���(ERE�WEmRE�TALKING�ABOUT�RELATIVE��NOT�ABSOLUTE�RETURNS��WHICH�MITIGATES�
THIS�CONCERN�SOMEWHAT��AND�IT�TURNS�OUT�THAT�USING�A�NORMAL�DISTRIBUTION�APPROXIMA

TION�IS�NOT�A�BAD�ASSUMPTION�FOR�THE�TYPE�OF�ANALYSIS�WEmLL�DO�
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ASK�A�SEEMINGLY�SIMPLE�QUESTION��$O�YOU�THINK�YOUmD�
BE�HAPPY�WITH�THE�RELATIVE�RETURNS�THIS�STRATEGY�WOULD�
generate?

� )T�TURNS�OUT�YOUR�HAPPINESS�WITH�THIS�INVESTMENT�
IS� NOT� GOING� TO� BE� THAT� STRAIGHTFORWARD�� depending 

on how often you evaluate it.�!����AVERAGE�ANNUAL�
RETURN�ADVANTAGE�WITH����TRACKING�ERROR�TRANSLATES�INTO�
OUTPERFORMANCE� IN� ���� OF� THE� YEARS� YOU� INVEST� THIS�
WAY�� 3O�� IF� YOU� ONLY� LOOK� AT� YOUR� ANNUAL� BROKERAGE�
STATEMENT�� YOUmLL�BE�HAPPY�MORE� THAN� TWO� TIMES�OUT�
OF�THREE��"UT�WHAT�IF�YOU�ARE�REALLY�INTERESTED�IN�YOUR�
INVESTMENT�AND�DECIDE� TO�CHECK� IT�EVERY�MONTH�� �!N�
INVESTMENT� WITH� THESE� CHARACTERISTICS� WILL� REPORT�
POSITIVE� RELATIVE� PERFORMANCE� IN� ONLY� ���� OF� THE�
MONTHS��9OU�WILL�BE�MUCH�MORE�DISAPPOINTED�IN�YOUR�
INVESTMENT�IF�YOU�SEE�IT�UNDERPERFORMS�NEARLY�HALF�THE�
TIME�YOU�LOOK�AT� IT��.OW�SAY�THAT�YOU�CHECK�IT�EVERY�
DAY���)N�THIS�CASE�YOU�WILL�HAVE�JUST�A�����CHANCE�OF�
OUTPERFORMING�IN�ANY�GIVEN�DAY��GETTING�AWFULLY�CLOSE�
TO�A�������COIN�ÛIP����9OUmRE�PROBABLY�NOT�GOING�TO�FEEL�
VERY�GOOD�AT�ALL�ABOUT�THIS�INVESTMENT��GIVEN�HOW�OFTEN�
IT�UNDERPERFORMS��2EMEMBER�� )N�MOST� INVESTORSm�EYES�
ANY� LONG
TERM� OUTPERFORMANCE� AT� ALL� IS� TERRIÚC�� AND�
HERE�WEmRE�FEELING�NEUTRAL�AT�BEST�WITH�THIS�STRATEGY�THAT�
GUARANTEES�TO�OUTPERFORM�OVER�LONG�PERIODS�OF�TIMEØ�  

� 4HE� TREND� MAY� BE� APPARENT�� BUT� LETmS� STATE�
IT� SIMPLY�� 4HE� SHORTER� THE� TIME� SCALE� OVER� WHICH�
YOU� EVALUATE� THIS� INVESTMENT�� THE� LESS� LIKELY� IT� IS� TO�
OUTPERFORM��4O�DRIVE�THE�POINT�HOME�GRAPHICALLY��)mVE�
PLOTTED�A�VARIETY�OF�INVESTMENT�HOLDING�PERIODS�AND�THE�
PROBABILITY� THIS� STRATEGY� OUTPERFORMS� OVER� EACH� TIME�
PERIOD�IN�&IGURE����

