
Anyone who still believes that 
human beings, as defined by 
our old economics textbooks, 

are rational agents, focused on 
optimising our utility, must have slept 
through the last month or so.

In a matter of weeks, we saw news 
of a new virus, Covid-19, turn into 
fist fights in the toilet paper aisles in 
places like Australia and the USA, and 
then into one of the worst days on the 
markets in recent memory.

Twitter was filled with traders, here 
and abroad, showing their trading 
screens with only red numbers. 
Armchair traders and panicked 
pensioners called for their portfolios 
to be moved into ‘safe havens’, and the 
media had a field day with the value 
losses of Sasol and others.

In our offices, the phones stayed 
relatively quiet, and our team of 
financial advisers were prepared to help 
calm the nerves of any worried caller. 
This is, after all, not the first time that 

something like this has happened and, 
by all accounts, we will see even more 
panic before things return to ‘normal’.

But why do people behave this way? 
Why would anyone exit the market 
after it has lost 10% or more, only 
to return (with less money), when 
the market has improved and assets 
are more expensive? And why, when 
we have seen this movie before, do 
people still react like a herd of scared 
wildebeest?

These questions prompted scientists 
like David Kahneman, his late research 
partner, Amos Tversky, and many 
others to study humans’ irrational 
behaviour and codify it into a series of 
mental heuristics, or ways in which we 
are often hard-wired to act. And while 
their research did not focus exclusively 
on finances and investing, it lay the 
foundation for a new field of study 
called behavioural finance.

The field of behavioural finance 
tries to understand why humans 

act the way they do towards money, 
and researchers in this field have 
uncovered a host of interesting insights 
that are truly valuable to any financial 
adviser who tries to keep an even keel 
in times like these.

At the core, this field of study has 
proven that our relationship with 
money is often formed at a very young 
age and is often completely irrational. 
It has also shown that our emotions 
cloud our judgement and that even the 
most astute investor can fall prey to 
his or her emotions when dealing with 
money – especially when the world 
around them is going crazy.

While this article does not lend 
itself to a deep dive into behavioural 
finance, it is worth looking at five of 
the most common biases that people 
demonstrate when dealing with money, 
especially in the last couple of weeks.

Laurium is an authorised financial services provider (FSP No 34142). 

We know Investments

T  +27 11 263 7700  

E  laurium@lauriumcapital.com

www.lauriumcapital.com

Laurium offers Tax-Free Savings Accounts

Compound your investment tax-free through one of Laurium’s Tax-Free 

Savings Accounts – no lockups, no tax, no performance fees.

Visit www.lauriumcapital.com to find out more.

THE 8TH WONDER
OF THE WORLD

First for the professional personal financial adviser

30 April 2020 | www.moneymarketing.co.za    @MMMagza     

Continued on page 3

WHAT’S 
INSIDE

BLENDED LIVING ANNUITIES 
DELIVER HIGHER 
SUSTAINABLE INCOMES
A life annuity or a living annuity?
Page 25 

YOUR  
APRIL 
ISSUE

INCOME PROTECTION HAS NEVER 
BEEN THIS FLEXIBLE
A steady monthly income provides clients 
with certainty that they will be able to fund 
regular expenses Page 28

Wouter Fourie, CEO of Ascor Independent Wealth 
Managers, looks at behavioural finance in a 
Covid-19 world filled with panicked investors

Keeping an even keel 
in times like these

Your guide to the smaller managers
Page 15

http://www.lauriumcapital.com


REPEATING THE SAME OLD INVESTMENT HABITS?
REPEATING THE SAME OLD INVESTMENT HABITS?
REPEATING THE SAME OLD INVESTMENT HABITS?
REPEATING THE SAME OLD INVESTMENT HABITS?
REPEATING THE SAME OLD INVESTMENT HABITS?
REPEATING THE SAME OLD INVESTMENT HABITS?
REPEATING THE SAME OLD INVESTMENT HABITS?
REPEATING THE SAME OLD INVESTMENT HABITS?
REPEATING THE SAME OLD INVESTMENT HABITS?
REPEATING THE SAME OLD INVESTMENT HABITS?
REPEATING THE SAME OLD INVESTMENT HABITS?
REPEATING THE SAME OLD INVESTMENT HABITS?
REPEATING THE SAME OLD INVESTMENT HABITS?
REPEATING THE SAME OLD INVESTMENT HABITS?
REPEATING THE SAME OLD INVESTMENT HABITS?
REPEATING THE SAME OLD INVESTMENT HABITS?
REPEATING THE SAME OLD INVESTMENT HABITS?
REPEATING THE SAME OLD INVESTMENT HABITS?
REPEATING THE SAME OLD INVESTMENT HABITS? 
REPEATING THE SAME OLD INVESTMENT HABITS?

Active portfolios  
start with indexing.

Invest in something bigger.

Capital at risk. 
Issued by BlackRock Investment Management (UK) Limited, authorised and regulated by the Financial Conduct 
Authority. Please refer to the Financial Conduct Authority website for a list of authorised activities conducted by 
BlackRock. South Africa: Please be advised that BlackRock Investment Management (UK) Limited is an authorised 
Financial Services provider with the South African Financial Services Board, FSP No. 43288.
© 2020 BlackRock, Inc. All Rights Reserved. 1088328.

For professional clients only.

www.blackrock.com/za

http://www.blackrock.com/za


Firstly, I’d like to acknowledge our current 
extraordinary circumstances, given the 
dreadful impact of COVID-19 on lives, 

health and livelihoods of people not only in South 
Africa, but around the world. The urgent need 
to respond to the pandemic and its consequent 
economic impact is rightly taking priority, and 
may do so for some time. 

I’d also like to share with readers some lines 
from a poem entitled In a time of distance, written 
for our present circumstances by one of my 
favourite authors, Alexander McCall Smith:

“Joined together in adversity 
We discover things we had put aside: 
Old board games with obscure rules, 
Books we had been meaning to read, 
Letters we had intended to write, 
Things we had thought we might say 
But for which we never found the time; 
And from these discoveries of self, of time, 
There comes a new realisation 
That we have been in too much of hurry, 
That we have misused our fragile world, 
That we have forgotten the claims of others 
Who have been left behind; 
We find that out in our seclusion, 
In our silence; we commit ourselves afresh, 
We look for a few bars of song 
That we used to sing together, 
A long time ago; we give what we can, 
We wait, knowing that when this is over 
A lot of us – not all perhaps – but most, 
Will be slightly different people, 
And our world, though diminished, 
Will be much bigger, its beauty revealed afresh.”

Janice
janice.roberts@newmedia.co.za
@MMMagza
www.moneymarketing.co.za
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1. Loss-aversion bias: This bias is a close 
cousin to regret-aversion bias and it says 
that many investors will act irrationally 
because they are more concerned about 
the feeling of regret if they do not act. This 
same bias will make investors rationalise 
their poor choice after the fact.

2. Believing you are above average: We all 
believe we are above average in most things 
in life, when this is patently not true. In 
finances, a good run or one good stock pick 
may awaken this bias and make an investor 
believe that he or she is ‘very good at this’, 
leading to poor or rash decisions on other 
investments. On the flipside, investors 
suffering from this bias will externalise the 
results of their poor decisions to save them 
from acknowledging that they are not as 
good as they think they are.

3. Hindsight bias: This bias pops up more 
than most. We review 
market movements 
or our own actions 
in light of perfect 
hindsight and start 
believing that we 
understand the markets 
fully. This leads to 
poor predictions and a 
feeling that we are, indeed, above average.

4. Worry and anxiety: This bias is very 
prevalent today, fuelled in no small part by a 
media and social media frenzy. Our concern 
leads us to seek out stories that confirm our 
belief that the worst is happening (also called 
confirmation bias) and it further fuels our 
worry and concern. Ultimately, we become 
frenzied and act irrationally out of fear.

5. Herd mentality: Whether it is Bitcoin or 
market panic, there is an ingrained belief in 
the wisdom of crowds. We are hardwired to 
believe that if everyone is doing something, 
it must be the right course of action and we 
must follow suit. Very often, a bit of research 
and a deep breath or two would show that 
the crowd is most often wrong.

But it is not only our biases that influence 
financial behaviour. Our personality holds a lot 
of sway over our financial behaviour as well. 

For instance, in our book The Ultimate Guide 
to Retirement Planning in South Africa, my 
co-author, Bruce Cameron, and I talk about the 
four personality types identified by the CFA 
Institute. They are:
1. Preservers: People who want to protect what 

they have and who will, in financial terms, 
choose security over wealth generation.

2. Accumulators: People with this personality 
type will make decisions, often irresponsible 
ones, out of a driving urge to earn more and 
have more.

3. Followers: This personality type finds 
comfort in watching, and following, the 
crowds. 

4. Independents: These are clients who arrive 
with their own ideas, own research and own 
agenda. They are often motivated by a need 
to act independently, often shunning any 
advice that looks like it could be mainstream.

While we delve into more 
detail into these and other 
aspects of behavioural finance 
in our book, it is helpful to 
not only think of each client 
in terms of his/her biases and 
personality types, but also of 
ourselves. No one is perfect and 

even the best-trained CFP-certified financial 
planner will show his/her biases and financial 
personality type when pushed into a corner.

So, next time you are faced with a red-letter 
day on the markets or a crying customer on the 
phone, remember that we do not only make 
decisions based on hard numbers and scientific 
research. We are social and emotional beings 
and we often make decisions that way. 

By understanding the basic premises of 
behavioural finance, you can avoid common 
pitfalls, understand the market better and, 
most importantly, become a better financial 
adviser.

Wouter Fourie is the CEO of Ascor Independent Wealth 
Managers, a CFP-accredited independent financial planner, 
the co-author of the Ultimate Guide to Retirement in South 
Africa (which earns financial planners 12 of their required 
annual CPD points) and the 2015/16 FPI Financial Planner 
of the Year. 
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VERY BRIEFLY

HENDRIK DU TOIT 
FOUNDER AND CEO, NINETY ONE  
(PREVIOUSLY INVESTEC ASSET MANAGEMENT) 

PROFILE

How did you get involved in financial 
services – was it something you always 
wanted to do? 
I come from a family of farmers, civil servants, 
teachers, ministers and lawyers. Business was 
not something that was high on the agenda at 
our dinner table. However, from an early age I 
asked questions about the economy and was very 
interested in equity investing. 

During my first year at university (while studying 
B.Com Law), I did an assignment on Christo Wiese’s 
career. Christo was kind enough to make time 
to talk business to me for an hour. It was my first 
realisation that businesses are not just there, but are 
built by people.

Take us back to 1991 when Investec 
launched its asset management business 
and you joined as a founding member. 
What was starting this venture like, 
given the politics in SA at the time?
When I was approached by Investec to launch their 
asset management division, it was still a small financial 
services company. I wasn’t born into a commercial 
family and didn’t have the access to capital to start 
something like this myself. The opportunity to build 
something almost from scratch was too good an 
opportunity to pass up, especially as I was then in a 
very structured corporate environment (Old Mutual). 
We started with an investment of R1m and assets 
under management of R240m. In our second year, we 
made a loss, but luckily have never posted a loss since.

From 1991 to 1993 we struggled to break into the 
market. Asset management was dominated by the 

big four insurers and many 
people said we were too 
young to manage money. 
However, other than many of 
our competitors at the time, 
we were bullish on South 
Africa and bought into the 

growth story. That 
alternative 

perspective 
not only 
resonated 
with our 
clients, 

but also delivered investment results for them, which 
set us on a long-term growth path. 

Last month, IAM became a separately 
listed entity called Ninety One. What will 
be different from now on?
While we’re now known by a new name, we have a 
very important line in our marketing collateral that 
says, “We’re the same company, with the same passion 
for our clients, but with an exciting new name and 
identity.” I think this is critical – a clear culture is not 
only important for staff retention and attraction, it is 
also important for your clients. They work with you 
because they like your culture.

What were the reasons for the 
demerger?
When Fani Titi and I took over the leadership of 
Investec Group from Stephen Koseff and Bernard 
Kantor, the board asked us to do a strategic review. 
We concluded that the business, after many years 
of development, was too complex and the best way 
to target future growth would be to simplify it and 
create two very focused units – the asset management 
business, now Ninety One, and the Bank and Wealth & 
Investment businesses. It was really about simplifying 
Investec, focusing it and getting the growth back. 

Furthermore, in asset management, and 
specifically in the active asset management business, 
independence is a highly valued commodity and our 
very large and sophisticated institutional clients are 
increasingly demanding it. 

Will you miss the zebra?
Of course, we are very proud of the Investec brand 
and contributed to building it. However, we had 
to be clear that with the demerger we would be 
creating two distinct, independent companies. In our 
judgment, the consumer-focused units of Investec are 
the banking and wealth businesses, given that they 
deal directly with individual clients. Investec Asset 
Management is largely an intermediated business 
dealing predominantly with large institutional 
investors and through professional advisers, so it 
made sense for us to be the business undergoing a 
rebrand. We would have loved to bring the zebra with 
us, but we are also excited by the opportunity this 
gave us to create something new. 

Stalker Hutchinson Admiral (SHA) 
Risk Specialists, in a continued effort to 
consolidate and intensify its focus into Africa, 
has announced the appointment of Wayne 
Griffiths in the newly created position of 
SHA’s Executive Head: Africa. In this new role, 
Griffiths will be overseeing single projects 
in Africa, construction and renewal of SHA’s 
existing policies in Africa. He will also be 
driving new business across Africa. Gareth 
Beaver, Chief Executive Officer (CEO) at 
SHA, says that expanding its business into 
the rest of Africa is a major focus for the 
company within the coming years. “Economic 
development and construction in Africa is 
gaining pace, and there 
is a very real need for 
world-class liability cover 
in these regions. Given 
Wayne’s expertise in the 
international domain, he 
is the ideal candidate to 
enable SHA to further grow 
its presence in Africa.” 

BDO in South Africa has launched its 
new Financial Services division to help 
businesses navigate a changed, changing 
and highly challenging industry. The 
Financial Services offering is now formally 
being expanded to include a Johannesburg 
dedicated division, with full banking, 
insurance and investment and fund 
management capabilities. Headed by Pierre 
Jacobs, the division currently comprises 44 
financial services specialists across South 
Africa. BDO’s Financial Services Johannesburg 
team is led by Kevin Hoff, who also serves as 
the Banking sector lead for the division. For 
clients needing assistance with managing 
their technology risks and exploring their 
emerging technology risk assurance 
requirements, Nevellan Moodley serves as 
the Financial Services Technology lead for the 
industry. 

