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Never Risk

To achieve sound financial decision-making, it's crucial to distinguish between
needs and wants, practice moderation, and prioritize balanced, diversified
financial approaches, in line with Buffett's timeless advice.

In this article Ian De Lange, Seed Chief Investment Officer gives insight into
financial decision-making

Warren Buffett wisely quoted in his 2018 annual letter to shareholders,
“Rational people don't risk what they have and need for what they don't have
and don’t need.”

He mentioned this in the context of avoiding excessive debt, emphasising
that, “"At rare and unpredictable intervals, ...credit vanishes and debt becomes
financially fatal.”

I think that these words hold true as a bedrock to sound financial decision-
making. It was also brought home to me when recently watching a Netflix
series hosted by Ramit Sethi, which illuminated real-life financial challenges
faced by people from all walks of life.

The series highlighted a myriad reasons why people struggle with their
finances:

e Lack of budgeting - a fundamental but often overlooked practice.

e Excessive credit card debt - the convenience of credit cards can quickly
turn into a financial nightmare when not managed properly.

e High levels of student debt - this is often a burden that compounds
over time.

e Expenses exceeding income - living beyond one’s means is a common
pitfall.

e Overemphasis on wants - distinguishing between needs and wants is a
critical skill in personal finance.

Even those who had mastered financial basics often undermine their
progress by making gambling-like decisions including:

e Risky investment choices - over-allocating into high-risk investments
without considering the broader impact on their financial portfolio.

e Engaging in trading activities - such as options, foreign exchange,
etc., as opposed to investing.

e Overspending on necessities - for example, buying a home is a
significant milestone, but spending a significant portion of income on
mortgage repayments can jeopardise overall financial stability.

Conclusion

As with most things in life moderation is key. While investments inherently
carry risk, the key is to avoid impulsive, gambling-like decisions, including
over gearing. Rather adopt a more balanced, properly diversified approach to
finances and investments and remember Buffett’'s advice to not risk what
you have and need...for what you don’t have and don't need.
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Ian De Lange CA(SA)

Chief Investment Officer

If you have any further questions or require any guidance please don't
hesitate to reach out to our team on
investmentteam@seedinvestments.co.za.
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