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With Spain and 
Greece making 
headline news, 
financial markets 
are playing a “wait 
and see” game.  
Even economic 
stimulus by central 
banks has not 
really changed the 
mood (see the 
insert by Bernard 
Schoenbaum).  As 
investors we are 
essentially only 
certain of the 
following three 

things: 
 

1. In the near term the market value of any company 
will always differ from its intrinsic value; ie the 
underlying asset value, whether it is physical assets 
such as machinery and/or intellectual property.  
Unfortunately quarterly statements will constantly 
remind the investor of this variance 

2. Historically companies with relative low Price-to-
Earning Ratios (also known as PE) have 
outperformed their peers over the following 5 years 

3. We cannot predict short-term trends of financial 
markets.  Therefore we plan apposed to predict.  
Rightly so Warren Buffet once said: “Risk comes 
from not knowing what you’re doing.”  

 

Socially Responsible Investing (SRI) 
Much has been written about SRI which is commonly 
referred to ‘ethical investing’ with related concepts such 
as ‘green investing’, ‘values-based investing’, or 
‘sustainability investing’.   
 

With the introduction of the Code for Responsible 
Investing in South Africa (CRISA), South Africa became 
only the second country after the United Kingdom to 
formally encourage institutional investors to integrate 
environmental, social and governance (ESG) issues 
into an investment process. Empirical evidence showed 
that socially responsible investing (SRI) in developed 
economies is gradually moving from a rarity to a 
mainstream consideration.  Such “filters” are often 
shaped by economic prosperity, hence the Dutch 
expression “Eerst het brood, dan de moraal” (first 
bread, then morals). In contrast to the first world, South 
Africa is more likely to focus on job creation and 
infrastructure development. 
 

CRISA aims to put controls in place needed to make 
this voluntary framework successful.  The new Code 
will seek to encourage best practice conduct by 
shareholders and companies. Essentially the 
investment code seeks to apply both local and 
internationally accepted principles based on the three 
pillars of corporate behaviour:  

• That companies limit damage to the environment,  

• Contribute to the greater good of society and; 

• Are run in an ethical way 
 

The intention is to encourage stakeholders to consider 

long-term sustainability issues when making 
investment decisions. It also extends to how asset 
owners should exercise their ownership rights in order 
to promote good governance.  To date various industry 
bodies have publicly accepted CRISA such as the 
Association for Savings and Investment South Africa 
(ASISA), the Financial Services Board (FSB) and the 
Johannesburg Stock Exchange (JSE). 
 

The analysis of behaviour might require effort by the 
investor. Only then could one determine whether 
someone is paying lip service to sustainability issues, or 
if they are truly committed.  For example, management 
companies could present very similar investment 
profiles even though portfolios are different. One could 
have a portfolio that excludes investment in tobacco, 
alcohol or unethical lending practices, while another 
approach could invest, but actively engage and 
encourage change at these companies.  Perhaps SRI 
will find its way through retail investing and social media 
such as Facebook and Twitter which may demand 
change amongst certain industries. 
 

German philosopher Arthur Schopenhauer stated: 
“There are three steps in the revelation of any truth: in 
the first it is ridiculed; in the second, resisted; and in the 
third it is considered self-evident.” 
 
 

Promotions and tricks 
We are currently aware of a promotion by a large bank 
in South Africa.  It is a classic example of how financial 
institutions provide misleading information to the public.  
Consequently we decided to include the gist in this 
issue.  Referring to a previous letter on financial 
guarantees, we have to keep in mind that guarantees 
are usually "sweeteners"… and as the saying goes "you 
can't have your cake and eat it".  
 

The particular promotion is essentially a contractual 
investment over 24 months which forces you to give 
up any flexibility.  Further... the "up to 25%" return 
which is offered in the promotion is the cumulative 
return over 24 months.  The figure is somewhat 
deceptive since performance figures are normally 
expressed per annum – also known as the 
compound return.  If we compare “apples with apples” 
the compound return over 2 years is 11.8% per annum 
and translates into the equivalent 25% cumulative 
return over 24 months. 
 

The compound return calculation is: 

• Yr 1 R100 goes to R111.80 

• Yr 2 R111.80 goes to R125 (111.80X1.118); ie 25% 
over 24 months 

 

This is reasonable but nothing earth shattering. As you 
might gather financial institutions don't always explain 
the detail very well and rely heavily on promotions to 
generate new business.  The question really is would 
anyone be materially better off?  It is hard to see a 
substantial benefit since this offer is also contingent 
on market performance as explained in their fine print. 
 

The moral of the story is that one should carefully 
weight all options.  Over the years there have been 
exceptional good marketing campaigns with little to no 
benefit to the consumer.  Beautiful brochures and good 
sales tactics tend to sway people much easier. 


