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  82   Invested for the long term bla bla bla (By Andró Griessel) 

  
Today I want to conduct an experiment.  Sit back relax and try to visualize the following.  Really try to 

experience the emotions my two examples will trigger … as if this was real life. 

 

Scenario 1: 

You walk into your financial planner or stock broker’s office with R1 million you recently inherited from 

your late father.  You earn a good salary and are in your early 30’s.  You therefore do not need the 

money right away and want to invest it for the long term (10yrs +).  You mention to your advisor / broker 

that you are a long term investor and that you would not need the money in the near future.  Your goal 

is maximum long term growth.  You heard that equity related investments are one of the best 

investments you can make to attain this goal.  The advisor makes a recommendation and you invest 

your R1 million.   

 

At your first annual review your advisor informs you that you R1 million has reduced to R817 000.  

Understandably you are not happy at all.  The advisor explains the whole concept of LONG TERM 

investing again and that you should not be judging the quality of the investment based on the 

performance after one year.     

 

At your second annual review the value of the investment reduced further to R636 000.  You have now 

“lost” almost R400 000.  You feel nauseous at the revelation and now has serious doubts about the 

competency of your advisor.  You start to think that you might know more about investments than the 

fool sitting at the other side of the table.  You also start to have a sneaky suspicion that his degree on 

the wall was purchased over the internet.  He makes very convincing arguments about why now would 

be a terrible time to withdraw your money though and the pretty receptionist, fancy coffee and biscotti 

biscuits is just enough to calm you down and give this investment one last chance.  You leave his office 

fearing that your dad was right all along....investing in shares is equal to gambling. 

  

By year 3 the value of the investment has reduced even further to R590 000.  You don’t talk to the 

advisor anymore as he is clearly a moron and knows nothing about investment.  You are also seriously 

considering taking steps against him for this ridiculous and inappropriate advice.  It is after all his fault 

that your inheritance has dwindled from a Million Rand to less than R600 000.  You decide there and 

then to sell this bad investment and invest in something more secure like residential property before 

you lose everything.     
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You have to borrow another R400 000 to obtain a property that offers you a net rental (after costs) of 

R3 500 pm but at least you feel comfortable that you have a safe investment now … one which will 

grow over time.  Does the above scenario sound familiar?  Ever happened to you?  Have you ever 

experience (even if to a lesser extend) these emotions? 

 

Scenario 2: 

You walk into your financial planner or stockbroker’s office with R500 000 you just inherited from your 

late father.  You invest the money under the exact same terms, conditions and provisions as in 

Scenario 1.   

 

After 1 year your investment has grown from R500 000 to R828 000!  After kissing your advisor on the 

forehead and giving the receptionist an inappropriately long hug you go home with flowers and 

champagne to celebrate your brilliant investment.   

 

After 2 years your R500 000 investment has grown to R1 340 000!  You cannot believe your eyes.  

Your dad was right when he said investing is like gambling because you have just won the lotto.  You 

send a friend request to your advisor on facebook, because he is the best thing since sliced bread.  In 

the following years your investment value increases further and you are looking forward to your annual 

meetings with your financial planner like a 3 year old is looking forward to Christmas.  The returns on 

your investment over the next couple of years were: 

 

Year 3  = R2 199 000 

Year 4 = R3 109 000 

Year 5 = R3 818 000 

Year 6 = R4 943 000 

Year 7 = R6 885 000 

Year 8 = R8 865 000 

 

4 months into year 9 (and in less than 8.5 years in total) your initial investments of R500 000 breaches 

the R10 million mark.  You erect a statue of your advisor in your backyard, rename your Jack Russel to 

him and wears pajamas with his face on the front.   

 

Does this scenario sound familiar?  Unfortunately probably not..... 

 

Now let’s assume you (from scenario 2) bump into you (from scenario 1) at a braai and you start talking 

about investments. 
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Cynical (and broke) you from scenario 1 swears uncontrollably and refer to the idiot that squandered 

your inheritance while lighthearted and relaxed (not to mention wealthy) you from Scenario 2 cannot 

stop talking about your great advisor and the great investment you made.  How great will your 

amazement be when you find out that you both have the exact same 

advisor and invested in the exact same investment! 
 

The above 2 scenario’s could easily have been a real life “drama” as it reflects what happened with the 

retailer Shoprite’s share price over the period April 1998 to September 2011.  Over the first 5 years 

the share price halved (a Million rand became R500 000).  In the 8 years following that period the 

share price increased at an annual compounded rate of 44% to deliver a 13 year average return of 

more than 19% per annum or growing R1 million into more than R10 million (even after halving over the 

first 5 years). 

 

Unfortunately most investors would not have shared in this magnificent performance due to the fact 

that our decisions about the future are most influenced by our most recent experience. I am 

willing to put some money on the table for the bet that probably 90% of people reading this article today 

can relate to scenario 1 and less than 10% can relate to scenario 2.  Making decisions based on our 

most recent past experience is the reason for that and the number one reason why few people actually 

make a success of investing in the stock market.  In the previous example you would have had to buy 

something that did very badly in the recent past (i/e negative experience) to get the really good 

returns...except of course if you were patient, put your money where your mouth were and did invest for 

the long term.   
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As investors we must always remember that what we “buy” when we make an investment or allocate 

capital, is FUTURE RETURNS and not historic returns.  Something that did very badly in the recent 

past might do very well in the future and vice versa.  In practice of course it is MUCH easier to invest in 

something that has performed well over the recent past.  In 2003 you would’ve had to be very 

persuasive to get someone to invest in Shoprite while in 2009 or 2010 it would have been as easy as 

falling out of a tree. 

