Episode 14 - Financial Lessons from Bobby Bonilla

John Pagliacci
[00.00.01]

Listeners, welcome to episode number 14 of Guardian Capital LP’s “Buy The Way” podcast,
I'm your host, as always, John Pagliacci, and | am joined once again by Mr. Baseball, David
Onyett-Jefferies, Guardian Capital's Vice President of Economics and Portfolio Manager of our
Multi-Asset Solutions. If any of you know David or |, you likely know that we are pretty big
baseball guys. And when |, of course refer to myself as a big baseball guy, it is certainly not
in regards to stature coming in at a meager five foot nine. | am constantly reminded that |
am dangerously at risk of becoming the shortest member of my household. No. | mean big
baseball guys in the sense that David and | grew up playing highly competitive baseball. And
so when there is an opportunity to weave baseball and finance together, we are both keen on
that opportunity to have that discussion. So, David I've asked you a little bit about your
playing days, but | don't know that I've gotten the full story in terms of what those glory days
look like. What were you doing back in your prime?

David Onyett-Jeffries
[00.00.59]

Well, from the time | was really, really young, baseball was always been by far my biggest
love. And it still is to the day. My wife, who | actually met at a Toronto Blue Jays game, can
attest to that. From a player perspective, | grew up playing as much as | could. | did the
travel ball stuff through my teens, and ultimately | played collegiately. I'm also, just as you
can tell from these previous podcasts, I'm a giant nerd. And I've also been a card carrying
member of the Society of American Baseball Research, or SABR, for much of the last two
decades. And actually, one of my favorite points in the path not taken, before joining
Guardian, | actually interviewed for a job with the Toronto Blue Jays analytics department,
part of the front office. And | clearly did not end up there. They wanted to hire someone who
actually had a previous baseball experience, and my financial statistics stuff apparently
wasn't enough cut it. But the reality is | have loved every second of playing and being a fan,
and, | now get the joy and, honestly, frustration of coaching my kid's rep team through the
summers. so that's sort of my backdrop. But | know you spent your formative years on the
diamond as well.

John Pagliacci
[00.02.10]

Yes, | did. Yeah. | fortunately didn't get the chance to play collegiately. But yeah, | would say
from about six until 17/18, did the whole sort of road tripping through the US in the
summers and, really awesome all that camaraderie and everything with the guys and sort of
growing up that way and being involved and really trying to hone your craft and being good at
and perfecting something was something | really enjoyed. And | thought that that was going
to be my path until the rotator cuff and the labrum tore around 17 when | was visiting some
US schools for scholarship potential. And then it all fell apart. And | actually ended up seeing
the doctor that A-Rod and Tiger Woods and them had ended up seeing. It was in the news, |
think he spent some time in jail, perhaps, some human growth hormone injections. It was the
same guy, and he told me | would never get back to 1009% after surgery to repair the tears.
So | should focus my efforts elsewhere. So that's what | did. Things worked out, and now | am
living the dream as the host of the Buy the Way podcast. So there we go. But back to the task



at hand. We are recording here in July, and of course, July 1st marked Canada Day. It was
our country's 159th birthday. For baseball aficionados, though, July 1st is also Bobby Bonilla
day. So yes, this whole preamble of baseball is getting somewhere. Bobby Bonilla Day is a
celebrated day amongst baseball fans. This is a fascinating story that, David likes to remind
all of us here at Guardian. He sends around an internal email every year, reminding us of
what Bobby Bonilla Day is all about. We just celebrated the 16th official Bobby Bonilla day.
And we're going to devote the episode here, a special episode, something a little different to
unpacking what the heck this day is all about and ultimately, why on earth we're talking
about it from a financial standpoint. So, David, why don't you start us off, give us a bit of a
rundown for who Bobby was, for anybody unfamiliar.

David Onyett-Jeffries
[00.04.08]

