	





	In today’s newsletter we share some market and investing thoughts. What are some of the key investment considerations we need to make when building and maintaining a portfolio, what affects our decisions? What do we make of markets today? Is it a good time to invest? How do we read current market conditions?   
More than we know 
We may have access to information on anything – but the potential to surprise is always there. People surprise, events surprise, and the timing and pace also surprises.  In his wonderful book, Predictably Irrational, Dan Ariely shows that the decisions we make are anything but rational, and we often attach incorrect monetary values when making decisions. So in a world of uncertainty – how do we minimise the risks of too many unknowns?   

Be aware of the noise 
When you invest there will be noise. The minute we become aware of investing and start to pay more attention to the information that comes our way we are exposing ourselves to noise. Be it in a group of friends and colleagues, in front of a screen or holding a newspaper. Does this affect our investment decisions? It can be quite hard not to.   
There are stories that make good headlines and good reading. This does not mean there is an accompanying good investment. Recognising that there will be noise and that we will have to deal with it is the first step in filtering out the good information from the short term focused headline.   

Remember that a good investment is not necessarily a good story or business 
Adrian Saville, Cannon Asset Managers CIO,  is well known for his view that a good business will not necessarily make a good investment. 

Alwyn van der Merwe, director of investments at Sanlam Private Investments (SPI) pointed this out at a media briefing on Monday. The story of the 90s was IT. That has not necessarily made it a good investment. Van der Merwe pointed out that while it was a growing and exciting area – the barriers to entry were low and there was a lot of competition.   
The IT industry may be flourishing – but it may not be the industry that offers the best returns. By way of illustration only – a good performer (while IT has been less than spectacular on investment returns) is tobacco. Players in this market face significant barriers to entry, a ban on advertising and a shrinking market. But returns have come through. 
Van der Merwe used the example of Remgro and Didata, and Allan Gray chairman Simon Marais has previously used the example of Altria (formerly Philip Morris) and IBM. From 1973 to the end of 2007, Altria would have given you 20 times more than an IBM investment and 10 times more than the stock market.   

“One of the most underappreciated facts about financial market research is that it’s not only the growth in your markets that is important; even more significant is the growth in competition that you face,” said Marais. “This is the part that is difficult, if not impossible, to predict.”   

Not only does an investor need to appreciate the industry and economic facts, they also need to be aware of unique issues and pressures, and opportunities that companies may face. What costs are and could a company or industry face in the future. Where and what is the competition – and competition often comes from the most unexpected players, what is the global picture and where does the industry or company fit?   

What does a good investment need to do?    

When we invest we must decide what we want from that investment. Investments need to grow. We may invest for income and/or dividends as well, but the main focus of any investment that is long term in nature is growth. To invest in something we must believe that it has the potential to grow.   
The right price 
While there is much analysis of any investment opportunity that must be done, there is another consideration that cannot be neglected in order to make better investment decisions.   

The price must be right.     

Kagiso Asset Management CIO Gavin Wood says price must be a criteria. 
When looking at shares to buy, Wood says the price must be good relative to valuation. The business  may be good and future growth prospects promising – but if the price is too high the value as an investment must be questioned.   Investors are now very well aware of buying at the right price. 
And so wary are many of making a mistake of buying high again that they are staying away.  
But investors often display short memories. Exuberance can and does take over. We know this now – and it is important that we never forget when we invest that price is a key investment consideration.   

Would you invest now? 
This is a decision that can only be answered by each investor – after thorough analysis and in conjunction with a well thought out plan. First and foremost investment criteria – when you have the money and when you have the plan.   Having said that – this has become a particularly relevant question.    

Sideways shuffle 
Post the impressive recovery markets have shown a sideways trend. Van der Merwe showed that in USD both US equities and emerging equities have, since October 2009, moved sideways, and local equities don’t show a different pattern. On 23 October 2009, for example, the FTSE/JSE All Share Index was 26 802.07. Exceptionally improved from the closing numbers we saw that were below the 20 000 level, but no strong movement other than sideways in the last few months.   

Volatility creeps in 
Van der Merwe also noted that volatility has started to creep in. Two reasons for this, he noted, are that the market has already moved so much the question is being asked is there value, and while the recovery surprised – some of the underlying issues are still around (sovereign debt and the ongoing argument of exiting quantitative easing) – and this means the ability of a recovery to be sustained is questioned.    

Another indication of the volatility can be seen in the markets’ reactions. At the beginning of 2009, Van der Merwe said the market was only reacting to bad news. Come the recovery and in mid 2009 only good news had an impact on the market. Now – both the good and bad news cause market reactions. This means newsflow is often driving market movements.    
Is it a recovery or not? 
“Many investment professionals across the globe remain sceptical about the current market recovery and stubbornly refuse to call it a fully-fledged new bull market,” says Dr Prieur du Plessis, Plexus Group chairman. 
“A recent study of first-year bull markets by US investment group Bespoke Investment Group, going back as far as 1935, shows the past year’s recovery in the S&P 500 is the second strongest both in terms of performance and breadth.”   

How does the local market compare? 
A similar study by Plexus Asset Management, based on monthly data from 1961, shows the first year of the current bull market is below average.    

“There have been eight bull markets since 1961,” says Du Plessis. “The performance of the FTSE/JSE All Share Index for the first year of the current bull market is 45,0%, compared to the average of 52,5%. It is also interesting to note no bull market in South Africa has lasted less than two years,” he adds. “In the period subsequent to the first year of all the bull markets the All Share has continued to rise significantly, with the lowest additional growth coming in at no less than 48,6%.”    

Are there opportunities? Yes. 
Van der Merwe said the S&P 500 was ‘palatable’ but not cheap, the MSCI Europe at a PE of around 11 is not expensive – but then the newsflow from that area is not particularly positive.  Valuations are in general uninspiring – but nothing to be too concerned about.   

One good sign – there is still a lot of liquidity and fixed interest investments – and at some point sitting in cash at low or zero rates forces an alternative decision. This could drive equity prices.  “Be cautious to be too bearish,” said Van der Merwe, “because there is still a lot of liquidity.”   

Earnings remain key 
For equity prices to go up earnings are needed. Analysts, noted Van der Merwe, are forecasting a 40% increase in earnings (and remember there are now some low bases) but this remains a risk.      

“It is difficult to see the domestic market putting on another 50% plus any time soon,” Du Plessis says. “While I am not negative on the longer term prospects for equities, there will have to be significant earnings surprises on the upside for this to happen. However, until consumers start spending again it may be a while before there is more of the same. Investors should either phase money into the market at this stage or only top up on short term weakness.”      

Going by history, it seems investors may not be too late to increase equity exposure if they have missed out on the first year’s growth. However, Du Plessis cautions that there is still significant risk.    

There are so many considerations to take into account when investing – and while the basic idea of buying an investment and leaving it to grow has not changed – the time and effort and knowledge needed to achieve this is a large task. But investing also requires that a decision be made and committed too – analysis paralysis is not going to achieve financial goals.   

The risks in and the value of each investment need to be carefully thought through.  Investing is not a quick fix. It is a long term game that requires long term commitment and dedication.    


