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The topic of our October Insight 
presentation was “Addressing 
Some Investment myths”. What 
follows is based on the contents of 
that presentation.

I recently heard former FbI 
negotiator chris Voss explain the 
concept of the average individual’s 
perception of loss versus gain. 
He indicated that a key aspect of 
negotiation was that people place 
more intrinsic value on what is lost 

versus what is gained, even if they are of equal value. 
This is nowhere more visibly displayed than in investment 
markets. clients can have enjoyed exceptional long-term 
returns and be well ahead of inflation and expectation, 
but any retracement from a ‘high’ is seen as disastrous. 
This mentality forces us to lose perspective and context, 

and often leads to irrational decisions. 

South African investors have suffered a torrid three 
years (and even a lacklustre five years - one of the worst 
on record). Unless your portfolio consisted exclusively 
of Naspers and a few selected single-commodity mining 
shares, you have been bitterly disappointed. Sir John 
Templeton, nominated as one of the top 10 investment 
personalities of the last century, had a maxim that said 
“some of the most dangerous words in the investment 
industry are “This time it’s different”.”

We have elected to investigate five widely-held beliefs 
that we hope to prove are myths. In so doing, we 
hopefully will protect investors from making decisions 
that are going to lose them the opportunity of making 
good on the difficulties experienced over the past five 
years.

Addressing	A	
few	investment	myths

Robin Gibson

myth	1

myth: “my asset manager is not performing as well as 
another asset manager.” 

what	is	implied:	“my asset manager used to be good 
but has lost the ability to read the market and manage 
my money.”

Asset managers work to a mandate. This mandate is 
effectively a set of guidelines from the investor to the 
asset manager as to what is trying to be achieved and 
what may be used to achieve the desired objectives. 
In addition, different asset managers have different 
perspectives or philosophies of delivering the outcome:

•	 Some are “value” investors (they purchase shares 
that are trading at a discount to their break-up value 
on the premise that if all else fails the losses shouldn’t 
be too big); 

•	 Some are “momentum” investors (they purchase 
shares more about how the prevailing conditions 
and circumstances are benefitting the companies 
than about their underlying value)

•	 Others, like Harvard House, are “income” investors 
who focus on future revenue streams rather than on 
a pure valuation or environment basis.

At various different times, these different styles will both 

outperform and underperform relative to other styles. 
Furthermore, the specific mandate may place a portfolio 
specifically into stocks that are enjoying the proverbial 
“Indian Summer”. That an asset manager finds himself in 
a period of underperformance is usually more a function 
of these two factors than outright skill.

consider the following table which highlights four 
different funds all from the same investment house, 
namely Sygnia Asset management. each of these funds 
fit in the same Unit Trust category – South African 
equity General. I particularly chose this asset manager 
because the Sygnia divi Index Fund was the top 
performing fund over the 3-year period ending Aug 2019 
(the latest data available when this presentation was 
researched and prepared). consider however, the other 

Fund
Annualised	

return

sector	
ranking	(out	

of	132)
Sygnia divi Index 
Fund

9.49% per 
annum 1

Sygnia SWIX 
Index Fund

1.32% per 
annum 65

Sygnia equity 
Fund

-0.65% per 
annum 94

Sygnia Growth 
Fund

-1.29% per 
annum 104
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myth	2

myth: “my neighbor / wife / friend’s portfolio has 
outperformed mine. my portfolio doesn’t reflect the 
performance claimed by the asset manager.” 

what	is	implied:	“my asset manager is not achieving 
what I need out of my portfolio. The portfolio should be 
immune to what I demand from it, especially in terms of 
income level.”

Very often people will examine performance statistics in 
a newspaper and disbelieve that that can be the same 
portfolio that they are invested in. The discrepancy for 
discretionary share portfolios can often be worse as 
investors consider returns quoted in the newspaper and 
then compare their own situation and feel desperately 
disappointed. Generally, experience has taught us that 
those who are most highly disappointed are those who 
are demanding great things - not because it’s reasonable, 
but rather because they need it.

