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THE POWER

OF INDEPENDENT ADVICE

By Marise Smit, CFP®, Brenthurst Wealth Management
Investors should stick
it out when times are

tough, but maintain

Earlier this month, Eliud Kipchoge from Kenya became the first person
in recorded history to run a 42km marathon in less than two hours. The 34year-old long-distance runner clocked in at 1:59:40.2 at the INEOS Challenge
in Vienna, Austria.
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Albeit, Kipchoge’s amazing talent, it was also a feat of reserves and resolve
built up by years of discipline and working the program. Creating wealth is
not much different. Investing requires consistency, perspective and
patience. It’s a marathon, not a sprint.
Competing since 2003, the former track Olympic medalist only switched
to road running in 2012. And like any other superior athlete who suffers
through injury and sacrifices lifestyle luxuries, his performance steadily
improved over the years, and not only reached, but broke through the goa
post.
Similarly, for investors to reach their financial goals, they should stick it
out when times are tough, but also maintain their (financial) fitness when
markets bounce back.
Local equities and listed properties’ returns have been as flat as the
Free State, and active asset management has failed the local investment
community over the last five years, and their portfolios are the poorer for
it. Retirement funds aren’t allowed to make up much of the difference
anywhere else either, as regulations restrict the movement of money, and
the making thereof.
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But markets all over the world have been all over the place, with the US and China entangled in a trade
tiff, the continued Brexit drama and global economies slowing down. Politicians are unpredictable,
economic futures are uncertain and in South Africa talks around prescribed assets and expropriation of
land without compensation, have investors nerves on edge.
Irrational markets make for irrational investors, and it is not uncommon for people to make hasty decisions in panic or while attempting profit chasing. But as the famous Warren Buffett quote goes:
“Remember that the stock market is a manic depressive.”
“Equity markets swing wildly from day to day, on the smallest of news rally, and crash on sentiment,
and celebrate or vilify the inanest data points. It’s important not to get caught up in the madness but
stick to your homework,” he has been quoted in the media.
Buffett has also been quoted saying “We’ve made a lot of money in stocks over time, but there’s been
years when we’ve lost money, too.”
Buffett’s “buy and hold” strategy is one he has reiterated time and time again. Both Wells Fargo and
Coca-Cola stocks have been held by Berkshire Hathaway for at least three decades, as an example.
Any financial advisor worth his salt will tell you longevity should always be a major consideration in a
financial plan. But still, South African investors continue to switch frequently among top-performing
funds, against advice and despite much evidence that chasing top performers just doesn’t work.
Morningstar recently conducted research into the area of investor returns comparing a portfolio
where investors switch into the best performing fund from the previous year at the start of a new
year (i.e. the “Performance Chaser” portfolio), and compared it to the returns achieved by investors
that remained invested in their respective portfolios over the same time frame.
The returns earned on these hypothetical portfolios were compared to two portfolios of unit trust
funds managed by Morningstar – one low equity portfolio and one high equity portfolio.

Morningstar’s low-equity portfolio returned 6.3% more than the low-equity Performance Chaser
portfolio over a period of four years. In other words, an investor with an investment of R1m who picked
the Morningstar portfolio and remained invested for the entire period would have earned an extra
R63 095 in returns.
The difference is even more pronounced in the high-equity portfolio. In this case, the Morningstar
Adventurous portfolio returned 13.93% more than the high-equity Performance Chaser portfolio over
four years. An investor with an investment of R1m who picked the Morningstar portfolio and remained
invested would have earned an extra R139 269 in returns.
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It highlights the benefits of staying invested as a robust and consistent strategy as opposed to backtracking and chasing yesterday’s winners. A well-diversified portfolio that is designed to meet your
investment goals while remaining within your risk tolerance is much more likely to result in long-term
investment success than trying to buy yesterday’s winners.
The same can be said about trying to time the market. Hamza Moosa, Senior quantitative research
analyst at Momentum Investments worked on the SA equity market using the Capped SWIX spliced with
the ALSI data over the last 20 years of daily returns.
The returns are annualised using daily data. The cumulative best 2, 5, 10 and 30 days were used in the
analysis.

