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s the first impression always right?

Alchemy was the rage back in Medieval times. At its very heart, or so the legend goes, was the
pursuit of turning other substances into gold. If an individual had got that right back then, he
would soon have been a very wealthy man. Come to think of it, the same would apply today.

While we would likely laugh today
at most of those alchemists from
medieval times the truth is that the
practice continues today in another
guise. It is called the pursuit of
superior investment returns. Just
today, I had a phone call with a
longstanding client who is rather
ambivalent on the detail of their
investments, but they didn’t take
long to start trotting out the ‘flavours
of the day’ — Bitcoin, Gold, and
mining. Everyone is looking to squeeze that little bit of
extra return out of their investment portfolio.

We live in the information age. It is far more accessible
to us than ever before and the worldwide web has made
turned the planet into a small village. Investment returns
have been published widely and the public is empowered
to make comparisons (a bias we have explored on many
occasions). This is how we see it most often play out:

Client Value 1 March 2020 R 373,050
Closing Value 28 February 2021 R 162,909
Percentage Change -56%

The average performance of the Multi-Asset High Equity
(what we have traditionally called
a Balanced Fund) over the same
period is 15.75%. The client is
also bombarded with reports of
the exceptional winners that have
exceeded 100% over the last year
(and in some cases 5 times that!)

There is no doubt that the client
wants to act, given his perception
of the ‘“unacceptable variation”
between his returns and those of the average fund. However,
is everything as it seems? Certainly not! The client had
drawn an income of R15,000 per month, or R180,000 over

“Investment returns have
been published widely and
the public is empowered to

make comparisons

SPEED READ
Most investors think that the single most im-
portant aspect of their investment is the pub-
lished return of the investment portfolio. This
can prove to be a red herring.
Almost all investment houses publish their
returns without any cashflows like fees or with-
drawals applied to their portfolio.
Investors typically compare published returns
against a simple mathematical change in their
portfolio value and think they are comparing
apples with apples.
Withdrawals can be more destructive than
poor performance, and the actual withdrawals
(of any description) from a portfolio can over-
whelm even the best of returns.
Our new statements have been designed to
eliminate erroneous perceptions.

the year. Amazingly, the underlying portfolio returned +11%
after costs, not -56% as per the simple calculation based on
opening and closing values. It was the client’s income draw
that created the negative perception. Furthermore, when he
saw all the other investment returns published, he couldn’t
separate the numbers quoted
from his circumstances. I am sure
that you would agree that this is
an easy mistake to make for a
non-numbers person.

The above example may seem
” extreme and perverse, and you
may think this is an extreme
income relative to the starting
capital (which it surely is) but
believe it or not, this is an actual client example. Would
you believe, however, that we received a complaint from
the client’s financial adviser (we only manage a portion
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of the client’s wealth) - a man who purports to understand
numbers and compounding and is advising clients on their
investments!

Clients will have noticed that we have changed our
statements and have removed the 12-month analysis
previously contained on page 2. We have received multiple
compliments on our new statements and largely our client
base has expressed satisfaction with the new format. There
have however been a few clients who have expressed
disappointment at the new structure and the removal of
that 12-month. In some cases, clients feel we are trying to
hide something. This couldn’t be further from the truth.
Our statements contain all the same detail as before and
any client who wishes to run a similar analysis could easily
set it up on an excel spreadsheet and populate the new data
every month.

There are several reasons we have pursued the new format,
all aligned with our investment philosophy:

1. The example above illustrates how even financially
literate people interpret the 12-month analysis, often to
the detriment of their long-term goals - as they make
decisions based on erroneous perceptions.

2. By far the bulk of our clients are investing with us
to manage a wealth pool that is required to provide
retirement income. Retirement is a long-term game,
even 85-year-olds need to plan should they live into
their late 90’s (it happens more often than you think).
Our overwhelming experience was that the summary

was turning our clients into 12-month thinkers which
is extremely counterproductive when you are trying to
focus on a long-term objective.

3. Every successful long-term investor suffers bouts of
severe underperformance when some other investment
appears significantly more attractive. We have enough
historic examples in our own office to demonstrate
this. It is a normal part of investing. Part of our role
is to partner with clients to achieve their objectives. If
we are providing the very thing that destroys this, we
would be being poor partners if we didn’t adjust our
approach.

4. Our investment philosophy has always been about
creating growing income streams, not pursuing the
highest capital change from year to year. This, by very
definition, implies that we are not going to pursue
high-performing, non-income-producing assets with
significant risk. Our new statements are far more
focused on the income trajectory than before, which
aligns with our investment philosophy.

We have seen how numbers can easily confuse and
confound us. We live in an era where voices are loud and
insistent and they attack us from every angle, imploring
us to act. This cacophony adds to the stress that we are
already experiencing by living through the strangest of
times. Whoever would have thought that ‘lockdown’ would
become a daily word. It is important in times like this to
step back, stop and consider things beyond just the surface
because not everything is quite as it seems.

The Dutch artist, Maurits Cornelis Escher, drew dozens of now-famous images to show how our brains battle with perception.
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Topic: Exiting the Covid Recession

Natal Midlands

We are excited to announce the resumption of our seminar Date: Wed 21st April

program in April. Please save the date below. Details for Venue: To be confirmed

Johannesburg will follow soon. Please note that due to

Covid protocols, numbers are strictly limited to 100 per Morning Time:  10am for 10.30am
session, and only drinks (no food) will be served. Booking Evening Time:  5.30pm for 6pm

is therefore essential.

Please RSVP to Clare Mitchell on 033 3302164 or clarem@
hhgroup.co.za.

Johannesburg
) Date: To be confirmed
Harvard House is on Facebook X
Venue: To be confirmed
u Harvard House is on YouTube Time: to beconfirmed

CONTACT DETAILS: HARVARD HOUSE GROUP

glily
For more information on the range of products and services =
offered by Harvard House Investment Management and its B
associated companies (including Harvard House, Chartered
Accountants), or for any financial advice, please contact the
Company at: @
W

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 (RF) Pty Ltd (“BCI”) retains full legal responsibility for the third party named portfolio. 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

Performance figures quoted for the portfolio is from Morningstar, as at the date of this document for a lump sum investment, using NAV-NAV
with income reinvested and do not take any upfront manager’s charge into account. Income distributions are declared on the ex-dividend date.
Actual investment performance will differ based on the initial fees charge applicable, the actual investment date, the date of reinvestment
and dividend withholding tax. Performance fees do not apply to any funds managed by Harvard House. The manager does not provide any
guarantee either with respect to the capital or return of the portfolio. A schedule of fees, charges, and maximum commissions are available
on request from the manager.
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https://www.facebook.com/HarvardHouseSouthAfrica
https://www.youtube.com/channel/UCMmM_c5RjK5P-IdRN3JOh7A
https://www.facebook.com/HarvardHouseSouthAfrica
https://www.youtube.com/channel/UCMmM_c5RjK5P-IdRN3JOh7A