Aon plc and Willis Towers Watson have 
announced a definitive agreement to 
combine in an all-stock transaction with 
an implied combined equity value of 
approximately $80bn. Willis Towers Watson 
CEO John Haley says, “The combination of 
Willis Towers Watson and Aon is a natural 
next step in our journey to better serve 
our clients in the areas of people, risk and 
capital. This transaction accelerates that 
journey by providing our combined teams 
the opportunity to drive innovation more 
quickly and deliver more value.” Aon CEO 
Greg Case says, “This combination will 
create a more innovative platform capable 
of delivering better outcomes for all 
stakeholders, including clients, colleagues, 
partners and investors.”
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Transfer pricing considerations 
relating to section 7C of the 
Income Tax Act

Section 7C of the Income Tax Act, No 58 of 
1962 (the Act), was enacted effective 1 March 
2017 and serves as an anti-avoidance measure 

aimed at curbing the tax-free transfer of wealth to 
trusts through the use of low-interest or interest-free 
loans, advances or credits (furthermore only ‘loans’). 
The provisions of section 7C apply in respect of 
any loan that a natural person, 
or at the instance of that natural 
person, a connected company, 
has directly or indirectly provided 
to a trust, or a company under 
certain circumstances. Should 
none of the exclusions in section 
7C apply and the loan does not 
carry interest or carries interest at 
a rate lower than the ‘official rate 
of interest’, a deemed donation to 
the trust arises. The value of the 
donation is the difference between interest charged, 
and interest that would have been charged, had the 
‘official rate of interest’ applied.

Section 7C(5) contains eight exclusions, where 
a loan is not subject to the onerous consequences 
as outlined above, despite meeting the criteria of 
section 7C. One of the more pertinent exclusions is a 

loan that is subject to the transfer pricing provisions 
of the Act, indicative thereof that transfer pricing 
provisions have precedence over the consequences 
of section 7C. A loan which constitutes an ‘affected 
transaction’, as defined in section 31 of the Act and 
which is subject to the provisions of that section, 
therefore escapes the consequences of section 7C.

A so-called ‘affected 
transaction’ arises where a 
South African tax resident 
and a non-South African 
tax resident (which are 
connected persons) enter 
into transactions, where the 
terms or conditions of that 
transaction would have been 
different, had they dealt with 
one another as independent 
persons dealing at arm’s 

length. In the context of section 7C, this scenario 
typically arises where resident beneficiaries make 
loans to offshore trusts. To establish whether the 
terms of such a cross-border loan is arm’s length 
involves considering not only the interest rate 
applicable to it but also (amongst others) the value of 
the loan itself (would a third-party have granted the 

loan), suitable security and the duration of the loan. 
The loan terms must furthermore be considered 
from both the perspective of the South African 
lender and the offshore borrower. 

The difficulty faced with when dealing with 
offshore loans is that section 7C prescribes the 
interest rate that should apply to rand-based loans, 
namely the ‘official rate of interest’ (being the repo 
rate plus 100 basis points) but that the transfer 
pricing provisions are not as prescriptive as the 
interest rate to be applied. Where does this leave 
taxpayers practically? 

In our view, applying an interest rate of the 
equivalent of the foreign jurisdiction’s repo rate, plus 
a margin (100 basis points) should be considered 
to be arm’s length. There is, unfortunately, no 
guarantee that this is indeed the case – proving the 
arms-length basis will always be on the taxpayer. 
Market conditions at the time may dictate that the 
appropriate rate could be higher, or lower. 

Although cross-border loans to trusts may very 
well escape the adverse consequences of section 7C, 
the complications brought about by the transfer 
pricing provisions may be even more onerous. We 
advise that you consult with an appropriate adviser 
when dealing with such matters. 
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FUND CATEGORY AWARDS: WINNERS:

Best Aggressive Allocation Fund Kagiso Balanced

Best Bond Fund Allan Gray Bond

Best Cautious Allocation Fund ABSA Inflation Beater

Best Flexible Allocation Fund Select BCI Worldwide Flexible

Best Global Equity Fund Nedgroup Global Equity

Best Moderate Allocation Fund Sasfin BCI Balanced

Best South Africa Equity Fund Kagiso Equity Alpha

FUND HOUSE AWARDS: WINNERS:

Best Fund House: Larger Fund Range Investec Asset Management

Best Fund House: Smaller Fund Range Fairtree Asset Management       

Morningstar announces winners 
of 2020 South Africa Fund Awards

Independent investment research 
company Morningstar Research 
(Pty) Limited, a subsidiary of 

Morningstar, Inc. recently named 
the winners of its 2020 South Africa 
Fund Awards.

Kagiso won two awards – for Best 
Aggressive Allocation Fund and 
Best South Africa Equity Fund – 
while Investec scooped Best Fund 
House: Larger Fund Range award, 
and Fairtree won Best Fund House: 
Smaller Fund Range.

The annual Morningstar South 
Africa Fund Awards recognise funds 
and fund houses that added the most 
value for investors within the context of 
their relevant peer group in 2019 and 
over longer time periods. Morningstar 
selects the finalists using a quantitative 
methodology with a qualitative overlay 
that considers the one-, three- and five-

year performance history of all eligible 
funds, and adjusts returns for risk 
using Morningstar Risk, a measure that 
imposes a higher penalty for downside 
variation in a fund’s return than it does 
for upside volatility. 

“The winners of this year’s South 
Africa Fund Awards demonstrate the 
value of a solid long-term investment 
strategy at a time when domestic and 
international markets are battling 
turbulent macro-economic and 
political headwinds,” says Tal Nieburg, 
Managing Director for Morningstar 
South Africa. “The winning funds and 
fund houses demonstrated the ability 
to earn strong risk-adjusted returns for 
investors over a sustained period while 
avoiding undue risk.”

The winners for the 2020 
Morningstar South Africa Fund 
Awards are:
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1 Tal Nieburg, Managing Director, 
Morningstar South Africa and Bradley 
Anthony, Chief Investment Officer, 
Fairtree 2 Nicola Jordaan, Research 
Analyst at BlueAlpha Investment 
Management 3 Tal Nieburg, Managing 
Director, Morningstar South Africa and 
Sangeeth Sewnath, Deputy Managing 
Director, Investec Asset Management  
4 Gavin Wood, Chief Investment 
Officer and Roland Greaver, Chief 
Executive Officer, Kagiso Asset 
Management 5 Abdul Davids, Head of 
Research at Kagiso Asset Management 
6 Tal Nieburg, Managing Director, 
Morningstar South Africa and Eben 
Mare, Head: Absolute Return funds 
at Absa Asset Management 7 Riefaat 
Soeker, Investments Administration 
Director, Allan Gray 8 Nic Andrew, 
Managing Director, Nedgroup 
Investments 9 Tal Nieburg, Managing 
Director, Morningstar South Africa 
and Philip Bradford, Chief Investment 
Officer, Sasfin Asset Managers
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INCORPORATING 
THE TCF PRINCIPLES 
INTO YOUR BUSINESS 
WILL PAY DIVIDENDS

Despite significant advances, capital markets continue to operate beyond 
sustainability boundaries. Changing this, such that investors consider 
how the investment decision affects sustainability issues, is the focus of a 

report entitled A Legal Framework for Impact, a collaboration between Principles 
for Responsible Investment (PRI), the United Nations Environment Programme 
Finance Initiative (UNEP FI), and The Generation Foundation. 

While the roots for responsible investment were laid down over fifty years ago, 
its practices have evolved markedly in the last twenty years. Today, it is widely 
accepted that fiduciary duties require the integration of environmental, social 
and governance (ESG) factors. In some markets, duties are now codified in law. 
There are now over 730 hard and soft-law policy revisions, across some 500 policy 
instruments, that encourage or require investors to consider long-term value 
drivers, including ESG factors – also here in South Africa.

However, beyond specifically mandated ‘impact investors’, the majority of 
investment decision-makers do not systematically consider environmental 
and social impact, or outcomes, of investment activities. In other words, most 
investors now consider how sustainability affects investment performance, 
but not how investment affects sustainability performance. And yet, we 
increasingly depend on businesses, including investors, to contribute to solving 
major sustainability problems and achieving Agenda 2030 – the Sustainable 
Development Goals (SDGs).

Outside SA, governments are beginning to articulate a clear vision for 
sustainable finance that encompasses not just risks to the financial system, but the 
role the financial system has in financing the real economy.

The EU Investor Disclosures Regulation – in addition to ESG integration – 
requires financial institutions and financial advisers to publish a statement on how 

they consider principal adverse impacts 
of investment decisions on sustainability 
factors. The EU Taxonomy, which 
specifies what level of environmental 
performance an economic activity 
should have if it is going to contribute 
to Europe’s environmental objectives, 
represents a serious effort by financial 
regulators to mandate disclosure 
against a sustainability target, rather 
than a financial one. Additionally, 
some investors are taking the lead. The 
UN-convened Net-Zero Asset Owner 

Alliance has committed to lead the global investment industry to the highest 
ambition to date, in driving economies to carbon neutrality by 2050.

While the need to shift investors’ focus to sustainability impact is widely 
acknowledged, there is not yet a comprehensive assessment of the extent to which 
legal frameworks currently enable or impede investors to drive this shift. This 
is why The Generation Foundation, the PRI and UNEP FI have commissioned 
law firm Freshfields Bruckhaus Deringer, working with Bowmans here in SA, 
to conduct legal analysis to address this question by way of this report. The final 
report is expected in October 2020. 

The report and work of PRI and UNEP FI moves towards a normative 
expectation that within the next decade, assessing, managing and accounting 
for the sustainability impact of investment decisions becomes a core part of 
investment activity. For capital markets to significantly help solve the grand 
societal issues we face, requires moving beyond integration of financially material 
ESG issues alone. 

There appears to be little urgency in any push regarding investors’ consideration 
of ESG issues and sustainability impact in SA currently. There is hope, though. 
Recent engagement by the PRI with the FSCA and National Treasury suggest that, 
within these organisations, the will does exist to learn and grow and to develop 
policy and regulation. The report, A Legal Framework for Impact, will help with 
recommendations for South African policymakers on these issues. 

Why SA’s policymakers 
should focus on 
sustainability impact

NICOLE MARTENS 
Head: Africa, Principles for 
Responsible Investment

ENGAGEMENT BY 
THE PRI WITH THE 
FSCA AND NATIONAL 
TREASURY SUGGEST 
THAT WITHIN THESE 
ORGANISATIONS, 
THE WILL DOES EXIST 
TO LEARN AND GROW
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Ethics are more important than 
ever, and it’s at times when 
temptation may be high (to do 

the wrong thing, for the sake of the 
pay-out) that we need to remember 
the real bottom line. Some 
opportunities are simply not worth 
the risk. As the latest Edelman Trust 
Barometer clearly points out, ethics 
are three times more important than 
competence. But you will need some 
competence to ensure you don’t lose 
sight of your ethics. 

The tough economy makes 
for tough decisions
Financial advisers may be faced 
with clients wanting to take 
risks, or wanting to pull out of 
investments, given the economic 
climate. Whatever the example, they 
may want to go against the advice 
provided. Going with your client’s 
decision, against your own better 
judgement, is seldom a risk worth 
taking. The potential commission, 
which may seem appealing for now, 
could seriously count against you in 
the end. 

From an ethical standpoint, if 
faced with this type of situation, 
you need to seriously re-evaluate if 
you are working within the Treating 
Customers Fairly (TCF) principles. 
Is it ethical, or fair, to support your 
client making this decision? 

It may take some tough love
In some cases, it may be better 
to walk away from the client in 
question. This is certainly a difficult 
decision, particularly in a tight, 
uncertain economy. But it is much 
better to lose a client that could cost 
you more than they can make you. 
As an adviser, you don’t have the 

final say in what your client actions, 
so a risky client is best avoided 
altogether. 

Imagine your client’s investment 
doesn’t pay off and, despite 
acknowledging your advice against 
making the investment, they lay a 
claim against you for their losses. 
Money is emotionally driven, and 
big losses can cause clients to act out. 
You can very quickly get caught up in 
a costly nightmare, worse than you 
could imagine. 

The Ombudsman won’t only look at 
the contract to assess liability, but will 
look at your ethics, taking TCF into 
account. Your clients should trust that 
their fair treatment is central to your 
company culture and, in particular, 
that you are honouring Outcome 4: 
Suitable Advice. If your client wants 
to ignore your advice, you should 
have that clearly documented.  

For the record
In any advice transaction, you need 
to keep a record. Doing the right 
thing means consistently recording 
your activities, and these can also be 
the very same documents, or emails, 
that could help prove you didn’t 
go along with your client taking 
bad advice. 

Incorporating the TCF principles 
into your business will pay dividends 
and should give you the high 
ground in the event of a vexatious 
client complaint.

Doing the right thing 
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With the market losses in the wake 
of the Coronavirus and the oil price 
collapse, you’d be forgiven for 
thinking that all is lost for investors, 
says Nersan Naidoo, chief executive 
of Sanlam Investments - and that it’s 
all doom and gloom from now on. 
Yes, undeniably the virus has and will 
continue to have a devastating impact 
on humanity. Still, in all of this there 
also lies the opportunity for social, 
economic and environmental reforms 
to transform the world for the better.

Amid a zeitgeist of negativity, 
purposeful optimism is more powerful 
than ever before. Unprecedented 
events are catalysing profound 
leadership moments in our country, as 
well as the rest of the world. Already 
we are seeing leaders stepping up and 
making a real, positive impact on the 
world by focusing on that which they 
can control, by acting in the interest 
of the vulnerable segments of society, 
and being decisive to support fragile 
health care systems and economies. 

For Sanlam Investments, optimism 
becomes extra powerful when paired 
with high conscientiousness and a 
social conscience. Chief Executive 
Nersan Naidoo says that businesses 
that think differently can achieve big 
things. “Companies that actively seek 

out the opportunities, especially in 
times of crisis, and create jobs and 
more opportunities can have a real, 
meaningful flow-through to economic 
growth, and also offer investors 
fantastic returns.” 

Sanlam Investments continuously 
seeks new investment options. Its 
philosophy is that market uncertainty 
offers unprecedented opportunity. 
A big part of that lies in investing in 
the real economy. One such example 
is the Climate Fund Manager’s (CFM) 
Climate Investor One vehicle, which 
helps:
• Serve electricity to 13 million people;
• Avoid 2 million tons of C02;
• Create 10 000 jobs;
• All while rewarding investors with 

good returns. 

Going forward, Naidoo says Sanlam 
Investments will keep pursuing 
creative ways to tap into global 
optimism and invest with impact, in a 
way that creates shared value for all. 