� 4HE�SHORTER� TIME�PERIODS�ARE�MORE�OR� LESS� THE�
ÛIP�OF� A� COIN�� BUT� EVEN�OVER� THREE� YEARS�� A� STANDARD�

���#OMGEST�ANALYSIS�ASSUMING�A�CONTINUOUS�DISTRIBUTION�OF�RELATIVE�RETURNS�AND�BASED�
ON�AN�EXAMPLE�IN�4ALEB��.ASSIM��n&OOLED�BY�2ANDOMNESS��4HE�(IDDEN�2OLE�OF�
#HANCE�IN�,IFE�AND�IN�THE�-ARKETS�o�2ANDOM�(OUSE��������PP����
����
���)mVE�GIVEN�THIS�EXAMPLE�IN�RELATIVE�PERFORMANCE�TERMS��BUT�ITmS�EXACTLY�THE�SAME�
AS�ASSUMING�A����RETURN�IN�ABSOLUTE�TERMS�WITH����VOLATILITY�AND�DETERMINING�THE�
PERCENTAGE�OF�THE�TIME�THE�STRATEGY�MAKES�MONEY��I�E��HAS�A�POSITIVE�RETURN���4O�MAKE�
THIS�MORE�REALISTIC�FOR�EQUITY�INVESTORS��WE�COULD�ASSUME�SOMETHING�ON�THE�ORDER�OF�
���ANNUALIZED�ABSOLUTE�RETURNS�WITH�����VOLATILITY��WHICH�IS�ROUGHLY�WHAT�HISTORICAL�
LONG
TERM�53�EQUITY�MARKET�RETURNS�HAVE�BEEN���)T�TURNS�OUT�THAT�THE�PERCENTAGES�FOR�
THE�VARIOUS�TIME�PERIODS�IN�THIS�CASE�ARE�QUITE�SIMILAR�TO�THE�RELATIVE�RETURNS�EXAMPLE�
)mVE�CHOSEN��
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IS�BIGGER�THAN�THE�SIGNAL�COMPONENT��AS�IN�THE�RELATIVE�
PERFORMANCE�EXAMPLE�ABOVE��LONGER�AND�LONGER�TIME�
PERIODS�ARE�NEEDED� TO�PROPERLY�ASSESS� THE�MANAGERmS�
ABILITY� TO� OUTPERFORM�� !ND� IN� FACT�� IN� THE� INVESTING�
WORLD�� THIS� IS� ALMOST� ALWAYS� THE� CASE�� 3O��WHAT� CAN�
WE�CONCLUDE�FROM�THIS�ANALYSIS��4HAT�ITmS�FAR�LESS�USEFUL�
TO�EVALUATE�AN�INVESTMENT�MANAGER�OVER�A�SHORT�TIME�
PERIOD�� BECAUSE� OF� THE� RANDOMNESS� INHERENT� IN� THE�
MARKETS��BUT�OVER�LONGER�PERIODS�OF� TIME�WE�HAVE�AN�
INCREASINGLY� GOOD� PICTURE� OF� THE�MANAGERmS� SKILL� THAT�
MAY� HAVE� BEEN� OBSCURED� BY� SHORT
TERM� LUCK�� EITHER�
GOOD� OR� BAD�� 3AID� DIFFERENTLY�� LUCK� DOMINATES� IN� THE�
SHORT�TERM��BUT�SKILL�IS�THE�DETERMINANT�IN�THE�LONG�TERM���
4HE�ISSUE�IS�RECOGNIZING�THAT�THE�RANDOMNESS�INHERENT�
IN�THE�MARKET�MEANS�IT�CAN�TAKE�A�SURPRISING�LONG�TIME�
TO�ACTUALLY�GET�TO�THE�LONG�TERM��4HAT�SHORT
TERM�MARKET�
MOVEMENTS� ARE� ATTRIBUTABLE� TO� SOMETHING� OTHER� THAN�
CHANGES� IN� FUNDAMENTAL� VALUE� IS� NOT� A� NEW� IDEA� q�
"ENJAMIN�'RAHAM��7ARREN�"UFFETTmS�MENTOR��EXPRESSED�
A� RELATED� SENTIMENT� IN� HIS� FAMOUS� LINE�� n)N� THE� SHORT�
RUN�� THE�MARKET� IS�A�VOTING�MACHINE��BUT� IN� THE� LONG�
RUN��THE�MARKET�IS�A�WEIGHING�MACHINE�o� 

� 4HE� ROOT� OF� THE� PROBLEM�� OF� COURSE�� IS� THAT�
PEOPLE�DONmT�WANT�TO�WAIT�TO�GATHER�YEARS�OF�DATA�BEFORE�
MAKING�A�DECISION�TO�RETAIN�OR�ÚRE�A�MANAGER��OR�PERHAPS�
THEY�CANmT�BECAUSE�OF�INSTITUTIONAL�IMPERATIVES�AND�THE�
PRESSURE�INHERENT�IN�EXPLAINING�SHORT
TERM�PERFORMANCE�
TO�STAKEHOLDERS��4HE�TEMPTATION�IS�THEREFORE�TO�ACT�ON�
SHORT
TERM� DATA�� BECAUSE� INVESTMENT� MANAGERS� WHO�
RUN�PUBLIC�FUNDS�TYPICALLY�PUBLISH�DAILY�PERFORMANCE��
AND� MOST� HEDGE� FUNDS� REPORT� PERFORMANCE� AT� LEAST�
MONTHLY��)F�CLIENTS�SEE�A�COUPLE�OF�POOR�DATA�POINTS�IN�A�
ROW��THEY�START�TO�WORRY�THAT�THE�MANAGER�HAS�nLOST�HIS�
TOUCH�o�7ELL��MAYBE�HE�HAS��BUT�YOUmLL�NEVER�BE�ABLE�
TO�DRAW�SUCH�A�CONCLUSION�JUST�BY�LOOKING�AT�A�COUPLE�
MONTHSm� WORTH� OF� RETURNS�� 5NFORTUNATELY�� INVESTORS�
HAVE� BECOME� INCREASINGLY� SHORT
TERM� FOCUSED�� AND�
NOT�JUST�SINCE�THE�RISE�OF�HEDGE�FUNDS�IN�THE�����S�OR�

���)NTERESTINGLY��THIS�EXACT�QUOTE�DOES�NOT�APPEAR�ANYWHERE�IN�"EN�'RAHAMmS�
PUBLISHED�WORKS��AT�LEAST�THAT�)�CAN�ÚND	��AND�IN�HIS�CLASSIC�BOOK�n3ECURITY�!NALYSISo�
'RAHAM�WRITES��n4HE�STOCK�MARKET�IS�A�VOTING�MACHINE�RATHER�THAN�A�WEIGHING�MA

CHINE�o�WITH�NO�REFERENCE�TO�THE�TIME�FRAME�OF�EITHER�SITUATION���&INANCIAL�JOURNALIST�
*ASON�:WEIG�SAYS�7ARREN�"UFFETT�IS�CERTAIN�'RAHAM�REPEATEDLY�SAID�THE�MORE�WELL

