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Be aware: the principles of successful investing are far easier to understand than to implement, but by 

applying the following guidelines in a disciplined manner you would have done your utmost to ensure 

investment success and financial independence. 

 

 

1. Start to invest now, not later 

 

Einstein called it the “Eighth Wonder” - the powerful effect of compounding where your investments 

grow exponentially over time. All the talk, discussions and debates about various investment strategies 

and the like, take a distant second place only to rule one: compounding. 

 

Consider two investors, A and B, both aged 30 and both of whom want to retire at age 65 with a goal of 

accumulating at least R1 million. But they have devised different strategies to attain their retirement 

goal. 

 

Investor A will invest R10,000 annually for the first ten years only, thereafter no more savings until 

retirement. Thus, the total amount invested is R100,000.   

 

Investor B will postpone investing until age 40, and thereafter will invest R10,000 every year until 

retirement. In total an investment of R250,000, thus 2.5 times more than investor A. 

 

Figure 1 illustrates the outcome of the different strategies if both investors earned 10% annually on their 

savings. Investor A would have a retirement value of nearly double that of investor B (R1,725,000 

versus R980,000) with much less than half of investor B’s contributions!  
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Figure 1:  The effect of compounding 

 

The graph above beautifully illustrates the powerful effect of compounding; how in the later years the 

investment value grows exponentially, but this will only kick in if the investment has had sufficient time to 

mature, and we are talking about many years, probably decades.  

 

We leave school and even tertiary education centres without knowledge of this basic principle of 

investing. It is the responsibility of a parent, guardian or mentor to teach this truth to our children, before 

we are even considering buying them cars, etcetera.    

 

Do not ever forget this very important principle: START NOW, NOT LATER.   

 

 

2. Spend a little, save a lot 

 

In my profession I have come across many wealthy people, from various backgrounds and cultures, but 

with one lifestyle theme in common: they spend conservatively!  

 

In fact, the really wealthy people are not necessarily those with the most expensive cars or enjoying 

luxurious around-the-world trips; they are ordinary people with ordinary lifestyles. That has been one of 

the most invaluable insights I have gained. 

 

But I know it is very difficult to live according to that principle. The world we live in — the advertising 

media, social circles and especially our neighbourhood — expects from us (or at least that is what we 

think!) to show off our status, style and success. We consequently buy more luxurious motor vehicles 

than we can afford or even over-capitalize on our homes.  

 

Basically, you have to spend to be “in”. You will not gain social standing by stating how much you save 

each month, and by forsaking a lot of everyday pleasures. To escape from this negative mindset, always 

consider savings as paying yourself. Therefore in your monthly budget put paying yourself first, 
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thereafter decide how much you can spend on cars, holidays, trendy clothing and the like.  

 

How much should one save for a care-free retirement? It basically depends on when you started, but if 

you leave it until your mid-thirties or even later, you will have to make drastic lifestyle changes to get 

anywhere near a realistic level. Nonetheless, on average you should save 20% and more of your gross 

income to ensure that you have a realistic chance of maintaining your living standards at retirement, but 

be warned, that is very difficult without forgoing some lifestyle items.     

 

The choice is clear: give up now and have definitely more later, or follow the crowd and maybe with 

some luck you might retire financially independent one day.  

 

 

3. Know your investment 

 

A basic understanding of the different investment classes will go a long way towards making investment 

decisions a lot easier. 

 

First, one should understand what is driving asset class returns; why some asset classes in one period 

underperform relative to others, and in another period outperform those it lagged previously. Basically, it 

is all to do with economic cycles — the ebb and flow of human economic activity – and the continuous 

struggle to find the most appropriate allocation of scarce resources. Money and the prospects of making 

more of it will determine where investments are made.  

 

Inevitably, there is a lag between demand and supply of goods and services. A shortage of supply in 

any industry will push prices up initially, making it more profitable for the suppliers and their investors, 

but eventually with more competitors entering the market place the resulting overabundance of those 

goods or services will push prices down and make them less profitable. Hence, investors will then be 

looking for alternative, more profitable ventures. And so the cycle will continue in perpetuity.      