Purpose-led 
client-centricity
Sanlam Investments believes broadly 
diversified funds will yield the best 
long-term returns per unit of risk and 
empower wealth-building investors 
to play a role in the real economy in 
South Africa and Africa. In a low-return 
environment, maximising returns 
and optimal outcomes for clients is 
the priority. The breadth of Sanlam’s 
capabilities perfectly positions it 
to do so. Constantly expanding 
capacity to cement its position as a 
leader in portfolio construction, the 
business joins forces with or buys 
into complementary investment 
companies. This has led to it buying 
Matrix, Catalyst and Climate Fund 
Managers.

Naidoo adds, “We use our skills to 
consistently build better solutions 
for our clients. We are committed 
to growing our alternatives range to 

provide crucial portfolio diversification, 
and we offer a low-cost, market-
leading index-tracking solution in the 
form of Satrix.” Having an active and 
index tracking manager facilitates 
cost-effectiveness for our clients.  

Purpose-led 
economic 
growth
Investing in private equity means 
choosing to invest in companies 
that create jobs and grow the South 
African economy, while delivering 
excellent returns for investors. This 
helps to combat South Africa’s high 
unemployment levels in a way that’s 
sustainable in the long term. 

Purpose-led 
transformation
Naidoo says making a positive 
contribution to a transformed South 
African economy means empowering 
and uplifting communities. “It 
means investing in black-owned 
businesses and transforming the 
financial sector through considered 
succession planning. For us, it’s 
about passing a significant portion of 
business dividends onto empowered 
shareholders, upskilling individuals 
from a grassroots level up, and 
developing skills for the SA asset 
management sector in its entirety.” 

Massive potential lies in developing 
leadership skills; transformational 
people management is a core 
capability in the digital age. More 
people having more leadership 
moments means increasing positive 
influence over the dialogue shaping 
South Africa. The stories we tell  
can ‘speak’ economic opportunity  
into being. 

Choosing optimism

Nersan Naidoo 
Chief Executive | Sanlam Investments

With the market losses in the wake 
of the Coronavirus and the oil price 
collapse, you’d be forgiven for 
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of Sanlam Investments - and that it’s 
all doom and gloom from now on. 
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continue to have a devastating impact 
on humanity. Still, in all of this there 
also lies the opportunity for social, 
economic and environmental reforms 
to transform the world for the better.

Amid a zeitgeist of negativity, 
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than ever before. Unprecedented 
events are catalysing profound 
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we are seeing leaders stepping up and 
making a real, positive impact on the 
world by focusing on that which they 
can control, by acting in the interest 
of the vulnerable segments of society, 
and being decisive to support fragile 
health care systems and economies. 

For Sanlam Investments, optimism 
becomes extra powerful when paired 
with high conscientiousness and a 
social conscience. Chief Executive 
Nersan Naidoo says that businesses 
that think differently can achieve big 
things. “Companies that actively seek 

out the opportunities, especially in 
times of crisis, and create jobs and 
more opportunities can have a real, 
meaningful flow-through to economic 
growth, and also offer investors 
fantastic returns.” 

Sanlam Investments continuously 
seeks new investment options. Its 
philosophy is that market uncertainty 
offers unprecedented opportunity. 
A big part of that lies in investing in 
the real economy. One such example 
is the Climate Fund Manager’s (CFM) 
Climate Investor One vehicle, which 
helps:
• Serve electricity to 13 million people;
• Avoid 2 million tons of C02;
• Create 10 000 jobs;
• All while rewarding investors with 

good returns. 

Going forward, Naidoo says Sanlam 
Investments will keep pursuing 
creative ways to tap into global 
optimism and invest with impact, in a 
way that creates shared value for all. 

Purpose-led 
client-centricity
Sanlam Investments believes broadly 
diversified funds will yield the best 
long-term returns per unit of risk and 
empower wealth-building investors 
to play a role in the real economy in 
South Africa and Africa. In a low-return 
environment, maximising returns 
and optimal outcomes for clients is 
the priority. The breadth of Sanlam’s 
capabilities perfectly positions it 
to do so. Constantly expanding 
capacity to cement its position as a 
leader in portfolio construction, the 
business joins forces with or buys 
into complementary investment 
companies. This has led to it buying 
Matrix, Catalyst and Climate Fund 
Managers.

Naidoo adds, “We use our skills to 
consistently build better solutions 
for our clients. We are committed 
to growing our alternatives range to 

provide crucial portfolio diversification, 
and we offer a low-cost, market-
leading index-tracking solution in the 
form of Satrix.” Having an active and 
index tracking manager facilitates 
cost-effectiveness for our clients.  

Purpose-led 
economic 
growth
Investing in private equity means 
choosing to invest in companies 
that create jobs and grow the South 
African economy, while delivering 
excellent returns for investors. This 
helps to combat South Africa’s high 
unemployment levels in a way that’s 
sustainable in the long term. 

Purpose-led 
transformation
Naidoo says making a positive 
contribution to a transformed South 
African economy means empowering 
and uplifting communities. “It 
means investing in black-owned 
businesses and transforming the 
financial sector through considered 
succession planning. For us, it’s 
about passing a significant portion of 
business dividends onto empowered 
shareholders, upskilling individuals 
from a grassroots level up, and 
developing skills for the SA asset 
management sector in its entirety.” 

Massive potential lies in developing 
leadership skills; transformational 
people management is a core 
capability in the digital age. More 
people having more leadership 
moments means increasing positive 
influence over the dialogue shaping 
South Africa. The stories we tell  
can ‘speak’ economic opportunity  
into being. 

Choosing optimism

Nersan Naidoo 
Chief Executive | Sanlam Investments
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Choosing optimism (continued)

Purpose-led sustainable 
development 
Finding opportunities that go beyond the mainstream 
means investing in ventures that will make a lasting 
difference, from food production and renewable energy 
to affordable housing – which all form part of Sanlam 
Investments’ alternatives portfolio. Positively, more and 
more people are choosing to invest with purpose in 
order to be part of a long-term solution. Climate Fund 
Managers is an excellent example of this.  

Be the solution 
There’s never been a better time to choose purposeful 
optimism. To reshape the negative narrative. To make 
an impact. Now is the moment to choose to be part of 
the long-term solution in South Africa. Naidoo adds, 
“Sanlam Investments aims to be a key player in solving 
collective challenges to afford a better life for all people 
in this country. For us that means empowering people 
to retire with dignity, providing access to financial 
services to everyone through affordable investment, 
and continuing to pursue opportunities in the real 
economy – especially those that have a lasting positive 
impact on society. We urge others to join us on this 
journey. Now is the time for leadership moments.”

All about Climate 
Fund Managers:  
What if you could help combat 
climate change and get great 
returns in doing so? 

Climate Fund Managers (CFM) is a joint venture 
between Sanlam Infraworks and the Dutch 
Development Bank. It invests in climate-related 
projects in emerging markets. Its purpose is to 
mitigate climate change, establish greater gender 
equality and create jobs. “This leading blended 
finance fund manager has a long-term vision to 
secure a sustainable future through cutting-edge 
financing facilities structured around core areas 
of climate change mitigation and adaptation, 
like energy, water and sustainable land use,” 
according to Naidoo. CFM is the fund manager of 
Climate Investor One, which invests in solar, wind 
and hydropower projects, and scaled far beyond 
its target in 2019 (final close of US$850 million in 
June 2019), proving the high demand for high-
impact investments.
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After almost three decades as 
part of a diversified financial 
services business, Investec 

Asset Management has separated 
from its parent, Investec, and listed on 
the Johannesburg and London Stock 
Exchanges as Ninety One. “This is the 
start of an exciting new chapter for 
us and the final step on our journey 
to independence,” Hendrik du Toit, 
founder and CEO of Ninety One, says. 

In September 2018, the Investec 
Board undertook a strategic review 
and announced that it would unbundle 
its asset management business. The 
key catalyst for the separation was 
increasing client 
demand for active 
asset managers 
to be entirely 
independent, 
coupled with the 
belief that it would 
provide a platform 
from which to invest for better client 
outcomes and growth. “For us this is 
about simplicity and focus. I believe 
more focused businesses do better 
than broad giants that try to grow 

laterally,” Du Toit explains.
“In addition, the structure also offers 

the opportunity to increase and widen 
employee ownership, which will help 
us attract and retain talent and ensure 
deeper alignment between clients, staff 
and shareholders.”

Since inception, the firm has 
experienced strong growth in assets 
under management (AUM) with 
compound annual growth of 15% in the 
last decade and £44bn of cumulative net 
flows since April 2009, which represents 
about 50% of total AUM growth. As 
at 30 September last year, Ninety One 
(then Investec Asset Management) 

managed $121bn (R2.3tn) 
of assets on behalf of 
clients, making it South 
Africa’s largest asset 
manager. 

Ninety One chose 
a name with a strong 
connection to its heritage, 

which feels authentic to who they are 
and will help them to stand out in 
a competitive market. “We are very 
proud of our heritage and our name is 
a nod to our beginnings,” Du Toit says. 

“We started in South Africa, in 
1991. It was a time of massive and 
transformational change. Being part of 
that change made us who we are today. 
It taught us that active investing could 
be a force for good, to see the world 
differently and to recognise and react 
to change and uncertainty. Today, we 
believe that’s what sets us apart.”

Du Toit reiterates that beyond its 
name, the firm isn’t going to change. 
“We’re still the same people, with the 
same investment offering and the same 
passion for our clients.”

Commenting on the headwinds 
facing the asset management industry 
globally, such as the rise of passives 
and increased consolidation, Du Toit 
states, “Like any industry, the asset 
management industry has its fair share 

of challenges because, as industries 
mature, the market starts working 
and the competition becomes more 
ruthless. However, we are still in an 
industry where the prize for success is 
very significant.”

Ninety One’s market share is small 
in the context of the global industry 
size, which is in excess of $75tn. “If 
we just do our job properly, there 
is significant scope for growth,” he 
adds. “In the long run, the growth of 
passives will create opportunity for 
active managers because the markets 
will become less efficient. Ultimately, 
I am confident that we will be able to 
continue to ply our trade successfully 
for clients and ensure a better 
retirement for them – that’s ultimately 
what we’re about.”

Ninety One floats on 
Johannesburg and 
London stock exchanges

THIS IS THE 
START OF AN 
EXCITING NEW 
CHAPTER FOR US

The Ndlovu Youth Choir performs at a recent 
Taking Stock event ahead of Ninety One’s listing
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HAS YOUR PORTFOLIO EVOLVED THROUGH 
THE TIMES? IT’S TIME TO CONSIDER 
HEDGE FUNDS

BROADEN YOUR PORTFOLIO’S ABILITY TO PROTECT YOUR CAPITAL
Allocating a portion of an investment portfolio to our hedge funds can lower the overall    
volatility while enhancing the return profile.
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One of the greatest difficulties 
when choosing an asset 
manager to look after your 

hard-earned cash is determining 
whether their performance is due 
to luck or skill. Over short periods 
of time, this distinction is nearly 
impossible to tease apart. If a group of 
people with no investment experience 
were to create a portfolio of stocks 
at random, some of the portfolios 
would outperform the market while 
others would underperform. Clearly 
the outperformers did not beat the 
market using skill. And yet, due to 
human nature, the outperformers 
would confidently state that they were 
talented, while the underperformers 
would grumble about their 
misfortune.

In sport, unlike in investing, one 
can quickly separate the amateurs 
from the pros. If I were to play a round 
of golf with Tiger Woods, no amount 
of luck could make up for my lack of 

golfing prowess. Similarly, if I spent 
five minutes on the pitch with the 
Springboks, I would be sent to the 
emergency room after one tackle. The 
difficulty for investors and financial 
advisers is determining which asset 
managers can provide market-beating 
returns over the long-term.

Roger Federer is 
considered one of, 
if not the, greatest 
tennis players of 
all time. He has 
won a record eight 
Wimbledon titles 
and his career prize 
money sits at over 
$120m. Most people, 
when asked to guess 
Federer’s points win 
percentage (the percentage of points 
won divided by total points played) 
think the number will be close to 
70% and yet, the actual answer is 
only 54.2%. Said differently, one of 

the all-time tennis greats wins just 
over 50% of the points he plays. 
This small margin of victory, 
when executed consistently and 
over long periods of time, has 
delivered Federer 20 Grand 
Slam titles. Similarly, when 
asset managers get more than 

50% of their calls 
right, this will produce 
alpha for their clients.

Continuing with 
the tennis analogy, it 
is not only about how 
many points you win 
but, more importantly, 
which points you win. 
Federer played Novak 
Djokovic at the 2019 
Wimbledon Final. The 

thrilling match reached five sets but 
ultimately Djokovic prevailed. When 
looking at the statistics though, 
Federer comes out tops. He won a 
total of 218 out of 422 points (51.6%) 

but lost the match because Djokovic 
won the more important points. Out 
of the three tiebreaks played that day, 
Djokovic won all three, including 
the fifth set tiebreak that determined 
the Wimbledon championship. 
Asset managers need to size their 
positions accordingly, so that 
winning investments deliver outsized 
performance.

For investors and financial advisers, 
selecting asset management firms can 
be challenging. In an attempt to select 
managers with skill rather than luck, 
choose firms where you understand 
what drives their alpha and why their 
edge is sustainable over time.

These are challenging times for investors. In 
2018, markets suffered bouts of heightened 
volatility and correlations across asset 

classes were high, which meant portfolios were less 
diversified than they appeared. 2019 saw a reversal in 
volatility and divergence but with the recent sell-off 
in financial markets, many investors have had to re-
evaluate (downward) their assessment of the global 
growth pictures. 

It is therefore becoming more challenging for 
investors to find investment opportunities to secure 
their financial objectives. So, where might investors 
look for diversification? And how can they protect 
themselves against sharp market moves? 

One option could be to consider alternatives – 
those investments outside of traditional equity or 
fixed income investments. The market dynamics 
are creating more opportunities across the entire 
spectrum.  

Alternatives, by definition, can offer investors 
risk/return characteristics that are different from 
traditional long-only equity or fixed income 
investments. Broadly speaking, alternatives are 
investments in assets other than stocks, bonds and 
cash (real estate and infrastructure, for example) 
or investments using strategies that go beyond 
traditional ways of investing, such as long/short or 
arbitrage strategies. 

Alternatives tend to behave differently than typical 
stock and bond investments – therefore, including 
alternative strategies within a balanced portfolio 
may provide broader diversification, reduce risk 

and enhance returns, and can provide an array of 
outcomes for investors.

The rise of liquid alternatives – funds that make 
use of alternative strategies – have addressed many of 
the concerns around the liquidity and transparency 
of alternative investments, opening the world of 
alternative strategies to everyday investors.