KNOWN�VERSION��WHICH�IS�THE�ONE�"UFFETT�HAS�QUOTED�IN�HIS�OWN�WRITING���3EE�WWW�
BOGLEHEADS�ORG�FORUM�VIEWTOPIC�PHP�T�������FOR�MORE�DETAILS��
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� 7HATmS�GOING�ON�HERE���)N�FACT��WEmRE�WITNESSING�
INVESTMENT� PERFORMANCE� AS� THE� COMBINATION� OF� TWO�
THINGS���	�4HE�signal��OR�THE�ANNUALIZED�OUTPERFORMANCE�
THAT�THIS�STRATEGY�WILL�DELIVER�OVER�THE�LONG�RUN��AND��	�
The noise��OR�THE�TRACKING�ERROR��THE�VOLATILITY�OF�RELATIVE�
RETURNS��4HE�ÚRST�PART�IS�DETERMINISTIC�IN�THAT�WE�KNOW�
WHAT� ITS� CONTRIBUTION� IS� GOING� TO�BE�OVER� ANY�PERIOD�
OF�TIME�BECAUSE�OF�HOW�)mVE�SET�UP�THIS�EXAMPLE��"UT�
THE�SECOND�PART�IS�RANDOM��GOVERNED�BY�A�PROBABILITY�
DISTRIBUTION��7E�DONmT�KNOW�WHAT�ITS�CONTRIBUTION�WILL�
BE� IN� ANY� GIVEN� PERIOD�� 4HERE� WILL� BE� TIMES� WHERE�
THE� RANDOM� PART� IS� NEGATIVE� AND� OF� A� MAGNITUDE�
THAT� OVERWHELMS� WHATEVER� THE� DETERMINISTIC� PART�
CONTRIBUTES��AND� THEN� THERE�WILL�BE�PERIODS�WHEN� ITmS�
ADDITIVE�TO�RETURNS�

� 4HE�KEY�POINT��HOWEVER��IS�THAT�lengthening the 

period of evaluation allows the noise to begin to wash 

out and the signal to shine through, while for shorter 

time periods noise dominates.�)F�THE�NOISE�COMPONENT�

Figure 2:�(YPOTHETICAL�0ROBABILITY�OF�/UTPERFORMANCE�BY�)NVEST

MENT�(ORIZON�
3OURCE��#OMGEST��4HE�LINE�INDICATES�����
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EVALUATION�PERIOD�FOR�MANY�INVESTORS��YOU�ONLY�HAVE�A�
FOUR
IN
ÚVE�CHANCE�OF�SEEING�THE�MANAGER�OUTPERFORM���
!ND� REMEMBER�� YOUmVE� INVESTED�WITH� A� PHENOMENAL�
MANAGER�IN�THIS�HYPOTHETICAL�EXAMPLE��MOST�INVESTMENT�
MANAGERS�WOULD� BE� THRILLED� TO� BE� ABLE� TO� GUARANTEE�
���� BPS� OF� ANNUALIZED� LONG
TERM� OUTPERFORMANCEØ��
)NEVITABLY��MANY�INVESTORS�ARE�NOT�INVESTING�IN�ATTRACTIVE�
STRATEGIES� BECAUSE� THEY� MISUNDERSTAND� THE� HISTORICAL�
TRACK�RECORD�OR�ARE�ÚRING�MANAGERS�THEY�ALREADY�HAVE�
SIMPLY� BECAUSE� THEY� INVESTED� WHILE� THE� MANAGER�
EXPERIENCED�A�PERIOD�OF�BAD�LUCK��
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HIGH�FREQUENCY�TRADING�IN�THE�PAST�DECADE��)N������THE�
AVERAGE�HOLDING�PERIOD�FOR�53�STOCKS�WAS�MORE�THAN�
EIGHT�YEARS��BY������IT�WAS�DOWN�TO�SIX�MONTHS�� 

� 4HIS� ISSUE� OF� SHORT
TERM
ISM� IS� FAR� FROM�
PURELY�ACADEMIC��BECAUSE�SWITCHING�MANAGERS�HAS�A�
REAL� COST�� ÚRST� THE� DIRECT� COSTS� OF� SWITCHING�� BUT� ALSO�
BECAUSE� THE� EVIDENCE� SHOWS� THAT�MANAGERS� ÚRED� FOR�
PERFORMANCE� REASONS� TEND� TO� OUTPERFORM� THE� NEWLY�
HIRED� REPLACEMENT�MANAGERS��� 0ART� OF� THIS� HAS� TO� DO�
WITH�RANDOMNESS�q�IF�A�MANAGER�HAS�A�STRETCH�OF�BAD�
PERFORMANCE� IT� MAY� BE� PARTLY� BECAUSE� HE� IS� A� BAD�
MANAGER��BUT�ITmS� LIKELY�THAT� THERE�WAS�ALSO�SOME�BAD�
LUCK� INVOLVED�� 4HAT� ÚRED� MANAGER� IS� LIKELY� TO� DRAW�
LESS�BAD�LUCK�OR�MAY�EVEN�GET�GOOD�LUCK�THE�NEXT�TIME�
AROUND��WHILE� THE� SITUATION�MAY� BE� REVERSED� FOR� THE�
NEWLY�HIRED�MANAGER�

