
Indications are that the world is 
approaching peak coronavirus 
infections as well as death 

rates, and as a result there has been 
something of a relief rally in global 
equity markets, further fuelled by an 
enormous amount of stimulus from 
most countries’ central banks. That’s 
according to Maarten Ackerman, 
Chief Economist and Advisory Partner 

at Citadel. He was speaking at a 
webinar held late last month.

In South Africa, now in 
stage four of its COVID-19 

lockdown, it would appear 
that the curve of the virus 
has been flattening. This 
comes at a time when 
the number of tests has 
been increasing rapidly, 
a positive indication that 
the numbers are reflecting 

the real impact within the 
country. Ackerman says 

the figures imply that, in line 
with global trends and given 

SA’s early lockdown, the virus will 
probably be brought under control. 

Local investment 
opportunities
While he definitely sees investment 
opportunities in South Africa, he 
advocates being “a bit overweight” to 
offshore equities from a growth and 
diversification perspective. “For the 
next three to five years, the JSE will 
have some headwinds to deal with, 
but that doesn’t mean that there are no 
bargains to be picked up.”

He also sees opportunity in the local 
fixed-income market as the Moody’s 
credit downgrade has been priced 
in and current yields are attractive. 
“We’ve been very light on bonds and 
significantly underweight the asset 
class, because we were concerned 
about the fiscal picture in South Africa 
and obviously the impact a downgrade 
could have. Subsequent to the 
downgrade – or around that period – 
we increased our exposure quite a bit.” 

He explains that already in early 
2019, bond investors became aware of 
fiscal risk and were happy to continue 
to lend to Government but with the 
compensation of being paid more 

interest. “Where we are right now, 
we can argue that most of the risk of 
the downgrade has been priced in, 
although there will be some movement 
around the rebalancing of the World 
Government Bond Index (WGBI), but 
most of it is already in the price.”

Ackerman points out that if 
investors start buying at present levels, 
they receive a double-digit yield. “We 
are in an environment where interest 
rates are declining, so in time the 
longest part of the curve will also start 
to decline. If you take other countries, 
like Brazil as an example, after their 
downgrade they moved back to 
normal yield levels, lower than just 
around the downgrade.

“Our view is you can get a double-
digit yield in any case – and you get 
a capital gain as yield starts to move 
back over the next three to five years. 
You could probably get around about 
12% to 14% per annum nominal 
return in South African government 
bonds. And if you buy that in a 
pension fund product or retirement 
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The COVID-19 lockdown restrictions are 
having a calamitous effect on our economy 
and the welfare of South Africans. The rate 

of infections is climbing as testing is ramped up, 
presenting us with a clearer idea of the situation in 
the community. This emphasises the unenviable 
position in which Government finds itself – while 
the lockdown was necessary to flatten the curve of 
the spread of COVID-19, giving the health sector 
time to prepare, economic activity has been dealt an 
enormous blow. It’s a tough situation: If the economy 
opens too soon, and infections rise, businesses will 
have to close again. Many people are in despair 
about where their next meal will be coming from. I 
don’t think I’ll ever forget the heart-breaking footage 
shown in news bulletins of the hungry queuing for 
miles to receive food parcels. 

We are now in level four of the lockdown and this 
has not been without incident. The sale of tobacco 
is still banned, in spite of President Ramaphosa’s 
announcement that it would be permitted. This 
resulted in speculation about the president’s control 
over his government, with many believing that 
Minister Nkosazana Dlamini-Zuma had tried to 
undermine the president’s leadership. Make no 
mistake, we may be in the midst of a pandemic, yet 
the intra-party bickering in the ANC is continuing. 

There are also questions about economic issues 
– such as when Minister Mboweni will table his 
emergency budget. I’m told by reliable sources that 
this won’t happen until late June. 

The past few weeks have been very busy for us 
as there have been countless Treasury and Reserve 
Bank media teleconferences, as well as investing and 
insurance webinars. As always, MoneyMarketing will 
bring you the most relevant news, so please keep an 
eye on our website as it is frequently updated. And 
don’t forget to follow us on Twitter, 
as we’re quick to tweet any important 
news that advisers and brokers need 
to hear.

Janice
janice.roberts@newmedia.co.za
@MMMagza
www.moneymarketing.co.za
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annuity or provident fund where you don’t 
pay tax on the interest, and you then compare 
your real yields – where inflation is sitting at 
around 4% and is seen moving a little lower 
as we go into a disinflationary environment 
– you have probably the highest yield in the 
world at this point in time.” 

Rate cuts
Ackerman believes that South Africa is now in 
an environment where there is enough room 
for the Reserve Bank to make more rate cuts. 

“Obviously, the country needs them and 
as we exit lockdown, any support that we can 
get will help. The Reserve Bank focuses on 
inflation, and we know that over the last couple 
of years, a weaker currency doesn’t mean 
we’re going to see higher 
inflation any more, as 
that impact has reduced 
quite significantly. 

“Also, there’s a lack of 
demand now - we’ve seen 
what happened with the 
oil price. If you exclude 
some of the administered 
prices in South Africa, our inflation is probably 
below 2% and will remain low for a long time. 
We are definitely in a declining cycle until 
we get to a stage when there’s more stability 
around the world and monetary policy is 
normalised.”

The rand
He expects the rand to remain under pressure, 
especially around the rebalancing of the 
WGBI. “We can expect the rand to remain 
under pressure and probably weaken to 
around R19.50 to R20 to the dollar. Our view 
going forward is that the currency is likely to 
strengthen back to long-term fair value, and 
probably at the end of the year we will sit with 
a rand closer to R17 to the dollar – not because 
of anything that has happened locally.

“During this crisis, capital went into safe 
havens and there was a lot of demand for 
dollars. But interest rates have dropped and 
investors will very soon look at their dollars 
and see that they’re earning zero interest, 
and they’ll start looking around the world 
again. As the dollar runs out of steam over 

the next couple of months, that will create an 
environment for the rand and other emerging 
markets currencies to gain ground again, and 
in the rand’s case go back to a level of R17 – or 
slightly below that.”

Offshore investing
Ackerman believes that while some local 
companies are under pressure, others 
will survive and are trading at favourable 
valuations, but given the local headwinds, 
an overweight position to quality global 
companies makes more sense.

“Normally when we talk of local/offshore 
investing, the currency is immediately debated, 
but let’s park that for the moment. More global 
equity exposure is needed for investors and 

the reason is they’ll get more 
diversification, buying into 
industries that locally we just 
don’t have and into economies 
where there’s been more 
ammunition for stimulation.

“For investors wanting to 
take money abroad, there’ll 
be a better opportunity to do 

so at the end of the year. But we don’t want 
the currency to stand between clients and 
investment opportunities - there are tools 
that can be used. As an example, you can 
move money today at R19 to the dollar and 
put it into any investment, but then you can 
have a currency overlay 
where you buy the 
currency forward – it’s 
a bit technical, but 
it means that you 
protect yourself from 
the rand going back 
to R16.”
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FARHAD SADER 
MD, OLD MUTUAL WEALTH

PROFILE

Are you excited about your new role 
as MD of Old Mutual Wealth and how 
does it differ from your former role 
as Chief Operating Officer at the 
same company? 
I am very excited about the opportunity to lead an 
amazing business that I helped start several years ago. 
It is different from my previous role in that I now 
have end-to-end accountability for the entire retail 
investment business where, previously, I was more 
focused on the operational elements of the business.

How did you get involved in financial 
services – was it something you 
always wanted to do? 
Ever since I finished school at the time of the 
dotcom era, I had a passion and wanted to be 
in the tech world, so my studies largely focused 
on IT. After graduation, I joined Old Mutual on 
their IT graduate programme and quickly realised 
that, to be successful, I needed to understand 
the business first – so I transitioned away from 
specialist IT roles into business leadership roles. 
These days, technology is pervasive in everything 
we do, so I’ve still been able to fulfil my passion, 

which has morphed into a combination of 
business and tech enablement!

What was your first investment,  
and do you still have it? 
I’ve always had an interest in the stock market, so 
I bought some Naspers shares with my first pay 
check as an experiment and have added to them 
periodically over the years. The fact that the share 
has done extremely well is mere coincidence as 
I can’t even recall why I chose Naspers. I think 
I read a convincing article about the company 
somewhere and that sold me. In hindsight, it’s 
probably the worst way to make an investment 
decision. I’ve since come a long way in my 
approach to investments!

What have been your best –  
and worst – financial moments? 
I love my coffee, and so early on in my working 
career, I decided to buy what was then a state-of-
the-art machine that cost me a month’s pay. My 
proposed business case to my wife was based on 

all the money I would 
save from not having 
to buy coffee anymore 
(of course, that never 
happened). It was a 
tough few months after 
that, but I still enjoy 
making my morning 
coffee with that very 
same machine 15 years 
later! My best moment 
was probably making 

a decision early on to start saving regularly based 
on the philosophy that time in the market is the 
easiest way to build wealth. That continues today, 
where my biggest ‘expense’ is my investment in my 
future, which includes my wife and three girls.

What’s the best book on investing 
that you’ve ever read – and why would 
you recommend it to others? 
There are so many, but The Richest Man in Babylon 
by George S. Clason probably stands out the most. 
I would recommend it because the lessons in it are 
so profound, yet so easy to understand and apply.

Andrew Ratcliffe CFP®, of Cape Town-
based wealth management firm Private 
Client Holdings, has been selected as one 
of the Top 100 Independent Advisers in the 
world. The Top 100 Independent Advisers are 
selected annually by International Adviser, 
a London-based publication, to honour the 
industry’s most influential wealth managers 
and shine a light on those wealth managers 
who are successfully meeting the challenges 
of global regulatory shifts, 
technological advances and 
the ever-changing needs 
of clients in the financial 
services sector. Ratcliffe, 
group CEO of Private Client 
Holdings and head of the 
wealth management division, 
acts as a family officer.

Peregrine Treasury Solutions has 
announced that Bianca Botes, Paul Coetzee 
and Paul Muller have each been appointed 
to the position of Executive Director. Bianca 
Botes began her career as a treasury 
consultant, and later became Head of 
Treasury for Exchange Capital. She then 
joined Peregrine Treasury Solutions in March 
2016. Paul Coetzee began his working career 
in the agricultural sector as a consultant, and 
from 1999 to 2006 he served as Managing 
Director of Ocean Agri Science. In 2006, 
he joined Impex Treasury Solutions as a 
marketer before being appointed to the 
role of director. Following the acquisition 
of Impex Treasury Solutions, Paul joined 
Peregrine Treasury Solutions as Treasury 
Manager in April 2017. Paul Muller joined 
Peregrine Treasury Solutions in April 2017, 
following the acquisition of Impex Treasury 
Solutions. He began his career in banking 
in London at Gartmore Investments before 
moving to Barclays Capital. He then joined 
Standard Corporate and Investment Bank in 
Johannesburg, before joining the Standard 
Risk and Treasury Management Services 
start-up and later Nedcor Investment Bank.
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AMAZING 
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The Minister of Finance announced tax 
relief measures in an attempt to assist 
small to medium businesses in the face 

of COVID-19. But what tax relief is available to 
taxpayers who fall outside the ambit of these new 
measures?

Instalment payments
Taxpayers unable to pay tax debts due to 
economic instability caused by the pandemic may 
request and enter into an instalment payment 
arrangement with SARS. Certain criteria need to 
be met for taxpayers to qualify for this option – 
for example, where the taxpayer suffers temporary 
liquidity problems, and the instalment agreement 
is unlikely to prejudice tax collections.

Compromise of the tax debt
Another option available to a taxpayer 
experiencing financial difficulty is a compromise 
of the tax debt. This option entails an agreement 
being entered into between SARS and a ‘debtor’ 
wherein the debtor undertakes to pay a reduced 
amount in full satisfaction of the tax debt. SARS, 

in turn, permanently writes off the remaining 
portion of the tax debt based on conditions that it 
may impose. The requirements of seeking to agree 
a compromise with SARS are fairly onerous and 
SARS will not agree to a compromise if SARS has 
a right to recover any tax from, for example, the 
personal assets of a shareholder of the company.