Alternative investments are set to grow to $14tn 
of total global assets under management (AUM) by 
2023. Many institutional investors have and continue 
to increase their allocations to alternatives, but we 
believe the next growth in alternatives will be driven 
by retail investors.

Alternative investments share several 
characteristics and objectives. However, it’s 
important to recognise that there is wide latitude 
within the category of alternatives.

One useful way to compare alternatives is to 
consider their ‘contents’ and ‘containers’. Contents 
can be either the assets themselves or the investment 
strategy employed. Real estate, for example, is truly 
in the alternative asset category in that it intrinsically 
has little direct relation to the performance of 
traditional investments. In comparison, alternative 
strategies often trade in the same markets as 
traditional investments but take a unique approach 
— using a long/short strategy, for instance. 

Containers define the vehicles in which 
investments might be found, such as hedge funds, 
private equity funds and mutual funds, all of 
which are structured differently for a variety of 
management, liquidity, legal and regulatory reasons. 

Thinking in terms of contents and containers 
may help an investor diversify their portfolio not 
only by investment type, but by investment vehicle. 
Going forward, alternatives could play a greater 
role in the investment decisions and portfolios of 
clients globally, as clients seek investments with 
uncorrelated risk exposures and diversified return 
streams.

 

Risk warnings: Changes in the rates of exchange between currencies 
may cause the value of investments to diminish or increase. 
Fluctuation may be particularly marked in the case of a higher 
volatility fund and the value of an investment may fall suddenly and 
substantially. Levels and basis of taxation may change from time to 
time. 

Important information: This material is for distribution to 
Professional Clients (as defined by the Financial Conduct Authority 
or MiFID Rules) only and should not be relied upon by any other 
persons. Issued by BlackRock Investment Management (UK) Limited, 
authorised and regulated by the Financial Conduct Authority. 
Please refer to the Financial Conduct Authority website for a list of 
authorised activities conducted by BlackRock. Please be advised that 
BlackRock Investment Management (UK) Limited is an authorised 
Financial Services provider with the South African Financial 
Services Board, FSP No. 43288. Any research in this material has 
been procured and may have been acted on by BlackRock for its own 
purpose. The results of such research are being made available only 
incidentally. The views expressed do not constitute investment or any 
other advice and are subject to change. They do not necessarily reflect 
the views of any company in the BlackRock Group or any part thereof 
and no assurances are made as to their accuracy. This material is 
for information purposes only and does not constitute an offer or 
invitation to anyone to invest in any BlackRock funds and has not 
been prepared in connection with any such offer. © 2020 BlackRock, 
Inc. All Rights reserved.

IN SPORT, 
UNLIKE IN 
INVESTING, ONE 
CAN QUICKLY 
SEPARATE THE 
AMATEURS 
FROM THE PROS

Diversification wanted –  
the case for alternatives 

Luck vs skill – in 
sport and investing

STEVEN HURWITZ 
Investment Team Member, 
36ONE Asset Management 
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When black swan events 
such as the Coronavirus 
(COVID-19) outbreak and 

market volatility dominate the news, 
it’s natural for investors to question and 
second-guess their investment strategy. 
As hard as it is to do nothing, it will 
serve investors best not to flap about in 
disarray, but to focus on the facts and 
remain calm. 

In recent weeks it would seem as 
though the global economy has been 
faced with a bevy of black swans, 
leaving markets extremely anxious. 
Local and global stock markets have 
sold off between 15% and 30% year 
to date (YTD). At the same time, the 
rand has depreciated against the US 
dollar by more than 15% year-to-date 
(as at the time of writing this article). 
In the face of these hefty changes, it 
is important to put these significant 
market movements into perspective 
and remain level-headed. 

The recent volatility can be 
attributed to two black swan events 
– the ongoing Coronavirus and the 
unexpected Russian assault on oil 
prices. In our opinion, both these 
situations will resolve themselves 
in time. However, the big debate 
across the country, and the globe, is 
around the issue of the medium-term 
economic impact and ‘where to from 
here’? The reality is that periods of 
short-term volatility are inevitable 
and shocks to stock markets are 
not unusual. Even so, these types of 
events create uncertainty and often 
leave investors with the urge to do 
something. 

Coronavirus 
Numerous outbreaks that have been 
widespread in the past have led to 
short-term losses in global equity 
markets. However, these losses tended 
to recover relatively quickly, suggesting 
that sentiment was the main driver 
behind the drop (as opposed to a 
longer-term economic impact). It is 
too early to assess if this outbreak will 
have a long-lasting negative impact 
on the global economy, but we believe 
immediate evidence points to a 
short-term impact (assuming health 
officials are successful at containing the 
outbreak). 

If the impact is short-term, 
price declines may produce buying 
opportunities. Warren Buffett, 
chairman and CEO of Berkshire 
Hathaway, recently said that “you don’t 
buy or sell a business based on today’s 
headlines. If the market gives you a 

chance to buy something you like and 
you can buy it even cheaper, then it’s 
your good luck.” 

Some asset classes appear attractive 
to us through this lens; however, 
others continue to remain unattractive 
despite the recent falls. It is, therefore, 
important to be selective when making 
changes to portfolios. 

Despite the current Coronavirus 
negativity and volatility, investors are 
advised to retain their exposure to 
risky asset classes such as equities, 
since this is an unplanned short-term 
phenomenon that should not detract 
from the long-term value of equities. 

Oil price wars adding  
fuel to the fire 
The second black swan event has been 
the surprise and significant fall in oil 
prices. The decline 
was mainly caused 
by the inability of 
the OPEC+ alliance/
cartel to agree to 
cut production, 
following the 
global slowdown 
brought about by 
the Coronavirus. Instead, two of the 
largest oil-producing countries (Russia 
and Saudi Arabia) increased output, 
which led to a complete oversupply of 
oil, resulting in the significant drop in 
the oil price. South Africa’s exposure to 
oil has been limited compared to other 
emerging markets such as Russia and 
Brazil. However, Sasol has borne the 
brunt of this shock and the share has 
lost 95% of its value over the past 12 

months. 
In our opinion, the dramatic move in 

the oil price is a short-term occurrence 
and we foresee prices returning 
to a more normalised level once 
Coronavirus pressures have declined 
and growth fears start to abate. 

Current portfolio positioning 
The current volatility caused by the 
above two issues has, once again, 
highlighted the importance of effective 
portfolio management, asset class 
diversification and pricing in risk to 
protect capital. 

Client portfolios managed by 
Morningstar Investment Management 
are well diversified between strategies 
and asset classes. While more 
aggressively positioned portfolios will 
feel the sting in the short term, these 

portfolios are well 
positioned to limit 
the volatility. This 
has been achieved 
by limiting exposure 
to the local listed 
property sector 
(an asset class that 
has lost more than 

20% YTD), decent exposure to offshore 
fixed income instruments and healthy 
exposure to SA bonds. Furthermore, 
it is important to note that clients had 
very limited exposure to Sasol. 

The question on everyone’s 
mind: when will we make 
changes to the portfolios? 
Let’s start by admitting that we don’t 
know the exact time to buy – no one 

does or will. Anyone proclaiming they 
can do so is likely lying or has been very 
lucky. Based on our decades of research, 
we’re convinced the best step to take is 
to adopt a probabilistic mindset, where 
we increase our positioning depending 
on how extreme the asset is priced. 

In today’s context, we’ve been very 
selective in buying anything to date. For 
the most part, this reflects our view that 
many assets are still quite expensive, 
and we would need to see various 
markets weaken more considerably 
before a great buying opportunity 
would occur. 

What should investors do?  
It’s easy to find a reason not to invest; 
however, take a moment to reflect 
over the past 100 years. We’ve been 
through two World Wars, over a dozen 
recessions, a financial crisis and a Great 
Depression, to name only a few. In this 
context, Coronavirus fears are likely 
to (eventually) pass. We may have 
already seen offshoots of this, with 
stimulus committed to combating the 
economic impact. This illustrates that 
markets are complex, with different 
investors trading for different reasons, 
meaning no one can concretely predict 
the future. We believe you should be 
suspicious of anyone who tries. 

To hammer home this message, 
consider this: the SA equity market has 
beaten cash in every ten-year period in 
its history (despite the low growth from 
SA equities over the last five years). 
That’s not to say that it always will, but 
it can give us some reason to believe 
that every dip in the road or downhill 
stretch won’t continue in perpetuity. 

While the consideration to grab 
the closest cash lifejacket, jump ship 
and move all your assets to cash is an 
understandable response to recession 
fears, it is unlikely to be in investors’ 
best interests. 

 At Morningstar, we believe that 
investors should stay focused on their 
long-term financial goals, remain calm 
and keep doing what they can to stick 
to their goals – for example, save more 
and keep on investing smartly. 

The toll of the Coronavirus has 
already been unacceptably high, and 
it will likely worsen. As investors, 
however, our minds remain on what 
we believe is most important when 
investing – namely, balancing risk and 
reward and coaching ourselves and 
others to make good decisions. In this 
sense, we don’t see the need to abandon 
ship yet, nor do we see the current 
reaction in markets as disorderly. 

What to do when black swan 
events leave investors 
flapping their wings

WE BELIEVE THAT 
INVESTORS SHOULD 
STAY FOCUSED ON 
THEIR LONG-TERM 
FINANCIAL GOALS

EUGENE VISAGIE 
Client Portfolio Manager, 
Morningstar Investment 
Management SA 

INVESTING
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ADRIAN CLAYTON 
Managing Director and Chief 
Investment Officer, Northstar

BOUTIQUE ASSET MANAGERS SUPPLEMENT

The decision-making process around most 
product purchases usually involves four 
factors; brand or reputation, price, client 

service and performance.  
As consumers apply these factors, they often 

show weak persistency, even for large ticket 
purchases such as vehicles – most own different 
brands during their lives and are remarkably 
disloyal.  Disloyalty is usually even greater when 
service providers are selected, asset managers being 
prime examples. The decision-making process 
can be more complex, less rational, quite ethereal 
with softer, hidden factors.  Yet in the South 
African market, until recently, entrenched large 
managers have been impervious to an intensifying 
competitive landscape. The following reasons 
contextualise their resilience:
• Exceptional results – our market is occupied 

by skilled investment professionals. Over the 
years certain of these individuals have been 
attracted to and have applied their skill within 
large investment houses, effectively putting these 
companies on the map. 

• Risk aversion – big is perceived as safe. There is 
supposed risk reduction in numbers even though 
herding is fatal in markets. 

• Anchoring – an irrational bias for a psychological 
benchmark. Five years ago, entrenched ‘big 
brand’ managers were clear outperformers, 
and although this is no longer the case, 
many investors continue to anchor on past 
performance.   

• Asymmetry of information – assets within 
the industry are consolidating around asset 
aggregators for legislative reasons. Where 
aggregators are unskilled investors and fear the 
reputational damage as a result of underlying 
manager selection choices, they default to risk 
aversion and anchoring, by buying incumbent 
managers, aggravating an industry problem.   

• Brand - brand traction is a tectonic force; 
big managers have the firepower to build big 
brands, which in turn reinforces their place of 
dominance.  

But fortunately for the industry, consumers and 
impactful, deserving specialist managers, the concept 
that ‘big is better’ is losing its appeal. We provide 
insights below as to why.      

Liquidity risk
The opposite of big being safe, liquidity risk is a 
significant factor acting against large managers 
and playing into the hands of smaller managers. 
Liquidity risk is particularly evident in non-trending, 
volatile markets, where corporate failures are rising. 

Considering good managers only get 
approximately six out of every ten of their stock 
picks correct over time, it can be damaging to 
returns to be paralysed by size and be forced to 
retain perpetually underperforming companies 
within a portfolio. 

To understand this risk, we analysed one of the 
portfolios of a sizable South African manager and 
calculated how long it would take to liquidate the 
top ten positions in the fund. We assumed this 
would account for 5% of the daily volume traded 

in each of these ten shares on the JSE. It would 
take one month, but our analysis fails to capture 
two issues. Firstly, that these ten shares are held 
across most of the asset base of the manager; an 
asset base 20 times the size of the sample fund, this 
has significant tail risk should selling be required. 
Secondly, the top ten shares are large capitalisation 
stocks, the portfolio also holds many mid-sized 
companies, exiting these would take at best months, 
if not years.

The same analysis applied to a prominent smaller 
manager, yields a result that the portfolio can be 
traded out of in half a day.   

Liquidity risk is a significant issue for any manager 
and should be important when choosing a manager.

Big brand managers are no longer the 
best performers
The idea that large managers are more skilled and 
better wealth creators is deeply flawed. Instead, the 
relationship between size and alpha generation is an 
unhappy one. The larger the asset size of a manager, 
the harder it becomes to capitalise on market 
mispricing, particularly in lesser-owned stocks.  

The chart below shows the outperformance of 
a large manager and specialist (smaller) manager 
against their peers.  Over time, the smaller manager 
continues to generate peer beating returns, whilst the 
large manager’s outperformance steadily diminishes 
and the fund begins to underperform peers. This is not 
an isolated example in South Africa; a core group of 
smaller managers are beginning to make their mark on 
the local investment landscape, beating large managers.   

Price versus value
Price discounting is a theme within our industry 
and is being driven by the largest asset managers. 

To be fair, their moat lies in their sizable asset 
bases. Large asset bases allow them to cut prices 
and still generate exorbitant profits.  But why are 
they responding in this manner?

Firstly, alternate products, particularly passive 
investments are stealing their lunch which is 
an industry problem, and as larger managers 
can no longer distinguish themselves through 
performance, price becomes a default weapon.  
Secondly, within the active industry, competition 
is intensifying, price discounting is less of an 
option for smaller rivals and consequently, large 
managers can flush-out competitors by adopting 
this approach.  

This tactic is being used to good effect on clients 
who obsess on cost alone, without accounting for 
net returns.  The growing pool of smaller manager 
outperformers might cost clients marginally more, 
but their returns after costs are vastly higher. This 
is a performance trend that will accentuate in the 
years ahead.

Service – the ultimate differentiator
Our final point revolves around service, where 
“Price is what you pay. Value is what you get”.  
Investors who are happy to ‘be a number’, where 
their individual voices are irrelevant, are likely to 
remain inside a large investment business. Our 
experience however, is that clients are discerning, 
they acknowledge personal relationships, and 
distrust ivory-tower-occupying managers who see 
the world from stratospheric heights.     

Conclusion
The best smaller managers are increasingly 
coming into their own, but this journey is 
not without challenges in the form of risk 
aversion, anchoring, information asymmetry 
and large manager brand traction. Ultimately, 
outperformance from smaller managers, 
combined with their focus on sincere client 
relationships, will permanently swing the 
pendulum away from incumbent house-hold 
name asset managers towards specialist firms.       

