
“The cost of reacting to weak markets”

Investors were mostly disappointed with returns in 2016 as a combination of weak local equity markets and a recovery in the 
rand led to low single digit returns across a wide range of funds.  By way of comparison, the main industry sectors are shown 
below, highlighting the fact that all of the main fund categories delivered negative returns relative to inflation for the year.

Sector Return for 2016 (ZAR)

Conservative Balanced Funds
Moderate risk Balanced Funds 
Local Equity Funds
Offshore Balanced Funds
Offshore Equity Funds
SA Inflation

3.7%
1.2%
3.2%

-8.4%
-7.8%
7.0%

Table 1:  Net returns after fees.  Source: Fundhouse; FE Analytics

A common reaction we see from investors is to question the investment strategy in place with their financial planner, and to 
naturally seek corrective action.  This approach and reaction is the single largest way in which to erode long term investment 
returns.  Let us explain by means of three illustrations.

Chart 1 below highlights the consequences of reacting to weak markets by withdrawing from long term savings portfolios and 
investing in safer alternatives such as cash or bank deposits. Investment returns are unfortunately not earned in a straight line, 
they are lumpy and as such investors need to be present in the market to experience these lumpy returns. 

Chart 1:  Consequences of missing the best days on the JSE 1996 – 2016. Source: Fundhouse
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If you had missed (eg. not been invested in shares because you moved your investments to cash) just the 10 best days in the local 
share market over the past 20 years, you would have halved your total investment return!  This escalates to total return losses (ie 
your ending capital would have been less than your starting capital) if you missed the 50 best days on the market.

The second example is to demonstrate the range of returns you may expect as an investor over any given year, relative to the 
longer term savings objective of your portfolio.  In Chart 2 below we show that over the past 25 years, an investor could have 
experienced a return net of inflation of between plus 44% and minus 30% over a 12 month horizon for a balanced retirement 
fund.  This compares with the minus 5.8% real return similar investors experienced in 2016 – clearly things can get a lot worse! 
Also to note that if you roll the poor experience of 2016 just one month forward, investors received inflation-matching and in 
some cases, inflation-beating returns over 12 months.  

However, by remaining invested, this range of returns narrows to between positive 4.3% and 12.9% after inflation, when held 
over a 10 year horizon.  It pays to stay the course.

Chart 2:  range of expected returns net of inflation:  Source: Fundhouse
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The last illustration is to highlight exactly how difficult it is to try and time the market.  If you consider how an asset class 
which is this year’s best performer, was often last year’s worst performer (and potentially next year’s worst too), it hopefully 
makes sense that responding to markets without a strong fundamental investment case is also, mostly, a sure way to erode 
wealth. Chart 3 below shows the winners and losers each year for the past 10 years:

Chart 3:  asset class winners and losers.  Source:  Fundhouse

Over shorter horizons the investment markets can be frustrating, so it is worth paying attention to what we can control:  
ensuring we have a suitable financial plan in place; that our chosen fund managers are well equipped to deliver for us over time, 
and last but not least, that we are conscious of our own behavioural biases which can cause real damage to an investment 
portfolio.
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