Absolutely. So Bobby Bonilla was one of my favorite players when | was growing up. He was a
switch hitter who played third base and the outfield. He rose to prominence in the early
1990s when he was playing for the Pittsburgh Pirates, where he shared the outfield and
batted ahead of Barry Bonds. Combined, they were known as the Killer B’s, and both players
finished top three in the National League Most Valuable Player voting in both 1990 and 1991.
Bonds winning in 1990. Bobby ultimately had a long and highly productive career that
spanned 16 seasons, during which he was a six-time All-Star, a three-time Silver Slugger,
which is an award given for the best hitter at a given position, and he was a prominent
member of the World Series-winning Florida, at that point. Florida Marlins in 1997. Now that
1997 would mark really the beginning of the end for Bonilla’s playing career. He did end up
playing for four more years, but it was never quite as productive as he was in the decade, for
the 12 years before that. And just to put it into the statistics perspective for the stat heads
out there, he posted a negative WAR, or wins above replacement, in each of those final years
as per baseball reference. Which means that he was not as good as a replacement level Major
League Baseball player, so considered like a minor league player in time. So during the 1998
season, the Marlins traded Bonilla as part of a package that also included arguably should be
Hall of Famer Gary Sheffield to the Dodgers for third baseman Todd Ziel and actual Hall of
Famer Mike Piazza, who was a Marlin for all of a week before he was traded to the Mets. And
then in the off season ahead of the 1999 season, Bobby Bonilla was again traded, this time
to the New York Mets in exchange for pitcher Mel Rojas.

John Pagliacci
[00.05.57]

Boy, you know those names. Bringing back some nostalgia here. | just sort of reintroduced
sports card collecting to my boys and have enjoyed ripping open some packs and dusted off
my old baseball collections from the 90s. And | was pretty disheartened to learn that they
really made a whole bunch of baseball cards in the 90s, and they were worth a whole lot of
nothing after saving them for 30 years. But, anyhow.

David Onyett-Jeffries
[00.06.20]

That was the peak time, right? And that's why so many of our generation are big on the
remember those guys, like Mel Rojas stands out. | remember him. Anyways.



John Pagliacci
[00.06.30]

Sheffield with the nice grill of teeth in the front and everything. Yeah, absolutely. So but going
off where you left off there. So the off season of 99. You said Bonilla was traded to the Mets
for Mel Rojas. At that point in time, the principal owner, he was the President and CEO of the
Mets, was a man named Fred Wilpon, who made his initial fortune actually in commercial
real estate. Now, that name might be familiar to anybody that has read up on the exploits of
a one Bernie Madoff. Yes. Wilpon and along with his family and friends. Wilpon was a long
time client of Bernie Madoff, and while it was initially reported that he lost nearly $1 billion
due to Madoff's fraud scheme, it later did come out that he, Wilpon had in fact profited
hundreds of millions of dollars from the scheme by pulling out his quote unquote, profits,
and he was ordered actually to pay $161 million back to Madoff's other victims. Now,
following the poor 1999 season for Bonilla, the Mets wanted to cut their ties with the now
underperforming 37 year old. The team had finances that were also being managed by
Madoff and, at this point in time, was on the hook for $5.9 million of Bobby's salary. Even if
they released him, which would limit the team's financial flexibility and really restrict their
ability to sign players that they needed in order to be competitive, | think they were, refresh
my memory here - maybe came in second year prior, so they were contenders.

John Pagliacci
[00.07.58]

Bonilla, though, was evidently not that hard up for cash at the moment. He had made roughly
$50 million to that point of his career, and so his agent and the Mets actually negotiated
something fairly novel for the time. They had negotiated a new deal where Bonilla would defer
any payment until 2011, at which point the Mets would then cut him a check for just under
$1.2 million every July 1st until 2035. So from 2011 to 2035, well beyond his playing days,
Bonilla is cashing a check for $1.2 million every July 1st. Now, again, deferred contracts are
somewhat commonplace now in sports, but back then this was a novelty. And as David has
pointed out, he found some interesting information here that the adjusted contract for Bonilla
actually, itself, sold for auction for $180,000 in 2022, just again because of the novelty of it.

David Onyett-Jeffries
[00.08.53]

So now, talking about the math of this, right. So we have from 2011 to 2035, getting a check
for $1.2 million in lieu of getting 5.9 at that point. So the math underpinning this decision
assumed that the Mets would be able to earn 8% per year for that 11-year deferred period.
Right on the $5.9 million that was owed to Bonilla. And then as they were making these
payments, they continue to earn returns on let's call the endowment out to 2035, such that
the cumulative almost $30 million payout from this deferred payment was fully offset. Right.
This is basically a straightforward time value of money calculation. If you think back to any
finance course that you would have taken in university. So as things stand now, that 8%
discount rate or the interest rate on it may seem extremely elevated. But if we take ourselves
back to the end of 1999, sort of a lower end of the investment grade spectrum corporate
bond, they were yielding like north of 8%, in current day times closer to 6%. And we also
need to remember that the Mets, and Wilpon himself, had money that was being managed by
an investment manager that was churning out, that ended up being factually unbelievable
steady double digit annual return. So from their perspective, if they were able to say, for
instance, earn 109 per year on what they were contractually obligated to pay Bobby, the



Mets actually would have netted a $50 million surplus at the end of the deal. So obviously,
however, that did not actually happen as a series of financial crises resulted in interest rates
plunging over subsequent two decades. While Madoff's amazing returns ended abruptly in
2008. For some reason, | can't remember.