BIG IS NOT BETTER IN 
ASSET MANAGEMENT

THE IDEA THAT LARGE 
MANAGERS ARE MORE SKILLED 
AND BETTER WEALTH CREATORS 
IS DEEPLY FLAWED
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Director, Platinum Portfolios

CHAROLYN PEDLAR 
Director, Platinum Portfolios

BIGGER 
OFTEN MEANS 
MEDIOCRE 
PERFORMANCE

Northstar Asset Management (founded 1996)  is a licensed Financial Service Provider (FSP 601).

Our obsession for research,
delivers better performance.

Closer to the truthWe offer onshore and offshore funds 
and share portfolio management. 

www.northstar.co.za

This year, the finalists for the 
Morningstar Best Fund House 
Award: Smaller Fund Range, 

were all boutique managers. These 
awards were first presented in 2010 
and were initially dominated by the 
large fund houses. This has gradually 
changed and now we find that the 
boutique managers dominate both 
the Raging Bull Awards as well as the 
Morningstar Awards. 

We believe the reason fund 
managers do well generally is driven 
by a few factors. These include 
experience, ability and skill, size of 
assets managed and having an owner-

manager 
culture. 
Boutique 
managers 
are 
typically 
owner-
managed, 

with small investment teams that have 
a genuine passion for and belief in the 
investment philosophy.

 The 10 000 hour-rule – the 
idea that becoming an expert in 

something requires 10 000 hours of 
dedicated practice – originated with 
psychologist K Anders Ericsson, and 
was popularised by Malcolm 
Gladwell in his book entitled Outliers. 
The book’s title is also the term given 
by Gladwell to successful individuals 
whose achievements are out of the 
ordinary. 

Applying this term to our industry 
is appropriate as we believe that one 
of the most valuable tools a fund 
manager can have is experience. 
It is interesting to note that the 
top boutique managers have been 
managing money for over two 
decades – and way longer than 
10 000 hours – in honing their fund 
management skills.  

The investment industry has 
realised that asset managers do not 
get better when they get bigger. This 
is especially true for active managers. 
Bigger often means mediocre 
performance, while being successful 
frequently results in ballooning assets 
under management, which in turn 
results in investment decisions being 
that much harder to make. 

Size in the South African market 
can be a big drawback when it comes 
to choice. Large managers with 
over R200bn under management 
are reduced to being able to buy 
only the top 17 shares on the JSE 
and precluded from investing in 
any investment opportunities that 
might arise in the medium and small 
companies. This severely restricts the 
larger managers’ investment universe 
and flexibility, which in turn will 
influence investment results.

While decision-making within 
a large institution is driven by 
committees, at boutiques everyone 
knows that they make a difference, 
thereby fostering a culture of 
excellence that is harder to sustain 
within large institutions. In an 

environment of competition for 
budgets, asset gathering and bonuses, 
interests aren’t even aligned internally, 
let alone with those of clients.

Fund managers’ investment 
styles are a direct reflection of their 
personality. As a firm grows, it 
becomes more institutionalised. The 
staff loses its sense of ownership and 
motivation drops, while the culture 
changes and the shared vision fades. It 
is the owner-manager culture within 
boutique managers that allows for a 
strong, more personal client-to-fund-
manager relationship. In contrast, 
large investment managers are too 
big for the client to have a personal 
interaction, so it is more difficult for 
the client to feel that concerns and 
ideas are being heard. 

Over the last five years, boutique managers have really 
come to the fore in terms of performance, while clients 
have become much more comfortable dealing with 
smaller managers. The performance these boutiques have 
delivered and the track records they have now established 
are undoubtedly a big part of that. 

ASSET MANAGERS DON’T GET 
BETTER WHEN THEY GET BIGGER

 WWW.MONEYMARKETING.CO.ZA 17

BOUTIQUE ASSET MANAGERS SUPPLEMENT30 April 2020

http://www.northstar.co.za


18 WWW.MONEYMARKETING.CO.ZA18 WWW.MONEYMARKETING.CO.ZA

BOTH MACHINE AND 
HUMAN INTELLIGENCE 
ARE INTEGRAL TO OUR 
UNDERSTANDING OF RISK

A BUTTERFLY 
FLAPS ITS WINGS

With South Africa going 
into a 21-day national 
‘lockdown’ on 27 March 

after President Ramaphosa’s address to 
the nation on COVID-19 on 23 March, 
the butterfly effect has never echoed 
truer than today. As per Wikipedia, 
“The butterfly effect is an idea that is 
more commonly used in chaos theory. 
A small change can make much bigger 
changes happen; one small incident can 
have a big impact on the future. The 
term comes from an analogy where a 
butterfly flaps its wings in Chicago and a 
tornado occurs in Tokyo.”

It is important, more than 
ever, to be able to react quickly to 
turbulent markets when unforeseen, 
unpredictable events unfold and the 
future looks uncertain.

Managing investments in South 
Africa, and the rest of the world for 
that matter, has rarely been more 
challenging. At the time of writing (24 
March), the FTSE/JSE Capped SWIX is 
down -36.6% year to date. 

In South African equity markets, and 
especially in these extraordinary times, 
size matters. Being a boutique manager 
that is nimble and able to buy into and 
sell out of positions quickly is very 
advantageous. The flat organisational 
structure of boutiques means that 
investment decisions are made and 
implemented quickly.

The South African listed equity 
universe is a relatively small 
investment environment, constituting 
less than 1% of total global equity 
markets. The FTSE/JSE All Share 
comprises around 163 listed shares 
spread across the large (Top40), 
mid and small market capitalisation 
categories of the index. Within this 
narrow universe, there are several 
small- and mid-cap shares that trade 
infrequently and in small volumes.

Smaller asset managers can be more 
opportunistic in their stock picks and 
play outside the large-cap universe. 
Managers at larger firms may have 
greater liquidity issues if their funds 

are sizable, thereby restricting their 
investment universe, and lengthening 
the time that it takes to execute a view 
in their portfolio. Large managers 
run the risk of owning too much of a 
smaller company when trying to take 
meaningful position in their portfolios. 
A review of some of the larger, well-
known equity funds in the market will 
reveal that the funds generated most 
of their significant alpha in their early 
years when their combined assets were 
smaller, and that alpha generation has 
had a negative correlation to AUM 
growth over time.

Savvy investors typically cover 
three things in any due diligence or 
when evaluating a manager or fund – 
people, process and performance – and 
evaluating a boutique manager should 
be no different. Fortunately, there are 
a number of well-established boutique 
managers in South Africa, with proven 
long-term track records. 

To deliver excellent long-term 
performance, we at Laurium Capital 

believe a manager needs to stick to 
an investment philosophy, have a 
disciplined investment process and 
attract and retain a skilled, experienced 
team. If the investment team are 
constantly changing, it is impossible 
to say with any certainty who is 
responsible for the fund’s track record. 
Discipline means that the portfolio 
manager’s investment approach is 
applied consistently through varying 
economic and market conditions.

Although choosing a boutique asset 
management firm doesn’t guarantee 
better performance, they do have 
the potential to produce excellent 
investment returns, which are less 
correlated to the larger managers and 
the FTSE JSE Top40. 

Including a boutique manager 
in your overall portfolio 
should result in better risk-
adjusted returns for your 
clients. As you search for 
investment managers 
who have the potential 
to deliver strong 
results, be sure to 
consider boutiques, 
like Laurium Capital.
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RISK MEASUREMENT VERSUS 
RISK MANAGEMENT AND THE 
ROLE OF MACHINE LEARNING 

RAYHAAN JOOSUB 
Deputy CEO, Co-Founder, 
Sentio Capital

As an investor, understanding your portfolio 
manager’s approach to risk is likely to be 
a top priority. Managers handle risk in a 

variety of ways, but we believe one of the most 
crucial distinctions to make is between what it 
means to ‘measure’ versus ‘manage’ risk. 

Risk measurement is  
backward-looking  
We define risk measurement as the process of 
relying on static historical data to estimate a 
portfolio’s level of risk in past market conditions. 
For example, standard deviation is a common risk 
measure that indicates how much a portfolio’s 
performance could deviate from what was expected 
or seen in the past. Such a backward-looking 
approach assumes that the future will look very 
much like the past; in other words, that current 
expected returns and risks will be similar enough to 
the past’s expected returns and risks.

However, markets are dynamic by nature. This 
makes future returns and risks inherently uncertain 
and, more often than not, different to those seen 
in the past. When the unexpected happens, those 
looking backward are often caught off guard and 

have to respond reactively, frequently attempting to 
cut losses rather than taking advantage of the market 
opportunities that arise from the unforeseen event. 

Risk management is proactive 
By contrast, risk management involves trying to 
understand the drivers of risk, how these may 
change in the future and what price to assign to 
such future occurrences. This enables a more 
precise assessment of the likelihood of potential 
risk events and, as a result, better portfolio 
positioning. Managers that take a more forward-
looking approach are better equipped to proactively 
deal with unanticipated market incidents and 
to take advantage of opportunities presented by 
market volatility. 

Sentio: Integrating machine  
and human abilities 
The problem is that, to effectively manage risk in 
this way, one needs to understand a huge amount 
of market data, the vastness and complexity of 
which lies far beyond the computing abilities of the 
human brain. That’s why, at Sentio, we manage risk 
with the help of sophisticated machine learning. 
As an example, we use ‘unsupervised’ learning – a 
technique that examines raw, unlabelled data to 
find hidden patterns – to help us categorise how 
markets behave. 

Both machine and human intelligence are integral 
to our understanding of risk; relying solely on 
either approach has its restrictions. For example, 

quantitative methods often suffer from ‘overfitting’, 
whereby a model fits its training data well but 
performs poorly on an unseen dataset and therefore 
generates spurious results. This is very typical in 
financial markets because of the low ‘signal-to-noise 
ratio’ (in other words, the ratio between useful 
information and random noise) that characterises 
financial markets versus engineering or consumer 
applications. Furthermore, machines are unlikely 
to ever be able to match the way humans can apply 
intuitive judgment. At the same time, humans can’t 
deal with complex concepts like non-linearity, 
something machines are highly adept at dealing 
with. It is through integrating the machine-
learning process with our fundamental analysis and 
human intelligence that we are able to accurately 
attach probabilities to base and extreme events, 
and therefore truly understand what risks face a 
particular portfolio and how to best deal with them. 

Integration means the  
best of both worlds 
The integration of these two facets of investing is a 
hallmark of Sentio’s investment process; although 
humans are responsible for the ultimate investment 
decision, quantitative models based on machine 
learning provide us with invaluable tools to do 
this. By enabling a more thorough, in-depth and 
accurate assessment of risk, our process helps us 
build robust portfolios that can weather unforeseen 
risk events and protect returns, no matter the 
market environment. 

KIM ZIETSMAN 
Head: Business Development 
and Marketing, Laurium Capital
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BOUTIQUE ASSET MANAGERS SUPPLEMENT

BY IAIN POWER 
Chief Investment Officer, Truffle AM

Truffle Asset Management is an 
independent, dynamic and owner-
managed boutique with a 10-year 

track record of industry-beating returns. 
Truffle’s funds rank in the top decile in their 
various categories over numerous time 
periods. At Truffle, we pride ourselves on 
our inclusive, accountable and professional 
culture, which flows from our idea 
meritocracy. The best ideas in the business 
are recognised, encouraging continuous 
learning and improvement. This helps us 
to meet client expectations in all that we 
do – from our administrative efficiency to 
our client-servicing capability, and most 
importantly, our ability to deliver the market-
beating returns that ensure our clients are 
able to reach their financial goals. 

As a boutique manager, we have many 
advantages over our larger peers. We have 
a wider investible universe, which means 
we can allocate capital to ideas that bigger 
managers are precluded from because of 
their large asset bases. In addition, we can 
take advantage of market volatility by being 

able to build and exit 
positions much faster. 

At Truffle, we see 
volatility as an 
additional source of 
alpha, as it gives us 
more opportunities 
to deploy capital 

where we see value. 
Truffle leverages 

off our rigorous 
and disciplined 
process. We 
focus on 
establishing the 
intrinsic value 
of a business 
so that we 
can identify 
and take 

advantage of mispriced securities. This 
ensures a sufficient margin of safety so that 
we don’t overpay for assets. This process 
and philosophy, when combined with the 
numerous benefits of being a boutique asset 
manager, has enabled us to generate market-
beating returns over the long term. 

One of the defining aspects of our process 
is Truffle’s obsession with identifying and 
understanding potential downside risk. We 
continuously test our investment theses to try 
and quantify the potential risk to the price 
of any asset in the event that our base-case 
assumptions do not materialise.

We spend just as much time trying to 
understand the downside and tail risks as we 

do on the 
upside of our 
investment 
case. This 
has helped us 
avoid many 
value traps 
and ‘bombs’ 
that were not 
obvious at 
the time, and 
has made a 

meaningful difference in putting our clients 
one step closer to achieving their financial 
goals. Protecting investors in difficult markets 
and limiting drawdowns is as important to us 
as outperforming the targeted benchmark.

Despite the increased headwinds facing 
active asset managers, such as regulatory 
requirements, growing competition and the 
uncertain economic environment, nimble 
firms that are able to combine their passion 
for investing with keeping clients’ interests at 
the centre of their business will continue to 
take market share from their larger peers. I 
urge you to consider boutiques when looking 
for investment managers who have the ability 
to deliver consistently strong returns. 

Superior risk-adjusted returns are not only 
a function of picking the winning stocks but 
also about avoiding value traps or ‘bombs’ 
where investors suffer permanent capital loss. 

LIMITING 
DRAWDOWNS IS 
AS IMPORTANT 
TO US AS 
OUTPERFORMING 
THE TARGETED 
BENCHMARK

Truffle Asset Management is an authorised FSP. Full details and basis of the award are available from the manager.
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IDENTIFYING AND UNDERSTANDING 
DOWNSIDE RISK

KEVIN HINTON 
Director, The 
Collaborative Exchange

The COVID-19 events unfolding over the past few weeks in 
financial markets have been of epic proportions and 

will create a new set of opportunities in which the 
‘winners of the future’ will be defined and new characteristics 
will emerge. In times like these, it is the bold entrepreneurs – 
perhaps Facebook and Amazon – that will turn adversity into 
opportunity and a new realm of asset managers will arise.