In order to illustrate this, let us consider four different 
clients who each invest r2 million over 3 years in the 

number 1 fund quoted in myth 1. (We have included 
a platform charge and an advisory fee which would 
accurately encapsulate the experience of most investors.) 
For these four investors, the entry date and purchase 
price are identical. The only difference between the 4 
is the level of income drawn – Nil, r6,500 per month 
(4% per annum), r12,000pm (6.5% per annum) and r 
16,500pm (10% per annum) respectively. 

From the table earlier, we know that the underlying fund 
achieved a return of 9.79% per annum. but if we do a 
simple return calculation based on the starting value 
and the ending value over those 3 years, what would 
each investor’s perception of the return be? The chart 
above illustrates the answer.

Performance reports are carefully calculated to remove 
the effect of contributions and withdrawals from a 
portfolio. This happens not because they are trying 
to be deceptive, but rather because contributions and 
withdrawals can so easily cloud the picture.

What is plainly obvious in this example is that despite 
each investor being invested in the same underlying 
fund, each one might perceive a different result. 
clients seldom remember the actions that they have 
taken historically. We are often required to highlight a 
withdrawal or explain the effect of drawing too much 
income. Similarly, to compare you own fund with numbers 
quoted in a newspaper is also unwise, as you are very 
likely not really making an accurate comparison.

reTUrNS UNder dIFFereNT INcOme LeVeLS
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8.85% p.a
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1.72% p.a

5.11% p.a

Returns differ hugely depending on how much income is 
drawn.”

3 funds which filled places 65, 94 and 104 respectively 
out of a universe of 132 funds in that sector with a 3-year 
history. How could this performance be so diverse from 
one asset manager?

Well quite simply, each of those funds has a different 
mandate and a different ‘universe’ of shares from which 
to select based on that mandate. It just so happens 
that the definition of the divi Index Fund resulted in 

the selection of a number of the large mining houses 
that enjoyed a strong revival after suffering a terrible 
performance post the 2015 commodity price collapse. 

Human beings cannot avoid comparison. but just like 
trying to “keep up with the Jones’”, will invariably end in 
tears, short-term return comparisons are highly likely to 
be ill-fated!

It is very important in asset and wealth management to 
compare the same mandates with each other.
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myth	3

myth:	“The South African market hasn’t made money in 
5 years and the rand is just a one-way bet. I need to get 
my money out of the country immediately.”

what	 is	 implied: “I have made a serious mistake in 
keeping my money in South Africa. I should have made 
the move years ago. Who was I kidding?”

I am prone to reading popular psychology articles. One 
of the common themes that is often expressed is “don’t 
believe that everything is about you!”. As South Africans, 
we can often fall into the same trap. We regularly ‘navel 
gaze’ on our own problems and easily surmise that this 
is the reason for all that is ill in the country.

There is no doubt that over the last 5 years an investment 
in the S&P 500 in US dollars would have fared far better 
than an equivalent investment in the JSe. r250,000 
invested in each would have yielded a current value 
of r569,000 and r303,691 respectively. This tends 
to reinforce the belief that investors should have got 
everything out of South Africa at the first opportunity they 
had, and it fuels our inborn pessimism over our future.

It is amazing to me how quickly we forget history. 
remember 2001? The rand was obliterated. even now, 
18 years later, the spike on the chart is imposing. The 
dollar had started the year costing under r8.00 but by 
december was more of the order of r13.00 to r14.00. 
If I recall correctly, the mood was the same as it is 
today. “Get it out” was shouted by every financial scribe, 
financial adviser and pre-curser to the Uber driver!

Is it just us? Would it have been wise to act in the heat of 
the moment? consider the following table. It illustrates 

the change in currency value for three other emerging 
market currencies that are often aligned with South 
Africa – brazil, russia and Turkey.
What this demonstrates is:
•	 We are not as bad as you might have thought. 