John Pagliacci
[00.10.38]

Yeah. What's Bernie up to these days? Yeah. A quarter century later then, this deal has
worked out pretty poorly from a financial perspective for the Mets leadership, of course, that
was focused on the immediate future. Though it is at least worth noting that they did make it
to the World Series in 2000, losing to the Yankees in five games. It, however, has worked out
quite well for the now 63 year old Bobby Bonilla, who earlier this month again cashed
another $1.2 million check after not playing in an MLB game since October 27, 2001, and
has not played for the team, paying him since he pinch hit in game six of the National League
Championship Series on October 19th, 1999. He will be 72 years old when he collects his
last check. It's also worth noting as well, that it's not just the Mets that are paying him a
deferred contract. He's also getting, | believe, in the ballpark of $500,000 from the Orioles.
So he really, he and his agent really figured out a way to, to set him up well for the future.
But aside from just being an interesting story that merges sports, finance and legal history, it
is a useful reminder of how to approach markets and investing. There really is a tendency
these days, in this industry anyways to focus on the near term, especially amid some market
stress or volatility like we may have experienced this year. That's really driven significant
swings in the market. But as Bobby Bonilla reminds us every year, the ability to ignore the
near term and focus on the long term while doing adequate risk management and due
diligence, of course, tends to be of best interest to clients. Now, that's an interesting story.
And David, | don't know, to get your perspective on it. There's also been other instances more
recently, maybe a little bit less striking than the Bobby one. And | like how we've tied it back
together here to bring it back to investing and remaining focused on the long term. But there
are others, like Shohei Ohtani, | think got the largest sports contract in North America ever,
$700 million. But interestingly, he's only collecting $2 million a year for the foreseeable
future. He's actually deferring. What is it here? I'm just looking at the numbers. So he's
getting $2 million per year for the ten years of his contract. The remaining $680 million is
being deferred, and is going to be paid in $68 million annual installments from 2034 to
2043. So a nod to Bobby Bonilla there, he's going to be set up well, | mean, | don't know, |
think the impetus behind this was he wanted to allow a little bit more salary cap room for the
Dodgers so that they could bring on other players and be competitive while he was playing.
But there might be other reasons there in terms of avoiding some tax down the road when
he's no longer a California residence. But, that's too insidious. Shohei wouldn't do that.

John Pagliacci
[00.13.30]

While we've got you. | mean, | love this sort of content. So you shake it up and bring in a bit
of a different take on finance and markets and so on. But while we have you again, we've
talked over the last number of months and it seems like with all the noise and everything
going on really under the under all of that from a financial decision making perspective has
been sort of steady as she goes, at least from an asset mix standpoint. But again, like we've
got you here, is there any sort of updates or anything you'd want to provide our listeners in
terms of what you're thinking, in terms of how to deal with markets today?

David Onyett-Jeffries



[00.14.01]

Well, this is sort of what it boils down to. One of the reasons why | was very much in favor of
having this discussion is the underlying narrative of the markets, and the global macro
economy has not changed much this year. Right. We've got tons of noise. We've got
persistent volatility. And whether or not a deal is reached on the Strait of Hormuz and on the
geopolitical unrest in the Middle East. And obviously we want some resolution on the war. It
looked a bit a month ago like we were moving in that direction, whereas more recently that
doesn't seem to be on the table. But the reality is that absent the sideshow tied to
geopolitical risk, we have renewed policy risk coming from tariffs being put in place and
threats on the USMCA. So the trade deal between Canada and Mexico and the US, the risk of
that being torn up, obviously, you're creating uncertainties, especially for Canadians who are,
again, our economy very much is tied to the US. From a fundamental standpoint, it remains a
situation where consumers are in decent shape. They have record high net wealth in across
households on different levels of the wealth spectrum. Labor markets actually are remaining
in decent shape. They may not be churning out the jobs as rapidly as we saw in recent years,
but it certainly isn't a situation where things are collapsing or even carrying that significantly.
And when you put it in the context of these developments, with an implementation of artificial
intelligence practices and processes with businesses that people were worried about
replacing workers, we're not really seeing evidence of that playing out. And that's not just in
Canada, that's not in the US or globally as well. And on the topic of artificial intelligence
development, we are continuing to see this fairly robust capital spending by businesses as
they look to position themselves to be able to take advantage of these developments. And
while the returns on investments are not horribly obvious at this point in time. The narrative
and reports seeing data are showing that we are seeing productivity gains. So the full scale,
return on investment of these investments is something that's going to be experienced down
the road. But there's nothing here that shows that we're going to see just the dollars flowing
into getting the capital set is required to actually run this technology. There's no indications
that those are starting to dry out. Right. So if you think back to, | rely on this often when
having these discussions, early macro courses you have GDP is C plus | plus G plus NX. And
the C is in good shape, the | which is the investment is holding up very, very well. And we're
entering a period where government spending is going to start to take off. As you have these
big stimulus packages that were announced and put in place in large swaths of the economy,
they're going to start seeing shovels in the ground, sooner rather than later. So this kind of
environment really sets a fundamental footing for the global economy. And we're seeing that
from a market perspective in corporate profits, which have been robust. And as we enter
earnings season so far, we're very much in the early days of it, but we've seen some positive
surprises and these expectations of things getting derailed by this general uncertainty that
exists, across the political side of the world. It hasn't been sufficient to derail, economic
momentum. And there's no reason to think near-term that's going to change, right? So it
really is a story to stay as she goes, which is why in general we have markets. Yes, there's
volatility. But you know they keep on grinding higher. They are typically persistently climbing
this level of worry because you have that decent fundamental underpinning. And there's not
huge signs of fundamental excesses that tend to cause these things to rapidly unwind.