Settlement agreements with SARS
Taxpayers in a dispute with SARS can enter 
into a settlement agreement with SARS. The 
circumstances in which settlement is appropriate 
may include instances where the settlement 
would be in the interest of fairness and good 
management of the tax system, or where there are 
complex factual issues and evidentiary difficulties.

Interest owed on late payments due 
to COVID-19
A further avenue of relief may arise if SARS is 
satisfied that interest is payable (on overdue tax) 
as a result of circumstances beyond the taxpayer’s 
control. The ‘circumstances’ include a natural 
or human-made disaster, a civil disturbance or 

disruption in services, or a serious illness or 
accident. Situations may arise where interest is 
payable by taxpayers if they cannot pay their taxes 
on time due to COVID-19 and the lockdown. It 
may be possible to apply to SARS asserting that 
COVID-19 is a man-made or natural disaster and 
the concomitant lockdown is a civil disturbance 
or disruption in services, which resulted in the 

taxpayer’s inability 
to pay the tax on 
time. As things 
currently stand, 
it would not be 
possible for the 
taxpayer to request 
that interest be 
waived in the 
circumstances 
where the late 
payment of tax 

merely arises because of cash-flow problems 
in the business, unless they can show that the 
cash-flow problem is related to the COVID-19 
outbreak and the lockdown.

Tax relief measures for challenging times

TAXPAYERS 
IN A DISPUTE 
WITH SARS CAN 
ENTER INTO A 
SETTLEMENT 
AGREEMENT 
WITH SARS

National Treasury has 
published the draft bill to 
formalise tax relief measures 

available to small businesses as a 
result of the COVID-19 disaster. 
The draft legislation clarifies a 
number of matters that were 
previously the subject of uncertainty, 
following President Ramaphosa’s 
initial announcement of these 
measures. Since publication, a 
further media statement has also 
been issued to announce the 
imminent introduction of further 
relief measures announced by the 
President on 21 April.

ETI
The existing Employment Tax 
Incentive (ETI) scheme provides for 
employers to claim a rebate against 
monthly PAYE payments to be made 
to SARS. Employees aged 19 to 29 
earning up to R6 500 per month 
qualify their employer for a R1 000 
rebate per month for the first twelve 
months of that individual’s employ, 
where after the monthly rebate is 

reduced to R500 for the following 
twelve months.

In terms of the relief mechanisms 
introduced, a new wage subsidy is 
effectively paid to each employer 
already registered under the ETI for 
the four-month period beginning on 
1 March 2020. R750 will be paid to 
an employer for each 
employee between 
the ages of 19 and 65 
earning up to R6 500, 
and irrespective of 
whether the ETI was 
already claimed for the 
employee.

Provisional tax
Taxpayers are eligible for the relief 
if they are both fully tax compliant 
and have annual gross income (as 
defined in the Income Tax Act) not 
exceeding R100m. The relief only 
applies to taxpayers earning less than 
10% from passive income. Taxpayers 
earning in excess of R100m may 
apply to SARS for deferment.

The relief in its current form only 

applies to taxpayers with a yearend 
between 1 October 2020 and 31 
March 2021. A first provisional tax 
payment will in such cases only 
be required to amount to 15% of 
total estimated tax payable for the 
relevant tax year, whereas second 
provisional tax estimates to be 

submitted are required 
only to comprise 65% of 
tax payable.

The 20% deferred 
portion is to be paid 
together with ordinary 
third provisional tax 
payments, being six 
months after yearend, or 

30 September 2021 if the taxpayer 
has a February yearend. Payments 
made by that date will not be subject 
to interest.

PAYE
The relief – again only automatically 
available to compliant taxpayers 
earning less than R100m per year 
– will apply for the four-month 
period beginning in April. Only in 

relation to these PAYE periods will 
relief be provided. The announced 
35% deferment therefore effectively 
applies for payments required to 
be made by 7 May and monthly 
thereafter until 7 August 2020.

Late payment for 20% of deferred 
amounts from April until July will 
not carry the standard 10% late 
payment penalty, nor will interest 
be levied on amounts deferred. The 
deferred amounts are to be repaid 
in six equal monthly instalments, 
commencing 7 September 2020.

SDL
From May, a four-month holiday for 
employers will apply in relation to 
the Skills Development Levy (SDL) 
contributions to be made (calculated 
as 1% of salaries paid).

VAT
Certain VAT vendors will be allowed 
to file their VAT returns on a monthly 
basis, should they so wish, to claim 
any VAT refunds if applicable for that 
specific VAT period.

Treasury publishes draft 
legislation for COVID-19 
tax relief measures

DR ALBERTUS MARAIS 
Director, AJM 

THE DRAFT 
LEGISLATION 
CLARIFIES A 
NUMBER OF 
MATTERS
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Four 
recipients 
benefit from 
FISA Bursary 
Trust

The first bursary recipients of the Bursary 
Scheme Trust of the Fiduciary Institute of 
Southern Africa (FISA) have been announced 

as follows:
• Bhekizizwe Thanjekwayo, who is studying 

the Advanced Diploma in Estate and Trust 
Administration offered by the School of Financial 
Planning Law at the University of the Free State

• Sikho Seyamo, who is studying the Post-graduate 
Diploma in Financial Planning offered by 
the School of Financial Planning Law at the 
University of the Free State 

• Oscar Walters, who is studying the Deceased 
Estates course offered by LEAD

• Norell Hughes, who is studying the Advanced 
Diploma in Estate and Trust Administration 
offered by the School of Financial Planning Law at 
the University of the Free State.

“The FISA Council decided some time ago to form 
a trust to supply bursaries to individuals who qualify 
to enrol for a tertiary qualification applicable to the 
fiduciary industry,” says Adv Sankie Morata, chair of 
the board of trustees of the FISA Bursary Trust.

“Such individuals need either to be employed 
or express a desire to be employed in the 
fiduciary industry, show they can make a positive 
contribution to the industry, and promote the 
development of equal opportunities,” he adds.

The highest designation in the fiduciary 
industry is that of Fiduciary Practitioner of SA® 
(FPSA®). In order to apply to FISA to be awarded 
the designation, members need to have passed 
the Advanced Diploma in Estate and Trust 
Administration offered by School of Financial 
Planning Law at the University of the Free State.

Applications for a bursary for 2021 can be sent to 
the FISA Secretariat at secretariat@fisa.net.za

Funding
The FISA Council earmarked an amount of 
R110 000 from FISA’s funds over the last two 
years as seed money for the trust and is appealing 
to employers in the industry to contribute to the 
trust. The trust is registered as a public benefit 
organisation and contributions to the trust will 
qualify for a tax deduction under sec 18A of the 
Income Tax Act, 1962.

Dr Eben Nel, Chairperson of FISA, says that the 
fiduciary industry is starting to attract interest among 
graduates and candidate membership is growing.

Financial planning is a hard sell.  
It’s an area replete with jargon so confusing 
that even accountants struggle to understand 

it. At the same time, it requires people to confront 
unpalatable financial realities, something most 
prefer to defer – rather like writing a will. 
According to a recent Brand Atlas Report, 
something like 70% of adult South Africans are not 
receiving any financial advice at all. Even those who 
do consult an adviser do not remain engaged with 
their plans, and typically only revise them annually. 

According to Alex Cook, CEO 
of boutique financial advisory 
company Wealthbit, South 
African financial advisers face 
existential threats as new market 
entrants leverage technology 
to go straight to clients, with 
investment houses also creating 
their own distribution channels. 

“Financial advisers face several constraints that 
prevent them performing optimally. Since the 
introduction of FAIS legislation, the compliance 
and administrative burden has increased 
significantly,” Cook says. 

He estimates that the maximum number of 
clients that an adviser can effectively service is in 
the region of 150. 

“In addition to their core clients, advisers tend to 
have a long ‘tail’ of at least another 150 clients who 
receive little attention owing to a lack of capacity – a 
lost opportunity for both adviser and clients,” he 
says. “Technology can play a key role in making 
financial advice available to more people, but until 
now the market has lacked a truly robust and easy-
to-use tool.” 

Dearth of tools
Most of the tools on offer to financial advisers 
are too complex, making them difficult for both 
advisers and clients to use. 

“Most tools do not help advisers explain complex 
financial options to their clients, with many of them 
resorting to Excel to provide a clearer picture – more 
work, more wasted time,” he says. “What’s needed 
is a way to reduce complexity, and make it easier 
for financial advisers to provide better service to a 
greater number of clients, while at the same time 
providing a user-friendly interface that allows their 
clients to understand their financial plan in depth.” 

Arrie Pieterse, Head of Product at Wealthbit, says 
that the current situation constitutes something of a 
crisis for the country – one that’s mirrored in other 
countries around the world. “Clients don’t want to 
be sold product; they want proper advice and they 
want a single view of all their investments,” he says. 

“Advisers want as much of the administrative 
burden removed as possible so they can concentrate 
on the reason they got into the industry in the first 
place: helping clients become financially secure. 
We felt the only solution was to develop a new tool 

from scratch.”
The result, Wealthbit, is the 

product of collaboration between 
numerous certified financial 
planners (including two former 
Financial Planners of the Year), 
clients and the developers, with a 
tight feedback loop.

“An important principle was to 
take a human-centric approach so that it is easy to 
use for both advisers and clients. Prototypes were 
tested in user groups, with feedback integrated 
into the ongoing design process – a process that 
continues,” he says. “The development process 
took three years, and the system has been in active 
use for two years. A mobile app is currently in 
development.”

As the first user of the app, GCI is in a position to 
comment from experience. Cook says that 30 advisers 
are currently using the software to advise 3 212 clients, 
with over 8 000 records being updated monthly. 

“Wealthbit has already proven itself in the field – 
its big advantage is that it has been designed from 
the ground up to meet the needs of both advisers 
and clients. It does all the complex processing in the 
back end but presents a simple interface at the front 
end,” Cook adds. “The result is a better business 
for advisers but, even more important, it means 
that more South Africans are engaged with their 
financial plan and are more likely to be able to retire 
in financial security.”

Home-grown software 
set to transform financial 
advice industry 

Alex Cook, CEO, 
Wealthbit

Adv Sankie Morata, 
Chair: Board of 
Trustees, FISA 
Bursary Trust

ADVISERS WANT 
AS MUCH OF THE 
ADMINISTRATIVE 
BURDEN REMOVED 
AS POSSIBLE
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Professional Provident Society (PPS), the 
financial services company focused solely 
on providing financial solutions for graduate 

professionals, delivered a good 2019 performance 
despite the prevailing economic conditions. 

PPS is the only diversified financial services 
company in SA operating under the ethos of 
mutuality. This means that members with qualifying 
products participate exclusively in the profits of 
the PPS Group through the allocation of all profits 
to their unique Profit-Share Accounts, which 
accumulates with investment returns. There are 
6 804 PPS members with more than R1m in their 
Profit-Share Accounts.

“It is somewhat surreal talking about 2019 
numbers when the whole world has suddenly 
changed after the year-end, within two months, 
due to the COVID-19 pandemic. Nevertheless, our 
members benefited from strong operating profits as 
well as good investment returns in 2019,” CEO of 
PPS, Izak Smit, said. “In addition, we paid R3.7bn 
in valid claim and benefit pay-outs to members. 
The cover that we provide to members will be even 
more important in the prevailing environment. Our 
financial position remains very strong, enabling us 
to honour all valid claims.” 

Smit added that although the business is very 
happy allocating R4.2bn in total profit to its 

members, a big portion of that is reliant on the 
investment markets, which fluctuate. 

“This has been illustrated since year-end in the 
market sell-off due to the COVID-19 pandemic. But 
we shall remain long-term focused. Our objective 
remains to outperform inflation by a good margin for 
our members over the medium to longer term. Such 
a higher growth objective will always be somewhat 
volatile but is achieved through a balanced portfolio. 
Given the recent sell-off, 2020 is likely to again be a 
very tough year in the markets. But we shall not knee-
jerk in our investment strategy.” 

