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Winning in the Long-Run by Accepting Lower Short-Term Returns 

The Dilemma 
Every investor readily admits that their goal is to win in the long-run, but too many investors hyper 

focus on the short-term returns, putting long-term performance in jeopardy. Perhaps this is forgivable 

as the financial press and talking heads are constantly harping about each day’s market performance 

and what each tiny permutation in economic data may due to a particular stock over the next few 

minutes.  Technology is great, but if breathless 24-7 market commentary causes you to hyper focus on 

short-term performance you really ought to tune out. Day-to-day and even year-to-year performance is 

not what you should be focused on.  In fact, it is vital to your long-term investing success to recognize 

that it’s fine to “lose” to the indexes and that furthermore, losing to the indexes sometimes may be what 

allows you to win in the long-run. 

Think back to 2007 and ask yourself if it was worth being fully invested in stocks in order to capture 

every last gain the market was throwing off, given that it meant you would be participating in every last 

loss the market was about to hand you.  Now, I am not trying to pretend that you should have known 

what was about to befall the markets in 2008, but I am making a point about upside & downside capture.  

If you want 100% of the upside, you have to willing to take 100% of the downside.  There is a better 

way. 

Let’s Consider an Example 
Rather than focusing on trying to capture every last bit of upside the market may throw off in any given 

year, focus instead on trying to capture less of the downside the market dishes out from time to time.  

Now, minimizing downside will also limit your upside, but the tradeoff is well worth it.  Let’s consider a 

hedged portfolio that limits your upside by 50% but also limits your downside by 50%; so if the market 

is up 20% you are only up 10% while if the market is down -20% you are down only -10%.   

The first thing I want to point out is how much this hypothetical strategy would have fallen short of the 

index in some time periods.  From the bottom of the Tech-Crash in 2003 to the Peak of 2007, the S&P500 

grew by 101% while the 50/50 returned “only” 51%.  Similarly, from the bottom of 2009 to the end of 

2016, the S&P500 has grown 233% while the 50/50 “only” returned 116%.  But here is the kicker – 

over the entire period of 2000 – 2016, the S&P500 returned 52% while the 50/50 returned 78%.  

How can this be? 

Losses Hurt More than Gains Helped 
While the 50/50 underperformed in the boom times, it also lost far less in the bust times – and this is 

where the old dictum that “losses hurt more than gains help” comes from.  Consider, from the beginning 

of the Tech Crash (2000) to the Tech-Crash bottom (2003), the S&P500 lost -47%, which meant that 

nearly all of the  101% rally that followed really just got your portfolio back to even (if you lose -50%, 

you need +100% to get back to even).  The 50/50 portfolio during that same Tech-Crash period lost -

24% followed by the 51% it earned in the rally that followed, bringing the 50/50 portfolio to a new high  
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rather than simply getting back to even.  Similarly, in the Financial Crisis of 2007 – 2009, the S&P500 

lost a whopping -57% while the 50/50 lost -28%.  The rally that followed brought both the S&P500 & 

the 50/50 to new highs, but the S&P500 had to spend much more time getting back to even than did the 

50/50 hypothetical portfolio.  Here is the math for the 2000 – 2016 period, assuming a $1,000 

investment; 

S&P500 Return sequence over time period is -47% / +101% / -57% / +233%.  In dollar terms, the 

$1,000 falls to $530, then rises to $1,065, then falls to $458, then rises to $1,525. 

50/50 Return sequence over that time period is -24% / +51% / -28% / +116%.  In dollar terms, the 

$1,000 falls to $760, then rises to $1,148, then falls to $827, then rises to $1,785. 

 

So What Should You Do? 
Thus, despite only capturing 50% of the upside during the good years, the 50/50 hypothetical portfolio 

outperformed the S&P500 over the entire period 78% vs. 52%, and it did so not by beating the S&P500 

in the good times, but by minimizing losses in the bad times.  The reality is that there will always be bad 

times interspersed between good times and no one can predict with any real accuracy when the bad 

times will arrive.  Focus then, on building a portfolio for the long-run, recognizing that being positioned 

in such a way as to miss some of the stock market upside may be the very thing that allows you to 

outperform in the long run. 

Disclaimers – The above is hypothetical and provided for illustrative purposes only, and does not reflect the performance of an actual 

investment. The S&P 500 Index includes a representative sample of 500 leading companies in leading industries of the U.S. economy. 

An investor cannot invest directly in an index. Past performance does not guarantee future results. 