John Pagliacci
[00.18.05]
Okay. | mean, one of the interesting things that I've been most people, not myself, I'm

certainly not unique in this regard, but in terms of keeping tabs on the headlines, one of the
things that's been going on more recently is this sort of seeming rotation away from maybe



investors gravitating to the hyperscalers in the Al world. You know, the big names like the
Google, Microsoft, Meta, and so on, and that are building the LLMs. | think that they are
facing some challenges now in terms of, we've got the Al out there, how can we actually turn
a profit on these sort of models and really all the capital expenditure that they're putting in to
build out a infrastructure we're now seeing come to flowing into other companies that are
powering and air conditioning units and all the sort of downstream things that are feeding
into the Al ecosystem. So that's sort of what can go right, | think that the tailwinds continue,
and we see a broadening out of sort of the beneficiaries. Granted, playing off of that one sort
of Al theme, but across more than just those big names in the S&P. You can elaborate on
that if you want. But I'm curious as well to get sort of your, what keeps you up at night sort of
scenario. What could go wrong here? Is it that, do you think, in your view, that the Al spend
just sort of pans out to be not what people expected? Is it, and | hate to sort of fear monger,
but when | hear about the shortages potential on the oil side, the Strait of Hormuz, like
there's inventory still that countries are chewing through. But is that being overdone? Like is,
is the oil side more of the bigger catalyst, you think the downside potentially?

David Onyett-Jeffries
[00.19.35]

Well, if we're going to talk more immediate term, | think the more significant or like | think
the largest risk facing markets is tied to sort of a loss of confidence of this Al trade. And even
from the standpoint where it isn't necessarily that the companies become unprofitable, it's
just that if you aren't seeing the return on investment for these companies, the picks and
shovels, that have really been leading sort of the Al trade, which they tend to be geared
towards like the infrastructure, the Nvidia's of the world, the chip makers that have really
been bid up. If you see growth that isn't as, isn't consistent with what our pretty lofty
expectations, right, it can still be quite positive in an absolute sense. It's just relative to what
markets were pricing in. It maybe is less robust. And in that situation, it's one of the big
issues that we often find in recent years is the market has been experienced extremely
narrow leadership. So if you were someone who was passively buying the S&P 500, you think
you're getting a well-diversified basket of 500 securities across different sectors. But the
reality is you really are highly levered towards a very, very small subset of companies that
exist in a very narrow subset of sectors, right. And so from a market perspective, if you start
to see the fall off and we and we've seen this rotation in the marketplace people have been, |
guess, rebasing their expectations for the Al trade and the whole idea that anything can grow
in perpetuity. So earnings growth growing at 1009, per year is not really sustainable over the
long term. Near term it can happen. But it's ultimately you're going to see that acceleration.
What we're seeing in the marketplace where we're seeing this, | think actually very healthy
shift, under the hood, where the money that had flowed and put these really concentrated
positions or increased exposures just even from past investors, they're rotating away from
these names that have done extremely well and still are by all indications, strong and well-
positioned companies. But you're seeing a rotation away from them to other parts of the
economy or other parts of the market that stand to benefit from just the cyclical upswing in
the economy that that we're sort of flagging. But from an investment standpoint, if you see
sort of this rotation play out because of the weight of these big names, you can see that
headline index, especially if we're talking like the market cap weighted S&P 500 or in other
equity market indexes, so bigger companies carry more weight. If you see them start to roll
over a little bit, then the overall measures of market performance are going to go down right.
And that's going to the average investor who is buying just passive ETFs that could hit their
net wealth and then can have some negative spillover effects there. Right. So that is obviously
a risk. And then you hit on the energy costs. So we had you know, the initial spike up, when