Long-Term Strategies Need Time to 

Demonstrate Their Worth

 )F�AN�INVESTMENT�STRATEGY�IS�GENUINELY�FOCUSED�
ON� THE� LONG� TERM�� THEN� LOGICALLY� THAT� INVESTMENT�
STRATEGYmS�LONG
TERM�PERFORMANCE�SHOULD�BE�BETTER�THAN�
ITS� SHORT
TERM� PERFORMANCE�� !LL� #OMGEST� PORTFOLIOS�
EMPLOY� THE� SAME� n1UALITY
'ROWTHo� INVESTMENT�
PHILOSOPHY� AND� PROCESS� THAT� INVOLVES� FOCUSING� ON�
BUSINESS�FUNDAMENTALS�AND�LONG
TERM�FRANCHISE�VALUE��
WHICH�LED�TO�THE�TITLE�OF�THIS�LETTER��"ERKSHIRE�(ATHAWAYmS�
#%/� 7ARREN� "UFFETT� ONCE� WROTE�� n7HEN� WE� OWN�
PORTIONS� OF� OUTSTANDING� BUSINESSES� WITH� OUTSTANDING�
MANAGEMENTS��OUR�FAVORITE�HOLDING�PERIOD�IS�FOREVER�o��  
WHICH�IS�PRECISELY�HOW�#OMGEST�APPROACHES�PORTFOLIO�
MANAGEMENT�� #ONSEQUENTLY�� OUR� PORTFOLIOS� ARE� BUILT�
WITH�A�LONG
TERM�VIEW�THAT�SHOULD�BE�GOOD�FODDER�TO�
TEST� THIS� IDEA��,ETmS� TAKE�A� LOOK�AT� SOME�OF�#OMGESTmS�
LONGEST� RUNNING� STRATEGIES� TO� SEE� HOW� WELL� THEYmVE�
DONE�OVER�VARYING�TIME�PERIODS�

���+LEINTOP��*EFFREY��n7HAT�THE�&ED�#ANmT�$O�o�,0,�&INANCIAL�7EEKLY�-ARKET�#OM

MENTARY��!UGUST����������
���'OYAL��!MIT��AND�3UNIL�7AHAL��n4HE�3ELECTION�AND�4ERMINATION�OF�)NVESTMENT�
-ANAGEMENT�&IRMS�BY�0LAN�3PONSORS�o�4HE�*OURNAL�OF�&INANCE�,8)))��NO�����!UGUST�
����	��PP������
������
����"ERKSHIRE�(ATHAWAY������LETTER�TO�SHAREHOLDERS��
WWW�BERKSHIREHATHAWAY�COM�LETTERS������HTML

Figure 3:�'LOBAL�%MERGING�-ARKETS�%QUITY�#OMPOSITE�0ROBABILITY�
OF�/UTPERFORMANCE�BY�)NVESTMENT�(ORIZON
3OURCE��#OMGEST��$ATA�FROM�*ANUARY������TO�$ECEMBER������
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� &IGURE���SHOWS�THE�PERCENTAGE�OF�GIVEN�ROLLING�
TIME�PERIODS�THAT�OUR�'LOBAL�%MERGING�-ARKETS�%QUITY�
COMPOSITE�OUTPERFORMS�ITS�BENCHMARK�������4HE�POINT�OF�
AN�ANALYSIS�LIKE�THIS�IS�TWO
FOLD��&IRST��BY�USING�ROLLING�
PERIODS�� IT�DOESNmT�ANCHOR�ON�A�SPECIÚC�STARTING�DATE��
AND� INSTEAD� LOOKS� AT� THE� LIKELIHOOD� THAT� AN� INVESTOR�
SEES� OUTPERFORMANCE� WHEN� INVESTED� FOR� A� CERTAIN�
PERIOD�OF� TIME�USING�A�RANDOM�ENTRY�DATE�� )NDIRECTLY��
THIS�ADDRESSES�THE�QUESTION�OF�WHETHER�INVESTORS�SHOULD�
TRY�TO�TIME�THEIR�ENTRY�INTO�#OMGEST�STRATEGIES��PERHAPS�
WAITING� FOR� PERCEIVED� FAVORABLE� CONDITIONS� BEFORE�
INVESTING� WITH� US�� 3ECOND�� AND� MORE� IMPORTANTLY�� IT�
ALLOWS�US�TO�SEE�HOW�THE�STRATEGY�TENDS�TO�PERFORM�OVER�
VARIOUS�PERIODS�OF�MEASUREMENT�� )F�WHAT� )mM�ARGUING�
IS� TRUE�� THAT� THE� LONG� TERM� IS� NOT� JUST� A� COLLECTION�OF�
SHORT�TERMS��THEN�SHORTER�TERM�PERFORMANCE�OF�A�LONG

TERM� INVESTMENT� STRATEGY� CAN� BE� MIDDLING� AS� NOISE�
DOMINATES��BUT�LONG
TERM�INVESTMENT�PERFORMANCE�CAN�
BE�EXCELLENT��AS� THE�SIGNAL� IS�GIVEN� TIME� TO�PENETRATE�
THE�NOISE��

� &IGURES���AND���SHOW�THE�SAME�ANALYSIS�FOR�OUR�
0AN
%UROPEAN� %QUITY� COMPOSITE� AND� 'LOBAL� %QUITY�
����0ERFORMANCE�IS�STATED�GROSS�OF�FEES��-ANAGEMENT�FEES�FOR�THE�THREE�#OMGEST�
STRATEGIES�DISCUSSED�IN�THIS�LETTER�ARE�CHARGED�AT����PER�ANNUM�WITHIN�THE�#OMGEST�
'ROWTH�PLC�INSTITUTIONAL�SHARE�CLASSES��0LEASE�REFER�TO�THE�#OMGEST�'ROWTH�PLC�
PROSPECTUS��&OR�DETAILS�ABOUT�THE�RELEVANT�INDICES�FOR�EACH�FUND��PLEASE�SEE�THE�
DISCLOSURES�AT�THE�END�OF�THIS�LETTER�
����$ETAILS�ON�METHODOLOGY��)mVE�USED�ROLLING�TIME�PERIODS��MEASURED�USING�CALENDAR�
MONTHS���3O��FOR�A�ROLLING�THREE
MONTH�WINDOW��THE�ÚRST�THREE�MONTHS�OF�PERFORMANCE�
HISTORY�FORMS�ONE�OBSERVATION��AND�EVERY�SUBSEQUENT�MONTH�GENERATES�A�NEW�OBSER

