Converting Football and Political Spreads into Probabilities

It is the middle of football season and the eve of the elections.  Below we have listed how to convert football or political spreads into the probability of winning the game or the election.  The purpose of this exercise is to possibly give you a little edge with your friends the next time you make a friendly wager.

We have studied the pro football odds as reported in the newspaper over a couple of years for each Sunday during the season.  As it turns out, each 3 1/2 points increases the odds of a team actually winning the game by 10 percentage points.   
· A 3 1/2 point favorite actually wins the game 60% of the time.  
· A 7 point favorite actually wins the game 70% of the time.
· A 10 1/2 point favorite actually wins the game 80% of the time.
· A 14 point favorite actually wins the game 90% of the time.
Thus, if your team is a 10 1/2 point favorite and your friend only requires 2:1 odds, take the bet.

In our judgment, Nate Silver of The New York Times does the best job of using statistics on polling data; his blog is Nate Silver 538.  We have converted his raw data into information that might provide you with an upper hand in a friendly wager:
· A candidate with a 1-point polling advantage wins 62% of the time.
· A candidate with a 2-point polling advantage wins 72% of the time.
· A candidate with a 3-point polling advantage wins 80% of the time.
· A candidate with a 4-point polling advantage wins 86% of the time.
· A candidate with a 5-point polling advantage wins 90% of the time.
· And a candidate with a 10-point polling advantage wins 99% of the time.

If you are looking for similar-type numbers for the stock market, our work shows that for the period 1871-2009:
· The probability of the stock market being up in a given year is 73%.
· The probability of the stock market being up in a consecutive 2-year period is 80%.
· The probability of the stock market being up in a consecutive 3-year period is 84%.
· The probability of the stock market being up in a consecutive 4-year period is 87%.
· The probability of the stock market being up in a consecutive 5-year period is 89%.
· The probability of the stock market being up in a consecutive 10-year period is 97%.
· The stock market has never been down over any 20 year period since 1871.

The football and political odds should be used at your own peril.  The probabilities with regard to the stock market show that an investor can lower his level of angst by extending the length of his investment time horizon.  

Harry E. Wells, III
WellsAssetManagement.com
SkipWells@Verizon.net
November 1, 2010: S&P 1185.  