 

Table 1 (next page) illustrates the primary drivers of the main investment classes and how their 

performances are affected by economic variables. While the outcome of certain events on properties, 

bonds and cash is certainly predictable, caution should be exercised in that equities as an asset class 

consist of various industries or sectors, each of which may react differently to economic events. For 

example, the service industries — such as retailers or financial services — will prosper during an 

economic expansion with falling interest rates, but when interest rates increase again those stocks will 

fall out of favour, with a renewed interest in “defensive” stock such as utilities and food retailers. Then 

again, an investment class such as mining and resources may perform more in line with world 

commodity prices and trends than local market conditions.  

 

The point is, despite a bearish market outlook you could still do fairly well with equity investments, but 

you must keep your eyes on the ball, so to speak. That also means that even if you are a passive 

(index) investor, never be passive about your investment – small adjustments to your portfolio might be 

necessary. For example, if you are rewarded with a strong performance in one asset class or investment 

theme sell off some of your profits.        
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Table 1:  The Primary Drivers of Asset Class Returns 

Asset Class Primary Drivers 

Economic 

expansion 

Economic 

contraction 

Rising interest 

rates 

Falling interest 

rates 

Equity Rising profit margins Positive Negative 

Neutral to 

negative 

Neutral to 

positive 

Listed 

Properties 

Interest rates and 

economic outlook Positive Negative Negative Positive 

Bonds Inflation expectations Neutral Neutral Negative Positive 

Cash Inflation expectations Neutral Neutral Positive Negative 

 

 

Second, know what kind of returns can be expected from the various asset classes, but probably more 

important, what after-tax, real returns are realistic. In other words, after accounting for inflation and tax, 

what returns can reasonably be expected from an asset class over time (see table 2).   

 

Table 2:  Asset Classes and Expected Returns  

Asset Class Volatility 

Expected 

Return 

Expected 

Real Return 

Expected  

After-tax  

Real Return 

Equity 18% 15% 9% 8% 

Listed 

Property 15% 12% 6% 3% 

Bonds 9% 9% 3% 1% 

Cash 3% 7% 1% -1% 

 

 

However, another dimension should be considered, namely the risk or volatility involved. Equities as an 

asset class have proven over time to be the most effective source of real wealth creation, but at the 

same time can be very disappointing, especially if you invested at the “wrong” time or in the “wrong” 

industry.  This leads us to principle number 4:   
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4. Diversify, diversify, diversify  

 

The primary objective of diversification is to include investments in your portfolio that are not highly 

correlated with one another. It does not make much sense that if you want to invest in, say, a financial 

services portfolio, to select three or four managers specializing in that sector of the market. You should 

rather include other sectors of the market in your portfolio, or even simpler: buy a broadly diversified 

market portfolio. But that is not good enough; you should invest also in other asset classes such as 

properties and bonds that are not correlated directly with equities.  

 

The benefits of diversification are clear. No academic argument or historical proof is necessary to 

convince investors that they should diversify their investment portfolios, but what is not that clear is how 

portfolios should be diversified among different asset classes to achieve a certain real outcome. 

 

Such advice is certainly available with the help of some quantitative tools. The question remains 

whether investors are readily making use of such tools. Also, it is important to quantify your expectations 

beforehand. If you are aiming for a real growth of 8%, expect a bumpy ride and that you might miss your 

target completely, with even negative real growth a possibility. Therefore, let us turn to principle 5. 

 

 

5. Manage your risk  

 

In the investment game there is no gain without pain (probably also true in many other aspects of life!). 

You cannot expect real growth in your investment portfolio without exposing yourself to some real 

investment risk. This concept is understood by most business people and entrepreneurs, yet you will be 

surprised by how many investors do not understand this fundamental principle.     

 

Basically, investors are exposed to two types of risk, namely volatility risk and inflation risk. Volatility 

refers to the variability of actual returns from the expected returns over time, whereas higher return goes 

hand in hand with greater risk (refer to the table on the previous page). Inflation risk relates to the loss of 

purchasing power of your investment: even if you achieve positive returns those returns might be below 

the prevailing inflation rate. Remember, inflation is your number one enemy!    

 

Some fundamental facts underpin successful risk management. First, volatility risk is more relevant over 

the shorter investment period, say less than five years, while inflation risk is of greater concern over the 

longer investment term. It is impossible to eliminate both these risks, but they can be minimized.  