 

Somebody once remarked that “Financial markets are strange in the sense that it’s the only market 

where people are running away when there is a sale but que at the door when things are selling for 

double the price”.   

 

Another piece of irrational behaviour I encounter quite frequently (and under very intelligent people may 

I add) is the extrapolation of returns.  Returns are not linear!  That means if you had a 10% return 

over the past year, your return will not in perpetuity be 10% per year.  If you have lost 20% of your 

investment value over 1 year...it doesn’t mean that your investment will be worthless in 5 years.  The 

same principle applies to positive returns.  If you had a 33% return in 1 year it does not mean that your 

money will double in 3.  In practice the reverse of the above is often true.  When an asset with a long 

term (50yrs +) track record of returns equal to inflation + 7% for example delivers inflation – 7% over an 

extended period...the chances are good that the performance in the period following might be even 

better than inflation + 7% (what more to say keep on repeating the inflation – 7% return).   

 

And let’s be honest.  The advisor or stockbroker in the 2 scenario’s is neither an idiot nor a hero.  If he 

could convince his client to stay the course after the terrible returns of the first couple of years, maybe 

then we could call him a hero, but the returns and how they resulted were largely out of his control.  

Where most advisors fail is to manage the expectations about returns & volatility of their clients.  When 

negative returns persist for anything more than a quarter people tend to want to change their approach.  

When you sell assets because of short term negative returns without understanding the true value of 

the assets it is a failure of the investment process and this invariably leads to permanent capital 

loss....yours!  Look again at the example above.  The decision to sell the Shoprite shares (due to short 

term price movement) had a tremendous negative impact on the wealth of the person in Scenario 1.   
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The main “take-aways” from the above is the following: 

 

1. When it comes to growth assets (like shares and property) you sometimes have to wait much 

longer than anticipated to achieve a satisfactory return on your investment. 

2. Decide on an investment strategy and stick to it. 

3. Never ever extrapolate short term performance (good or bad).  Growth does not come in a 

straight line. 

4. When you invest, what you “buy into” is FUTURE returns, not historic returns.   

 

We believe there is a “SALE” on quality companies (unlucky enough to have their main listings in 

developed countries like the US or Europe), at the moment.  And as it goes with financial markets, 

people are running away from instead of towards this sale.  These assets have produced very bad 

returns in the recent past while local assets have produced very good returns (up to recently).  Instinct 

makes it very difficult for us to therefore allocate capital away from local assets and towards offshore 

assets (as difficult as it was to do the same in Shoprite’s case in 2003).   

 

From point 4 above we should have learnt though that what we buy when we make an investment is 

FUTURE returns and not historic returns.  We have been very weary of equity exposure over the past 

12 months (See Vol 77 again) and our focused mandate had very little equity exposure but significant 

doller cash exposure because we believed the Rand to be overvalued and that this asset class offered 

a good return vs the potential downside risk associated with it from those levels.  This view was a very 

uncomfortable place to be in during the last quarter of 2010 especially after Bernanke announced the 

second round of Quantitative Easing (QE2) causing risky assets (including local equities and the Rand) 

to appreciate even further.  This however is where the relationship between client and advisor becomes 

important, because your emotions tells you to take action of some sort while the best thing to do is 

often nothing at all.  It is important to be able to look at the fundamentals and stay the course.  We and 

the fund managers we support are simply not willing to risk permanent loss of capital by chasing past 

performance.  We know that price follow valuation (eventually) and that patience is the key ingredient 

towards investment success.  Since the turn of 2011 we saw confirmation of the above principles and 

our clients were handsomely rewarded for their patience while local and offshore markets contracted 

significantly.   

 

We believe that the negative returns over the past 9 months have improved the future return prospects 

of certain asset classes considerably.  We prefer equities above cash or government bonds (both 

locally and offshore) from here on.  Even locally the market looks (from a Price/Earnings perspective) 

significantly cheaper than 9 months ago and we have increased our holding.  We are still underweight 

local equities though.   
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The main “take-aways” from the above are the following: 

 

1. Offshore equities look like better value for money than local equities.  In our opinion a long 

term investment strategy should have significant exposure to offshore equities.  

2. The point hasn’t been made specifically above but there seem to be no correlation between 

GDP Growth of a country and the performance of that country’s stock market....if anything there 

seem to be a negative correlation.  Do not therefore fall in the trap of trying to chase GDP 

growth (i/e emerging markets rather than developed markets).  Contact me for more detail on 

this point if you need more information. 

3. We have no opinion on the short term movement in the Rand. It can start strengthening again 

tomorrow or blow out to R10 to the doller.  We just don’t know.  We believe it is nearing fair 

value though and that the over or undervaluation of it plays less of a role when looking at the 

fundamental values of assets than it does when it’s at extreme valuations like R6.50 or R10.  

Doller cash is not as attractive as it was a year ago because of the re-rating that took place 

recently. 

 

I close with a couple of quotes on patience: 

 

Learn the art of patience. Apply discipline to your thoughts when they become anxious over the 
outcome of a goal. Impatience breeds anxiety, fear, discouragement and failure. Patience creates 
confidence, decisiveness, and a rational outlook, which eventually leads to success. – Brian 
Adams 

 

Patience is bitter, but its fruit is sweet. – Aristotle (384BC – 322BC) 

 

How many a man has thrown UP his hands at a time when a little more effort, a little more patience 
would have achieved success? – Elbert Hubbard (1856-1915) 

 

Patience is the companion of wisdom – Saint Augustine (354AD – 430AD) 

 

 

 

 

 

 

 