Smit added that the Group’s life insurance business 
continued to grow, with new business volumes up 
10% on 2018, supported by lower than industry 
lapses. “This growth is pleasing in an industry that 
contracted in the segment that we serve,” Smit stated. 
All the subsidiaries outperformed the profit goals set 
for 2019, especially PPS Investments, which is on a 
solid growth path. 

“Our members are by no means immune to the 
prevailing environment,” adds Smit. “In fact, many of 
our members in the medical fields are on the front-
line fighting the COVID-19 pandemic. In light of 
this, PPS has set aside R50m of 2019 profits for use 
towards COVID-19 support, to purchase personal 
protective equipment (PPEs) for the safety of medical 
professionals while they deliver critical services in 
the fight to save lives. The funding will also be used 
to address additional needs that will arise as South 
Africa learns more about the pandemic, and observes 
learnings from around the world.

PPS’s goal is to be the voice of the professional 
by playing an influential role where certain factors 
have a significant impact on graduate professionals. 
Top of its strategic thinking is the movement of 
professionals, as their qualifications and experience 
enable them to choose where to practice and live. 

Professionals are crucial to the economy due to the 
skills they provide and the taxes they contribute. “We 
are not shying away from our responsibility to have 
constructive engagements with policymakers, to 
contribute and provide the professionals’ perspective 
on developments such as the National Health 
Insurance,” Smit said.

Independent financial advisers are important 
business partners in serving PPS’s unique niche 
market. “It is our purpose as a premium brand to help 
professionals live the lives they want to live,” added 
Smit. “We enable this by delivering best-of-breed 
intelligent solutions that uniquely serve their needs.”

Among the innovations introduced in 2019 is the 
PPS Investments Family Network – an industry-first 
that provides opportunities to build intergenerational 
wealth at lower administration fees. Pregnancy 
complications cover was further enhanced to provide 
female professionals with broader cover in the event 
of complications during pregnancy and delivery. In 
response to market shifts, the PPS Health Profession 
Indemnity was introduced for professionals in the 
healthcare disciplines.

In further solving the needs of graduate 
professionals, PPS launched the Functional 
Disability provider, which covers individuals based 
on assessment of their ability to function, rather than 
their capacity to perform specific occupations. 

PPS delivers 
good 2019 
performance

Izak Smit,
PPS Group CEO

As the country went into stage 
five COVID-19 lockdown 
on 26 March, businesses and 

employees across the country put 
the necessary measures in place to 
operate remotely, creating a potential 
opportunity for cybercriminals. 

“During times of crisis, people 
are naturally more vulnerable to 
cyberattacks, as cybersecurity is 
understandably one of the last 
things on their minds,” says Terence 
Govender, Director 
of the newly-
established IT 
Advisory Division 
of Mazars South 
Africa. “Added to 
this, during the 
lockdown period, 
people are likely 
going to be spending a lot more time 
online.”

Govender believes that 
cybercriminals will no doubt try 
to take advantage of people and 
businesses while they are in a 
vulnerable state, predicting a spike 

in ransomware attacks and phishing 
scams. 

This is especially concerning for 
smaller businesses with employees 
working from home for the first time, 
he notes. “While all businesses are at 
risk to cyberattacks, SMEs tend to be 
most vulnerable as they typically have 
fewer measures in place to protect 
their systems and data. And with 
staff working remotely, IT personnel 
may not be monitoring systems on 

a real-time basis – 
assuming they have 
not invested in real-
time monitoring 
software.” 

To guide 
businesses on how 
to minimise the 
risk of becoming 

cybercrime targets while staff are 
working remotely, Govender has 
provided the following checklist:
• Ensure that all employee laptops 

have up-to-date anti-virus software 
and that all systems, including 
emails and USB ports, are enabled 

in order to be scanned
• Ensure that the relevant 

Virtual Private Network (VPN) 
software is enabled and/or two-
factor authentication (2FA) is 
implemented

• Where possible, ensure that hard 
disk encryption with maximum 
password requirements are 
applicable

• Ensure that the remote work 
security policies are the same as 
working on the network in the 
office

• Deploy collaboration software 
on laptops ahead of time and 
advise staff against downloading 
and/or configuring software 
independently or via instructions

• Remind staff to change their 
passwords as per the password 
policy and do not allow for 
an extension of the period for 
password changes, e.g. from 30 
days to 90 days

• Remind staff not to open any 
suspicious emails or emails from 
unknown sources at this time.

Since most people will be spending 
a lot of time online as a result of the 
national lockdown, Govender says 
that everybody needs to be especially 
weary of the websites they visit. 
“During this time, people should stay 
clear of transacting on sites that do 
not have the https: in the URL. The ’s’ 
at the end of ‘http’ means that the site 
offers some security.” 

And lastly, Govender advises 
against downloading any COVID-
19-related applications. “Rather use 
certified news platforms to receive 
updates, as there have already been 
reported cases of malware that 
has been written into so-called 
COVID-19 applications.”

Cyber risk rises during COVID-19 lockdown

Terence Govender, 
Director: IT 
Advisory Division, 
Mazars SA



 WWW.MONEYMARKETING.CO.ZA 9

31 May 2020 NEWS & OPINION

WHAT WAS ANNOUNCED IN THE FIRST
PHASE OF GOVERNMENT’S STIMULUS PACKAGE?

SA GOVERNMENT ADDS TO
COVID-19 ECONOMIC RELIEF

Tax relief

Release of money from the
Disaster Relief Fund

UIF wage support

SMME funding

WHAT DOES THIS SECOND PHASE
OF STIMULUS TARGET?

Increasing the health budget

Hunger and social disaster relief

Support for firms and employees

A phased approach to opening
up the economy 

WHAT SHOULD WE EXPECT FROM THE
THIRD PHASE OF STIMULUS?

Economic recovery strategy

Demand and supply interventions

Infrastructure build programme

Speedy implementation of
economic reform 

WHERE WILL THE R500 BILLION BUDGET
COME FROM?

Reprioritisation of R130 billion
from current budget

The remainder R370 billion
accounts for 7.4% of GDP and
will include:

Local sources (UIF and loan guarantee scheme)

International financing (IMF, World Bank,
New Development Bank, African Development Bank)

WHAT WILL IT BE SPENT ON?

R200 billion loan guarantee scheme for enterprises of a
turnover of less than R300 million a year

R100 billion for protection of jobs and to create jobs

R70 billion for tax measures > most of these are deferrals
and should have a limited permanent fiscal effect

R50 billion in temporary top-up grants

R40 billion for workers whose employers are not able to
pay their wages

R20 billion in health measures

R20 billion to municipalities

R2 billion to SMEs, spaza shop owners and other
small businesses

WHAT ARE OUR CONCERNS?

The source of the remainder of the R500 billion
financing outside of the R200 billion loan guarantee
scheme, budget reprioritisation of R130 billion and
around R100 billion from multilateral sources and
global partners

Whether or not private sector assets will be coerced
into government debt

The size of the already-large budget deficit ratio is
expected to expand to the low to mid teens

Chronic debt sustainability threat

Government’s ability to keep the additional social grant
support as temporary

Whether or not the job creation and retention money will
only be spent in the current fiscal year

The performance of the guaranteed loans will in part
determine the total cost of this fiscal stimulus package

Whether this crisis will be enough to accelerate
much-needed reforms to shift the economy to a higher
growth platform over time
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THE IMF FORECASTS 
-5.8% REAL GDP 
GROWTH FOR 
THIS YEAR WHILE 
MOODY’S EXPECTS A 
6.5% CONTRACTION

President Cyril Ramaphosa last 
month announced a range of 
social and economic measures 

to counteract the severe impact of 
COVID-19 on South Africa. “The 
pandemic requires an economic 
response that is equal to the scale of the 
disruption it is causing,” Ramaphosa 
said in his address to the nation. 
“The scale of this emergency relief 
programme is historic. It demonstrates 
that we will not spare any effort, or 
any expense, in our determination to 
support our people and protect them 
from harm.”

Financing the package
The package essentially consists of 
R500bn for social relief and economic 
support. Nedbank economist Nicky 
Weimar explains that the funds will be 
used to ramp up healthcare, provide 
relief to the hungry and those in 
social distress, support companies and 
workers, and finally for the phased 
re-opening of the economy. She breaks 
the financing of the package down 
as follows: R130bn will be obtained 
from the reprioritisation of the current 
budget, while the remaining R370bn 
will be financed through both local and 
global sources. 

“The President did not provide any 
specifics other than indicating that 
some of the funding will come from 
the Unemployment Insurance Fund 
(UIF) and the rest from international 
finance institutions,” Weimar adds. 
“Government has approached the World 
Bank, the International Monetary Fund 
(IMF), the New Development Bank 
(the BRICS bank) and the African 
Development Bank for support.”

The IMF has highlighted that South 
Africa is entitled to $4.2bn (R79.8bn) 
in emergency funding, should it 
request financial support to fight 
the coronavirus. “This will require 
the country to commit to generally 
good economic management and 
transparency in the utilisation of 
resources,” says Alexander Forbes Chief 
Economist Isaah Mhlanga. “The loan 
would be payable over 3.25 to five years, 
at an interest rate of just over 1%.”

Budget & debt implications
Weimar points out that the package 
will increase government spending and 
reduce government revenue through 
the tax deferrals and other concessions 

made. “Our rough calculations suggest 
that government will not need to 
carry the burden of the full R370bn 
left after the reprioritisation of the 
existing budget. The R200bn loan 
guarantee scheme will be financed by 
the major banks and will therefore 
not immediately affect government 
expenditure as the state and the Reserve 
Bank will only be called on to deliver on 
guarantees if the supported companies 
fail to recover from the COVID-19 
crisis after the lockdown is lifted.”

On the expenditure side, Weimar 
says the immediate impact on 
government 
expenditure 
will be through 
much increased 
allocations to 
healthcare, social 
grants, special 
distress relief grants, 
other direct support 
measures and 
perhaps for some of the UIF payments 
if there are shortfalls, while on the 
revenue side, the concessions could 
amount to about R70bn. 

“It therefore appears as if only around 
R130bn will be added to the budget 
deficit from the second phase of support 
measures. Finance Minister Tito 
Mboweni is expected to announce new, 
adjusted budget estimates soon, which 
should provide a better indication of the 
impact on government’s bottom line. 
Of course, if the lockdown is extended 
or the economy fails to recover as 
the lockdown is lifted, the burden on 
government will increase exponentially. 
Current market estimates of the likely 
impact on the budget deficit are around 
-10% of GDP for 2020/21, from the 
initially budgeted -6.8%.”

STANLIB economist Ndivhuho 
Netshitenzhe believes the budget deficit 
could be pushed to around -13.0% of 
GDP in 2020/21. She sees the size of the 
fiscal stimulus package as “meaningful, 
making up around 10% of GDP”. She 
argues, though, that the package may be 
exorbitant, especially compared to the 
fiscal stimulus plans in other countries; 
and given South Africa’s current fiscal 
position. “For example, the Brazilian 
government announced a series of 
fiscal measures amounting to only 
6.5% of GDP, while the fiscal measures 
announced by India, Russia, Argentina, 
Egypt and Turkey were well below 5% 

of their respective GDPs. Countries 
with similar fiscal packages to South 
Africa are few, including the United 
States (11% of GDP), Australia (10.8% 
of GDP) and Austria (9% of GDP).”

Johann Els, Chief Economist at Old 
Mutual Investment Group, believes that 
while the package might be bigger than 
those of some other countries, it is not 
excessive. “Not all of this 10% of GDP 
is new money – a big part of it is the 

reprioritisation of 
existing expenditure 
within the budget. 
While fiscal support 
has been sufficient 
for now, if the 
economy weakens 
further or if the 
virus infection rate 
peaks much later 

than currently expected, and the 
lockdown remains in place for longer at 
a severe level, then more fiscal support 
might actually be needed.” 

Lockdown
Mhlanga says the consequences of 
the lockdown implemented on 27 
March have been devastating to local 
businesses as shown by Statistics 
SA’s recent survey of the impact 
of COVID-19. “Of the businesses 
surveyed, 65% of the respondents 
expected the impact of COVID-19 to be 
worse than that of the global financial 
crisis, while 31% of the respondents 
said they would be out of business 
in less than a month if they do not 
make a turnover soon. This is the first 
official survey that hints at the potential 
contraction in economic growth this 
year, which the South African Reserve 
Bank forecasts at -6.1%.”