THE BELOW GRAPH EXPLAINS WHAT WOULD HAVE HAPPENED IF AN INVESTOR MISSED THE BEST
X NUMBER OF DAYS OVER THE LAST 20 YEARS. YOU CAN SEE THE RETURNS ARE REDUCED THE MORE
THE BEST DAYS ARE MISSED.
The returns may seem marginal, but these are annualised returns. So, if you missed the best 30 days,
you have given up almost 2% of returns per annum compounded. That will be 50% of returns over the
20 years.
To put it in another way, investing R100 at 16.38% per annum at day 1, you would have returned an
amount of R2 077.62 which is 20.7 times your initial capital. At 14.58%, your capital would be R1 521.17
which is 15.21 times your initial capital.

Source: Momentum investments

Please note that 5 680 days of returns were used to do these calculations where it was then annualised
using 365 days

As per the previous narrative, when analysing the S&P500 index, we see a similar trend, with a marginal
decrease in performances if you’ve missed the best days in the market. These marginal differences are
annualised differences which when compounded display a rather huge loss.
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Source: Momentum investments

Source: Momentum investments

Just looking at the S&P 500 in rand terms, the difference between all trading days and missing the best
30 days is 2.82% per annum. Translate that cumulatively over 20 years and the investor loses out on
another 74.36% of returns.

As economist Javier Estrada wrote after studying more than 160 000 daily returns from 15 international
stock markets: “Much like going to Vegas, market timing may be an entertaining pastime, but not a
good way to make money.” It makes a lot more sense to make your investment decisions based on your
needs and what you need to do to reach your goals and then stick to that plan, even if it can sometimes
feel uncomfortable.
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THE GLOBAL INVESTMENT UNIVERSE IS VAST AND CAN BEST BE NAVIGATED WITH THE GUIDANCE OF AN EXPERIENCED, ACCREDITED FINANCIAL ADVISOR WHO CAN DEVISE A STRATEGY
SUITED TO AN INDIVIDUAL’S INVESTMENT GOALS AND RISK PROFILE.
A WELL-DIVERSIFIED PORTFOLIO THAT IS DESIGNED TO MEET YOUR INVESTMENT GOALS
WHILE REMAINING WITHIN YOUR RISK TOLERANCE IS MUCH MORE LIKELY TO RESULT IN
LONG-TERM INVESTMENT SUCCESS THAN TRYING TO BUY YESTERDAY’S WINNERS.

BRENTHURST SERVICE OFFERING:
INVESTMENT PLANNING
RETIREMENT PLANNING

OFFSHORE INVESTMENTS
TAX PLANNING

WILLS & ESTATE PLANNING
LIFE INSURANCE

DETAILS OF THE BRENTHURST OFFERING HERE: BRENTHURST WEALTH INVESTMENT PLANNING

CONSULT ANY OF BRENTHURST’S FOURTEEN HIGHLY-QUALIFIED INVESTMENT ADVISORS
WHO CAN ASSIST YOU IN CREATING A TRULY GLOBAL INVESTMENT PORTFOLIO
ADVISOR PROFILE: MARISE SMIT, CERTIFIED FINANCIAL PLANNER®
MARISE joined the Brenthurst team in April 2015. She is an experienced Certified Financial
Planner® with a demonstrated history of working in the financial services industry.
She is a strong finance professional with a Bachelor of Commerce in Investment Management and Bachelor of Commerce (Hons.) in Financial Management from the University of
Pretoria.
She also completed her Postgraduate Diploma in Financial Planning from the University
of the Free State.
Marise is also a member of the Financial Planning Institute of South Africa and is fully
qualified to give advice on all investment matters.

CALL ANY OF BRENTHURST’S ACCREDITED FINANCIAL ADVISORS TO DEVISE AN INVESTMENT PLAN
SUITED TO YOUR INDIVIDUAL REQUIREMENTS, CIRCUMSTANCES & GOALS. www.bwm.co.za
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