I do think that there will be asset managers today that will 
not be around in the next five years. This won’t necessarily be 
boutiques. It could be, but it could also be large asset managers. 
No longer will an adviser look at fund managers in the same 
way. The concept of risk vs return has brought on a whole 
new meaning and the standard risk metrics will no longer be 
valid. Advisers and asset allocators will now look brutally at 
fund managers with a new lens. This lens will now incorporate 
new principles that were never considered in the past. The old 
marketing adage that “we have the best investment philosophy, 
investment process, research methodology and employ the 
smartest investment talent, Sortino ratios, standard deviations, 
market drawdowns, etc” will all bring about new risk metrics.

Investment distribution and content dissemination will have 
to be done in a completely different way with technology playing 
an ever-increasing role in the way marketing is done. Balance 
sheets will be weakened throughout all industries and increasing 
scrutiny will need to be done on every rand that is spent on 
customer and adviser engagement. Some asset managers already 
have implemented the capabilities to respond to their customers 
by the nanosecond. Yet, we see many fund managers that have 
not adapted the better and more efficient use of technology.

Some large asset managers with big balance sheets and strong 
cash reserves may prosper and adapt. Some small boutiques may 
have held up better than their peers during this market decline, 
as they would have been nimble and flexible to adapt to market 
conditions. 

One thing that we do know, is that the bifurcation between 
‘alpha’ and ‘indexation’ will now be accelerated and the 
#NewWorldDisorder will accentuate a new wave of innovation. 
In SA, when we have bushfires, the grass always grows back 
greener – but some trees never survive and are destined to ashes!

#NewWorldDisorder: 
WHAT DOES IT MEAN FOR 
INVESTMENT BOUTIQUES

There’s never been a better 
time to ask: What if?
“WHAT IF” is a powerful question. It challenges the status quo 
and anticipates possibilities in the same breath.

WHAT IF your retirement fund was able to harness leading-edge technology
to save you time, money and effort?

WHAT IF your consultants were able to engage with and infl uence your 
employees to make better fi nancial decisions?

WHAT IF your employees became more productive because they were
in better control of their health and fi nances?

WHAT IF you had a partner who looked at things a little differently?
A partner who helped you to explore how advice, retirement funding,
insurance and healthcare could transform people’s lives.
A fully empowered partner with Africa’s largest insurance footprint.

At Sanlam, we continue to explore the “what if” questions that enable
fi nancial resilience and prosperity for institutions and your employees.

Visit www.fi nancialresilience.co.za to begin to ask: What if?
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THE CHOICE OF 
WHICH ANNUITY TO 
PURCHASE IS AN 
IMPORTANT ONE AND 
SHOULD NEVER BE 
UNDERESTIMATED

HOW WILL THE 
RECENT MARKET 
DOWNTURN HAVE 
AFFECTED THEIR 
RETIREMENT PLANS?

Statistics show that people are 
living longer. While this may 
be great news, it poses serious 

challenges for retirement planning. 
Living longer ideally means we 
should be saving more for retirement. 
However, the opposite is true. 
Many South Africans face a bleak 
retirement because of the following:
• They are not saving enough
• They follow an inappropriate 

investment strategy
• They do not invest for extended 

periods.

Momentum Corporate’s research 
shows that, in an attempt to save 
enough for retirement, people need to: 
• Invest for more than 35 years
• Invest at least 15% of their salary 

(net contribution rate)
• Earn an investment return of at least 

6% above inflation (after fees). 

One of the most important decisions 
that members will ever make is what 
to do with their retirement savings 
when they retire. As a result, members 
of retirement funds should appoint 
a well-qualified financial adviser to 
help them navigate and to make the 
most appropriate investment decision. 
Members should have a long-term 
investment strategy, even if they are 
close to their normal retirement age. 
One of the key risks they need to 
manage is of outliving their retirement 
income. There is a vast number of 
people in the world today who are more 
than 100 years 
old. Most of them 
have been retired 
for an extended 
period and they 
are struggling 
financially.

As a result, 
members must plan 
their retirement 
well in advance 

to ensure they have a well thought 
through investment strategy and that 
they re-align their pre- and post-
retirement investments strategies 
to guarantee they achieve their 
retirement objectives. Their investment 
strategy (i.e. the portfolios they invest 
in) a couple of years before retirement 
should not be dictated by short-term 
market volatility or uncertainty but 
rather by “what is going to happen 
after retirement”. 

In turn, financial advisers should 
partner with an insurer that offers 
tools that can assist members to make 
vital decisions when they get closer 
to retirement. These tools should 
provide members with information 
to understand the various annuity 

income options available to them 
when they retire, to enable them to 
make the best financial decisions based 
on their unique circumstances.

What do members need to do?
The choice of which annuity to 
purchase is an important one and 
should never be underestimated. 
Members need to be aware of the 
various types of annuities that are 
on offer, along with their features 
and risks. The table below shows the 
different types of annuities and their 
features.

Members should always get the 
advice of a licensed financial adviser 
to assist in making the best choices as 
they approach retirement.

Since the beginning of the year, global 
financial markets have seen their worst 
declines since the 2008 Global Financial 

Crisis. Major stock exchanges around the globe 
have fallen, signalling the end of the longest bull 
market on record. While slowing global growth 
has been a feature of markets in 2019, two main 
events appear to have been the catalysts for the 
current market rout: the impact of the COVID-19 
and the oil price stand-off between OPEC 
members Saudi-Arabia and Russia, leading to 
falling oil prices.

Imagine the situation of clients having to retire 
at the end of March this year after saving for their 
entire working career. How will the recent market 
downturn have affected their retirement plans? 
The most important lesson is not to panic – as 
now is not the time to discard a retirement plan 
completely. It has been my privilege to be part of 
the team analysing the results from our regular 
Sanlam Benchmark Survey. When considering 
the responses of pensioners who have achieved a 
successful retirement outcome, it is clear that they 
saved and stuck with a plan, irrespective of their 
salary levels. 

Unfortunately, a client’s retirement decisions are 

all once-off events, placing immense pressure on 
financial advisers to develop a realistic retirement 
plan for their clients and ensure that clients stick 
to it. 

In most cases, a client’s adviser has already taken 
into account that markets will always encounter 
volatile periods. Retirement plans need to be 
sufficiently robust to allow for a downturn just 
before retirement. A good retirement plan should 
not only focus on a client’s level 
of contributions and retirement 
date, but also select an 
appropriate investment strategy 
as they approach retirement. 

A client can continue with 
a fairly aggressive investment 
strategy over their working 
lifetime and into retirement 
(if they opt for a living annuity). However, this 
no-holds barred approach exposes a client to a 
possibly nerve-racking journey through market 
ups and downs, as well as a sequence of return 
risk in retirement. A popular alternative is to 
rather de-risk clients as they approach retirement, 
reducing the risk of market downturns ruining 
their retirement. But how does one balance good 

long-term returns with reducing the variability of 
returns, especially close to retirement?

A practical solution would be to utilise a 
smooth bonus portfolio, either on its own or 
in conjunction with a client’s other investment 
portfolios. These portfolios provide stable, 
predictable returns while the underlying portfolios 
still have a significant allocation to growth assets. 
These portfolios have also continuously shown 

their worth, especially in volatile 
and uncertain markets, as is 
currently the case. Over the last 
three months, I have spoken 
to many concerned retirement 
fund members about to retire, 
who take great comfort that 
their nest eggs have not reduced 
at all due to the immense 

market turmoil.
At Sanlam we believe that smoothed bonus 

portfolios remain a relevant and important 
investment option before and after retirement, 
and are often under-utilised by financial advisers. 
These portfolios have successfully withstood 
countless market downturns, enabling your client’s 
financial resilience. 

Feature Living Annuity Conventional Annuity With-profits Annuity

Guaranteed income until death No Yes Yes

Flexibility of income Yes No No

Inflation protection Maybe No Maybe

Exposure to equity Yes No Yes (lower exposure)

Predictability of income No Yes Yes

Mechanism to return capital on 
death

Lump sum paid 
to estate

Guaranteed payment 
term

Guaranteed payment 
term

Ensuring your client’s 
employees have a sustainable 
retirement income

RAJEN NAIDOO 
Head: Income and Structured 
Solutions, Momentum Corporate

Approaching retirement in a 
volatile investment environment

DANIE VAN ZYL 
Head: Smooth Bonus 
Centre of Excellence at 
Sanlam Corporate



A retirement 
fund that helps 

my children 
pass matric?

Today’s members expect more. And Momentum 
FundsAtWork gives them more. 

In addition to retirement and insurance benefits, our members have access 
to innovative value-added benefits.

Members with children in grades 1 to 12 receive a study assistance service which includes access 
to resources on the Studymaster website. From text book summaries, to practice test papers and 
interactive slides with videos on all subjects. 

Isn’t it time to talk to your clients about the retirement fund that works harder to give more?

Contact your Momentum Corporate Specialist.
So much more than a retirement fund.

momentum.co.za
Disclaimer: 
Momentum Corporate is a part of Momentum Metropolitan Life Limited, an authorised 
financial services and registered credit provider. Momentum Metropolitan Holdings 
Limited is a Level 1 B-BBEE insurer.
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The ASISA Multi-Asset (MA) 
High Equity category is a 
popular choice for retirement 

investments and is well catered to by 
asset managers with more than 200 
fund options available. Historically, 
this category has received the most 
investor flows, and it allows for the 
highest exposure to equities within 
retirement fund legislation. Given its 
equity-centric nature, the category is 
appropriate for an assertive risk profile. 
The implicit asset allocation points 
toward obtaining around CPI+5% per 
annum over the longer term.

Classified under the MA High 
Equity category, the PPS Balanced 
Fund of Funds was launched in 
2011 and is constructed to deliver 
consistent peer-relative performance, 
through a systematic approach to 
portfolio construction and monitoring. 
The fund leverages off our own 
investment process that identifies 
and assesses managers, and does 
ongoing qualitative and quantitative 
monitoring. Our research process is 
in-depth and thorough, and we spend 
a considerable amount of time getting 
to know managers. In support of this, 
we also continue to invest in our own 
capability, and this year we initiated 
a project to integrate our extensive 
research database into FactSet. In terms 
of manager engagement, this year, our 
investment team met with 23 managers 
in the MA High Equity space, and 
we had 36 face-to-face engagements 
with these managers, including both 

formal due diligences and follow-up 
interactions. This was out of a total of 
18 manager engagements, covering 100 
unique funds across all sectors.

PPS Balanced Fund of Funds invests 
in a selection of underlying local and 
global managers. It has been invested 
with Prudential Investment Managers 
since 2011, Tantalum Capital since 
2013, and Abax Investments since 2017.

These managers have domestic-
only mandates and discretion to 
invest according to 
their unique best 
investment view. In 
the past 18 months, 
we have also added 
our partnership 
manager, 36ONE 
Asset Management, 
as an underlying 
manager in the 
portfolio and, in 
their mandate, they can invest both 
locally and offshore. The remainder 
of the offshore exposure in the PPS 
Balanced Fund of Funds is achieved 
through the PPS Global Balanced Fund 
of Funds, which has a 60:40 equity to 
bond benchmark, and a diversified 
allocation to foreign managers that are 
all highly rated by our investment team. 

Recent foreign manager appointments 
include Lansdowne Partners (2017), 
Baillie Gifford (2017) and our global 
equity partnership manager Capital 
Group (2019), while Egerton Capital 
and Veritas have been longer-standing 
active manager appointments. The 
fund also has an explicit foreign listed 
property allocation through Catalyst 
Fund Managers, a passive equity 
allocation through Old Mutual, and a 
global multi-asset allocation through 

Coronation Fund 
Managers.

The past seven 
years have been 
a challenging 
environment for most 
MA High Equity 
funds, as SA equities 
(which typically 
form the bulk of the 
equity allocation) 

materially underperformed most 
other asset classes. Fortunately, over 
this period, foreign equities have 
helped, as has our own manager 
selection. The PPS Balanced Fund 
of Funds has outperformed its peer 
group over most recent periods (1, 3, 
5 and 7 years) and is well-placed to 
continue to outperform. Year-to-date 

(up to 31 October 2019), managers 
that have contributed significantly 
to outperformance include Abax 
Investments and 36ONE Asset 
Management, which delivered low 
double-digit returns, while Prudential 
Investment Managers and Tantalum 
Capital delivered mid to high single-
digit returns.

The underlying offshore managers 
in the fund were the best performers 
in absolute terms this year, with 
Egerton Capital Equity, Catalyst Global 
Listed Real Estate and Baillie Gifford 
Worldwide Discovery all delivering 
over 30% in rand terms.

Going forward, we remain firm 
in our stance about the appointed 
managers and their ability to add 
value. Given the low single-digit 
returns this category has delivered 
recently, it is important that investors 
speak to their financial advisers 
before making any hasty decisions. 
Categories that have performed 
relatively well recently have typically 
not had SA equity exposure, but some 
of these have limited ability to perform 
substantially better than inflation, 
going forward.

Visit www.pps.co.za for more 
information.

At 31 October 2019 Year to date 1 year 2 years 3 years 5 years

ASISA South African 
Multi Asset High Equity

Return Quartile Return Quartile Return Quartile Return Quartile Return Quartile

PPS Balanced Fund of 
Funds A2

10.16 2 8.31 2 3.29 2 6.44 2 5.70 2

PPS Balanced Fund of Funds: 
A fund suitable for retirement

THIS YEAR, OUR 
INVESTMENT 
TEAM MET WITH 
23 MANAGERS 
IN THE MA HIGH 
EQUITY SPACE

REZA HENDRICKSE  
Portfolio Manager, 
PPS Investments

People are probably washing their hands 
more regularly to protect themselves from 
catching COVID-19. Should they be doing 

anything different to protect their retirement 
savings? Financial markets have cycles of high and 
low performance, which are reflected in investment 
returns. Currently, due to events around the globe, 
investments are rising and falling more often.

Stay on your journey
Alexander Forbes Investments recommends staying 
on the investment journey to increase the likelihood 
of achieving retirement investment goals, despite any 
short-term ups and downs in the financial markets. 
Investing is not a smooth journey and there will be 
ups and downs. It is no surprise that investors panic 
when investment performance is at its lowest and no 
recovery appears to be in sight. 

Financial disruptions
The current COVID-19 pandemic has led to panic 
in the market. Isaah Mhlanga, Executive Chief 

Economist at Alexander Forbes Investments, says, 
“We have essentially reached the second stage of the 
impact of the coronavirus – financial disruptions, 
where pockets of illiquidity, stress selling, market 
dislocations and complete closure of markets other 
than bank funding can be expected. The first stage was 
disruption of global value chains in the real economy. 
The third stage will be when the market starts looking 
for a bottom after a sell off, which will require either 
finding a coronavirus vaccine or a method to control 
the impact of the virus on humans. The last stage will 
be the long-term impact on global value chains, where 
countries will diversify trade linkages away from 
China.” 

