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The wonderful 
power of 
compounding



The mathematical power of compound growth 
was scarily apparent earlier this year. Within a 
matter of weeks COVID-19 cases exponentially 
multiplied from a few hundred in Asia to 
infecting millions across the globe. 

Compounding often blindsides those with a short-term 
outlook. Recall the fable about the inventor of chess, who 
asked his ruler to reward him with a grain of wheat on 
the first square of the chessboard, two on the next, four 
on the third, eight on the fourth, and so on. The ruler was 
pleased to agree to such a seemingly meagre payment. 
To his surprise his treasury reported the huge number of 
grains (nine quintillion or 9,223,372,036,854,780,000 to be 
exact!) on all 64 squares of the board was well beyond the 
country’s resources. Versions vary as to whether this smart 
Alec was executed or given the kingdom in lieu of payment.

Unfortunately, there are no 100% per annum investments 
that will return $9 quintillion after 64 years from an initial 
$1 outlay. But the snowball effect of returns remains a 
powerful concept. 



This can be illustrated by the rule of 72. This is a method of estimating 
the numbers of years it takes for your money to double at a given rate 
of return. You simply divide the rate of return into 72. For example, if 
the 7% annual average return over the past 30-years on global equities 
continued to hold then it would take around 10 years to double your 
money. If you patiently let you nest-egg compound grow for another 10 
years you double your money again. Hence, a 7% annual return would 
turn every $1 into almost $4 over two decades. Caveats apply as these 
returns are before inflation, taxes or trading costs. 
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ALL OVER THE PLACE
MSCI All Country World index calendar year returns since 1988

We would strike a note of caution about average returns. They only make sense over 

the long run. There were only three occasions in the past 30-years where the annual 

return was close to the 7% long-term average. As shown in the scatter chart, you 

simply cannot expect to achieve consistent returns over a 12-month time horizon. But 

you can achieve a near enough result if you are prepared to accept both delightfully 

and dreadfully performing markets over many years. 

Source: Melville Douglas, FactSet



To tap into the power of compound returns, Melville Douglas’s game plan 

is straightforward. It is to invest in value-creating businesses at reasonable 

prices. Companies are just big machines that use shareholders’ money to 

invest in products or services with the aim of creating more money through 

higher profits. If those profits can be recycled back into the business at 

a similar (or higher) rate of return, then a virtuous cycle is set in place to 

deliver compound growth. Higher profits make a business more valuable as 

it provides the capacity to pay larger dividends to its shareholders.
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Avoiding big losses is also important. To use a tennis analogy, a long-term track record 
is more influenced by unforced errors rather than the winners smashed down the line. 
Trading has a casino-like thrill, but successful investing should be as fun as watching 
paint dry. If a stock halves in value and then rises 50%, it has still lost 25% of its value. 
The big short-term wins in risky stocks are often a mirage. Better to dully plod along 
and compound at a steady pace. The big money is made by those who can stay the 
course, do the hard yards and (most of all) stick to their investment philosophy. 

Albert Einstein described compounding as the “eighth 
wonder of the world”. One of history’s greatest minds 
reputedly said, “he who understands it, earns it; he who 
doesn’t pays it”. Who are we to argue?
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Melville Douglas

Melville Douglas Investment Management (Pty) Ltd is a subsidiary of Standard Bank Group Limited.
Melville Douglas Investment Management (Pty) Ltd (Reg. No. 1962/000738/06) is an Authorised Financial 
Services Provider. (FSP number 595)

Disclaimer

This summary brochure has been prepared for information purposes only and is not an offer (or solicitation of an 
offer) to buy or sell the product. This document and the information in it may not be reproduced in whole or in part 
for any purpose without the express consent of Melville Douglas.

All information in this document is subject to change after publication without notice. While every care has been 
taken in preparing this document, no representation, warranty or undertaking, express or implied, is given and no 
responsibility or liability is accepted by Melville Douglas as to the accuracy or completeness of the information or 

representations in this document. Melville Douglas is not liable for any claims, liability, damages (whether direct or 
indirect, actual or consequential), loss, penalty, expense or cost of any nature, which you may incur as a result of 
your entering into any proposed transaction/s or acting on any information set out in this document.

Some transactions described in this document may give rise to substantial risk and are not suitable for all investors 
and may not be suitable in jurisdictions outside the Republic of South Africa. You should contact Melville Douglas 
before acting on any information in this document, as Melville Douglas makes no representation or warranty about 
the suitability of a product for a particular client or circumstance. You should take particular care to consider 
the implications of entering into any transaction, including tax implications, either on your own or with the 
assistance of an investment professional and should consider having a financial needs analysis done to assess the 
appropriateness of the product, investment or structure to your particular circumstances. Past performance is not 
an indicator of future performance.