•	 It illustrates that emerging market currencies often 
move in tandem relative to the major currencies 
like the dollar, Pound, euro or Yen. While some 
of South Africa’s currency woes are self-inflicted, 
the vast majority of the moves are determined by 
global economics and the relative actions of those 
currencies. 

 
So again, let’s consider our r250,000 investment. Let 
us assume that at the beginning of 2001 (when the 
rand was trading at r7.73/$) we took r250,000 out 
and invested into the S&P 500 (the top 500 shares on 
the American market). I am loading this in favour of the 
investor in this illustration, because the truth is that most 
people acted in panic later in the year when the rand was 
costing more than r12/$. Simultaneously, let’s assume 
that we placed the same amount in the All Share Index 
(SA’s top 160 shares). The results may astound you and 
are reflected in the table below.

contrary to the perception of many, South Africa has not 
been a basket case for the last 20 years. To the contrary, 
we have delivered outstanding returns over this period, 
even in US dollar terms. Investors who purchased the 
S&P 500 in 2001 would have suffered a decade of 
miserable returns and only the last 5 years has really 
provided respectability relative to South African returns.

by no means are we suggesting that clients should 
not invest offshore. diversification makes sense for 
South African investors. We only make up 1% of global 
GdP and the local market does not offer exposure to 
industries and businesses such as disney, microsoft, 
Amazon or even coca cola. What we are saying 
however, is that panicking at the moment of extreme 
pessimism is seldom a strategy that makes for good 
long- term investment returns. The S&P 500 has been in 
an upward trend for 11 straight years (since the financial 
crisis), whilst the JSe has been largely flat for the past 
five years. In time, history might reflect that this was not 
a good time to switch aggressively. 

Currency

devaluation	relative		
to	the	dollar	

	(Jan	2001	–	Oct	2019)
South African rand 92%
Turkish Lira 741%
brazilian real 109%
russian rouble 127%

investment	
instrument

Currency	of	
investment

value	in	rands	at	
31/09/2019	based	

on	r250,000	
investment	in	

Jan	2001
S&P 500 US dollars r1,061,643
JSe All Share rands r1,532,730
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myth	4

myth: “Look at that investment portfolio’s return. I 
should have invested in that portfolio. They have done 
better than anyone else for a long time.”

what	is	implied: “A portfolio with a great track record 
always gets it right, has no disappointing periods and 
all their investors must be very happy.”

A client recently brought a factsheet to us with a portfolio 
that demonstrated a fantastic track record. The fund is 7 
years old and has produced 17% per annum in US dollar 
terms since inception. doing the maths on that would 
make your mouth drool uncontrollably! The last 3 years 
were even more impressive, showing a return of 26% 
per annum. Their latest factsheet demonstrates a 42% 
return over the past 12 months. Given those results, it is 
hard to resist mortgaging your children to invest.

When we started to analyse these returns more closely 
we noticed something very interesting. The fund has 
only had two “good periods”, which span a total period 
of 37 months out of a total fund history of 94 months 
(see the graph below). The first period of 2 years saw 
growth of 21.7% per annum. However, the fund then had 
growth of 0.65% per annum for the next 3 years. Then 
there was a stellar year, during which the Fund returned 
86.73%. Over the last 20 months since, it has returned a 
far more modest 3.98% per annum.

What is clearly illustrated in this example is that unless 
you timed your entry perfectly, or you had held the 

investment throughout the full cycle, you were unlikely to 
have enjoyed the quoted returns. In fact, given investor 
behaviour, it is likely that new investors will have been 
attracted to the investment after 3 years of track record, 
and abandoned it by year 6, just before the stellar up 
year. Investors who bought in based on quoted returns 
for the period that ended in 2017 would now be sitting 
with very disappointing returns almost two years later.

delving into this Fund made us curious as to whether 
the same might apply to the JSe All Share Index. We 
decided to do a similar exercise going back to 2001.