It may be a good time to invest
When markets are falling, in other words in a short-
term down, investors can look forward to buying a 
greater stake in their investment portfolio for the same 
rand contribution or investment. This may lead to 
better investment returns in future, because it may be 
a good time to invest.

How a retirement fund’s investment 
strategy protects against short-term 
volatility
Retirement fund’s investment portfolios are spread 
across investment classes and are designed to 
safeguard against short-term volatility. This means 
that when there are more short-term ups and downs 
and low investment returns, the retirement fund’s 
investment portfolios are likely to experience lower 
extremes than the financial markets.

Switching investments at the wrong 
time will destroy value
Investing for retirement is long term and therefore 
the impact of any short-term shocks will likely be 
recovered. Swings in the financial markets can’t be 
timed with certainty. Ultimately, it’s about riding 
out the short-term ups and downs and staying on 
course to meet retirement investment goals that will 
provide an income during retirement years. Fear 
and emotions shouldn’t get in the way of long-term 
investment success.

How a retirement fund’s investment strategy 
protects against short-term volatility
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Choose an income structure that suits your needs 

Rethink retirement 
Just offers guaranteed lifetime income solutions providing retirees with financial 
certainty and protection from outliving their assets. We partner with best-of-breed  
asset managers and administrators to provide an enhanced value proposition  
to meet the different needs of South African retirees. 

justsa.co.za

Just Retirement Life (South Africa) Limited is a registered life insurance company, regulated by the Prudential Authority of the South African Reserve Bank and the Financial Sector Conduct 
Authority as an authorised financial services provider (FSP no. 46423) and is a wholly owned subsidiary of Just Group Plc, one of the UK’s leading providers of retirement financial solutions.

In the past the debate has been 
about which is best – a life 
annuity or a living annuity?

We believe it’s both, and a blend of 
the two is best. 

Academic research has largely 
settled the life versus living annuity 
debate, proving that a combination 
provides a more optimal outcome 
when balancing the competing 
objectives of having a sustainable 
income for life and leaving a capital 

legacy on 
death. This 
was also 
recognised 
by the FSCA 
when it 
granted an 
exemption 

from its criteria for living annuities 
in a default annuity strategy, which 
paved the way for blended living 
annuities to be offered as a default 
option for retirees. 

The most common drawcard for 
choosing a living annuity over a life 
annuity is the ability to leave a capital 
legacy to loved ones after death. 
However, the research revealed a 
powerful result, which showed that 
your expected capital legacy at death 
is higher when you combine a living 
annuity and a life annuity, compared 
to a living annuity alone. 

Most will find this to be 
counterintuitive. The simplest way 
to explain this finding is that the 

life annuity portfolio can provide 
a guaranteed level of income at the 
lowest possible price, which reduces 
the amount you need to draw from 
the other living annuity assets each 
year. This, in turn, leaves a higher 
balance of the assets on death, 
compared to if you had just drawn 
from the living annuity assets alone. 

Yet, in recent years, over 90% of 
funds at retirement have flowed into 
traditional living annuities. Why? 

There are a few possibilities: 
• A lack of understanding in the 

market of the different risks faced 
in retirement. The risk of death 
of a breadwinner, for example, 
and the financial consequences 
on a family is easily understood 
by people. This is why many 
people buy life insurance to 
protect the family against this risk 
and its consequences. However, 
few people seem to understand 
longevity risk and its financial 
consequences, as most people 
don’t buy life annuities to protect 
themselves (and their families) 
from outliving their savings. Some 
studies have found that retirees 
fear the risk of running out of 
money more than they fear death 
itself, yet they often do not buy 
the correct product to protect 
themselves from that risk.

• A lack of understanding of how the 
different retirement solutions can 
help mitigate the risks retirees face.

• The costs and remuneration 
associated with various retirement 
solutions.

• Regulations that prevent splitting 
of annuities after retirement.

Empower the many retirees 
who are at risk of outliving 
their assets in retirement
Good financial advice from an 
early age is therefore imperative to 
help retirees reach retirement with 
adequate savings and to select the 
right combination of investment 
and insurance products to suit their 
particular circumstances. 

In order to adapt to a ‘new’ 
retirement, it is important for the 
industry as a whole to challenge 
convention and drive product 
innovation to address important gaps 
left by traditional providers of life 
and living annuities in South Africa. 

The new debate should simply be: 
What is the best proportion for the 
blend? 

Johann Swanepoel is a Product Actuary at Just 
and heads the team responsible for Just’s product 
development in South Africa. He is a qualified 
actuary with 24 years’ experience. Johann has a 
notable track record in pension fund valuation, 
asset liability management and annuity 
innovation through his work at Alexander 
Forbes, Sanlam Investment Management and 
Momentum Employee Benefits. He holds a 
BCom (Insurance Science) and is a Fellow of the 
Institute and Faculty of Actuaries (UK) and a 
Fellow of the Actuarial Society of South Africa.

JOHANN SWANEPOEL 
Product Actuary, Just

A LIFE 
ANNUITY 
OR A LIVING 
ANNUITY?

Blended living  
annuities deliver higher 
sustainable incomes

IM
AG

E: JU
ST

An independent tracking 
study commissioned 
by retirement income 

specialist Just shows that only 
four out of 10 pre-retirees and 
retirees use (or intend to use) the 
services of a professional adviser. 
Only 26% of respondents are 
considering discussing their 
retirement journey with an 
expert, yet over half have 
not yet calculated how much 
they need each year to live off 
in retirement.

 “Without an accurate 
understanding of your 
current financial situation 
and discussing your unique 
retirement needs, it is almost 
impossible to set realistic and 
achievable financial goals, let 
alone work towards them,” Just 
CEO Deane Moore says.

 “The assistance of an 
independent adviser should not 
be restricted to high-income 
earners only and we strongly 
recommend that everyone 
approaching retirement compare 
product features and pricing of 
available retirement solutions 
with a trusted specialist, in order 
to make informed choices. This 
should also help to close the gap 
between the expectations and 
reality of retirement.” 

A strong 
need for 
independent 
financial 
advice 

http://www.justsa.co.za
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Employers are finding themselves in an 
increasingly competitive job economy where 
they are struggling to attract and retain talent 

and, as custodians of their employees’ financial 
wellbeing, they are facing growing pressure to offer 
valuable benefits that better meet their needs. 

Traditional group risk products are standardised, 
commoditised and one-size-fits-all solutions that fail 
to meet both employees and employer requirements. 
That leaves scheme members, by and large, 
substantially underinsured at younger ages when they 
face the largest financial exposure, relative to older 
employees who are nearing their retirement age. 

For advisers, this also hinders the advice-giving 
process. Change is needed – and we believe 
BrightRock’s needs-matched philosophy positions us 
to disrupt the group risk market.

Innovative employee benefits 
There is a clear need to provide innovative, 
consumer-centric products that offer premium 
efficient cover to match clients’ needs. In the 
intermediated space, these products should 
enable financial advisers to give the best advice, 
with solutions that precisely meet their clients’ 
requirements sustainably and address any shortfalls 
in their cover. 

Cover providers also need to harness the 
sophisticated technology at their disposal and use 
its incredible processing power to create products 
that are intuitive, flexible and customisable, offering 
good value for money. In doing so, they will provide 
much better value and up to double the cover that 
traditional products offer for the same premium. 

BrightRock is changing the way group risk 
products work on two fundamental levels. Firstly, 
the cover for each person in the 
group is calculated, which enables 
us to give more people in the group 
more cover. Employers buy group 
risk for the people in the company 
to cover their future paycheques in 
case something happens and they 
can’t work before they retire. 

With needs-matched group risk 
cover, we work out how many paycheques each 
employee needs to cover, and then we give every 
person in the company the same level of cover 
in proportion to the amount of the value of their 
paycheques left until retirement. 

Secondly, the product is better at protecting each 
individual employee – giving them choices where 
they want the ability to decide what suits them best 
and peace of mind that the product will pay when it 

should. For example, if a policyholder is diagnosed 
with stage four cancer, he or she will have certainty 
that they will meet the criteria for a claim, which is 
not the case with traditional subjective assessment 
criteria. 

We give each person the ability to decide at a 
personal level how they want their cover to work for 
them. For example, individual employees can easily 
buy up to double the cover, over and above what 

the employer secured, if they need 
it, without medical underwriting. If 
they claim, they can choose whether 
they want the pay-out to be a once-
off lump sum or a monthly pay-out, 
and if employees leave the company, 
they can take this group risk cover 
with them, making it a valuable part 
of their specific financial plans. 

Financial advisers are uniquely qualified and 
experienced to find the perfect fit for their clients’ 
risk cover needs. In their ability to relate to their 
clients, financial advisers are not only able to 
understand their clients’ concerns and aspirations, 
but they are able to relate those concerns and 
aspirations back to clients’ underlying financial 
needs and, in turn, to a life insurance solution that 
can adequately cater for these needs. 

SCHALK MALAN 
CEO, BrightRock

Covering your clients’ needs as 
their businesses grow and change 

THE PRODUCT 
IS BETTER AT 
PROTECTING 
EACH INDIVIDUAL 
EMPLOYEE

RISK 30 April 2020

BrightRock Life Ltd is an authorised financial services provider and registered insurer.
Company registration no: 1996/014618/06, FSP 11643. Terms and conditions apply.
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Even the most skilled 
carpenter cannot 
build a chair with  
a jackhammer. 
As a highly-skilled financial adviser, you too need more than blunt tools to provide 
your clients with sophisticated risk cover that accurately matches their needs.

Claim-stage choice, another world-first innovation from BrightRock, allows your 
clients to choose a lump-sum or a recurring income pay-out for their income needs  
at claim stage. Because it is impossible to predict their exact needs in advance.  
For example, a client may change from a regular monthly pay-out to a cash lump 
sum if their prognosis is poor. In this way, you can ensure your clients always get the 
most value from their pay-outs and remain firmly in the driver’s seat – because they 
can decide what they need most, when they know exactly what they need. It’s just 
one more way we empower you to offer your clients life insurance that matches their 
changing needs with absolute precision.

Get the first ever needs-matched life insurance that changes as your life changes.

The consequences of not 
being sufficiently covered 
against disability can have 

serious financial implications for 
professionals, should they have to face 
the harsh realities of an unforeseen 
disability. But finding the right cover 
for the myriad of potential disabilities 
can be challenging.

Nonkululeko Zungu, Product 
Development Consultant at Sanlam 
Individual Life, attributes the disability 
insurance gap to the ‘it won’t happen 
to me’ mindset. “It’s difficult to think 
about these things, so we tend to brush 

them under the carpet, hoping we’ll 
never have to face them,” says Zungu. 

There’s a significant disability 
insurance gap of R19.3tn for South 
Africans aged 30 to 39. Based on the 
2018 Sanlam Disability claim stats, 
most of the disability claims were 
paid in respect of clients in the age 
group of 39-55 years. Zungu believes 
there’s an education job to be done 
and it’s pivotal to start conversations 
to address harmful stigmas, raise 
awareness around different disabilities 
and identify ways to mitigate risk. 

Different types of disabilities
In 2018, 52% of Sanlam’s disability 
claims were for heart disease, cancer 
and musculoskeletal conditions. For 
women, the majority of claims were 
for cardiovascular disease (22%), while 
cancer accounted for most claims from 
men (28%). 

It’s vital to note that disabilities 
can be seen and unseen. They can 
be physical, cognitive (physical or 
psychological conditions that limit an 
individual’s ability to learn, causing 
functional problems for that person), 
mental (difficulties relating to your 
ability to obtain, adapt and apply new 

information), sensory, emotional, 
developmental or a combination of 
these. The most common disabilities 
young people are at risk of are 
impairments/complicated injuries 
following significant trauma/accidents. 
According to Dr Marion Morkel, 
Chief Medical Officer at Sanlam, there 
is also a slow but steady increase in 
psychiatric conditions in younger age 
groups. 

While figures from Statistics SA 
highlight the disability prevalence by 
province in South Africa for difficulty 
in seeing, hearing, communicating, 
walking, remembering and self-care, 
they do not include statistics about 
psychological and certain neurological 
disabilities. This is primarily due to a 
lack of data, which suggests that these 
kinds of ‘unseen’ disabilities may be 
overlooked. 

Zungu notes that mental health 
conditions such as anxiety, bipolar 
disorder, depression, schizophrenia 
and progressive chronic conditions 
are examples of so-called ‘unseen’ 
disabilities. She believes it is crucial 
to provide more education around 
these often less-spoken-about but 
equally debilitating disabilities. “It’s 

vital that people have disability cover 
should they be rendered temporarily 
or permanently unable to work. It’s 
also important that they know what 
classifies as a disability in order to have 
the best chance of a successful claim.” 

What classifies as a disability 
you can claim for?
An occupational disability is a 
disability that inhibits one’s ability to 
perform one’s occupation. Cover for 
occupational disabilities takes two 
forms:
• Disability for Own (regular) 

Occupation pays out when you 
become disabled to the extent 
that you are unable to do the job 
you held immediately before the 
disability.

• Disability for Own (regular) 
and Reasonable Alternative 
Occupation: In order to claim 
under this form, in addition to not 
being able to do the job you did 
immediately before the disability 
occurred, you must also not be able 
to do other jobs that you would 
reasonably be expected to do, 
taking into account your education, 
training and experience. 

Nonkululeko Zungu, Product 
Development Consultant, 
Sanlam Individual Life

Serious financial implications for 
professionals not sufficiently covered

http://www.brightrock.co.za
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                         Income  
              protection has  
      never been this flexible

George Kolbe, Head: 
Marketing, Momentum 
Retail Life Insurance

A STEADY MONTHLY 
INCOME PROVIDES 
CLIENTS WITH 
CERTAINTY THAT 
THEY WILL BE ABLE 
TO FUND REGULAR 
EXPENSES

“The importance of a 
regular income cannot be 
overemphasised,” says George 

Kolbe, Head of Marketing for 
Momentum Retail Life Insurance.

“A steady monthly income 
provides clients with certainty that 
they will be able to fund regular 
expenses such as bond payments, 
school fees, groceries, etc. A steady 
monthly income also serves as the 
springboard from where long-
term goals are funded, such as a 
comfortable retirement.” 

This is why it is so important 
to protect your clients’ incomes 
by offering them unique income 
protection that is specifically 
designed with claims certainty in 
mind. Myriad is taking income 
protection benefits to a whole new 
level by introducing a Complete 
Income Protector 
Benefit with 
bespoke features 
that will adapt 
to your clients’ 
changing needs. 
This benefit, in 
combination with 
their Permanent 
Disability 
Enhancer 
rider benefit, 
provides a flexible, simplified but 
comprehensive solution to address 
income disability, lump sum 
disability and impairment needs in 
a single cost-effective solution.

