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Long-term 
investing
Conditioning our minds to resist temptation

by KARL LEINBERGER

‘Someone is sitting in the shade today because someone 

planted a tree a long time ago.’ – Warren Buffett

In an industry that slices and dices investment philosophies 

between value and growth, we consider the defining feature of 

our investment philosophy to be its long time horizon. 

I have never met anyone in financial markets who would consider 

this to be a bad thing. And yet the short-term performance 

pressures that we all operate under are unrelenting. 

Performance surveys and industry awards generally emphasise 

performance over the preceding two to three years, and in 

our business we estimate that more than half of the flows into 

our unit trusts result from our performance in the preceding 

12 months. 

Asset prices inevitably reflect their near-term prospects. 

Investors that have the luxury of a long time horizon therefore 

have an enormous opportunity to profit from the mispricing 

that occurs when an asset’s near-term outlook diverges from 

its long-term prospects. This is something almost everyone will 

agree on. And yet, while we all agree with the theory, is it not 

remarkable how few genuine long-term investors there are out 

there in the world’s financial markets? Why is that so?

I think the answer is quite simply that we are all human. To stay 

the course as a long-term investor, one needs to fight deep 

human instincts that hold us back in the game of patience that 

is long-term investing.

Instant gratification

The ability to delay instant gratification is often quoted as one of 

the key evolutionary differences between mankind and the rest 

of the animal kingdom. It is also a quality absolutely essential 

for successful long-term investing. A fascinating experiment 

done by Stanford University in the 1960s drives this point home 

strongly. Several hundred young children were offered the choice 

of one marshmallow immediately or two if they could bear to wait 

15 minutes (for amusing stories of children fighting temptation 

go to www.newyorker.com/reporting/2009/05/18/090518fa_fact_

lehrer). Only 30% of the children made it through this early test 

of their ability to delay gratification. The really interesting part 

of the experiment, however, is the follow-up work done in later 

decades which showed that those children that were able at 

such a young age to delay gratification were the ones that were 

more successful academically, on the sports field and, more 

generally, in later life.

The power of context

In The Tipping Point, Malcolm Gladwell makes the point that 

while we think of ourselves in absolute terms we are, in fact, hard-

wired to think and behave in relative terms. We tend to think 

that our opinions and behaviour are defined by our personalities 

and our values, when in fact the truth is that we are much more 

influenced by our immediate surroundings than we like to think. 

He backs this assertion up with two interesting studies:

  The first is of an epidemic of child suicides that occurred on 

an island in the Pacific in the 1970s. The epidemic started 

off with a charismatic young child committing suicide after 

a relatively minor incident. Before the authorities knew what 

was happening, it had become ‘fashionable’ for children to 

commit suicide after even the most innocuous disagreement 

with a parent, a sibling or a teacher. It took a full decade 

before the island was able to break the stranglehold that 

suicide seemed to hold over its youth. 

  The second is an experiment done at Princeton University 

that tried to recreate the Good Samaritan parable from 

the Bible. Seminarians were split into two groups, with 

the first group being given plenty of time to cross the 

university campus to their next lecture. The second group 

was given the identical task except they were put under 
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some pressure by being told that they were late for class. 

The reaction of the first group to a man lying in the road 

was as expected: most stopped to help and call for help. 

But the reaction of the second group was astonishing, with 

only 10% of the students stopping to help. This quote from 

the book sums up this phenomenon nicely: “the world – 

much as we want it to – does not accord with our intuition 

… we like to think of ourselves as autonomous and inner-

directed, that who we are and how we act is something 

permanently set by our genes and our temperament … [but] 

we are actually powerfully influenced by our surroundings … 

telling seminarians to hurry turned them into bad citizens. 

The suicide of a charismatic young Micronesian set off an 

epidemic of suicides that lasted a decade…”

These observations have powerful implications for us as 

investors. About 2 000 years ago Socrates said: “know thyself”. 

If one is to be successful as an investor, then we believe that one 

needs to understand why we behave as we do. If we don’t get 

this right, then we have no hope of conditioning our minds to 

resist the temptation to sell when the next piece of bad news 

hits or of avoiding the next bubble in for example construction 

shares or TMT shares.

All of us are susceptible to what Malcolm Gladwell describes 

in his book. An entire science, behavioural finance, has been 

spawned in an attempt to try and understand why emotion 

trumps reason time and again in the world’s financial markets. 

It is enormously difficult to stand back when prices are rising 

or to buy when prices are falling (instant gratification). The 

emotion and common wisdom of the day are almost always 

compelling (the power of context) – the problem is that they are 

almost always perfectly priced in by the market (as an efficient 

discounting machine).

As we all learn quite quickly, the theory of investing is easy. 

Putting it into practice in the real world, with all of its uncertainty, 

is a different ball game. We don’t believe you give yourself much 

chance of getting it right if you don’t cut out the short-term 

noise and take the long-term view.  
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HCE 5.5 2.2 (2.0) 4.5 4.8

GCE 4.1 4.7 4.8 4.7 4.5

GFCF 14.0 14.1 (2.2) (3.1) 2.5

GDP 5.6 3.6 (1.7) 3.1 3.8
Current a/c % of GDP (7.4) (7.1) (4.0) (3.2) (5.0)

CPI 7.1 11.5 7.1 4.5 5.1
Prime rate (year-end) 14.5 15.0 10.5 9.0 10.0

R/$ year-end 6.83 9.92 7.48 6.81 7.75

R/EUR year-end 9.94 13.44 10.89 9.00 9.84

KEY ECONOMIC DATA: HISTORY AND FORECAST

Economic group
Qtr 4 2010

%
YTD 2010

 %

All Share Index R 9.5 19.0

All Share Index $ 15.1 33.0

All Bond R 0.7 15.0

All Bond $ 5.9 28.5

Cash R 1.5 6.9

Resources Index R 16.5 12.3

Financial Index R (0.1) 16.6

Industrial Index R 7.8 27.4

MSCI World $ 9.1 12.3

S&P 500 $ 10.8 15.1

Nasdaq $ 10.6 14.2

MSCI Pacific $ 10.7 16.1

Dow Jones EURO Stoxx 50 $ 0.3 (9.1)
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