The IMF forecasts -5.8% real 
GDP growth for this year while 
Moody’s expects a 6.5% contraction. 
Intellidex Director and Capital 
Markets Research Head, Peter Attard 
Montalto, put this year’s GDP growth 
at -10.6%, adding that around 1.7 
million jobs could be lost.

Arthur Kamp, Chief Economist 
at Sanlam Investments, agrees that 
the lockdown is fuelling a downward 
economic spiral. “The hit to economic 
activity should not be underestimated. 

Effectively, most production has 
been shut down for 9.6% of the year, 
while production will only return 
to pre-COVID levels over a long 
period, guided by the government’s 
risk-adjusted strategy. The immediate 
threat to economic activity lies in an 
unfolding damaging negative feedback 
loop as business closures and social 
distancing decrease domestic demand. 
In turn, falling domestic demand 
reduces profits, adding additional 
pressure onto businesses, leading to 
declining investment spending and the 
retrenchment of workers. This lowers 
consumption (demand) further. Business 
liquidations and individual insolvencies 
follow, fuelling the downward spiral.” 

Kamp believes an immediate 
consequence of the downward spiral 
is the erosion of the tax base, without 
which the government cannot 
maintain its socio-economic efforts. 
“It is, therefore, imperative that the 
government should break this negative 
feedback loop by ensuring businesses 
continue to operate and workers remain 
in their jobs,” he says.

Turnaround
Old Mutual Investment’s Els, however, 
believes that South Africans will look 
back on the response to COVID-19 as 
the start of a long-desired turnaround. 
He is hopeful that the closer co-
operation that has been required 
between all stakeholders to ensure 
an effective COVID-19 response will 
lead to a new social compact in which 
he hopes to see accelerated structural 
policy reform from Government. 

“This should ideally also include 
labour market reforms, state-
owned enterprise restructuring and 
privatisation,” he adds. While he is 
strongly against traditional prescribed 
assets as used in South Africa in 
the past, he explains that business 
could potentially bring a ‘voluntary’ 
prescribed assets programme to the 
table. “This would allow pension 
funds to have a say in which assets 
they will invest in and at what levels. 
Labour would then have to come to 
the party by supporting public and 
private sector reforms that aim to 
stimulate the economy.”

The plan to save 
our pandemic-hit 
economy
MoneyMarketing’s editor, Janice Roberts, takes a look at 
SA’s R500bn COVID-19 relief package and how it could 
support confidence and reduce uncertainty.



IF YOU DON’T THINK 
ANYONE IS WATCHING 
YOU ONLINE, THINK 
AGAIN

At the time of writing, it’s early April 2020. The world is in a crisis. Global 
COVID-19 cases are over 1.5 million with over 80 000 deaths; an 
estimated three billion people are in some sort of lockdown worldwide, 

the global markets have taken a beating, and a global recession is unavoidable.
Back home in South Africa, things are not looking much better. Our 

COVID-19 cases are approaching 2 000; and it’s still early days. The FTSE 
All-Share Index is down 23% year to date, and we’re all sitting at home 
getting used to a new normal.

The risk of writing these types of articles a month before they are published 
is that all the stats above will be outdated 
and irrelevant, but I’m sure the challenges 
we currently face will remain the same.

Over the last month or so, wealth 
managers have had to make drastic 
and urgent shifts to how they run 
their advisory practices, service and 
communicate with concerned clients, 
look after their staff, and deal with a host 
of other challenges.

It’s times like these that highlight the role business partners play, and where the 
partnership approach and flexibility of a Discretionary Fund Manager (DFM) 
really comes into its own.

The one thing I’ve picked up during the last few weeks is how DFMs are 
proactively engaging with their clients – and I’m not talking about mass 
communication or webinars on in-house portfolios I’ve seen from some industry 
players. But rather a more personalised and client-specific approach.

Analytics, for example, has gone to the extent of understanding through which 
digital mediums their wealth managers prefer communicating. For example, is 
it Microsoft Teams, Skype, Zoom, WhatsApp or email? They also send out daily 
updates to all their wealth managers that summarise key events or trends and 
have set up bi-weekly interactive webinars that their wealth managers can call 
into where they speak about their solutions, markets and trends.

Portfoliometrics (PMX) has engaged in a one-on-one basis with all 
wealth managers and para-planners to make sure they are receiving the 
PMX updates and winning the digital battle, to find out if they have any 
burning issues, and if they are generally okay. PMX has also put out various 
opinion pieces to support wealth managers in the practical application of the 
challenges their clients are facing.

Lastly, Morningstar has also reached out to all their wealth managers and 
has hosted various interactive market and trend webinars. Morningstar has the 
benefit of being part of a large global organisation with over 300 investment 
professionals worldwide, and has produced content across a broad spectrum of 
topics, such as market timing and navigating investing during COVID-19. They 
have also put together specific client templates to assist wealth managers when 
communicating with their clients.

These are just three examples of where 
DFMs have the flexibility, scale and 
resources available to sift through the 
noise and continue to produce a consistent 
investment performance while offering 
real value-added services to wealth 
managers and the end investor. In a time 
of crisis, it’s clear that these types of 
partnerships are invaluable.

The value DFMs add 
during a time of crisis

WEALTH MANAGERS 
HAVE HAD TO MAKE 
DRASTIC AND 
URGENT SHIFTS TO 
HOW THEY RUN THEIR 
PRACTICES

NEWS & OPINION

RICHARD RATTUE 
MD, Compli-Serve SA

The rise in cybercrime, ranging 
from a data breach to identity 
theft, makes each of us 

vulnerable daily, as cyber criminals 
constantly seek to outsmart protective 
measures in place. This is of particular 
importance in the current ‘work from 
home’ environment, as many people 
leave the relative protection of their 
work-based IT systems to use a home 
PC, or network that may not be as well 
protected. 

Cyber-criminals are clever, and if 
you don’t think anyone is watching 
you online, think again.

Cyber resilience should be what 
every business (and now home office 
space) should strive for, and it’s a 
constant task to manage. Thinking 
your business will never be targeted 
is a very dangerous assumption to 
make. Any business is at risk; your 
contacts or clients could be appealing 
to a cyber-criminal, or perhaps you 
look like target practice. There is 
no distinction anymore as to who a 
cybercrime target might be. 

Big businesses with many clients, or 
those in lucrative fields, might seem 
like more obvious targets, but it’s 
often through an individual or smaller 
businesses that bigger cyber issues can 
rapidly unfold – like that unsuspecting 
employee who clicks on the wrong 
email.

Businesses could be sitting 
ducks if they don’t get their 
ducks in a row
A cyber strategy and safe practice 
guidelines within your business should 
become an essential component of 
your business defence plan. It should 
be embedded within company culture 
to always protect the business, and 
that no longer only includes physical 
safety measures, a good business plan 
and sound employees. A robust cyber 
strategy is essential too. Here are some 
considerations. 

Release the robust routine
The trick to your cyber resilience 

keeping pace with the risks, is to 
update and routinely run virus scans, 
penetration tests and have clear 
procedures in place for employees. 
You should also look to take measures 
where certain online access is 
restricted. This mindset should carry 
through to your personal life online 
as well. 

RIP: The passing of passwords as we 
know them
Most cyber-attacks happen through 
passwords; be it a careless slip or a 
hacker watching your keystrokes 
via your webcam. There are ways 
and means to get access, unless you 
put tight controls in place. Data 
has become the ‘new oil’, and cyber 
criminals will try anything to get to it. 

Consider multiple passwords, but 
unique per password, while avoiding 
obvious combinations, and changing 
passwords often. Use two-factor 
authentication or biometric measures 
(voice or fingerprint recognition are 
examples). You need to be thinking 
ahead, and smarter, to stay safe. 

Learn to spot the signs
Being aware of what’s out there is 
an excellent defence mechanism, 
and you often have to play detective, 
taking your time before mindlessly 
clicking on something or opening an 
attachment. You will no doubt have 
seen a suspicious-looking email come 
into your inbox, but sometimes it can 
almost pass as real, and if you don’t 
scrutinise it, you could miss it. 

Look out for the context, too; an 
example might be receiving an invoice 
from a client you’ve already settled 
with, or from a company you haven’t 
interacted with in some time. Sharing 
these types of processes with your 
employees is necessary too. 

There are multiple ways to manage 
your safety online and within your 
business. Making cyber security a key 
part of your compliance and risk will 
keep it in check and will really make 
all the difference. 

On a parting topical note, please 
beware of any emails that claim to 
contain COVID-19 updates or news 
of a cure being tested. Make sure they 
are from a reliable source before you 
open them. 

Keep safe! 

Cyber resilience is central 
to risk management

Stephen 
Backhouse, 
Head of 
Strategic 
Accounts, INN8

DFM FEATURE

 WWW.MONEYMARKETING.CO.ZA 11

31 May 2020



Financial advisers often struggle 
to balance client service with 
the time-consuming work 

required to run a practice, including 
administrative activities, research, due 
diligence, investment transactions, 
compliance, training and professional 
development. One solution is to 
outsource specialist areas of financial 
planning to experts so the adviser 
can focus on clients. Increasingly, 
advisers are deciding to partner with 
providers of discretionary investment 
management to provide a focussed 
outsourced investment capability. 

Historically, responsibilities such as 
setting appropriate asset allocation, 
building a portfolio and providing 
ongoing risk management were 
performed in-house. Investment 
management providers can reduce the 
work advisers put into research, due 
diligence, execution and reporting.  
It simplifies these processes while also 
eliminating the complexity that comes 
from using different methodologies, 
cobbling together multiple systems 
and attempting to create consistent 
reports. 

Victoria Reuvers, Managing 
Director at Morningstar Investment 
Management South Africa, examines 
the benefits that discretionary 
investment managers (DFMs) offer 
financial advisers and their clients.

What recommending 
discretionary investment 
management means 
Portfolios are actively managed and 
subjected to rigorous qualitative and 
quantitative analysis when selecting 
underlying unit trust funds. The 
portfolios provide advisers with many 
benefits in terms of flexibility, liquidity 
and transparency. Advisers can access 
many of these services through their 
preferred investment platform. The 
client’s money remains in the custody 
of the platform. As part of the service, 
advisers are invited to attend feedback 
sessions on the portfolios, markets and 
relevant industry-related content. 

Five benefits of 
recommending discretionary 
investment management 
The idea of trusting the investment 
process to an external firm may 
seem at odds with traditional views 
of the financial adviser’s role. While 
recommending discretionary 
investment management may not suit 
every practice, it can offer substantial 
benefits to advisers and their clients. 

1 Advisers can focus on 
what they do best

The real value of a financial adviser’s 
service is making sure a client’s 
financial affairs are in order and 
providing holistic financial advice. An 
adviser must make sure that clients 
are increasing their savings rather 
than accruing debts. They help clients 
save enough to live well in retirement 
and create protection policies that can 
support children in case the worst 
should happen.

The performance of the investments 
an adviser recommends is a small part 
of their service. It’s also the outcome 
over which they have the least control. 
Few experienced advisers would 
want the quality of their service to be 
judged solely by the returns on client 
portfolios. 

This isn’t always obvious to those 
outside the profession. The more an 
adviser takes direct responsibility 
for the investment decision-making 
process, the greater the risk that 
clients and prospects are encouraged 
to evaluate that adviser’s services 
based on short-term investment 
performance. 

By recommending a discretionary 
investment management provider, an 
adviser can create a better distinction 
between financial planning and 
managing assets. 

2 Free up time to serve 
clients better

A financial adviser can spend hours 
producing a financial plan and 
suitability report. The reality is that 
it takes time to build portfolios to 
meet the different goals, financial 
circumstances and risk tolerances of 
every client. 

Maintaining portfolios is a task 
that is never truly finished: Clients’ 
circumstances change, as do 
market conditions, asset managers’ 
performance and other factors that 
can affect whether a decision is 
suitable. Every portfolio carries never-
ending monitoring and reporting 
responsibilities. By outsourcing this to 
a discretionary investment manager, 
the operational burden is passed from 
the adviser to the investment manager, 
who can ensure a consistent asset 
allocation and portfolio construction, 
as well as an efficient trade and 
rebalancing process. 

