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It is hard to believe, but September is indeed here. We know how silly it is to say how fast time
seems to go by, but doesn’t it seem like it flies by even faster every year? Last month we opined on
forecasting and those that try to tell us what is going to happen in the future. We do understand the
need to have a view about what you believe is likely to occur in the future. Doing so can help guide
in making decisions today. After all, if you believe it is going to rain, you might take an umbrella
with you. What we find frustrating, or even comical in some ways, about the process is the
absolute certainty that many make their forecasts. Our view is that one cannot predict the future
with any consistency or certainty. Instead, one should prepare for multiple possible outcomes.

When it comes to investing let’s consider some of the ways to help navigate possible pitfalls
inherent in the need to make “guesses” about the future. First, we would argue that it makes sense
to consider the possibility that the future outcomes you believe will occur may not happen at all. In
other words, being humble enough to recognize that you may be wrong. A degree of humility that
seems to be absent from many forecasters. Keeping this in mind will help avoid the risk of having
all your eggs in the one basket that needs your prediction to come true in order to be a success.
When recognizing that there is a chance that something other than your prediction might occur, you
are able to be prepared, to some degree, for other outcomes.

Second, we believe that over an investing lifetime it is better to be approximately correct frequently
than it is to be precisely correct once in a while. This describes the concept of frequency versus
magnitude. Is it better to bet all you have on one coin flip and potentially double your money (of
lose it all), or is it better to make a series of smaller bets? There are many considerations here and
the idea of risk versus reward is certainly one of them. When it comes to investing is can be easy to
focus on being “right”, but what is often overlooked is the negative impact of being “wrong”. The
allure of being “right” or making a big “score” by over allocating to a specific outcome can be hard
to resist, but at the end of the day we believe the law of averages make it difficult do so often
enough for it to be successful over the long term. Further, we would argue that the benefits of
being occasionally correct are outweighed by the potential harm of being overconfident and over-
allocated to a specific outcome...only to be wrong. After all, if you lose it all on the “one big coin
flip”, you have nothing to make another bet.

Lastly, we believe that having a disciplined, consistent, and repeatable investment process can
potentially, over time, provide more favorable results than making random investments of varying
sizes based on something like a “feeling”. Having such a process does not assure a successful
investment, but we believe it has the potential to increase the frequency in which such outcomes
occur. This process can be unique to you, your views about an industry, your analysis of the
underlying fundamentals of the investment, or many other variables. We believe the most
important part of this concept is the idea that investing should be somewhat devoid of emotion.
This can be as difficult as the idea of wanting to be precisely correct discussed above. But we think
having a process to follow when making decisions about allocation choices and sizes can help
remove some of the randomness involved in emotional choices.

We hesitate to use too many analogies, but it seems like the idea of baseball batting average is
applicable to use here. We have noticed that it is not unusual for the players that have the highest
number of home runs to also have a very high strike out percentage. They can afford to swing for
the fence because they are playing a game and often get another chance at bat. Unlike investing,
where too many strike outs might mean no more chances to invest. Rather, we believe in hitting for
average (trying to get on base more often), and seeking to maximize our efforts around that goal as
opposed to swinging for the fence makes sense when it comes to investing. Call anytime.
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In a nutshell, we believe there is value in having a view of how the future may unfold. But we also believe that
allocating in a manner that requires one to be consistently and precisely correct in those forecasts is not a repeatable
process over time. Rather, we believe that investing in a manner that can potentially have more positive outcomes
over a wider array of possible future outcomes/events can be a more consistent and repeatable process.

The views expressed herein are those of the author(s) and do not necessarily reflect the views of Morgan Stanley Wealth Management or its affiliates. All opinions are
subject to change without notice. Neither the information provided, nor any opinions expressed constitute a solicitation for the purchase or sale of any security.

Information contained herein has been obtained from sources considered to be reliable, but we do not guarantee their accuracy or completeness. Past Performance is no
guarantee of future results.

This material does not provide individually tailored investment advice. It has been prepared without regard to the individual financial circumstances and objectives of the
persons who receive it. The strategies and /or investments discussed in this material may not be suitable for all investors. Morgan Stanley recommends that investors
independently evaluate investments and strategies and encourages investors to seek the advice of a Financial Advisor. The appropriateness of a particular investment
strategy will depend on an investor’s individual circumstances and objectives.

Morgan Stanley Smith Barney LLC (“Morgan Stanley”), its affiliates and Morgan Stanley Financial Advisors or Private Wealth Advisors do not provide tax or legal
advice. Clients should consult their tax advisor for matters involving taxation and tax planning and their attorney for matters involving trust and estate planning and other
legal matters.

Morgan Stanley Smith Barney LLC offers a wide array of brokerage and advisory services to its clients, each of which may create a different type of relationship with
different obligations to you. Please visit us at http://www.morganstanleyindividual.com or consult with your Financial Advisor to understand these differences.
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