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Another stupid idea trap
During my Unisa workshop days I ran a share competition.  Participants had to construct a portfolio of R100 000 from 5 shares equal weighted.  One character chose five of the cheapest shares on the JSE (between 5 cents and 2 cents per share).  For the first few months he was top dog.  He would arrive late for sessions and swagger to his seat.  A month before the course ended two of his chosen companies filed for bankruptcy and he tumbled from first to last.  He never attended the last four sessions.
I received an email from one of our club members saying he wanted to form similar real live portfolio!  You will never create wealth investing in “penny” stocks.  Remember that the higher the risk, the higher the potential loss.
Yet another stupid idea trap

Last month I published a story about a second tier bank promising a 15.5% p.a. return on deposits.  When doing the calculation it worked out at “only” 12.1% p.a.  I received an email from a Hedgehog member saying that 12.1% p.a. was superior to the recent returns earned by the JSE and he was contemplating moving his money out of his JSE equities into this bank’s fixed deposits.
The average after withholding tax returns earned on the Alsi index have been 11.9% p.a., over the past ten years, 5.2% p.a. over the past 5 years and 3.8% p.a. over the past 3 years.  Over the past 45 years it has been 17% p.a. before withholding tax of 0.6% (20% on dividends of 3%).
So you sell your equity portfolio and invest in the bank’s fixed deposits.  Once they have your money what do they actually pay you?  A few years ago I invested in a big four bank’s fixed deposits and was promised 6% p.a.  After a few years I checked only to find that I was receiving less than 1% p.a. On querying this I was informed that “You never complained”.
Why would a bank pay 12.1% p.a. on fixed deposits when normal banks pay under 10%?  The higher the return the higher the risk; bank goes under and your wealth disappears.

If you are in the top tax bracket the tax payable on the 12.1% brings the return down to 6.7%.

Remember that if you ain’t in the water you won’t catch the wave.  If I had not been in the market between 2013 and 2015 I would be a pauper today.

Horror story

I recently met a lovely couple who wanted to start a JSE equity portfolio.  The husband told me that his father had consulted one of SA’s top economists (if I mentioned his name 90% of you would know of him) for investment advice.  He was advised to invest in a certain mine.  The mine collapsed and his dad was left destitute.

It really is worthwhile to educate yourself on how to DIY.

Your most important activity

I asked a group last year what they considered to be the most important activity they performed on a daily basis that could impact on their lives.  Not one person mentioned “taking decisions” or “making choices”.  I know that I sound like a broken record but I keep on being shocked by intelligent people not having a proper decision making process.

I watched the Australian men’s final between Novak Djokovic and Rafael Nadal.  Novak was ruthless.  He never gave Rafael a chance.  During the interview after the match Novak said that his and his team’s strategy was paying off and that the processes they had developed were making a massive difference to his performance.  He did not say that he was training harder.  His secret was a strategic approach and developing sound processes for achieving his objectives. If you don’t want to listen to GOM, consider listening to Novak.

I had lunch last month with a friend who has attended many of our workshops in the past and was considering joining Hedgehog.  I asked to see his portfolio.  It was a disaster.  On asking him why he selected certain of his holdings he said he had either heard about, or read about, them.  Needless to say he had been caught by the likes of Steinhoff, Resilient, Greenbay, Nepirock and Aspen.  I asked him if he had ever studied a company’s financials or worked through the 4EB selection process in our Database and he said “No”.  And the guy is a qualified CA!

Some extracts from the Economist

JP Morgan has developed a model based on the historical predictive power of the stock-market, credit spreads and the yield curve that implies that the probability of a recession in the US at 91%.  A different model built by JP Moran based on short-term economic indicators such as car sales, building permits and the unemployment rate put the probability of a recession in the US at 26%.  And they pay these people good money for helping us to see the future! 

Warren Buffett says that those who plan to be buyers of shares in the future should rejoice when stocks fall.  Those who cheer when stocks rise are like motorists who rejoice when the price of petro increases because they have a full tank.  Many years ago when lecturing to the accounting staff of Eskom I said that when the cost of power stations increased it was bad news and they should depreciate the replacement cost to ensure that they could afford to pay for the new ones when the old ones died.  The counter argument put forward was that the increase in the value of power stations was a profit as the value of the assets had increased.  Where are we today?
Kind regards,
Charles Hattingh, January 2019
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