Reducing the time the adviser 
spends on investment decisions and 
portfolio construction will give him/
her more time to spend elsewhere, for 

example, to build on existing client 
relationships or create capacity to take 
on more clients. 

3 Putting investors’ 
interests first 

Unfortunately, advisers are sometimes 
forced to address the belief that the 
advice profession has not always acted 
in clients’ best interest. The historic 
tendency of a small minority in the 
profession to make recommendations 
based on high commissions rather 
than what’s suitable for a client’s needs 
did lasting damage to how financial 
advisers are perceived by some 
potential clients. 

The transparent fees resulting from 
the Retail Distribution Review have 
helped address some of these concerns. 
For an adviser, the ability to show a 
clear separation between their business 
and the investment management 
process can also be useful. Working 
with a discretionary investment 
management provider is one way to 
demonstrate that a client’s money is 
being managed by an independent 
specialist investment management firm. 

4 Access to in-depth 
investment expertise and 

resources 
Financial markets are increasingly 
complex, and the range of investment 
opportunities continues to grow. It’s a 
huge challenge to evaluate all of these 
and assess their suitability for clients. 
When returns from many asset classes 
are lower and volatility is higher, 
the responsibilities of managing and 
monitoring client portfolios become 
even more taxing. A discretionary 
investment manager can greatly reduce 
this burden. 

Clients have their investments 
selected by experts who focus on 
different asset classes and strategies. 
The adviser will also benefit from 
the provider’s expertise in delivering 
support, including due diligence, 
trading and reporting (to name but 
a few). 

5 Solve your capacity issues
Advisers aren’t expected to 

shoulder the investment management 
burden alone. Most practices and 
networks have in-house specialists 
who take on some or all of the 
investment-management process, such 
as reviewing funds, maintaining a 
recommended funds list or designing 
model portfolios. But is this team cost-
effective and scalable? For an adviser 
to build a client base may mean 
expanding the size of his/her team, 
which adds to fixed costs and training 
requirements. 

Recommending discretionary 
investment management allows the 
adviser to overcome these capacity 
constraints and development expenses. 
The adviser can concentrate on 
growing the business, knowing he/
she can lean on the investment 
management provider to adapt to new 
or changing demands. 

In closing
Through its global presence, 
Morningstar Investment Management 
brings together a rich heritage of local 
investment-management expertise and 
experience to craft solutions that cater 
to the unique requirements of each 
market. The investment professionals 
in South Africa use their knowledge 
of local markets to help design 
and manage investment solutions. 
Morningstar’s Managed Portfolios 
are designed to provide advisers with 
a core diversified portfolio that uses 
active management where it may add 
the most value. A range of local rand 
denominated and Global USD and 
GBP investment solutions to advisers 
in South Africa is offered. What sets 
Morningstar apart is that it provides 
independent investment management 
services, software, data, research and 
ratings – combining and delivering 
this all in a way that is best for the 
adviser’s clients. 

Benefits of discretionary investment 
management for financial advisers 

Victoria Reuvers, 
Managing Director, 
Morningstar 
Investment 
Management 
South Africa

ADVISERS ARE 
INVITED TO ATTEND 
FEEDBACK SESSIONS 
ON THE PORTFOLIOS, 
MARKETS AND 
RELEVANT INDUSTRY-
RELATED CONTENT 
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It may be too early to paint a clear 
picture of life post-COVID-19, 
but there’s an overwhelming 

expectation that this ‘black swan 
event’ will result in fundamental 
changes to the economy. 

According to Kim Rassou, 
Portfolio Manager at Old Mutual 
Wealth Tailored Fund Portfolios, the 
wealth management industry will 
not be immune, and the outbreak of 
COVID-19 could rewrite the books 
as many historical assumptions 
are now being questioned. “Going 
forward, financial planners will need 
to practise great fiduciary care when 
advising clients where and how to 
invest their money.”

She says that the pandemic will 
place asset managers and financial 
planners under increasing scrutiny as 
many clients will still be reeling from 
March’s steep declines. “The impact of 
COVID-19 can be explained only as 
an extremely rare event that has had 
severe consequences for the global 
and local economy, which nobody 
could have predicted,” says Rassou.

“South Africa, which is still in a 
technical recession, was particularly 
vulnerable even before it went 
into this crisis. This, coupled with 
depressed confidence, the recent 
downgrade to junk status and high 
levels of government debt, means that 
there is much uncertainty around the 
impact of the virus and the long-term 
consequences thereof.” 

Relying on the past becomes almost 
impossible as “no financial models are 
available to forecast the impact of this 
unprecedented event – suggesting 
that professional asset managers will 
be put through their paces to make 
informed investment decisions based 
on new data”, says Rassou. 

“The virus has brought along some 
serious shocks to the global economy 
– including soaring unemployment, 
major manufacturing slowdown 
to the point of factories being shut 
down, consumer spending nearing 
a halt due to restrictive lockdown 
conditions, and a crash of both equity 
and bond markets as investors sell 
off liquid assets to escape market 
volatility. 

“Fund managers will need to find 
a balance around capital protection, 
managing risk and looking for 
investment opportunities when, at 
this stage, it’s unclear how long this 
volatility is expected to persist,” 
says Rassou.

She adds that navigating the 
world post-COVID-19 will stretch 
even the most seasoned financial 
planner. “Past performance is never 
a predictor of success, but this is 
without doubt true post-COVID-19.

“To match investment risk to a 
client objective, control of the asset 
allocation is key. Because retail fund 
managers are only required to make 
their holdings available in arrears, 
this results in the planner making 
decisions based on stale information 
and therefore not being able to make 
timeous and accurate decisions if they 
wish to be actively involved in the 
process,” says Rassou.

Extreme market volatility and 
uncertainty means that financial 
planners can no longer rely on 
their own investment process or 
look only to past performance to 
make portfolio recommendations. 
“Portfolios are usually linked to a 
specific, expected real return and a 
minimum investment period to create 
a portfolio, suitable asset classes must 
be selected, and long-term strategic 
asset allocation should be developed.” 

She says that by using a professional 
Discretionary Fund Manager (DFM), 
financial planners can make informed 
real-time investment decisions in 

a better attempt to position the 
portfolio based on prevailing current 
market conditions.

“Financial planners can rely on 
the expertise, experience and data 
available to their DFM to make 
informed decisions on how to 
position the overall client portfolio 
to best meet the client’s investment 
objective, mitigate risk and seek 
out opportunities to add value to 
the portfolio when most markets 
are trading at a 20% discount,” 
says Rassou.

With experience in manager 
research, selection and asset 
allocation based on a building block 
approach, a DFM will keep financial 
planners informed and understand 
precisely what risks and opportunities 
their portfolios are exposed to as 
they receive direct feedback from the 
asset manager.

“In addition, short-term tactical 
asset allocation can reduce 
investment risk and enhance returns 
if performed skillfully. Through 
using a well-resourced DFM, you 
can combine fundamental valuation 
research with economic insights to 
derive suitable tactical weights for 
your portfolios in an ever-changing 
environment.

“We expect South Africa to closely 
follow the trend of adoption of the 
DFM model as in the UK. According 
to a UK-based company, Rathbone 
Investment Management, report in 
2018, 72% of financial planners saw 
an improvement in overall investment 
performance and 66% noticed an 
improved risk/return profile for 
clients after working with a DFM.” 

Rassou says that Old Mutual 
Wealth’s DFM capability is built 
on this specialist multi-manager 
approach: planners have access to 
portfolios that incorporate both 
active and passive management 
strategies and instruments that 
“provide a packaged model 
portfolio solution tailored to the 
client’s investment objective while 
controlling overall risks and costs.” 

The added advantage for advisers 
is that they can leverage Old Mutual 
Wealth’s scale and reach to lower 
overall management costs.

According to Rassou, the increasing 
use of DFMs in the retail space in the 
UK has driven down fund manager 
fees. This symbiotic relationship 
between them and advisers is having 
the added effect of raising financial 
planners’ reputation.

With the introduction of RDR, 
planners are required to continually 
understand and interpret investment 
markets, which means that soon they 
would have to do investment research 
to make relevant recommendations 
to clients before they can give 
investment advice.

“These industry changes have been 
happening for some time now, but I 
think the COVID-19 crisis is going 
to accelerate the rate of change, and 
challenge the way the industry has 
functioned to date. Everyone will 
have felt the impact of the global 
shutdown, and the subsequent 
collapse in markets will showcase the 
value of having the backing of a DFM, 
as I have little doubt that every client 
will be reviewing their investment 
portfolio,” Rassou concludes.

DFMs key to helping planners meet 
post-pandemic client demands
Meeting client expectations will become increasingly difficult for planners 
who will face evermore informed, risk-averse clients post the pandemic.

THE PANDEMIC 
WILL PLACE 
ASSET MANAGERS 
AND FINANCIAL 
PLANNERS UNDER 
INCREASING 
SCRUTINY

Kim Rassou,
Portfolio Manager 
at Old Mutual
Wealth Tailored 
Fund Portfolios
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THE RIGHT DFM HAS 
THE POTENTIAL TO BE A 
TRANSFORMATIVE, LONG-
TERM BUSINESS PARTNER TO 
AN ADVICE BUSINESS

IAN JONES 
CEO, Fundhouse To DFM or not to DFM, 

that is the question 

Over the past five years, there has been 
unprecedented growth in the popularity 
and influence of Discretionary Fund 

Managers (DFMs) in South Africa. At last count, 
there were more than 40 DFMs up and running. 
The surge in popularity has been driven by a range 
of factors, including:
• The release of the first discussion paper on 

the Retail Distribution Review (RDR), which 
proposed increased scrutiny on an adviser’s 
investment process and the associated 
compliance requirements

• The professionalisation of the advice industry in 
South Africa, with many advisers shifting from 
operating as a ‘book of clients’ to managing an 
advice business with the benefits of scale and 
process that brings

• More platforms (LISPs) developing the 
capability to administer model portfolios and 
communicating that to advisers in the market

• Fees dropping for DFM services to levels more 
palatable for advisers and their clients.

What are the benefits to an adviser of 
outsourcing their investment process 
to a DFM?
The key benefit of outsourcing the investment 
process is to introduce an additional level of 
investment expertise into an adviser’s process. 
A DFM would be expected to provide detailed 
fund manager research to enable appropriate 
fund selection, portfolio construction skills, 
the continuous monitoring of portfolios, and 
rebalancing of portfolios when needed. The aim 
would be to deliver consistent investment outcomes 
for clients over time. It is important that over an 
appropriate timeframe, DFMs are held accountable 
for the investment performance of the portfolios 
they manage from a risk and return perspective. 

Investing offshore should be a key part of 
the DFM’s offering, and a DFM should deliver 
significant value in terms of understanding the 
global investment universe and the funds that are 
options for an adviser’s clients. The sheer scale of 
the offshore investing options should mean that 
outsourcing to a DFM – with their research team 
and capacity to cover the options – adds value.

Clearly, there are advisers who have the skills 
and experience to be able to implement their 
investment process themselves. However, another 
benefit of outsourcing this specialist requirement is 
that it allows the adviser to focus on building their 
core business, their advice proposition, and to have 
more time to service their clients and grow their 
client base. 

A third benefit of outsourcing to a DFM is 
to provide administrative and implementation 
simplicity across the adviser’s business. The adviser 
has the ability to consistently and efficiently 
implement their investment advice across their 
client base by using a range of portfolios through 
a Discretionary Category II licence – either that of 
the DFM, or their own. 

A fourth benefit of outsourcing to a DFM is one 
of governance and compliance. The DFM should 
be able to ensure that similar clients are treated 

consistently (and therefore reduce TCF concerns), 
that the adviser has a documented investment 
process, and that comprehensive due diligence is 
provided on the funds used. 