The interesting point to note here is that over the last 18 
years, only 6 years produced decent returns. There are 
long periods of disappointment (dec 2001 - dec 2004; 
dec 2007 - dec 2011; dec 2014 - current). during these 
disappointing periods, equity markets delivered returns 
below inflation, yet remaining invested through all the 
disappointing periods produced a return of 9.7% per 
annum. 

What we would all like is for equity markets to deliver 
steady linear returns. They have never done this. The 
volatility is what chases a lot of people away. It is only 
those who stay and are patient who enjoy the long-term 
benefit.

PerFOrmANce OF  
THe cederbUrG GreATer cHINA FUNd
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Long term performance has been good, but that doesn’t 
mean that there are not periods of weak performance.

PerFOrmANce OF JSe ALL SHAre INdeX
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38.54% p.a.

54 months
-0.16% p.a.
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17.31% p.a.
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0.49% p.a.

Only 6 years in 17 of good 
performance - overall 9.7% p.a 

Returns are often quoted over long periods, but in reality, 
equity markets deliver short bouts of exceptional returns, 
and long periods of very muted returns.
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myth	5

myth: “South Africa needs to produce GdP growth 
of 6% per annum to overcome the current economic 
challenges.”

what	is	implied: “There is no way the stock market 
can go up unless GdP growth of 6% is produced”

The articles written by eminent economists are likely to 
be very accurate. SA does need major GdP growth to 
solve many of its problems, including unemployment, 
tax revenue, debt levels and a myriad of social issues 
including education, health and agriculture. To extend 
this view to the stock market is not as intuitive as one 
might think, and certainly none of those economists 
have suggested it. In order to demonstrate this idea, we 
are going to look at two aspects. Firstly, we are going 
to look at an example where GdP malaise has been 
ignored by stock market movement in a country with 
many similarities. Secondly, we are going to examine 
the role of the Price earnings ratio (Pe ratio) in share 
prices.

Let us consider brazil – a country with some striking 
similarities to SA.  brazil also had a major regime change 
back in the mid 1980s when they emerged from military 
rule. They have jailed a president for corruption and theft 
of funds. They have suffered an electricity crisis (largely 
because of a drought and their reliance on hydro-electric 
power) and in 2016 they suffered a downgrade to junk 
status. They continue to face multiple challenges and 
although there have been reforms, their economy 
remains sluggish. In spite of this, the brazilian Stock 
exchange (bovespa) has gained 30% p.a.  over the last 

3 years. This is even more impressive given the apathy 
towards emerging markets recently.

Yet the chart below shows that SA’s GdP growth 
(measured quarter-on quarter) has been substantially 
better than that of brazil (in spite of 2 very bad quarters 
related to drought and Load Shedding). So, could we 
expect the JSe to surprise even in the absence of major 
GdP growth?

In order to illustrate how this could potentially happen 
we want to consider one share (although we could easily 
have selected a myriad of JSe listed companies that have 
an almost identical story) - mr Price. In the last 2 years, 
the share has descended from a price of r290 per share 
to a trough in early October of r157 per share. That is 
a decline of 46%. mr Price did face issues in 2017, but 
these have been rectified and profits have recovered. 
They now exceed those earned in 2016. What has really 
affected mr Price is sentiment. Sentiment towards a 
share is most accurately reflected in the Price earnings 
(Pe) ratio. The ratio for mr Price has fallen from 30x in 
early 2018 to a current level of 13.8x. New investors 
have been concerned about fashion and the health of 
the consumer, so they are not prepared to pay a high 
multiple.

