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Have investors lost sight of reasonable expectations?

Disappointment can be defined as the difference between expectation andreality. It follows logically
that the greater the difference between expectation and reality, the greater the disappointment.
This is the true realm of the Financial Planner. His role is not to seek the greatest return but to
assist individuals in managing expectations in the face of reality. What makes this job even harder
is that clients’ expectations never stay static and they are generally influenced by the current
context. This is where emotions generally impact investors’ psyche.

Anyone that has spent any length of
time with me will know that I often
say that our job is to continually
bring context. To help investors
observe a much bigger picture
rather than a very isolated set of
circumstances. In this article, I
will illustrate this idea by using an
example.

The last 10 years in South Africa

have provided plenty of opportunity
for disappointment. Guptagate, State Capture, Jacob Zuma,
Steinhoff, Load Shedding, Ratings Downgrade. It seems
the list is endless. South African equities have not even
beaten a very low inflation rate over the last 5 years. At
the same time, we have seen the American Market soar on
super-tech shares. Bitcoin faltered then subsequently turn
stratospheric. It is easy in that context to believe that the
JSE is a spent force.

How have the last 20 years turned out given that the last 10
years (50% of the period) were nothing short of awful? Has
a high equity, low-cost investment strategy finally faltered
behind a good conservative
balanced portfolio with a high
exposure towards bonds and cash?
Before we answer that, let’s return
to expectations again. What was
a reasonable expectation for a
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SPEED READ
B Many investors are disappointed with the
recent behaviour of their portfolios.
B In the face of disappointment, we often lose
sight of what our initial expectations were.
Investment is not a 3 or 4-year exercise, it is 20

years or longer.

A closer evaluation shows that despite recent
challenges, the 20-year results of Equity

and Property portfolios have exceeded
expectations.

4% income yield) would be a return of 3,2% to 4,4% above
inflation.

There is another way to understand this which may be
easier. Study the table below. If I invested the sum of
R500,000 twenty years ago, and assumed an inflation rate
of 6% p.a, then I should expect my value today to be that
shown in the 3rd column. However, using those values, and
adjusting for the excess return you should have earned from
investing in equities and property (shown in column 2),

Rate above Expected

Nominal Future

Expected Future Value
(in current terms i.e.
inflation-adjusted)

Inflation
(CPI1) Value

long-term investor 20 years ago? (equities exceed CPI by 4%) 3.2% R 3,126,253 R 947,433
We think a pure growth investor ~ Lure Equity Portfolio
should expect a return above (equities exceed CPI by 4%) 4.0% R 3,664,036 R 1,111,291
inflation (CPI = Consumer Price  Property/Equity Blend
inflation) in the range of 4% to 6%  (equities exceed CPI by 4%) 4.4% R 3,966,528 R 1,203,000
per year. Our expectation for an  Pure Equity
income profiled portfolio (60%  (equities exceed CPI by 6%) 6.0% R 5,446,276 R 1,655,100
Equity, 40% Listed Property and a
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the last column shows
your actual purchasing
power (calculated back
to 2000) relative to
the R500,000 initially
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Actual 2020
End Value

Expectation Equivalent
Purchasing Value @

2000 Prices

Range (Actual
Value)

invested. In other words,
the last column removes

the impact of inflation to
help clients understand
the impact on your real

40% Property/ 60% Equity Blend R3.1-R4

(Portfolio cost at 1%) million R 6,749,490 R 2,269,498
100% Equity R3.7-R55

(Portfolio Cost 1%) million R 6,625,868 R 2,227,931
60% Equity/30% Bonds/10% Cash

(Portfolio Cost 2.5%) No projection R 3,432,603 R 1,205,164

wealth. In the example

shown in the first line, an

portfolio of equities and property that exceeded inflation
by 3.2% p.a would have resulted in a near doubling of your
purchasing power relative to your initial investment oof
R500,000. The more aggressive the investment portfolio,
the greater the growth in your real wealth.

So in reality, the above-right table reflects reasonable
investor expectations over 20 years. Now let us revert to
the actual position for the last 20 years. What would the
position be if an investor had placed R500,000 in our market
20 years ago, based on several comparative methodologies?
The following table provides the answer. (As a matter of
interest South African CPI averaged 5.6% per annum for
the 20 years ended 2020).

LONG TERM INVESTMENT RETURNS
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The chart plots every inflation-adjusted future value of
an investment of R500,000 into 3 different investment
methodologies as explained in this article as well as the
average expectation of all 20 year periods.

The Property/Equity Blend outperformed the Pure Equity
portfolio as a result of the exceptional performance of
Listed Property over the last 20 years and despite the
collapse of the property sector that started two years ago
and accelerated during the pandemic.

There is no doubt that a 20-year investment reviewed at
the end of 2017 or 2018 would have looked substantially
better relative to the assessment at the end of 2020, as
highlighted in the graph that illustrates rolling 20-year
returns of an R500,000 investment adjusting for inflation
over each period. Nonetheless, investors will still have
exceeded reasonable expectations that could have been
made in respect of returns in 2000 when they originally
placed the investments. Of course, it doesn’t necessarily
feel that way. What is most fascinating is that the period
ending in December 2000 was probably the worst 20-year
investment period of the 41 different 20-year periods we
have analysed with our data. This may have made investors
reluctant to stay in the market, or even make an initial
investment. Yet the next 20 years still delivered ahead of
the long-term expectation for either equity portfolios or
blended portfolios of equity and property.

In summary, investors may be disappointed on many
levels. They may even have felt that they have missed
the opportunity to strike it rich through investments in
Bitcoin, Tesla or Amazon. These feelings are completely
understandable given what science has established about
our reactions to events in the relatively new science of
Behavioural Economics. Nonetheless, investors who have
held tight for the last 20 years have exceeded their goals
and we remain confident that the investor who remains
committed for the next 20 will continue to do so!

Sometimes a few investment years, like Ancient Greece’s Atlas,
hold up the world (of investment).
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Topic: To be advised

Natal Midlands

Date: 24th June 2021
We are excited to have resumed our seminar program .
. . . . Venue: Fernhill Hotel
in April in the Midlands (with the Johannesburg event to . .
: o Midmar / Tweedie Road
follow this week.) Our next seminar is scheduled for June )
o . Howick
/ July. The topic will be announced in due course.
Morning Time: 10am for 10.30am
Please save the date below. Please note that due to Evening Time: 5.30pm for 6pm
Covid protocols, numbers are strictly limited to 100 per
session, and only drinks (no food) will be served. Booking
. A Johannesburg
is therefore essential.
Date: 08 July 2021
. Venue: Rosebank Union Church, Cnr
n — William Nichol and St Andrews

Road, Hurlingham

u Harvard House is on YouTube

Time: 7am for 7.30am

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.

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)
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https://www.facebook.com/HarvardHouseSouthAfrica
https://www.youtube.com/channel/UCMmM_c5RjK5P-IdRN3JOh7A
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