VATION��AS�ONE�NEW�MONTH�OF�PERFORMANCE�IS�ADDED�AND�ONE�DROPPED�OFF���&OR�A�ROL

LING�ÚVE
YEAR�WINDOW��THE�ÚRST�ÚVE�YEARS�����MONTHS	�OF�DATA�FORMS�ONE�OBSERVATION��
WHILE����MONTHS�OF�DATA�FORMS�TWO�OBSERVATIONS��ADD�A�NEW�MONTH�OF�PERFORMANCE��
DROP�THE�OLDEST�MONTH	��AND����MONTHS�FORMS�THREE�OBSERVATIONS���#ONSEQUENTLY��
FOR�THE�CHART�IN�&IGURE���THAT�USES�THE�'LOBAL�%MERGING�-ARKETS�%QUITY�COMPOSITE�
PERFORMANCE�DATA�FROM�*ANUARY������TO�$ECEMBER�������A�TOTAL�OF�����MONTHS��WE�
HAVE�����THREE
MONTH�PERIODS������ONE
YEAR�PERIODS������THREE
YEAR�PERIODS������
ÚVE
YEAR�PERIODS��AND�����TEN
YEAR�PERIODS��



�

“Our FavOrite HOlding PeriOd is FOrever“
lOng-term investing in a sHOrt-term WOrld

COMPOSITE�� )mVE�SELECTED�THESE�THREE�STRATEGIES� IN�PART�
BECAUSE�THEY�COMPRISE�THE�VAST�MAJORITY�OF�#OMGESTmS�
ASSETS�UNDER�MANAGEMENT��BUT�MORE�SO�BECAUSE�WEmVE�
BEEN�MANAGING� THESE�PORTFOLIOS� FOR�A� LONG� TIME��AND�
THE�LONGER�THE�TRACK�RECORD��THE�MORE�LIKELY�WE�ARE�TO�
BE�ABLE�TO�SAY�SOMETHING�MEANINGFUL�ABOUT�THE�WAYS�
THESE�STRATEGIES�BEHAVE��

� .OTICE� THAT� EACH�OF� THESE� THREE� CHARTS� SLOPES�
UPWARD� FROM� LEFT� TO� RIGHT�� MEANING� THE� LIKELIHOOD�
OF� OUTPERFORMANCE� INCREASES� AS� INVESTMENT� PERIOD�
INCREASES���4HIS�IS�IN�FACT�WHAT�WE�WOULD�EXPECT�TO�SEE�
FROM�A� SUCCESSFUL� STRATEGY� FOCUSED�ON� THE� LONG
TERM���
4HE� ROLLING� THREE
MONTH� OUTPERFORMANCE� LIKELIHOOD�
IS� NOT� THAT� MUCH� ABOVE� ���� FOR� EACH� OF� THE� THREE�
PORTFOLIOS�� INDICATING� EVALUATING� A� #OMGEST� STRATEGY�
BASED�ON�A�QUARTER�OF�DATA�POINTS� TELLS�YOU�BASICALLY�
NOTHING��/UR�RELATIVE�PERFORMANCE�OVER�THE�SHORT�TERM�
IS�CLOSE�TO�A�COIN�TOSS��"UT�ONCE�YOU�LENGTHEN�THE�TIME�
PERIOD��THE�ODDS�STEADILY�STACK�IN�FAVOR�OF�OUR�STRATEGY���

Figure 4:�0AN
%UROPEAN�%QUITY�#OMPOSITE�0ROBABILITY�OF�/UTPER

FORMANCE�BY�)NVESTMENT�(ORIZON
3OURCE��#OMGEST��$ATA�FROM�3EPTEMBER������TO�$ECEMBER������
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Figure 5:�'LOBAL�%QUITY�#OMPOSITE�0ROBABILITY�OF�/UTPERFOR

MANCE�BY�)NVESTMENT�(ORIZON
3OURCE��#OMGEST��$ATA�FROM�*ULY������TO�$ECEMBER������
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4HIS�ALSO�MEANS�THAT�IF�YOU�INTEND�TO�INVEST�LONG�TERM�
IN�A�#OMGEST�STRATEGY��TIMING�YOUR�SUBSCRIPTION�IS�NOT�
OVERLY� IMPORTANT� BECAUSE�OUR� STRATEGIESm� LONGER� TERM�
PERFORMANCE� HISTORIES� INDICATE� THAT� NO� MATTER� WHEN�
YOU� START� THE� MEASUREMENT� PERIOD�� IF� YOU� REMAIN�
INVESTED�FOR�THE�LONG�TERM��YOU�HAVE�HAD�A�VERY�GOOD�
CHANCE�OF�OUTPERFORMING�

� 7HAT� THIS� SAYS� ABOUT� #OMGESTmS� q� AND� OTHER�
LONG
TERM
FOCUSED�INVESTMENT�MANAGERSm�q�INVESTMENT�
STRATEGY�IS�THAT�ITmS�NOT�A�GOOD�ÚT�FOR�SHORT
TERM�INVESTING��
AND� MORE� SPECIÚCALLY�� FOR� INVESTORS� WITH� SHORT
TERM�
HORIZONS��7E� HAVE� NO� IDEA� IF�WEmLL� OUTPERFORM� NEXT�
QUARTER��AND�WE�SUSPECT�THAT�EVEN�THOSE�MANAGERS�WHO�
CLAIM�TO�BE�ABLE�TO�TELL�YOU�THIS�DONmT�ACTUALLY�KNOW�IT�
EITHER	��BUT�HISTORY�HAS�SHOWN�THAT�INVESTORS�WHO�HOLD�
OUR� FUNDS� FOR� LONG�PERIODS�OF� TIME�HAVE�HAD�A� GOOD�
EXPERIENCE�MORE�OFTEN� THAN�NOT�� )F� YOUmRE� LOOKING� TO�
OWN�AN�EQUITY�FUND�FOR�THE�NEXT�QUARTER��OUR�STRATEGIES�
MAY�OR�MAY�NOT�BE� THE�RIGHT� INVESTMENT� FOR�YOU��"UT�
IF�YOU�WANT�TO�INVEST�IN�EQUITIES�FOR�THE�NEXT�ÚVE�YEARS�
OR�MORE��WE�BELIEVE�YOUmRE�MUCH�MORE�LIKELY�TO�WALK�
AWAY�HAPPY�WITH�YOUR�EXPERIENCE�INVESTING�WITH�US��

� 4HEREmS�ANOTHER�CONSEQUENCE�OF�THE�SHORTER�BARS�
ON�THE�LEFT
HAND�SIDE�OF�THESE�CHARTS��NAMELY�THAT�EVEN�
THOUGH�A�STRATEGY�MAY�OUTPERFORM�OVER�THE�LONG�TERM��it 
will experience shorter periods of underperformance 

during the stretch of long-term outperformance. It 
TURNS�OUT�THAT�THIS�PHENOMENON�IS�THE�RULE�RATHER�THAN�
THE�EXCEPTION��TOP
PERFORMING�FUNDS�OVER�THE�LONG�TERM�
ARE� LIKELY� TO� HAVE� SUB
PERIODS� OF� UNDERPERFORMANCE��
AND�SOMETIMES�THAT�UNDERPERFORMANCE�IS�SUBSTANTIAL�13   
7HEN� THAT� HAPPENS�� ITmS� IMPORTANT� FOR� INVESTORS� TO�
REMEMBER� THAT� THE� UNDERPERFORMANCE�MAY� JUST� BE� A�
GOOD�MANAGER�ON�A�STREAK�OF�BAD� LUCK��OR� IT�MAY�BE�
EVIDENCE�THAT�A�MANAGER�IS�NOT�AS�SKILLED�AS�PREVIOUSLY�
THOUGHT�� OR� THAT� SOMETHING� HAS� CHANGED� WITH� THE�
MANAGER�� %VALUATING� THE� MANAGER� WITH� THIS� IN� MIND�
IS�CRUCIAL��SINCE�THERE�ARE�DIRECT�AND�IMPLICIT�COSTS�TO�
SWITCHING�MANAGERS�

����2ICE��-ATTHEW��AND�'EOFFREY�3TROTMAN��n4HE�.EXT�#HAPTER�IN�THE�!CTIVE�VERSUS�
0ASSIVE�$EBATE�������5PDATE	�o�$I-EO�3CHNEIDER���!SSOCIATES�7HITE�0APER��
3EPTEMBER�������AND�.ETZER��"AIE��AND�-ELISSA�7EDEL��n3TUDY�OF�/UTPERFORMING�
-ANAGERS�2EVEALS�%XTENT�TO�7HICH�4HEY�5NDERPERFORM�!LONG�THE�7AY�o�,ITMAN�
'REGORY�7HITE�0APER��3EPTEMBER������ 
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4HIS�MATERIAL�IS�FOR�INFORMATION�PURPOSES�ONLY�AND�IS�NOT�INTENDED�AS�AN�OFFER�OR�SOLICITATION�WITH�RESPECT�TO�THE�PURCHASE�OR�SALE�OF�ANY�SECURITY��4HE�CONTENTS�OF�THIS�DOCUMENT�
SHOULD�NOT�BE�TREATED�AS�ADVICE�IN�RELATION�TO�ANY�POTENTIAL�INVESTMENT��2EFERENCE�TO�MARKET�INDICES�OR�OTHER�MEASURES�OF�RELATIVE�MARKET�PERFORMANCE�OVER�A�SPECIÚED�PERIOD�
OF�TIME�ARE�PROVIDED�FOR�YOUR�INFORMATION�ONLY��0AST�INVESTMENT�RESULTS�ARE�NOT�NECESSARILY�INDICATIVE�OF�FUTURE�INVESTMENT�RESULTS��4HE�INDEX�FOR�THE�'LOBAL�%MERGING�-ARKETS�
%QUITY�COMPOSITE�USED�FOR�COMPARATIVE�PURPOSES�CHANGED�FROM�-3#)�%MERGING�-ARKETS�PRICE�TO�-3#)�%MERGING�-ARKETS�DIVIDENDS�REINVESTED�BEGINNING�ON������������4HE�
INDEX�FOR�0AN�%UROPEAN�%QUITY�COMPOSITE�USED�FOR�COMPARATIVE�PURPOSES�IS�-3#)�%UROPE�NET�DIVIDENDS�REINVESTED�4HE�INDEX�FOR�'LOBAL�%QUITY�COMPOSITE�USED�FOR�COMPARATIVE�
PURPOSES�CHANGED�FROM�-3#)�!#�7ORLD�PRICE�TO�-3#)�!#�7ORLD�DIVIDENDS�REINVESTED�ON������������
4HE�INFORMATION�AND�OPINIONS�PRESENTED�IN�THIS�DOCUMENT�HAVE�BEEN�OBTAINED�FROM�OR�ARE�BASED�ON�INFORMATION�FROM�SOURCES�BELIEVED�TO�BE�RELIABLE��BUT�ACCURACY�CANNOT�
BE�GUARANTEED��.O�LIABILITY�IS�ACCEPTED�BY�#OMGEST�IN�RELATION�TO�THE�ACCURACY�OR�COMPLETENESS�OF�THE�INFORMATION�CONTAINED�IN�THIS�DOCUMENT��!LL�OPINIONS�AND�ESTIMATES�
CONSTITUTE�OUR�JUDGMENT�AS�OF�THE�DATE�OF�THIS�DOCUMENT�AND�ARE�SUBJECT�TO�CHANGE�WITHOUT�NOTICE��#OMGEST�DOES�NOT�PROVIDE�TAX�OR�LEGAL�ADVICE�TO�ITS�CLIENTS�AND�ALL�INVESTORS�
ARE�STRONGLY�URGED�TO�CONSULT�THEIR�OWN�TAX�OR�LEGAL�ADVISORS�CONCERNING�ANY�POTENTIAL�INVESTMENT��.O�PART�OF�THIS�DOCUMENT�IS�TO�BE�PRODUCED�WITHOUT�THE�WRITTEN�PERMISSION�
OF�#OMGEST��
#OMGEST�!SSET�-ANAGEMENT�)NTERNATIONAL�,TD�IS�REGULATED�BY�THE�#ENTRAL�"ANK�OF�)RELAND��#OMGEST�3!�IS�REGULATED�BY�THE�!UTORITÁ�DES�-ARCHÁS�&INANCIERS��!-&	�AS�AN�
INVESTMENT�MANAGEMENT�COMPANY�AND�ADHERENT�TO�THE�!&'��&RENCH�ASSOCIATION�OF�ASSET�MANAGEMENT	��#OMGEST�&AR�%AST�,IMITED�IS�REGULATED�BY�THE�(ONG�+ONG�3ECURITIES�AND�
&UTURES�#OMMISSION�AS�AN�ASSET�MANAGEMENT�AND�SECURITIES�ADVISORY�COMPANY��.IPPON�#OMGEST�)NC��IS�REGULATED�BY�THE�&INANCIAL�3ERVICE�!GENCY�OF�*APAN��#OMGEST�3INGA