The Pe currently falls below its 8-year lower standard 
deviation level. Standard deviation measures the band 
within which 90% of all occurrences over that period fall. 
This means that the current Pe ratio is amongst the 5% 
lowest readings over the past 8 years. It points to an 
extreme situation.

consider now however, in an environment where GdP 
growth is far from 6% (and unlikely to achieve that any 
time soon), how could things change for the mr Price 
share price?  Let us assume that firstly, mr Price manages 
to grow its earnings by a mere 5%, from 1168.60 cents 
per share to 1227.03 cents per share. Secondly, let us 

GdP GrOWTH: SA VS brAzIL

-8

-6

-4

-2

0

2

4

6

8

10

05 06 07 08 09 10 11 12 13 14 15 16 17 18 19

SA Brazil

% Change quarter on quarter

Despite the weakness in our own GDP growth, Brazil has 
fared worse in recent times.

South Africa’s performance measuared against emerging 
market powerhouse Brazil is better than expected.
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assume that all the things worrying investors become 
a fraction less worrying (issues such as US/china 
trade wars, global recession, brexit, State capture and 
eskom, to name a few) and the Pe moves slightly higher 
to halfway between its current 
level and the lower standard 
deviation (see table below). This 
would result in a positive price 
change of 23.5%!

Now if that happened across the 
market and overall sentiment 
lifted a little, it would not be 
unreasonable to expect that 
consumers may spend a little 
more in year 2 and mr Price 
might see a 10% increase in 
earnings. If sentiment then lifted 
a little further (moving to the 
lower standard deviation level of 
18 times earnings) then the share 
price in Year 2 could appreciate 
by a further 23.75%.

A change in sentiment, coupled 
with very mediocre earnings 
growth, can have a huge impact 
on the share price. The temptation, after the last 5 
years, is to move to an asset class that provides steady, 
continuous upward movement rather than the volatility 
we have seen in the last number of years. This would 
imply a move to cash or income type instruments. We 
believe this would prove to be value-destructive in the 
long term. It may make your emotions feel a lot better, 

but over the next 3 years, you will 
never see any of the reward for the 
patience shown over the last 3 years. 
As we say, you may get a guaranteed 
8%, but you will definitely never get a 
potential 23%. 

summary

It is true - investing is hard. Overcoming our biases and 
emotions is probably the most difficult part. Keeping 

context is also important. despite 
the past 5 years, the failure of 
Steinhoff and disappointments 
from the likes of Aspen, Tongaat, 
mediclinic and eOH to name a few, 
the Harvard House philosophy has 
remained resilient. Values have 
fallen, sometimes uncomfortably 
so, but the clients who live to our 
investment philosophy (live off 
income and investing in asset 
classes that grow income and 
minimize cost) have sustained 
their income. Those not drawing 
an income have benefitted from 
buying good shares at what may 
prove to be at all-time discounts. 
They remain in a position that their 
livelihood is not threatened by this 
season of negative sentiment.

Nonetheless, we are not at all 
minimizing the pain experienced 

by investors over the last 3 years. That is very real. 
rather, we are recognizing that periods such as this 
have occurred before, and will occur again. It is exactly 
because of these times that we recommend our approach 
- income over capital change. It’s a philosophy that has 
worked for over 45 years!

Period
earnings	

(CPs)
Pe	

ratio
Projected	Price	

(r/share)
share	price	

move
current 1168.60 13.78 r 159.00 -
2020 year-end 1227.03 16 r 196.32 +23.50%
2021 year-end 1349.73 18 r 242.95 +23.75%

sA	 does	 need	major	gdP	
growth	 to	 solve	 many	 of	
its	 problems,	 including	
unemployment,	 tax	
revenue,	 debt	 levels	 and	
a	 myriad	 of	 social	 issues	
including	 education,	
health	 and	 agriculture.	
to	 extend	 this	 view	 to	
the	 stock	 market	 is	 not	
as	 intuitive	 as	 one	 might	
think,	 and	 certainly	 none	
of	 those	economists	have	
suggested	it.

