The Case for Conviction:

Batting and Slugging

The Forecasting Gap

Investing is often viewed as a game of selection: pick
the winners and avoid the losers. By that logic, a skilled
manager is simply someone who is “right” more often
than they are “wrong.” While such consistency is one
route to outperformance, assuming it is the only way
overlooks the different ways a portfolio can generate
value.

The difficulty with relying entirely on selection is
that being “right” is notoriously hard. Philip Tetlock’s
landmark research on expert judgment, which tracked
some 28,000 predictions over 20 years, revealed just
how fragile forecasting can be. He found that even
seasoned experts, despite deep knowledge, struggled
to consistently outperform random chance when
predicting complex real-world events .

In our experience, stock picking is no different. Markets
are complex and often defy logic; an expert can spend
weeks researching a company only to see it lag, while
a less compelling idea soars. If even the best investors
cannot guarantee they will be right every time, how
can they generate superior results?

The answer lies in the payoff. As hedge fund manager
Stanley Druckenmiller famously put it (on what he
learned from George Soros):

“It's not whether you're right or wrong that’s important,
but how much money you make when you’re right
and how much you lose when you’re wrong.”

- Stanley Druckenmiller

Some of the most durable managers don’t necessarily
win more often, they make their successful investments
count for more.
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To understand how this works in practice, we can
borrow two concepts from baseball: Batting Average
and Slugging.

The Slugging Framework

In baseball, a player is judged by how often they hit
the ball — Batting Average — and the impact of those
hits — Slugging.

Investment professional Michael Mauboussin applies
these same concepts to investing B

Batting Average - The proportion of investments that
outperform the benchmark over their holding period

Slugging Ratio - The average excess return of winners
divided by the average excess loss of losers [

While the Batting Average captures aninvestor’s ability
to pick a winner, Slugging measures how effective that
win was. To see how these two profiles differ, consider
two strategies that both achieve a +1% excess return:

- Strategy A Strategy B

opocch [1rDme - Low Batng,
Investments 500 10
Winners 450 3
Batting Average 90% 30%
Average Win 1.30% 22%
Average Loss -1.70% -8%
Slugging Ratio 0.76 2.75
Total Excess Return 1% 1%
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Strategy B demonstrates how a manager with a modest
Batting Average can still produce strong returns if their
Slugging Ratio is high, essentially ensuring that a few
home runs more than offset the inevitable strikeouts.

In Practice: The Case for Big Wins

Strategy B is not just theoretical; our analysis of a
sample of global large capitalisation equity managers
we have suggested to clients reflects a similar pattern.

Wefound Batting Averages clustered between 43% and
52%, with three managers picking an outperforming
stock less than half the time. However, Slugging was
high, ranging from 1.3 to 3.6. This is what drove returns
above those of the typical large capitalisation manager
during the period.
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Why can Slugging Drive Performance in
Equities?

The ability to produce a high Slugging Ratio is partly
due to the way returns work in equities. The payoff is
asymmetric, meaning the upside is far greater than the
downside. In a long-only portfolio without leverage,
the most you can lose is what you invested in a stock,
but the amount you can gain is theoretically unlimited.

That imbalance matters. As winners rise, they become
a larger part of the portfolio, so each additional gain
contributes more to total returns than it did before.
This is how compounding allows a small number of
large winners to have an outsized effect on the overall
result &5,

Skill Beyond Selection

A high Slugging Ratio is often a reflection of skill in
portfolio construction. If a manager’s stock selection
resembles that of a coin flip, they can look to generate
excess returns through effective position sizing.

To isolate the contribution of sizing, we rebuilt each
manager’s portfolio as an equal-weight control, using
the exact same holdings but rebalancing them monthly
over the same time period ..

The results were telling: The equally weighted versions
delivered 11% to 44% lower annualised returns than
the actual portfolios. This gap suggests that these
managers added material value not just trough
selection, but by having the conviction to weight the
positions correctly.