The RDR discussion paper led to many claiming 
that independent financial advisers (IFAs) would 
struggle to survive and thrive once the RDR is 
implemented, and that IFAs would need to either 
sell their business to a corporate or outsource to 
a DFM. We do not agree with that assertion. We 
believe that the majority of investment IFAs do not 
have to make material changes in their business 
to comply with RDR, and we do not believe that 
this should be the reason for using a DFM. It is an 
added benefit but should not be the key driver. 

In summary, the services of a quality DFM offers 
a financial adviser:
• An evidence-based investment philosophy and 

process that aligns with the business’ advice 
framework

• A sustainable investment range that is able to 
cater to different client needs

• Consistently managed portfolio solutions across 
the client base

• Access to a dedicated team of investment 
specialists

• Consistent and cost-effective implementation 
across different investment platforms

• Constant compliance with the various regulatory 
requirements.

Are All DFMs the same?
Advisers are clearly spoilt for choice given all the 
DFMs now operating in South Africa. However, 
because they are still a relatively new concept 
to many advisers, choosing a DFM can be 
overwhelming. The right DFM has the potential 
to be a transformative, long-term business 
partner to an advice business.

We believe that the two most 
important factors that advisers need to 
consider when choosing a DFM are to:
1. Understand the unique value 

proposition of the DFM, given 
how different the various 
DFMs’ offerings are, and 
how this value proposition 
complements the advice 
process

2. Make sure there is 
a good culture and 
philosophy fit between 
the adviser and the 
DFM.

Meeting these considerations will decrease the 
probability of ‘buyer’s remorse’ from an adviser 
who is getting something different from what 
they expected, and ensures that when differences 
of opinion emerge, there is common ground 
and respect between the parties to allow for a 
compromise that does not disadvantage the client.

Key factors to investigate when carrying out your 
due diligence on the DFM options include:
1. Is the DFM independent and how important is 

independence to the adviser?
2. The investment philosophy and performance 

history of the DFM
3. The depth of the DFM’s global and local research 

capabilities
4. Global and local portfolio construction 

capabilities
5. The skill and relevant experience of the core 

investment team
6. The DFM’s back-office compatibility with the 

adviser’s current processes
7. The scale of the business
8. The fee structures.

In our opinion, DFMs do have an important role 
to play in helping advisers to professionalise and 
grow their businesses; ensure consistent investment 
outcomes; improve communication to clients; and 
enable advisers to focus on their core role of giving 
comprehensive financial advice to clients.

31 May 2020DFM FEATURE

14 WWW.MONEYMARKETING.CO.ZA14 WWW.MONEYMARKETING.CO.ZA

RIGHT 
PLATFORM?

Ever wondered if the investment platform 
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At INN8, we’ve created a purpose-built 
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Your Investment Partner
MitonOptimal’s expertise lies in building longstanding partnerships with independent financial planners – tailoring our investment 
solutions to reflect your clients’ specific individual requirements.

George Dell
Head of DFM Business Development
E: george@mitonoptimal.com
T: 082 809 4220
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The last five years have been challenging for 
South African investors, and with markets 
delivering underwhelming returns across 

the board, weary investors would be forgiven for 
wondering how much more they can take.

MARKET INDICES AS AT 31 MARCH 2020

5yrs*

FTSE/ JSE All Share TR -0.1%

FTSE/ JSE Top 40 TR 0.5%

FTSE/ JSE SA Listed Property -13.5%

CPI (lagged 1 month) 4.9%

*Annualised. Source: Bloomberg in ZAR

Just when there appeared to be a glimmer of light 
on the horizon, with markets starting 2020 well, along 
came COVID-19 to give investors a further shake. 
Cities have literally shut, nations have been instructed 
to stay at home, and restrictions on local and global 
travel are the new norm. 

Along with drastically impacting our way of life, 
this pandemic has also left global markets shaken and 
investors reeling from its devastating effects. 

Advisers are on the frontline of this economic 
crisis, facing ‘the New World Order of Disorder’ with 
the investment playing field simply becoming more 
and more difficult to navigate. The macroeconomic 
backdrop is everchanging and increasingly complex, 
with global and local markets having to digest trade 
wars, political uncertainty, failing state-owned 
enterprises, state capture, downgrades and now a 
global health pandemic. 

Navigating this ‘New World Order of Disorder’ 
leaves even the most seasoned investment 
professionals with furrowed brows. Dealing with 
unprecedented circumstances and markets that 
react ferociously to minute-by-minute news makes 
managing investment portfolios even more of a full-
time job than usual. The digital era has resulted in 
information travelling faster than ever before, causing 
prices and market movements to accelerate similarly. 
Investment professionals have to deal with this 
turbulence and need to ignore the cacophony of noise 
in order to home in on the true market influences, 
adjusting portfolios where necessary. Not an easy task!

In multiple surveys, clients’ expectations of their 
financial advisers is that they should be their coach 
and financial guide, a voice of expert reason when 
looking at their overall financial wellbeing, including 
cash management, investment planning, tax advice, 
estate planning, cash-flow modelling, financial goal 
setting and establishing the plan to achieve these 
goals. Also, part of a financial adviser’s role, and 
probably most important of all, is helping their clients 
‘make sense of it all’. There is little to no surveyed 
evidence that shows there is an expectation from 
clients that their financial adviser should also be an 
investment expert. 

So, in this new world, it makes sense for financial 
advisers to give their clients’ investment portfolios the 
best chance of success by partnering with a team of 
dedicated investment experts. Appointing a registered 
and reputable discretionary fund manager (DFM) 
provides advisers with a proven investment process 
and robust portfolio construction methodology that 
assist in the creation of portfolios that are designed to 
meet investors’ objectives. Advisers will also benefit 

from fund research and due 
diligence capabilities they 
would be unlikely to achieve 
on their own. As dedicated 
investment professionals, 
DFMs have the knowledge 
and expertise to identify 
the managers, funds and 
vehicles most appropriate 
to the required investment 

objectives, as well as the scale and influence to kick 
their tyres and see through their glossy marketing 
to the fundamentals. DFMs also have the ability to 
negotiate on costs, offering competitive solutions for 
advisers and their clients. 

As a DFM, MitonOptimal collaborates with 
financial advisers, sharing the investment knowledge 
and decision-making with them, providing experience 
and strength to deal with the current market turmoil 
and seeing their clients through to achieving their 
investment goals in a cost-efficient way. 

MitonOptimal South 
Africa (Pty) Limited, 
Registration No. 
2005/032750/07, is an 
Authorised Financial 
Services Provider License 
No. 28160. 

The new world 
order of disorder

George Dell, 
Head: Business 
Development, 
MitonOptimal

ADVISERS 
ARE ON THE 
FRONTLINE 
OF THIS 
ECONOMIC 
CRISIS

Florbela Yates, Head of Momentum Investment 
Consulting, believes that by partnering 
with a DFM, an adviser is able to focus on 

providing advice to investors through identifying 
their requirements, formulating a financial plan, 
calculating the tax consequences of executing this 
plan and re-evaluating the plan regularly. 

“The DFM (or Category II asset manager) can 
then focus on building a suitable investment 
product that is able to cater for the client’s 
outcomes,” she adds.

She believes that a skilled DFM should be able to 
develop a range of solutions that caters to different 
segments of an adviser’s client base and includes 
both local and offshore solutions. 

“For Category I advisers, the execution is often 
via an ‘off-the-shelf ’ model portfolio or collective 
investment scheme. But just as the DFM market 
has evolved, so too has the adviser landscape. 
With the looming introduction of RDR, SA has 
experienced an increase in the number of advisers 
applying for their own Category II licences. This 
allows advisers to legitimately build investment 
solutions for their advised clients.”

Yates explains that merely being in possession 
of a Category II licence doesn’t equate to 
possessing skill in all the areas required. “Many 
Category II advisers still choose to partner with 
an independent DFM. This DFM can assist with a 
range of services, from asset allocation, portfolio 
construction and optimisation, manager selection, 
mandate design to ensuring the solutions are 
available on multiple platforms.”

A skilled DFM will build solutions in partnership 
with the adviser and continuously evaluate these 
to ensure that they are still meeting their clients’ 
investment outcomes. “Solutions need to be 
adequately diversified for a constantly changing 
environment, as well as any exogenous factors (e.g. 
markets, political or economic factors) that may 
affect their performance. In an increasingly global 
world, it is no longer sufficient that DFMs offer 
entirely local solutions only, but the DFM needs to 
be able to cater for truly global solutions. Having an 
offshore office is therefore key to staying relevant 
and providing global solutions.”

Why use  
a DFM?
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PANIC IS NOT AN INVESTMENT STRATEGY

At Prescient Investment Management, we know we owe it to our clients to keep their investments safe through even the most 
unsettling market conditions. To do so, we rely on our proven 22-year old rigorous and systematic investment process, which is 
our guiding light through these extraordinarily challenging times.

Our investment team has consistently produced positive investment outcomes for our clients in the past and we are committed to 
continuing to do so. So instead of wavering in the face of unprecedented uncertainty, you have our assurance that we will remain 
level-headed; always making rational decisions with the long-term in mind.

Prescient Investment Management is an Authorised Financial Services Provider (FSP 612)

www.prescient.co.za
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In investment terms, we’re all too 
familiar with the relationship 
between returns and risk. Investors 

can’t earn returns above the risk-free 
rate if they’re not willing to take on 

some risk. Risk just means investing 
in an asset that can result in capital 
losses, and to expose yourself to that, 
you should be rewarded by returns 
exceeding the risk-free rate. 

In investments, we’re also familiar 
with the saying that diversification 
is the only free lunch. By spreading 
your investments in unconcentrated 
pots across a range of asset classes and 
geographies, the principle is that they 
don’t all perform in sync, so when one 
or more of these pots take a knock, 
others do well and compensate. The 
end game is a portfolio that exhibits 
more stability in 
returns for the 
level of overall 
risk taken. We 
refer to that 
as increased 
efficiency.

This time, 
things were 
different and 
unprecedented. From mid-February 
to mid-March, the sell-off in markets 
due to COVID-19-induced paranoia 
made us realise that there might be 
another free lunch – namely time.

Table 1 compares the long-term 
correlation of various pots on the 
bottom left to the correlations 
observed during the recent market 
sell-off in the top right. During the 
sell-off, especially for South African 
investors, there was virtually no place 
to hide. The red colouring in the top 
right side of the table indicates that 
correlations increased, mitigating 
the free lunch of diversification for a 

little while. The average correlation 
between pots moved from 0.14 to 
0.40 – a level much higher than 
what we observed during the Great 
Financial Crisis.

Therefore, after experiencing so 
much pain recently, what should we 
do? Stay calm and enjoy this second 
free lunch – time. We are convinced 
that in time, correlations will 

normalise and 
diversification 
benefits will 
return.

Graph 1 shows 
the progression 
of the JSE All 
Share Index since 
1995. The current 
COVID-19 crisis 

is the fourth major bear market SA 
equity investors have experienced 
since our economy opened up.

Notable from the graph as shown in 
table 2 below: markets crash, markets 
recover, markets grow and then 
markets crash again.

We recognise that, in a world where 
human behaviour mixed with real-
time information dissemination and 
automatic trading systems, volatility 
can at times be severe, even lethal. We 
don’t know what the future holds, but 
we do know that it pays to be patient 
and not get emotional. And that the 
next growth phase will come.

When the ‘free lunch’ is not 
always free – at least in the 
short term

TABLE 1

GRAPH 1

TABLE 2

Sources: Bloomberg, Prescient

Source: Bloomberg *to 31st March 2020.

WE ARE CONVINCED 
THAT IN TIME, 
CORRELATIONS WILL 
NORMALISE AND 
DIVERSIFICATION 
BENEFITS WILL RETURN

MEYER COETZEE 
Head: Retail, Prescient 
Investment Management 
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A majority black-owned asset manager.
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The adage, ‘don’t put all 
your eggs in one basket’, 
perfectly explains the role of 

diversification in reducing the risk 
of investment portfolios. However, 
we must emphasise that while 
diversification is easy to understand, 
it is difficult to achieve in practice 
when managing investment 
portfolios. Achieving diversification 
is difficult for several reasons, two of 
which we discuss below.

