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There exists a perception that owning property is less 
risky than owning shares of a publicly traded company.  
This is not necessarily true.  There is not an easy 
answer when one determines the risk profile of a 
particular asset.  In this issue we would like to elaborate 
on some of the misconceptions that lead to branding 
oneself as a “conservative” or “aggressive” investor.  
People tend to misunderstand the relationship between 
underlying risk and the return of an investment.  After 
all, what are all the risk components of an investment; 
i.e. currency risk, volatility, inflation risk, institutional 
risk, etc?  And, what elements drive our total return? 
 

Surveys showed… 
More than a 1000 surveys* conducted amongst random 
investors produced startling results. Investors were 
asked to rate their own risk tolerance as well as 
corresponding expected returns in each scenario.  The 
summary concluded the following:  
 

Investor Type Expected Returns 

Aggressive 4.5% to 25% 

Moderate 3.0% to 25% 

Conservative 3.0% to 20% 

*Data from ACSIS 

The results were neither logical nor realistic.  In addition 
individuals typically regarded themselves more 
aggressive when financial markets are performing well.  
Conversely when financial markets were volatile and 
performing poorly, these same investors were risk 
averse; in other words there were no consistency and 
conclusions are mostly based upon perception.  There 
are in essence 3 aspects to a risk profile: 

• The risk required, which is the level of risk that you 
will have to take to earn the return that you require 
to achieve your personal goals. This is a financial 
characteristic 

• The risk capacity, which is the extent to which the 
future can be less favourable than was predicted 
without your financial plan being derailed (this is 
also a financial characteristic) 

• Your risk tolerance, which is the level of risk you 
would prefer to take. This is a personality 
characteristic 

 

What are your lifestyle needs? 
The rude awakening happens maybe during retirement 
when you realise that your investments cannot meet all 
your needs.  In most cases people are forced to scale 
back their lifestyle.  Either because they: 

• Saved too little, or; 

• Withdrawals from retirement funds are too high 
(leading to higher income tax), or; 

• The investment portfolio did not generate the 
required real returns (above inflation returns) 

Inflation risk (i.e. the increase of living expenses) 
certainly poses a higher risk over time than the volatility 
of financial markets. 
 

The most important factor in determining the right mix of 
asset classes (a selection between cash, bonds, 
property and equities) is your lifestyle needs.  
Determining your asset allocation based upon your risk 
tolerance is dangerous.  Your cash flow; that is your 
living expenses, will ultimately drive the return you will 

require – thus enabling a sustainable financial plan.  
Often risk profiling questionnaires label an investor 
“conservative” or “aggressive” based upon the asset 
class he or she invests in e.g. someone who prefers 
cash and bonds are considered to be conservative, but 
this approach does not in any manner consider the 
individual’s current or future cash flow requirements.   

 

Making assumptions 
Identifying yourself as a particular kind of investor does 
not necessarily lead sound investment decisions as part 
of a financial plan.  For example it would be wrong to 
assume that an older woman must be a conservative 
investor whereas a younger man should automatically 
be an aggressive investor.  It may be that the older 
woman needs to invest aggressively in order to avoid 
depleting her retirement savings before she dies (there 
is no other source of income) – it is a calculated risk 
that is taken.  The younger man may inherit money and 
do not need to work; however, he may be scared of 
losing his inheritance.  Hence he could “afford” to be 
more conservative since he will have enough to support 
his lifestyle over a defined time period.  In short... your 
perceived risk profile should not determine how you 
invest.   
 

Delayed gratification 
Acknowledging your future needs and constructing a 
concrete plan (that is followed) requires discipline.  It 
certainly has benefited most individuals substantially.  
No one can predict the future.  Investments with 
extraordinary returns should be avoided.  People should 
make provision for unforeseen medical expenses.  It is 
highly recommended that individuals should build 
discretionary savings (other than retirement funds) 
which provides you with options and buffers one from 
unforeseen events. 
 

Financial freedom is more than often a series of small 
steps.  Based upon industry statistics roughly 30% of 
clients (who receive advice), are saving enough.   Most 
of us can easily justify spending money now… on a new 
car, clothing, gifts, etc.  These discretionary items will 
inevitably lose value over time.  The reality is that the 
effect is only felt 15 to 30 years later.  Thus making 
regular and disciplined contributions to a savings fund 
makes it easier and more apparent and a personal plan 
helps us to strike this balance between our wealth 
and well-being. 
 

It is tempting to focus on short-term gratification when 
spending on consumables such as cars and clothing.  
Reward yourself with long-term stability.  Your patience 
will eventually pay off. 
 

Retirement fund contributions 
Contributions to a retirement fund could be a compelling 
alternative to build a nest egg.  Most retirement funds in 
South Africa are well managed and fears around 
investing in Pension- or Provident Funds are not always 
substantiated.  Persons who have the opportunity 
should maximise contributions which ensure a 
significant tax deduction.  29 February 2012 will be the 
last day to make any Retirement Fund contributions for 
the tax year 2012.  Please contact us in time if you have 
any questions. 