Equal-weight annualised return versus actual portoflio
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Figures are relative, not absolute return gaps.
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This distinction marks the boundary between an
analyst and a portfolio manager. An analyst’s job is to
identify a viable opportunity, but a manager’s job is to
decide how much risk that opportunity deserves within
the context of the whole portfolio. As one manager put
it to us:

“If | can’t outperform an equal-weighted portfolio,
you may as well fire me and leave it to the analysts.”
- Portfolio manager (name withheld)

The Scarcity of Opportunity

The reliance on winning bigger is also a response to
a practical constraint: truly independent, high-quality
ideas are scarce. In active management, this is known
as breadth, the number of genuinely independent
“swings” a manager can take.

In theory, the more independent bets you place, the
better your odds of success . But in practice, breadth
is limited. Market conditions can cause stocks to move
in lockstep, meaning what looks like ten different ideas
may behave like a single bet B. And Tetlock’s research
is a useful reminder that each additional decision is
another exposure to uncertainty . Unlike casino games,
where the same probabilities repeat and outcomes
converge with repetition, financial markets are ever-
changing. You do not get thousands of identical trials
to average out your luck .,

“My argument is, to be a good hitter,
you've got to get a good ball to hit.”
-Ted Williams !

When independent opportunities are rare, a rational
response is concentration. You may not be able to
force more good swings, but you can make the best
ones count. This explains why we generally have
more confidence in approaches designed to benefit
from asymmetry, and why many of the managers we
suggest tend to run concentrated, high-conviction
portfolios.

The Behavioural Burden

However, the reality of having fewer but larger winners
means you may have to sit through longer periods of
underperformance. That can weigh heavily on both
managers and their investors.

This is compounded by loss aversion, the behavioural
finding that losses feel roughly twice as painful as
equivalent gains ©. This can make the quieter periods
of a strategy that relies on big wins feel heavier than
they actually are, making discipline crucial.

Nassim Taleb, author and former options trader, put it
well.

“Some business bets in which one wins big but
infrequently, yet loses small but frequently,
are worth making ...
if you have the personal and intellectual stamina.”
- Nassim Taleb 1?1

That is the challenge. A strategy designed to benefit
from rare, outsized wins can feel wrong for long
stretches, and if behaviour cuts the process short, the
payoff may never arrive 5.

Final Takeaway

Ultimately, an emphasis on slugging is a pragmatic
response to the limits of our own foresight. If we accept
Tetlock’s premise — and account for the scarcity of truly
independent ideas — prioritising magnitude becomes a
compelling framework for navigating uncertainty.

For Investment Consultants, the task is to align
expectations with a manager’s return path. We must
recognise that style-driven drawdowns are part of the
journey, and reserve action for genuine deviations from
the approach.

Great managers come in different forms. Some win
through consistency, others through magnitude, and
many sit somewhere in between. The batting and
slugging lens helps frame those differences, moving
the discussion beyond “right” stock, “wrong” stock to
how the overall payoff is generated.
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Endnotes

[a]

Batting Average =

Slugging Ratio =

o]

Number of investments where
returns exceeded the benchmark
over their holding period

Total investments made

Average excess return of investments
that outperformed their benchmark

Average absolute excess return of
investments that underperformed

Method (equal-weight each

manager, we constructed an equal-weighted

control):  For

“control” portfolio using the same holdings and
rebalanced it monthly. Returns are total return
(dividends reinvested) and are compared with
the manager’s fund-reported returns (net of
management fees and transaction costs as
reflected in NAV) over the same period and
pricing source. The equal-weight control is shown
gross of transaction costs (i.e., it does not deduct
trading costs from monthly rebalancing).

As aresult, the control’s return is likely overstated;
including realistic trading costs would reduce it
further and widen the underperformance versus
the manager’'s actual, conviction-weighted
portfolio. Reported differences are relative and
annualised (i.e., the equal-weight control’s
annualised return was 11-44% lower than the

actual).
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