A Wealth of Common Sense
Personal Finance, Investments & Markets
http://awealthofcommonsense.com

Why Simple Beats Complex
One of my guiding principles is that less is more and simple beats complex. I was asked recently
why this is the case.
I wrote a whole book on this topic that even says "Why Simplicity Trumps Complexity in Any
Investment Plan" in the title. While I can't prove this as 100% fact, here are the reasons why I
believe simple beats complex in the investment world:
It's easier to be fooled by randomness with complexity. If you torture the data long enough it's
bound to tell you exactly what you want to hear. Complexity invites data-mining, over-optimization
and seeing correlation where there is no causation. Right or wrong, simplifying makes it harder to
game your own system.
Intelligent people are drawn to complex solutions. There are plenty of intelligent people in the
world of finance. But that intelligence often comes at a cost because smart people can more easily
fool themselves into believing they have all the answers. Intelligent people tend to overthink things
and that can get you into trouble. Simple is not stimulating enough for most people.
Complexity is about tactics; simplicity is about systems. Tactics come and go but an
overarching philosophy about the way the world works can help you make better decisions in
multiple scenarios. Simple doesn't go out of style but complex does.
Simple is harder. You have to fight to keep things simple because our natural human impulses
make us susceptible to stories and narratives. Simplicity is more of a psychological exercise while
complexity is more about trying to outsmart the competition.
Trying harder does not guarantee better results. Outsmarting the competition is easier said
than done because putting in more time and effort doesn't automatically make you a better
investor. It's not easy getting people to come around to the idea that doing less and making fewer
choices is actually better for you in the long haul.
Complexity can lead to unanticipated consequences. Simplicity was once described to me as
the art of thoughtful reduction. Sherlock Holmes once said, “If you eliminate the impossible,
whatever remains, however improbable, must be the truth.” Complexity, on the other hand, opens
you up to far more possibilities and surprises, and not in a good way.
Complexity can give you an illusion of control. As a coping mechanism, people look to avoid
stress by giving themselves the illusion of control. Certainty makes us feel more comfortable but
really it's an illusion. Investors seek out a feeling of certainty and control, even if it means being
wrong. Simplifying is about focusing on what you can control and understanding what you cannot.
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Simple does not mean easy or thoughtless. Simple actually requires more thought up front
because it forces you to filter out the endless noise in the markets ahead of time. Simplifying helps
you make better decisions by breaking down complex problems into component parts to better
understand it.
Sophistication is used as a status symbol. Complexity works as a much better sales tactic than
simplicity. I know plenty of "sophisticated" institutional investors who invest a certain way in an
attempt to impress others. The markets don't care about the degree of difficulty involved in your
strategy but people with egos do.
Complex problems don't require complex solutions. It's difficult to get people to buy into
simplicity because it's hard to believe that complex problems don't require complex solutions. We
all want to believe that the Holy Grail of investment sophistication exists and if we can only find the
secret sauce all of our problems will be solved.
Simple is easier to understand. It's hard to put a value on the ability to understand exactly what
you're doing and why. Simplicity allows for more transparency. It's easier to set reasonable
expectations. Charlie Munger once said, "Simplicity has a way of improving performance through
enabling us to better understand what we are doing.”
Advice doesn't have to be complicated to be good. My favorite anecdote on simplicity
comes from the Charley Ellis book Winning the Loser's Game where he tells the story of his two
best friends who both work in the medical field. These distinguished medical professionals both
agreed that the two most important discoveries in the field of medicine for enhancing people's
health were penicillin and forcing doctors and nurses to wash their hands. Ellis concludes the story
by telling the reader that advice doesn't have to be complicated to be good.
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