the war in Iran began with like the large spike in energy prices and it's been gradually moving
lower. When we had the agreement signed between the US and Iran in June, prices really
came down. And as we've seen that agreement deteriorate and understanding of the
conditions of the memorandum that reopen the Strait of Hormuz. When you have some
disagreements over that and because it's restricting, again, a flow of energy commodities
through this key energy chokepoint that's going to create problems. And we've seen energy
prices creep up again. | think a lot of the stuff related to the US and Iran is we know that this
could end on a dime. So markets are hesitant to really price in this super bearish scenario.
But again, as we were flagging three months ago, the big concern is how long this persists
and to the degree to which it escalates. And we're starting to see now attacks not just
between the US in Iran, but it's spreading into other areas within the region as well. And that
could have bigger implications for energy prices and energy supplies. And if we have, as you
flagged indications are expectations are that, yes, there are inventories now, but come the
fall this is still ongoing and we do not have a resumption of full production or we do not have
a flow of goods, you know, getting from the Persian Gulf to the rest of the world that actually
relies on those energy commodities, then we're going to feel larger pressures that that
definitely could arise. And then we're going to see this resurgence in inflationary pressures,
which then is going to put the focus squarely on central banks. Because again, if you go back
even a couple of months ago, the big concern was that higher commodity prices would filter
over into higher prices elsewhere, whether it's strictly related to logistics or just the cost of
productions in general going up. And that is something that central bankers suddenly started
taking this approach that, hey, we're looking towards cutting rates because we want to make
sure that the economy can remain on sound footing, to all right, we may have to hike rates if
inflationary pressures. And then you get the knock on effects of, the way the process goes is
higher energy prices, higher inflation, higher inflation filters into higher interest rates from a
policy perspective. And if you have higher interest rates and cost of capital across the board
go higher, which restricts overall activity and can have sort of the negative spillover there. But
because of the political nature and because of the willingness to shift views, let's call it, of the
White House and how they approach everything on an hour by hour basis. And people being
acutely aware that we are less than four months away from the midterm elections, where
typically if you have high gas prices, which impact people's quality of life, right, and their cost
of living, the person who tends to be in office is the one that tends to get the blame for this,
even if it is beyond their actual explicit control. So there's that expectation that there is going
to be a resumption or a resolution sooner rather than later. But it obviously is a very key risk
to markets and the macro.

John Pagliacci
[00.25.55]

| appreciate all that. Definitely lots to keep tabs on. Some of it noise, perhaps, but keeping
tabs on it nonetheless. | want to bring us full circle now back to baseball catching you on the
spot here. We did not plan this in advance. Are the Blue Jays at the trade deadline, which is
August 3, buyers or sellers? What's happening?

David Onyett-Jeffries
[00.26.15]

Oh, man. They've been so disappointing this year. | think the big issue is that when you have
a whole lot of decent level free agents at the end of the season, so contracts are up. As much
as | love Kevin Gausman and he's been great for this city and great for this team, if you can
get a decent return for him at the trade deadline rather than letting him walk at the end of



the year for nothing or hopefully signing him back. If you don't see the likelihood of a playoff
run on the horizon, then | think you do sort of take that move. And the Jays showed in 2024,
when they made these adjustments, these trade deadline moves, that had actually worked
out fairly well. But yeah, you hate to see it. You don't want to have your team capitulate after
such a glorious year last year, where the magic was just there. It does seem to me that that
is probably the path of least resistance, unfortunately.

John Pagliacci
[00.27.09]

All right, well, we'll see what happens on the markets front and the Jays front, hopefully,
bright and sunny days ahead for both. But, that is going to be all for today. Thoroughly
enjoyed that discussion, David. Credit to you. Thank you so much for doing your digging and
being the baseball nerd that you are to have such rich content for us to talk about Bobby
Bonilla today. Thank you again for our listeners for tuning in. And as always, if you are
enjoying the podcast, we'd love to hear from you. | want to get any questions. | want new
ideas for episodes, all that good stuff. Send it through. | get that stuff directly. You can reach
us at Insights@GuardianCapital.com. Take care everybody and we will catch you next time.
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