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Friends, 

  

Let’s play a game.     

 

The answer is obvious, isn’t it?  If you looked at two investments as of the end of 2017 and one of them had an average 

return of 3.55% and the other an average of 4.05% since 2008 (ten years), which investment would you hope you had 

chosen?  The one that had an average 4.05%, right?  Surely that’s a no-brainer.  Well, in fact it is.  Because if it was a 

“brainer”, you would have chosen 3.55%.  Wait, what?? 

 

The answer actually is, it depends.  What the no-brainer choice didn’t take into account is the volatility that each of 

these choices experienced over the past ten years.  Volatility makes a difference.  Let’s continue playing. 

 

Below is a chart of hypothetical annual returns for two hypothetical investments.   

    Investment A  Investment B 

Yearly Value  Yearly Value 

Return $10,000   Return $10,000  

6.50% $10,650   20.00% $12,000  

5.00% $11,183   7.00% $12,840  

-2.00% $10,959   -16.00% $10,786  

6.00% $11,616   8.00% $11,648  

4.00% $12,081   2.00% $11,881  

7.00% $12,927   25.00% $14,852  

-3.50% $12,474   -15.00% $12,624  

1.00% $12,599   0.00% $12,624  

7.50% $13,544   6.50% $13,445  

4.00% $14,086   3.00% $13,848  

3.55% $14,086   4.05% $13,848  

 

In no year did Investment A achieve a return higher than 7%.  However, in no year did it ever have a negative return 

of less than -3.5%. For the 10 years it averaged 3.55%.  Investment B had a couple of standout years of 20% and 25%.  

However, it also suffered from a couple of large negative years of -16% and -15%.  For the 10 years it averaged 4.05%.  

Looking at the Value columns for each investment reveals the effects of higher volatility.  Even though Investment B 

had a higher average return, an investor in B would have ended up with an ending balance that was less than A.   

 

Game over   Yes, these numbers are totally hypothetical.  But, they do serve to illustrate how a diversified portfolio 

that may not hit any home runs might still win in the end by not getting thrown out at the plate.  (My apologies to any 

non-fans of baseball.)    
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