It is very tempting  to think that the wealth management grass will be greener over the fence. This is seldom true.
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disclaimer:
The information contained in this newsletter comes from sources believed to be reliable, but Harvard House Investment management 
(Pty) Ltd , Harvard House Financial Services Trust, Harvard House Insurance brokers and Harvard House, chartered Accountants 
(collectively known as the Harvard House Group), do not warrant its completeness or accuracy.  Opinions, estimates and assumptions 
constitute our judgment as of the date hereof and are subject to change without notice.  Past performance is not indicative of future 
results.  This material is not intended as an offer or solicitation for the purchase or sale of any financial instrument. Any investor who 
wishes to invest with the company should seek additional advice from an authorized representative of the firm. The company accepts 
no liability whatsoever for any loss or damages whatsoever and howsoever incurred, or suffered, resulting, or arising, from the use of 
this newsletter. The contents of this newsletter does not constitute advice as contemplated in the Financial Advisory and Intermediary 
Services Act (FAIS) of 2002.
 
The Harvard House unit trusts are registered under the boutique collective Investments.  custodian: Standard executors & Trustees:  
Tel (021) 007-1500.  collective Investments are generally medium to long term investments. The value of participating interests may go 
down as well as up and past performance is not necessarily a guide to the future. collective Investments are traded at ruling prices and 
can engage in script lending.  Forward pricing is used. commission and incentives may be paid and if so, are included in the overall cost.  
This fund may be closed to new investors.  collective Investment  prices are calculated on a Net Asset Value basis and auditor’s fees, 
bank charges, trustee and rSc levies are levied against the portfolio. The portfolio manager may borrow up to 10% of portfolio NAV to 
bridge insufficient liquidity.   boutique collective Investments is a member of ASISA and is an authorised Financial Services Provider.  
Should you have any further queries or complaints regarding the suite of units trusts offered by The Harvard House Group please 
contact:  boutique collective Investments call centre, Tel: (021) 007-1500, email:  clientservices@bcis.co.za.  For your information, the 
FAIS ombudsman provides an independent and objective advisory service.  Should you not be satisfied with the outcome of a complaint 
handled by boutique collective Investments, please write to, The Ombudsman, PO box 74571, Lynnwoodridge, 0040.  Telephone (012) 
470 9080/99.  Fax (012) 348 3447.  email:  info@faisombud.co.za
 
Harvard House Investment management (Pty) Ltd*, Licence no: 675   Harvard House Insurance brokers*, License no.  44138 
 
Harvard House Financial Services Trust*, Licence no: 7758  * Authorised financial service providers in terms of FAIS (2002)

For more information on the range of products and 
services offered by Harvard House Investment 
management and its associated companies (including 
Harvard House, chartered Accountants), or for any 
financial	advice,	please	contact	the	Company	at:

hArvArd	hOuse	grOuP
G 3 Harvard Street, Howick, 3290, South Africa

+ P.O. box 235, Howick, 3290, South Africa

( +27 (0) 33 330 2164

7 +27 (0) 33 330 2617

@ admin@hhgroup.co.za

W www.hhgroup.co.za

ContaCt Details:

Another year has come and gone, and we are about to 
enter the third decade of this century! Sometimes I have 
to pinch myself to believe it. Our next seminar in early 
december will take stock of what has happened in 2019, 
and articulate our thoughts for what lies ahead in 2020.    

Please rSVP to clare mitchell on 033 3302164 or 
clarem@hhgroup.co.za.

nAtAl	midlAnds
Topic: The Outlook for 2020
date: 5th december 2019
Venue: Fernhill Hotel

midmar / Tweedie  road
(almost opposite entrance to 
midmar

morning Time: 10am for 10.30am
evening Time: 5.30pm for 6pm

JOhAnnesburg
Topic: The Outlook for 2020
date: 10th december 2019
Venue: rosebank Union church, cnr 

William Nichol and St Andrews 
road, Hurlingham

evening Time: 7am for 7.30am