Extreme choices 
According to Kolbe, “Current 
market choices allow your clients 
to only choose between two 
extreme options when it comes 
to protecting their income, in the 
event of a disability. 

They can choose an affordable 
income protection benefit that 
indemnifies them against a loss of 
income, or a lump sum disability 
benefit that provides a capital 
pay-out in the event of disability. 
Both have certain advantages and 
drawbacks.”

With income protection 
benefits, pay-outs will continue 

for as long as your clients are 
disabled, and will cease at the 
selected benefit expiry date or in 
the event of their earlier death. 
However, this indemnity approach 
does come with some sense of 
unfairness. Imagine a scenario 
where two clients paid the same 
premium and qualified under the 
same claims criteria. It is often 
considered unfair that a client who 
is terminally ill and passes away 
a year after becoming disabled 
only received payments for a 
period of 12 months, while a client 
who is unable to work due to a 
musculoskeletal injury receives 
payment until the age of 65.

Alternatively, clients can select 
a lump sum disability benefit that 
provides a full capital pay-out in 
the event of disability. Fairness 

is achieved as 
there is no link 
between the likely 
life expectancy 
and the pay-
out. This benefit 
is typically 
more expensive 
compared to a 
monthly income 
benefit, as the 
cover typically 

increases as your clients approach 
retirement. The capital that is 
needed to provide an income until 
retirement age typically reduces 
as your clients near retirement 
age, so potentially less cover is 
required. A further challenge 
with this scenario includes your 
clients taking the risk of managing 
the investment and drawdown 
of capital responsibly to ensure 
that the capital lasts long enough. 
Also, when lump sum benefits are 
selected, your clients’ financial 
planning must include adequate 
cover for an extended period, and 
this requires detailed financial 
analysis.

Giving new meaning to the 
word ‘flexibility’
“With Myriad’s new Permanent 
Disability Enhancer, available as 

a rider benefit to all 
our Complete Income 
Protector Benefits, 
your clients can now 
get the best features of both 
an income protection and a 
lump sum disability benefit 
at an affordable, extra cost,” 
Kolbe says. 

By adding this rider benefit 
to your clients’ Complete 
Income Protector Benefits, 
they will have the following 
choice when it is determined 
that they are permanently disabled:
• Option 1 Your clients can 

select to receive the regular 
income with the following 
enhancements: we guarantee 
to pay them this income up to 
their selected benefit expiry 
date, but should your clients 
pass away before their selected 
retirement age, we will convert 
the outstanding monthly pay-
outs to a lump sum and pay it to 
their beneficiaries, or into their 
estate. Alternatively, because 
your clients are able to convert 
to a lump sum at any stage after 
a successful claim, they will also 
have the opportunity to convert 
the income into a lump sum 
amount at any stage prior to 
their death.

• Option 2 Your clients have the 
option to convert the full, or 
part of, their future income 
protection pay-outs into a 
lump sum pay-out. In addition, 
your clients can exercise this 
option at claims stage or any 
time thereafter. They can even 
exercise the option multiple 
times, for as long as they have 
not yet converted 100% of their 
future disability income. 

Reduce risk and increase 
certainty 
This new solution empowers 
clients to insure themselves against 
a loss of income with the claim 
certainty of having access to a 
regular income pay-out with no 
exposure to investment risk, and 
with the comfort that pay-outs 

are guaranteed until the 
selected benefit expiry date. 
Also, if a client qualifies to 
commute their income to 
a lump sum pay-out but 
decides to rather receive 
a monthly pay-out, the 
monthly pay-out will not 
be subject to any financial 
reassessment against active 
income or other income 
disability benefit pay-outs. 

Truly the best of both  
“Your clients’ financial needs can 
change in a heartbeat, especially 
if they become disabled,” Kolbe 
states. “When the Complete 
Income Protector Benefit is 
combined with the Permanent 
Disability Enhancer rider benefit, 
your clients have the ultimate 
flexibility in choice when replacing 
their income as it combines the 
best features of income disability 
and lump sum disability. They will 
have the advantage of cover for 
temporary and partial disability 
that is not provided by lump sum 
benefits, while also having the 
option of lump sum pay-outs if 
they qualify for a claim on the 
Permanent Disability Enhancer 
Benefit criteria; something that is 
not normally available on income 
protection benefits.”
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Income protection, 
reinvented.
Myriad’s new Complete Income Protector Benefit is an innovation in income protection cover 
that simplifies financial planning.

The new Complete Income Protector Benefit combines the best features of income disability and lump sum 
disability cover in one solution, designed with flexibility in mind to meet your clients’ unique and changing needs.

For more information, contact your Momentum consultant today!

Terms and conditions apply. Momentum is part of Momentum Metropolitan Life Limited, an 
authorised financial services and registered credit provider. Reg. No. 1904/002186/06

One solution for 
income protection 

and lump sum 
disability!

http://www.momentum.co.za
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that simplifies financial planning.

The new Complete Income Protector Benefit combines the best features of income disability and lump sum 
disability cover in one solution, designed with flexibility in mind to meet your clients’ unique and changing needs.

For more information, contact your Momentum consultant today!

Terms and conditions apply. Momentum is part of Momentum Metropolitan Life Limited, an 
authorised financial services and registered credit provider. Reg. No. 1904/002186/06
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and lump sum 
disability!
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MSTI launches online quoting functionality

When financial advisers 
are helping their 
customers make the 

right decisions when it comes 
to their personal, car and home 
insurance – getting accessible, 
timely, and accurate quotes can 
be more than a hassle, and if the 
information is inaccurate, it can 
ruin relationships. 

With this in mind, Momentum 
ShortTerm Insurance (MSTI) 
launched its online quoting 
functionality for 
intermediaries in March 
this year. According 
to Chief Commercial 
Officer of MSTI, 
Etienne du Toit, the 
system was piloted from 
November last year.

 “We had a good 
pilot period,” du Toit tells 
MoneyMarketing. “In this day 
and age, rolling something out 
in a big bang fashion is probably 
not always appropriate, so we 
exposed the system to a select 
number of advisers in order 

to iron out any bugs, and to 
make sure of its suitability for 
intermediaries and their practices. 
Often there are nuances in a 
practice as some quotes are done 
by the intermediary himself, or 
his assistant or even a team of 
people over the phone, so it was a 
combination of scenarios that we 
had to look at.” 

Du Toit says there are two 
schools of thought in the industry 
around online quoting. “Some 

insurers want to 
make it as quick 
as possible – and 
that then can 
compromise on 
the accuracy to 
an extent, because 
you’re capturing 
a limited number 

of fields and the like. Our approach 
is to have an intermediary in a 
position to have a final answer as 
soon as possible and for there not 
to be significant variations after 
the fact. We designed the system 
in such a way that the quote the 

intermediary gets on his screen is 
an accurate reflection of what the 
client will end up paying.” 

MSTI’s online quoting 
functionality for intermediaries is 
designed for personal car and home 
insurance quotes to be generated for 
clients. These quotes are: 
• Tailored to clients’ needs 
• Accurate based on the risk 

information provided 
• Real time, inclusive of admin fees 

and the required client consent 
• Not reliant on call centre office 

hours.

Online quotes are available to all 
intermediaries with a Momentum 
Short-term Insurance licence. 

“We’re very excited about the 
product and it couldn’t have 
come at a better time. Many 
advisers are now forced to 
do business more digitally 
during the national 
COVID-19 crisis. It’s 
something intermediaries 
have been asking us for 
and there’s no doubt a need 

for it - and it’s just another way 
in which we are partnering with 
intermediaries on their journey to 
success,” du Toit concludes.

IF THE 
INFORMATION 
IS INACCURATE, 
IT CAN RUIN 
RELATIONSHIPS
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With waves of digitally-
led disruptors entering 
the market, the need for 

traditional insurers to improve their 
customer experience (CX) is greater 
than ever. Without the burden of 
legacy systems, new players can 
build customer-centric products and 
services from the start, attracting 
customers who’ve grown accustomed 
to getting everything they need 
through digital channels. 

Most legacy insurers, however, have 
struggled when it comes to improving 
CX, yet one of the most effective 
ways they can handle this is by 
utilising technology and the available 
data to enhance their customer 
communications. 

The benefits of 
communication 
The link between communication 
and customer experience should be 
obvious. So much of CX is about 
the relationship between a company 
and its customers, and it’s impossible 
to build a relationship in silence. 
That’s especially true in a world 
where 73% of customers expect 
companies to understand their 

needs and expectations. It should 
hardly be surprising then that 95% 
of customers are looking for some 
degree of proactive communication 
from the companies with which they 
do business. And yet, most insurers 
traditionally fail to speak to their 
customers in any meaningful way. 

Research shows that more than 
90% of insurers worldwide do not 
communicate with their customers 
even once a year, and that 20 to 40% of 
their customer base will not receive a 
single communication all year. 

Technology and data 
There’s no reason this should be 
the case. Insurers have much larger 
amounts of data on their customers 
than most other industries. Leveraged 
effectively and combined with the 
right technology, insurers can use this 
data to deliver hyper-personalised 
communication that is timely, relevant 
and useful. 

Using artificial intelligence (AI) and 
machine learning (ML), for example, 
it’s possible to sift through the data 
and provide individual customers with 
offers for the products most relevant 
to them. These technologies will also 

allow customers to customise coverage 
for specific items and events (known as 
on-demand insurance). 

Using geographic data, meanwhile, 
insurers can provide users with 
proactive communication around 
things such as extreme weather 

conditions. While simple text 
messages will always play a role in 
this regard, insurers can enhance 
their communications on other digital 
channels using visuals to show ways 
in which to prepare for the event and 
limit the damage. 

In both scenarios, customers are 
likely to have a better experience with 
their insurer. With customised offers, 
people feel understood as individuals 
and that they’re getting a good service. 
Furthermore, personalised alerts make 

it less likely that they’ll have to submit 
a claim. As a result, they’re less likely 
to shop around and switch insurers. 

It’s important to note, however, that 
insurers should always be conscious 
of customer wants and needs when 
it comes to using technologically-
enhanced communications. Moreover, 
the insurer needs to ensure that its 
customer communications don’t veer 
towards being over-familiar. Any user-
specific behavioural communication 
(around driving habits or exercise, for 
instance), should be strictly opt-in and 
well within ethical norms. 

Standing out from the crowd 
Traditional insurers simply cannot 
afford to take a business-as-usual 
approach. They need to ensure 
the experience they provide their 
customers is as good as, if not better 
than, those that customers enjoy in 
every other facet of their lives. 

One of the most effective ways of 
doing so is by embracing technology 
to enhance customer communication. 
And while some new technologies may 
seem like a gamble to traditionally-
minded decisionmakers, doing 
nothing represents a much bigger risk. 

Traditional insurers need to 
improve customer experience

BRENT HAUMANN 
Managing Director, 
Striata Africa

90% OF INSURERS 
WORLDWIDE DO 
NOT COMMUNICATE 
WITH THEIR 
CUSTOMERS EVEN 
ONCE A YEAR

Etienne Du 
Toit COO, 
Momentum  
Short-Term 
Insurance



THE ASIAN ASPIRATION 
WHY AND HOW AFRICA SHOULD EMULATE ASIA
BY GREG MILLS, OLUSEGUN OBASANJO, 
HAILEMARIAM DESALEGN AND EMILY VAN DER 
MERWE

In 1960, the GDP per capita in South East Asian 
countries was nearly half of that of Africa. By 
1986, the gap had closed and today the trend 
is reversed, with more than half of the world’s 
poorest now living in Sub-Saharan Africa. Why 
has Asia developed while Africa lagged? The 

Asian Aspiration chronicles the untold stories of explosive growth and 
changing fortunes: the leaders, events and policy choices that lifted 
a billion people out of abject poverty within a single generation, the 
largest such shift in human history.

The relevance of Asia’s example comes as Africa is facing a 
population boom, which can either lead to crisis or prosperity; 
and as Asia is again transforming, this time out of low-cost 
manufacturing into high-tech, leaving a void that is Africa’s for the 
taking. But far from the determinism of the ‘Africa Rising’ narrative, 
this book calls for unprecedented pragmatism in the pursuit of 
African success.

LEADERSHIP STRATEGY AND TACTICS: 
FIELD MANUAL 
BY JOCKO WILLINK 

This is a practical guide to leadership 
and how to excel at it, from the co-
author of the number-one New York 
Times bestseller Extreme Ownership. 
Leadership is the most challenging of human 
endeavours. It is often misunderstood. It 
can bewilder, mystify and frustrate even the 

most dedicated practitioners. Leaders at all levels are often forced to 
use theoretical guesswork to make decisions and lead their troops. 
It doesn’t have to be that way as there are principles that can be 
applied and tenets that can be followed. There are skills that can be 
learned and manoeuvres that can be practised and executed. There 
are leadership strategies and tactics that have been tested and 
proven on the battlefield, in business and in life. In this book, retired 
Navy SEAL Officer, Jocko Willink, delivers his powerful leadership 
methodology that teaches how to lead any team in any situation to 
victory. He informs readers how to deal with egos, earn and build 
trust with both subordinates and superiors, instil pride in a team, 
overcome challenges presented by a micromanaging, indecisive or 
weak boss, and use leadership as a tool to teach, mentor, train and 
correct the behaviour of team members. 
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SOUTH AFRICAN FINANCIAL  
PLANNING HANDBOOK 2020
BY BRIAN GOODALL, LEE ROSSINI,  
MARIUS BOTHA, WALTER GEACH,  
LAURA DU PREEZ AND PAUL RABENOWITZ

This is the seventeenth edition of the South African 
Financial Planning Handbook, a work that is updated 
annually so as to include the latest legislative 
revisions, industry best practice, practical examples 
and guidelines. As such, it has become an essential 
reference guide for financial advisers’ practices and 
one that underlines the enormous body of knowledge available. It is also the 
prescribed textbook for postgraduate studies in financial planning.

The book provides commentary on all aspects of financial planning along 
with examples, tables and simplified information. Sections include the 
principles and practices of financial planning, insurance planning and risk 
management, investment planning, tax planning, estate planning, retirement 
planning, as well as business planning and integrated financial planning. 

Keeping up to date in the rapidly changing world of financial advice can be 
challenging. The South African Financial Planning Handbook, however, makes it 
easy for professionals to make effective decisions while ensuring that they’re 
complying with regulation.

SUDOKU
ENTER NUMBERS INTO THE BLANK SPACES SO THAT EACH ROW, 
COLUMN AND 3X3 BOX CONTAINS THE NUMBERS 1 TO 9.
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