PORE�0TE��,TD�IS�AN�EXEMPT�FUND�MANAGER�AND�AN�EXEMPT�ÚNANCIAL�ADVISER�PURSUANT�TO�THE�3ECURITIES�AND�&UTURES�!CT��n3&!o	��&INANCIAL�!DVISERS�!CT��n&!!o	�AND�THE�RELEVANT�
REGULATIONS�UNDER�THE�3&!�AND�&!!�OF�3INGAPORE�
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Peter Shapiro�GRADUATED�FROM�#OLBY�#OLLEGE�WITH�
A�$EGREE�IN�0HYSICS�AND�HOLDS�-ASTERmS�$EGREES�IN�
!COUSTICS� FROM�4HE�0ENNSYLVANIA�3TATE�5NIVERSITY�
AND�!PPLIED�-ATHEMATICS�FROM�4HE�*OHNS�(OPKINS�
5NIVERSITY��(E� IS� ALSO� A�#&!� CHARTERHOLDER�� 0ETER�
BEGAN� HIS� CAREER� AS� AN� ANALYST� AT� ,EGG� -ASON�
#APITAL�-ANAGEMENT�IN�"ALTIMORE��-ARYLAND�AND�
ALSO�WORKED�AT�A�BOUTIQUE�ASSET�MANAGER�IN�0ARIS��
(E�JOINED�#OMGEST�IN������AS�A�53�EQUITY�ANALYST�

Dealing with Randomness Requires Focusing 

on Process Over Outcome

� 4HE�OBVIOUS�QUESTION�THIS�ANALYSIS�PROMPTS�IS��
Why�DO�THESE�#OMGEST�PORTFOLIOS�HAVE�AN�INCREASING�
LIKELIHOOD� OF� OUTPERFORMANCE� OVER� LONGER� TIME�
PERIODS��)�BELIEVE�THE�ANSWER�IS�SIMPLE��#OMGEST�HAS�
A�VERY�WELL�DEÚNED�INVESTMENT�PROCESS�AND�STICKS�TO�IT�
EVEN�DURING�PERIODS�WHEN�IT�ISNmT�WORKING�WELL��4HIS�IS�
THE�CLASSIC�FOCUS�ON�THE�process�BY�WHICH�A�DECISION�
IS�MADE�INSTEAD�OF�THE�outcome�THAT�DECISION�LEADS�TO��
A� TECHNIQUE�FOR�MAXIMIZING�THE�ODDS�OF�SUCCESS� IN�A�
ÚELD�WHERE�CHANCE�PLAYS�A�LARGE�ROLE�IN�WHAT�YOU�SEE�
HAPPEN�ON�A�DAY
TO
DAY�BASIS��4HIS�APPLIES�IN�INVESTING��
BUT�IT�ALSO�APPLIES�IN�A�WIDE�RANGE�OF�OTHER�ÚELDS��SUCH�
AS� CARD� GAMES�� SPORTING� EVENTS�� AND� BUSINESS��� all 
AREAS�WHERE� SKILL�MATTERS�� BUT� LUCK� CAN�MATTER�MORE�
ON� ANY� GIVEN� DAY�� 7HEN� AN� OUTCOME� INVOLVES� A�
COMPONENT�OF�LUCK��FOCUSING�ON�WHAT�YOU�CAN�CONTROL�
AND�WHERE�YOU�HAVE�AN�ADVANTAGE�q�IN�#OMGESTmS�CASE��
OUR� INVESTMENT� PROCESS� q�WILL� ALLOW� YOUR� ADVANTAGE�
TO�EVENTUALLY�DEMONSTRATE�ITS�WORTH��)T�JUST�TAKES�TIME�
FOR�THIS� TO�HAPPEN��4HOSE�WHO�FOCUS�ON�THE�OUTCOME�
OF� AN� EVENT�� RATHER� THAN� THE� PROCESS� BY� WHICH� THE�
DECISION�WAS�MADE��WILL� HAVE� THEIR� DECISIONS� DRIVEN�
BY�THAT�LUCK�ELEMENT��/VER�TIME��FOCUSING�ON�PROCESS�
HAS� A� BETTER� CHANCE� OF� SUCCEEDING� THAN� FOCUSING� ON�
OUTCOME�� )N� THE� MOMENT�� THOUGH�� DISPASSIONATELY�
APPROACHING�DECISIONS� LIKE� THESE� IS� VERY� HARD� TO� DO��
"ACK� TO� THE� BOMBING� OF� ,ONDON�� n)N� THOSE� AREAS�
SEEMINGLY�TARGETED�BY�THE�BOMBS��PEOPLE�MOVED�OUT��

����3EE�FOR�EXAMPLE�,EWIS��-ICHAEL��n-ONEYBALL��4HE�!RT�OF�7INNING�AN�5NFAIR�
'AME�o�7�7��.ORTON��������-AUBOUSSIN��-ICHAEL�AND�$AN�#ALLAHAN��n/UTCOME�
"IAS�AND�THE�)NTERPRETER��(OW�/UR�-INDS�#ONFUSE�3KILL�AND�,UCK�o�#REDIT�3UISSE�
)NVESTMENT�2ESEARCH�����/CTOBER�������-ONTIER��*AMES��n6ALUE�)NVESTING��4OOLS�
AND�4ECHNIQUES�FOR�)NTELLIGENT�)NVESTMENT�o�7ILEY��������AND�3KLANSKY��$AVID��n4HE�
4HEORY�OF�0OKER��!�0ROFESSIONAL�0OKER�0LAYER�4EACHES�9OU�(OW�4O�4HINK�,IKE�/NE�o�
4WO�0LUS�4WO�0UBLISHING��������

ATTEMPTING�TO�ESCAPE�SYSTEMATIC�BOMBING�THAT�WAS�IN�
FACT�NOT�SYSTEMATIC�o����4HE�EQUIVALENT�BEHAVIOR�IN�THE�
INVESTING�WORLD� IS� RETURNS�CHASING��WHERE�A�MANAGER�
POSTING�EXCELLENT�RETURNS�FOR�A�PERIOD�OF�TIME�SEES�AN�
AVALANCHE�OF�NEW�MONEY�ÛOW�INTO�THE�FUND��2ETURNS�
CHASING�TRANSLATES�INTO�THE�AVERAGE�INVESTOR�IN�A�PUBLIC�
EQUITY�FUND�REALIZING�ONLY�half�THE�RETURN�OF�THE�AVERAGE�
FUND����POORLY�TIMED�ENTRY�AND�EXIT�POINTS�ARE�A�HEAVY�
BURDEN���7HETHER�ITmS�MOVING�MONEY�OR�MOVING�HOUSES��
NEITHER�IS�LIKELY�TO�BE�A�SUCCESSFUL�STRATEGY�OVER�TIME���

� "ECAUSE� OF� THE� RANDOMNESS� INHERENT� IN�
INVESTING�� WE� CAN� NEVER� SAY� FOR� SURE� WHETHER� PAST�
SUCCESSES� �OR� FAILURES	� WERE� DUE� TO� THE� INVESTMENT�
MANAGER� AND� THE� MANAGERmS� INVESTMENT� PROCESS�� OR�
SIMPLY� SOMETHING� OUTSIDE� THE� MANAGERmS� CONTROL���
,IKEWISE�� WE� CAN� NEVER� PROMISE� THAT� FUTURE� RESULTS�
WILL�BE�SATISFACTORY��EVEN� IF�WE�KNOW�THAT�A�MANAGER�
HAS�PROVEN�TALENT�OR�A�SUPERIOR�PROCESS��THE�EQUIVALENT�
OF�PLAYING�WITH�A�STACKED�DECK�OF�CARDS�OR�ÛIPPING�A�
COIN� THAT� FAVORS� HEADS��7HAT� WE� CAN� SAY�� BASED� ON�
BOTH� HISTORY� AND� THEORY�� IS� THAT� THERE� ARE� INVESTMENT�
MANAGERS�WHOSE�PROCESSES�APPEAR�TO�GIVE�A�LONG
TERM�
ADVANTAGE��)N�THIS�CONTEXT��THE�LONG�TERM�REALLY�IS�MORE�
THAN�JUST�A�COLLECTION�OF�SHORT�TERMS�
����4IERNEY��*OHN��n3EE�A�PATTERN�ON�7ALL�3TREET�o�4IERNEY,AB��4HE�.EW�9ORK�4IMES��
��/CTOBER��������HTTP���TIERNEYLAB�BLOGS�NYTIMES�COM������������SEE
A
PATTERN
HERE�
����$AVIS�!DVISORS��n%SSENTIAL�7ISDOM�FOR�4ODAYmS�-ARKET�o�
WWW�DAVISFUNDS�COM�DOWNLOADS�%7�PDF�


