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Smooth sailing or rocky waters?

I come from a long line of sailors. My grandfather was a 
sailor, my father was a sailor, even my brother learned 
to sail from a young age. For these reasons, I grew up 
on sailor sayings like, “Pink skies at night, sailor’s delight. 
Pink skies in morning, sailor’s warning.” 

At the start of 2014, I find myself looking to the sky and 
wondering what this year has in store, especially with 
regards to the markets.

One thing is clear, 2013 was a spectacular year. U.S. 
markets had their best year since 1997 with the S&P and 
NASDAQ composites up 32% and 40% respectively. 
Other developed markets such as Japan followed suit 
and even Europe, which had struggled the last few 
years, seems to have regained investor support. In 
South Africa, the JSE Top 40 was up 19.2% and has been 
compounding at 16.4% over the last five years. The only 
market sector that experienced choppy waters last year 
was emerging markets.
 
Many of the headwinds investors faced in 2013 calmed 
down. One example that had wide-reaching effects was 
the U.S. Federal Reserve, which decided to continue its 
quantitative easing program and slightly decrease its 
purchases from US$ 85 to US$ 75 billion per month. The 
Fed also provided guidance that it would keep interest 
rates low, even if unemployment dropped below 6.5%.

Yes, 2013 was a great year, but what about 2014?

In reading a number of articles, the trend seems clear: 
economists and money managers are optimistic about 
the weather, but feel there will be some turbulent waters. 
Many are predicting interim losses of -10% or greater 
during the year. 

Even as this article goes to print, the first few weeks 
of January have seen volatility and losses. Certain 
emerging markets are raising rates more than predicted 
and even moves by the FED to lower their bond 
purchases to US$65 million per month, seemed to catch 
the markets off guard. Unfortunately, economists are 
sometimes as good at predicting economic changes as 
the weatherman is at predicting the weather. So the real 
question is, how are your clients’ sea legs?

Do your clients enjoy the thrill of the ride, or do they just 
want to relax and enjoy the view? When a big wave hits, 
do they hold on tight, or do they get seasick and want to 
dash back to shore?

Behavioral finance shows that investors are often not 
rational, and that their emotions can cause them to make 
the wrong decisions. Advisors try to combat this problem 
by developing long-term plans for their clients, then 
convincing them to stick with it. Changing approaches 
every time the weather changes is unrealistic and counter-
productive - by the time you realize the weather has 
changed, you’re too late, and now stuck in the eye of the 
storm. 

This time of year brings advisors and clients together 
to chart the course for the upcoming year and review 
their long-term goals. Much of an advisor’s investment 
analysis will be based on how a client’s investments have 
performed, in terms of straight returns. What is rarely 
examined is how a client’s experience (or “volatility”) in 
the markets, affects his view of risk and the relationship 
with his advisor. 

Despite the markets’ recent strong performance, many 
individuals retain an uneasy feeling that tides could 
change quickly. This could be a lingering emotional 
response to the shipwreck, which was the Financial 
Crisis. Whatever the case, many people fear the worst.
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When markets are volatile and go down, what types 
of calls are you, as advisors, fielding from clients? Are 
they nervous? Angry? What if you could change that 
experience for clients so they don’t experience the full 
brunt of the waves crashing in? How would that change 
the nature of the conversation you have with your client?

“Reefing” is a sailing action intended to reduce the 
area of a sail in order to improve the ship’s stability 
and reduce the risk of capsizing. There are a number of 
investment strategies out there that use a robust and 
repeatable investment process to do exactly this. Having 
a skipper at the helm that applies reefing can often mean 
the difference between staying afloat and tipping over, 
between retaining a client’s trust and causing them to 
abandon ship. 

Even with my family’s expertise, I never learned how to 
sail very well. The truth is, I don’t really care. As long as 
I have a captain and a proven system that can keep my 
ship sailing smoothly, I feel secure. 

To all of you this coming year, “May the wind always 
be at your back.” But take precautions, just in case. As 
my grandfather always said, “Never sail without a life 
jacket.” 
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