 

Second, you must be quite clear on the term of your investment. Your savings plan for a holiday or to 

replace your motor vehicle in a couple of years, should differ totally from your retirement savings plan. In 

the former, volatility risk should be your greatest concern, while inflation risk is all-important in the latter. 

Therefore, you should invest predominantly in cash when you have a short-term goal, while inflation-

beating assets, such as equities, must make up an important part of your asset mix when investing for 

your retirement.   

 

Third, you must stick to your investment policy (asset mix). Without doubt this is the most difficult part, 
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because we are human beings after all; we read, listen, and watch the media all day. We get good and 

bad news and from that we form perceptions of the world as it is and how it is going to be. We 

extrapolate the current situation well into the future; probably overestimating our capabilities to predict 

the future. In this we make mistakes, like taking the wrong bets, over-investing in some asset classes or 

investment themes, while completely neglecting other investments. 

 

In order to minimize our mistakes —- it would probably be impossible to eliminate them completely — I 

have formulated the following principle: “the rules of engagement”. 

 

 

6. The rules of engagement 

 

The Information Age has brought about an “explosion” of financial information, analyses and advice. 

Anyone searching the internet will be amazed by the number of websites hosting all these kinds of 

information. However, to the inexperienced investor (and perhaps even to the “old hands”) it is nothing 

short of intimidating. Where do you start, without spending days and nights mastering investment 

concepts? 

 

My advice would be to design and evaluate your investment plan with the help of knowledgeable and 

experienced investors. I specifically use the term “investors”, instead of “advisors”, because to my mind 

a lot of advisors are not serious investors. Why is that important? Certainly, a strong theoretical 

background and training should suffice. Yet, the golden rule is that the best training is provided by 

experience and you do not learn that at academic institutions. The experienced investor has learnt to 

deal with his or her emotions, and hopefully has made some mistakes along the way. Why mistakes? 

You tend not to forget those mistakes and the reasons for making them. Therefore, CONSULT 

investment experts. If you get it for free be grateful, but do not expect free advice if you are serious 

about making a success of your investment plan. 

 

Not that long ago many investors gave up on equities when for a number of years returns were 

disappointing to say the least. Cash and bond investments outperformed equities comfortably, but a 

mere two years later they are back to top the charts. The market commentators who predicted 

doomsday for all equity investments are nowhere to be seen today. Once again, it proves that you must 

never be “too smart” or over-confident about your own views. You should refer rather to the long-term 

historic returns of those asset classes. 

 

If an asset class underperforms significantly its long-term benchmark, it is perhaps an ideal opportunity 

to enter that market, unless you have some extraordinary knowledge and foresight that things have 

changed forever. The same goes for an asset class outperforming its long-term average. Do not for one 

moment think this outperformance will last forever; “bank” your profits, sooner rather than later. 

 

In a nutshell: reversion to the mean is alive and at work or as John Mauldin describes this phenomenon 

in his best-seller Bull’s-Eye Investing: “The mean lean reversion machine”.  Although one can be 

confident that reversion will happen, no one can be sure when. So, what is called for is PATIENCE; let 

the markets and cycles do their work and forget about get-rich-quick schemes.  
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Patience is a virtue, even more so when investing. Investors who stick to their investment plan will reap 

the rewards over time. They will not always outperform the more aggressive investors who may change 

their plans drastically from time to time, but at the end I believe easy does it. Do not follow the latest 

investment trends or fads, but stick to the basics. To quote Charles Ellis: “Plan your play, and then play 

your plan.” 

 

From time to time one asset class will outperform other asset classes by a considerable margin. For 

example, you have decided to invest 20% of your assets in listed properties. Due to the exceptional 

performance of properties relative to your equity and bond investments, the property exposure in your 

portfolio has increased to, say, 30%. It is now time to “bank” the profits, generally known as 

REBALANCING. The idea, in this example, would be to trim the property weight down to 20% of your 

portfolio. 

 

In this way excessive exposure to an “expensive” asset class is largely prevented, while the “extra” 

funds can be deployed to relative “undervalued” investment classes. However, although it is without 

doubt a sound principle, it is psychologically very difficult to sell a winner. How many investors reduced 

their offshore exposure when the exchange rate was hovering around R12-R13 a US Dollar? 

