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his story goes back a few

years but is a timely re-

minder in these times of

volatile market returns.
2017 saw the 10-year bet between
Warren Buffet (one of the world’s
foremost investors), chairman of
Berkshire Hathaway Inc. and Ted
Seides, a New York hedge fund
consultant.

Buffet had issued a public chal-
lenge stating the benefits of low-
cost passive investment vehicles.

Seides responded to this chal-
lenge, and it was agreed that they
would both follow their respec-
tive investment strategies for a
period of 10 years from 1st Janu-
ary 2008 to Dec 2017. At the con-
clusion of the period, the owner
of the underperforming portfolio
would donate $1mn to the charity
chosen by the winner.

Buffett'’s strategy was to invest
in the S&P 500 Index, while Sei-
des selected five hedge funds.

The cash amount was revised
midway by converting the sum
invested in bonds to Berkshire
Hathaway shares, so the final
amountisreported tobein excess
of $2.2 million.

The 10-year period included
years of dramatic decline for the
S&P 500 Index (-37.0% in 2008)
as well as above-average gains
(+32.4% in 2013), in short, there
was ample scope for clever fund
managers to try and return better
than the market, utilising timing
asastrategy.

For the nine years from Janu-
ary1,2008, through December 31,
2016, the average of the five funds
achieved a total return of 22.0%
compared to 85.5% for the S&P
500 Index.

With such significant under-
performance by the hedge funds,
Seides graciously conceded de-
featin mid-2017.
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While this shows how difficult
itisto outperformthe marketeven
by professionals, Seides made a
very relevant observation about
what happened during this time.

In the first 14 months of the
bet, the S&P 500 Index declined
roughly 50% (2008 GFC) while
his basket of hedge funds de-
clined less than half as much. At
this time following the decline,
he commented that many inves-
tors exited the S&P 500 index
and were then too fearful to enter
againinordertoparticipateinthe
recovery that followed.

In other words, Buffett benefit-
ed by being a disciplined inves-
tor and remaining invested in the
face ofvolatility which is not what
most retail investors would have
done and to that extent, thehedge
funds would have performed bet-
ter than their individual invest-
ment experience.

The key takeaway - long-runre-
turns don't matter if the strategy
isabandoned along the way.

Itisimportant before you make
an investment decision that you
are aware of the unpredictability
of the capital markets and make
asset allocation decisions wisely
considering your individual cir-
cumstances.