 

To summarize: when planning your investment consult an investment expert, do not expect quick and 

fantastic results, and if you do get it, “bank” the profits.  

 

We have covered a lot of ground already, but one essential piece of information is still required to 

complete the investment “puzzle”, namely what kind of investment vehicles or products can be used to 

execute your investment plan. 

 

 

7. Know your investment products 

 

I do not intend giving a full, detailed description of each investment product, as I believe there are more 

than enough salespeople and brochures around to market the virtues of the different investment 

products. I am only interested in the practical value of each alternative. 

 

Say you have formulated your investment plan (policy), and now you want to execute your plan. You 

have a number of investment vehicles to choose from, of which the most suitable will be determined by 

your personal preferences and circumstances:   

 

 

1) Endowments 

 

By far the most expensive and complex form of investing, but at the same time probably the most tax-

efficient vehicle. Investors do not incur any tax liabilities (income or capital gains tax) since tax is paid 

within the fund and investors receive their proceeds after tax has been deducted. Normally, it is only 

suitable for those investors paying personal tax at an average rate of 30% and higher. 

 

However, endowments are the cause of many misconceptions in the market place. For example, many 
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people do not understand that an endowment is not an investment portfolio per se, it is just a vehicle in 

which investment portfolios are housed and whereto risk benefits can be added. In the past, the cost of 

the risk benefits was not shown; hence when the returns of endowments were perceived to be less than 

satisfactory, the risk premium often was not taken into account, as if the whole contribution was 

allocated to the investment account. None the less, the industry has begun to tidy up its act, but 

perceptions die hard. 

 

 

2) Unit trusts (collective investments) 

 

Whereas endowments have suffered in the public domain due to its hidden costs and perplexing 

terminology and rules, unit trusts have grown from strength to strength. A wide range of investment 

portfolios is available and today unit trusts are probably seen as the dominant investment vehicle for the 

ordinary investor. 

 

However, caution must be exercised, as not all unit trusts are cheap and wonderful investments. One 

must make an intrinsic analysis of the underlying investment strategy (mandate) and assess whether 

such a strategy fits into one’s plan. Again, a unit trust is not an investment portfolio, it is only a vehicle.  

 

Furthermore, because unit trusts are normally marketed aggressively on their short-term performance 

records, especially with little effort to explain the WHY or that the wonderful outperformance may be 

temporary, more often than not inexperienced investors are lured into possibly risky investments. 

Remember, and that holds true for all managed portfolios, the investor is the only one that can lose real 

money. The asset manager loses the management fees (income) on the money lost, but not any capital.  

 

 

3) Alternative Investments 

 

These include the likes of hedge fund investments and property syndicates. These structures are 

normally less regulated than collective scheme investments, thus mismanagement and even fraudulent 

activities are always a possibility. However, these types of investments are not necessarily a bad idea, 

but be aware that you need some intrinsic understanding of the investment concepts and business 

models, or that your investment might not be as liquid as with conventional investments.   
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4) Private Investment Portfolios 

 

Normally offered by professional managers at stock brokerages and asset management companies. 

The benefit of such a plan is that you can be personally involved in the decision-making and interact on 

a personal level with your money manager. Thus, you can get a personalised portfolio; the only 

drawback is that you will need a sizeable investment to qualify. However, it is quite possible that lower 

management fees can be negotiated than are normally payable on unit trust investments. 

 

All around, probably one of the best routes to follow, but care must be taken that you as the investor are 

not totally dominated by the experts, as even they could make costly mistakes. Therefore, stay in control 

and take responsibility for the management of your portfolio. 

 

 

5) The Do-It-Yourself investor       

 

Obviously, the cheapest method of investing, but at the same time it could be the most disastrous, 

especially if you are inexperienced. Basically, you will incur transaction costs, but will save mainly on 

management costs. However, if you have the passion and patience, the rewards could be gratifying. But 

a strong word of caution: research is a full-time job, and there may not necessarily be a high correlation 

with your investment success. Other factors to consider include tax issues - where the regular trade of 

securities will classify you as a trader for income tax purposes - and the size of your trade, where 

transactional costs may be significantly higher compared to those of a managed product.   

 

 

 

 

Compiled: October 2005 

        

    

 

  

    

  

 

 
 

 

    

    

    

  

 

 

 