Asset behaviour is dynamic
Assets behave differently under 
normal market conditions and 
under stressed market conditions, 
such as the current COVID-19 
crisis. This is due to an increasing 
demand for liquidity in crisis 
situations, which results in 
indiscriminate selling of all risky 
assets. This causes assets that were 
previously less correlated, to become 
more correlated during a crisis. 
Thus, portfolios that were diversified 
during normal conditions can 
suddenly become very unstable 
during a crisis.

Asset markets are multi-
dimensional
Additionally, diversification is not 
only about having a multi-asset 
portfolio in the classic sense, with 
bonds acting as a diversifier to 
equity risk and global assets being 
a diversifier to domestic SA-specific 
risk. We believe that financial 
markets are far more complex, with 
many factors that drive risk beyond 
the traditional equity versus bond 
decision or geographical factors. 
According to our research, factor, 

style and liquidity risk can be as 
important as classic asset allocation 
risk at explaining the risk in 
investment portfolios. 

How does Sentio achieve 
effective diversification for 
our clients’ portfolios?
We believe that to achieve effective 
diversification, one needs to 
consider the dynamic behaviour of 
asset markets during high market-
stress events and one needs to 
incorporate a multi-dimensional 
framework in a disciplined risk 
management process.

Risk management is proactive
Sentio’s risk management process 
involves trying to understand the key 
drivers of risk in a multi-dimensional 
setting, how these risks 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, which consequently leads to 
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 the opportunities 
presented by market volatility. 

Integrating machine  
and human abilities
To effectively manage risk in this 
way, one needs to interpret large 
quantities of data, the vastness 
and complexity of which lies far 
beyond the computing abilities of 
the human brain. That is why, at 
Sentio, we have always managed 
risk with the help of sophisticated 
machine learning techniques. We 
use ‘unsupervised’ learning – a 
technique that examines raw, 
unlabelled data to find hidden 
patterns – to help us categorise 
how markets behave. 

However, human intelligence 
is required to interpret the 
results of the analysis and to 
accurately price the possible 
outcomes. Thus, a combination of 
human intelligence and machine 
learning is integral to our 
understanding of risk.

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 
decisions, quantitative models 
based on machine learning 
techniques provide us with 
invaluable tools to do this. By 
enabling a thorough, in-depth 
and accurate assessment of 
risk, our process helps us to 
build robust portfolios that 
can weather unforeseen risk 
events and effectively diversify 
portfolios, irrespective of the 
market environment. 

How to ensure that 
diversification 
really reduces risk 

ASSETS BEHAVE 
DIFFERENTLY UNDER 
NORMAL MARKET 
CONDITIONS AND 
UNDER STRESSED 
MARKET CONDITIONS

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

The 
best 
unit 
trusts 
in SA

Awards for the best unit 
trusts in the country were 
handed out in February when 

Morningstar named the winners of its 
2020 South Africa Fund Awards:
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RAYHAAN JOOSUB 
Head: Multi-Asset, 
Sentio Capital

http://www.sentio.co.za


DIVERSIFICATION 
IS THAT ONE WORD 
HEARD REPEATEDLY 
IN TIMES OF EXTREME 
VOLATILITY
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Unit trusts can be a fantastic instrument for 
the beginner investor looking for access to 
the markets but through a professional fund. 

However, post any emergency or crisis, unit trusts 
can be used by a variety of long-term investors. 

The markets have experienced extreme volatility on 
the back of COVID-19 and we have seen companies 
take the necessary and drastic steps to try and 
stabilise, if not bring it back to some sort of normality. 

South Africa and the rest of the world are in an 
economic crisis. Companies have seen huge pull 
backs in share prices as a result of the virus concerns. 
However, looking back at market data, the JSE has been 
able to recover from previous events in a much shorter 
timeframe. The 2008 financial crisis saw the JSE Alsi 
lose 41% towards the end of 2008. However, one year 
later and the Alsi was up 48%, three years up 101% and 
five years post the crisis up 194.4%. A well-diversified 
portfolio can serve a long-term investor well post a 
crisis, as seen looking back at the 2008 crash. 

Exposure to the correct shares and assets can 
yield very attractive returns post a crisis, but 
diversification is key. 

Diversification is that one word heard repeatedly 
in times of extreme volatility. Reason being, 
diversification can reduce potential losses when 
done correctly. Diversification, however, is not an 
exact science and requires market and financial 
knowledge. Simply increasing the number of stocks 
in a portfolio does not help in balancing portfolio 
risk, as increasing shares is only effective to a certain 
point as seen in the graph below:

GRAPH 1: LIMITS OF DIVERSIFICATION  
IN EQUITY-ONLY PORTFOLIO

Source: Raskeductation

Portfolio risk can be reduced through 
diversification; however, investments in different 
stocks are successful to a certain point. Beyond that 
point, additional increases in instruments provide 
no benefit in spreading portfolio risk. Thus, multiple 
asset class selection (equities, property, bonds and 
cash), geographic locations, sector differentiation, 
market caps and growth phases must all be 
considered when diversifying a portfolio correctly. 

How well a portfolio is diversified comes to 
light in times of volatility. Any cracks in asset 
selection will only come to light when markets are 
down. Current market unrest due to COVID-19 
concerns has seen many portfolios liquidated and 
cash removed from the market. A typical cycle sees 
investors investing in the market during the good 
times and removing funds from the market in times 
of difficulty. Unfortunately, this results in many 

investors investing in times when prices are high and 
exiting when prices are low. 

The main reason is attributed to investors being 
fearful that further losses will be incurred. Long-
term investing is only effective when invested 
funds are given long enough to ride out market 
fluctuations. This is made a lot easier when 
diversification is done 
correctly as losses are balanced 
as opposed to single asset 
fluctuations. 

Unit trusts, in particular 
multi-asset funds, offer 
access to the market through 
a basket of well-diversified 
instruments. Investors have 
different options to match their specific risk appetite 
and long-term investment goals. Unit trusts are 
for long-term investment and must be given time 
to outperform inflation on an annual basis and 
overcome short-term market fluctuations. Hopping 
in an out of unit trust investments is not a method to 
achieve long-term sustainable returns. 

Graph 2 shows the unit trust investment cycle 
during the 2008 financial crisis.

During the build-up to the financial crisis in 
late 2007 and early 2008, South Africans began 
withdrawing funds from multi-asset and equity unit 
trusts and placed them in money market and bond 
funds. The market proceeded to crash in September 

2008 with the JSE ALSI down 20.6%. The JSE began 
to recover at the beginning of 2009; however, South 
African investors still chose money market and bond 
funds over multi-asset and equity unit trusts. 

This meant investors missed out on the equity 
and JSE rebound. It was only midway through 2009 
that investors woke up to these potential returns 

and began investing in unit trusts 
again. However, as discussed 
above, these investors sold at low 
prices and then re-entered the 
markets when prices were high 
again (refer to graph 3). 

When investing in a multi-
asset unit trust, the fund has been 
designed in a way to beat inflation 

and achieve sustainable returns over the long term. 
Looking at data from the Association of Investments 
and Savings South Africa (ASISA) reveals that the 10 
largest balanced (multi-asset) funds offered investors 
10.3% average return per annum over the last 10 
years as of January 2020. Those removing funds in 
times of volatility over the last 10 years lost out on 
these returns. 

Investors selecting multi-asset unit trusts to 
have market exposure must have faith in the fund 
composition and the professionals that compile the 
fund. Long-term investing means staying invested 
through the volatile times and allowing the fund to 
achieve returns over the long term.

Turning to unit trusts 
in times of volatility

NICHOLAS RIEMER 
Investment Education Head, 
FNB Wealth and Investments

GRAPH 2: SA INVESTORS MISS OUT ON EQUITY REBOUNDS

GRAPH 3
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THE KEY QUESTION 
NOW IS – SHOULD 
STRATEGIC ASSET 
PREFERENCES 
CHANGE?

BY BLACKROCK

A fierce drawdown in risky assets is underway, driven by fears of 
the economic cost of the coronavirus outbreaks and containment 
measures. The impact is likely to be sharp and deep, yet we do not 

see this as a repeat of 2008 as the economy and, importantly, the financial 
system, is on a firmer footing. Our view is conditional on a comprehensive, 
sizeable and coordinated fiscal and monetary policy response. We are seeing 
evidence of such stimulus coming through.

 The key question now is: should strategic asset preferences change? 
Long-term investors should know that 
what worked before won’t necessarily 
work now, either due to the sheer size 
of market moves or due to changes in 
long-term fundamentals. In Portfolio 
perspectives, we build a case for strategic 
investors to lean towards adding 
exposure to risk assets at the expense 
of government bonds in long-term 

portfolios, following the extreme volatility sparked by the coronavirus shock.

Important information
This material is for distribution to Professional Clients (as deemed 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. Registered office: 12 Throgmorton Avenue, London, EC2N 2DL. Tel: + 44 (0)20 
7743 3000. Registered in England and Wales No. 2020394. For your protection telephone calls are 
usually recorded. BlackRock is a trading name of BlackRock Investment Management (UK) Limited. 
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. BLACKROCK, BLACKROCK SOLUTIONS, iSHARES, 
BUILD ON BLACKROCK and SO WHAT DO I DO WITH MY MONEY are registered and 
unregistered trademarks of BlackRock, Inc or its subsidiaries in the United States and elsewhere. All 
other trademarks are those of their respective owners. 

Weathering 
shocks
Stress testing resilience in strategic asset 
allocation through the coronavirus outbreak.

HOW CAN WE 
PROTECT OUR 
PORTFOLIOS 
THROUGH THIS 
PERIOD OF 
UNCERTAINTY?

Every so often fear and uncertainty grips the financial markets, 
resulting in massive sell-offs and share price volatility. Prior to the 
current sell-off, the previous major market slump was of course the 

2008 financial crash. And going further back in time, the bursting of the 
dot.com bubble at the start of the millennium was another fabled slump.

Once again, we are faced with a similar reality; this time triggered by the 
global coronavirus (COVID-19) pandemic. 

Social distancing, self-quarantine and in some instances nationwide 
lockdowns, are some of the measures governments around the world are 
imposing in the fight against the virus. South Africa has not been spared. 
President Cyril Ramaphosa placed the country under lockdown – the 
period was initially for 21 days and began on midnight of Thursday, 26 
March 2020. The lockdown was later extended by two weeks. 

Domestic and international equities have taken big hits since the start 
of the year, and in many countries, years of market gains have been wiped 
out in a matter of weeks. The rand (ZAR) has also weakened significantly, 

trading above R18 to the dollar post the 
downgrade by Moody’s of South Africa’s 
sovereign credit rating. On 27 March 2020, 
Moody’s (one of the three major credit 
rating agencies) downgraded South Africa’s 
sovereign credit rating to sub-investment 
grade while maintaining a negative outlook. 
Fitch and S&P (the other two major agencies) 
both downgraded South Africa to sub-
investment grade in 2017. This means that 

South African government bonds will no longer be eligible for inclusion in 
the World Government Bond Index (WGBI) due to their sub-investment 
grade (junk) status. 

But what does this mean for investors, and how can we protect our 
portfolios through this period of uncertainty?

South African investors with exposure to assets denominated in offshore 
currencies have benefited from the recent record rand weakness by seeing 
some of their investments appreciating in rand terms – or at least losing less 
than the purely local investments. 

For example, the Ashburton Global 1200 Equity ETF year-to-date 
performance at the end of March 2020 stands at 0.78%. For the same 
period, the Ashburton World Government Bond ETF has delivered a 
massive 30.19% thanks to the plunge in global bond yields as investors 
sought safety in bond certainty.

Having offshore equity and bond exposure in one’s portfolio is a prudent 
approach in times of rand weakness and to reduce exposure to just South 
African shares. 

The Ashburton Investments offshore exchange traded funds are an 
excellent tool for South African investors who seek to diversify their 
geographical and currency exposures.

NHLANHLA TENZA 
Junior Portfolio Manager, 
Ashburton Investments

Diversification 
makes sense in very 
uncertain times
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THE FUND HAS, 
HOWEVER, HELD 
UP REMARKABLY 
WELL RELATIVE 
TO THE AFRICAN 
EUROBOND 
MARKET

In December 2019, Laurium Capital launched 
an Africa bond fund, the Laurium Africa 
USD Bond Prescient Fund (the Fund). The 

aim of the fund is to offer relatively high dollar 
yields with moderate volatility by investing 
predominantly in USD denominated bonds issued 
by African governments. The fund offers South 
African investors an opportunity to easily invest 
rands into high-yielding sovereign dollar assets. 
Furthermore, these assets fall into 
the extra 10% offshore ‘Africa’ 
allowance classification as allowed 
by the SARB for Regulation 28 
compliant funds. 

The current coronavirus 
pandemic, oil price war, and 
resultant economic shock has 
proved to be an early baptism of 
fire for the fund, with most global 
risk asset classes suffering large and 
sudden selloffs amidst a flight-to-
quality. The fund has, however, held up remarkably 
well relative to the African Eurobond market and 
continues to offer very attractive USD yields. 

Key reasons for the fund’s outperformance over 
the benchmark index include lower exposure to oil-
related countries (e.g. Nigeria, Angola and Gabon) 
and lower credit duration than the index. The 
majority of the fund is in oil-importing countries 

that are net beneficiaries of a low oil price. The 
fund offers a competitive USD yield currently and 
is invested in the dollar bonds across seven diverse 
African (excluding South Africa) countries.

The investment universe of African (excluding 
South Africa) sovereign dollar bonds comprises 
over 70 instruments valued at around $100bn, 
spread across 20 countries. These bonds are very 
liquid relative to other frontier Africa assets, 

trade significantly more than Africa 
equity markets on a daily basis, 
and currently have an average USD 
yield-to-maturity of just over 11%. 
The last time we saw yields this high 
was during the Global Financial 
Crisis of 2008. 

From the peak of the Global 
Financial Crisis – or bottom of the 
market – African sovereign dollar 
bonds returned 21% per annum in 
USD over the five years that followed, 

and 13.7% per annum over the ten years that 
followed. From the beginning of 2007 through to 
the end of March 2020, a period that includes both 
the Global Financial Crisis as well as the current 
COVID-19 crisis, African sovereign dollar bonds 
have returned 6.4% in USD per year compared to 
0.4% per year in USD for the JSE All Share Total 
Return Index and 0.3% for the South Africa All 

Bond Total Return Index.
The table below shows the current yield of 

Standard Bank Africa (ex SA) Sovereign Bond Index 
relative to other fixed income investments in USD. 

Source: Bloomberg, Laurium Capital

We don’t know when the market will bottom and 
when yields will peak, but given the magnitude of 
the sell-off of African sovereign bonds and resultant 
high USD yields and spread over US Treasuries, 
we believe now is an attractive entry point into this 
asset class.

This is especially the case for those investors who 
have exhausted their 30% offshore allocation and 
would prefer to have more non-rand exposure, or 
secondly, to those who have offshore fixed income 
exposure but would like to switch into high yield 
with moderate risk and government backing.

An attractive entry point into 
USD Africa sovereign bonds

PAUL ROBINSON 
Portfolio Manager, 
Laurium Capital

Maahir Jakoet, 
Portfolio Manager, 
Customised 
Solutions, Old Mutual 
Investment Group

The intensifying demand for 
responsible investments and 
the recent stock market crash 

in light of the COVID-19 pandemic 
have resulted in increased demand 
for unconventional asset classes as 
investors are left reeling after radical 
declines.

Islamic bonds, also known as 
Sukuks, are going mainstream as 
both institutional and conventional 
investors seek socially conscious 
defensive assets. This is according to 
Maahir Jakoet, a portfolio manager 
at Old Mutual Investment Group’s 
Customised Solutions, following the 
recent launch of the Old Mutual Al 
Baraka Income Fund. Jakoet says that 
the fund will capitalise on this trend 
by launching with R500m assets under 
management.

Earlier this year, the South African 
Government announced plans to issue 
Islamic notes to address the widening 
budget deficit and reaffirmed their 
commitment to hasten Sukuk issuance 
in 2020-21 for various infrastructure 
projects. He says that Sukuks will 
play an essential role in rebuilding 
the South African economy post the 
COVID-19 lockdown. “The scale of 
funding required to meet the financing 

needs of Sub-Sahara Africa post the 
pandemic is far beyond the scope of 
governments. Sukuks may then be 
the innovative approach we need to 
finance the rebuilding of the economy.”

Jakoet explains that Sukuks are 
effectively a share certificate in an 
income-generating Shariah-compliant 
commercial project such as green 
infrastructure, like wind or solar 
plants. “These ventures tend to enjoy a 
high social licence (that is, they don’t 
sell tobacco, alcohol or weapons) and 
have a low gearing ratio (which is a 
measure of debt) while fostering social 
development in the communities in 
which they’re based.”

According to Jakoet, conventional 
investors are increasingly attracted to 
the additional layer of diversification 
and stability offered by this ‘bond-
like’ asset class. “The main purpose of 
a Regulation 28 fund is to protect 
the investor – in particular, those 
investing towards retirement – against 
the effects of a poorly diversified 
investment portfolio.”

He adds that the income from 
the fund will be provided through 
investment in Shari’ah-compliant 
short- and longer-term South African 
and global non-equity securities, 

making it suitable for investors 
looking for risk-averse assets, such 
as retirement savers, seeking relative 
capital stability over time.

Unlike bonds, Sukuks are backed 
by a physical asset and are not an 
intangible debt obligation, providing 
investors with an additional layer of 
security. “Sukuks are more difficult to 
manipulate as the value and risks are 
always related to real assets that have a 
tangible value, rather than the artificial 
manipulation of debt and credit 
ratings,” says Jakoet.

In the case of bonds, one deals with 
interest; however, in the case of the 
Sukuk, investors receive a share of 
the profits and also accept a share of 
the loss, which promotes greater risk 
sharing.

“Sukuks provide an ideal way of 
financing projects that improve and 
promote sustainable development 
without falling into interest-based 
debt. This strategy goes hand-in-hand 
with bolstering economic growth 
and meeting a range of social needs, 
including education, health, social 
protection and job opportunities.”

The new fund will complete the 
existing range of Old Mutual Shari’ah-
compliant funds, allowing investors to 

blend their investment portfolio for 
every life stage. “In keeping with our 
commitment to being a responsible 
steward of capital, these range of 
funds provide investors with access to 
an alternative financial system that, 
among several other restrictions, 
seeks greater good, prohibits charging 
interest, and forbids unethical 
transactions.”

Jakoet believes that local Sukuks will 
generate above-average returns for 
investors and, at the same time, benefit 
all stakeholders. 

“To promote sustainable economic 
growth, we need to transform our 
investment mindset, particularly 
in terms of how we think about 
alternative assets such as Sukuks, 
from the perspective of conventional 
investors. Strong demand for these 
asset classes will encourage the launch 
of more Sukuks in South Africa and 
increase the variety and depth of the 
ventures on the market.”

SA’s Sukuk market set to go mainstream
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INVESTORS NEED 
TO RESIST SELLING 
THEIR HOLDINGS 
AT VERY LOW 
VALUATIONS

The recent economic downturn 
has had a substantial effect 
on economies and financial 

markets, highlighting the importance 
of a sound and robust investment 
strategy. Preparation for uncertainty 
offers investors breathing space to 
handle market shocks.

Large price swings are 
continuing
Large price changes can occur when 
news is very different from what was 
expected or when there is a high 
amount of uncertainty. Currently, a lot 
of news is unexpected because these 
are unique circumstances, and nobody 
knows how things will turn out. Also, 
events are highly interrelated, so the 
impact of any piece of news is far 
reaching. 

This means that large price swings 
will continue until there is more 

certainty on what will happen over 
the course of the economic crisis and 
when it will end.

Building investment 
portfolios that are more 
resilient to financial market 
shocks 
Managing the risk in traditional 
asset classes and seeking out the 
differentiated returns in the non-
traditional areas of the market can 
help build investment portfolios that 
are more resilient to financial market 
shocks. 

Hedge funds can absorb the 
impact of financial market 
shocks
Hedge funds have greater flexibility 
in the investment strategies they can 
employ – either to enhance investment 
performance or to reduce risk. 

Hedge fund allocation makes sense 
for the following reasons:
1. Risk – focus on downside 

protection, preventing the value 
of the investment from decreasing 
as much, relative to other market-
linked investments 

2. Manager skill – deliver performance 
as a consequence of manager skill

3. Absolute return target – achieve 
performance returns in excess of 
cash

4. Diversification – lower dependence 
on traditional asset classes so 
that it is not affected as much 
by movements in traditional 
investments

5. Multi-strategy – greater flexibility 
in execution as their investment 
mandates are broader than 
traditional buy-and-sell investment 
strategies.

But most hedge funds are not totally 
immune from global concerns, health 
pandemics or other uncertainties. This 
means sensible portfolio construction 
and risk diversification are key. 

Hedge funds can add the 
most value
We believe that hedge funds can 
add the most value, as these funds 
offer active management with the 
ability to take advantage of unique 
opportunities.

Private market investments 
provide access to investment 
opportunities not generally available 
in the public market. Their ability 
to diversify away from risks playing 
out in traditional asset classes 
means they are also more likely 
to mitigate losses during financial 
market shocks. Non-traditional 
exposures such as this can lower the 
dependence on traditional financial 
markets for performance, improving 
diversification and resulting in a 
lower risk for a portfolio overall.

Investor peace of mind is derived 
from preparation and, specifically, 
from the inclusion of alternative risk 
exposures. This helps spread risks 
and complement other strategies and 
can produce smoother return streams 
during periods of uncertainty.

INVESTOR PEACE OF MIND IS DERIVED FROM 
PREPARATION AND, SPECIFICALLY, FROM THE 
INCLUSION OF ALTERNATIVE RISK EXPOSURES

GYONGYI KING  
Chief Investment Officer, 
Alexander Forbes Investments

SANDILE MALINGA 
Portfolio Manager, Prudential 
Investment Managers 

Using hedge funds in the 
aftermath of COVID-19

Investors are rightly concerned about their 
portfolio values following the sharp market crash 
in March, due to fears around the human and 

economic impact of the coronavirus. While some may 
be feeling helpless, at Prudential we are optimistic 
that with patience, time and astute active portfolio 
management, investor portfolios can recover their 
values and clients can meet their investment goals 
over time. 

Above all, investors need to resist selling their 
holdings at very low valuations. During the March 
sell-off, the South African equity market lost over 25% 
of its value, but then recovered by some 11% during 
the first two weeks of April. Had you sold in March, 
your portfolio would have experienced a permanent 
capital loss and missed out on this recovery, as well 
as any further gains. We believe SA equities and SA 
bonds are likely to continue to recover gradually from 
their current undervalued levels, so investors should 
maintain their exposure. 

Equally, investors can be proactive and ensure that 
their portfolios are positioned both to benefit from 
the exceptionally low valuations now available, and to 
avoid the assets that have become more risky. Active 
portfolio management is key, as the large and rapid 
market moves during the global sell-off have changed 
prospective investment returns significantly. 

Regarding SA equities, our analysis shows that, as 
of 15 April, the FTSE/JSE Capped SWIX Index was 
priced to deliver a prospective real return of around 

10.6% p.a. over the next three to five years, far higher 
than the 6.5% p.a. historic average. We have been 
adding exposure to companies with strong balance 
sheets, steady cash flows and defensive-quality 
earnings that we believe can successfully weather 
the economic downturn. In the sell-off, we saw 
opportunities to buy some of South Africa’s top blue-
chip companies at excellent valuations. On the other 
hand, there are also companies that are trading very 
cheaply for a reason – because their risk has increased 
sharply. For example, we have been cautious about the 
listed property sector, which we believe is particularly 
vulnerable to earnings weakness 
going forward.

SA government bonds are 
also offering an excellent 
opportunity to capture 
exceptional returns following 
their sell-off. Based on our 
analysis as of 15 April, 10-year 
nominal bonds should deliver 
a real return of approximately 5.4% p.a. over the next 
three to five years, more than double the 2.5% p.a. 
historic average. We have been taking advantage of 
this by adding SA bonds to our portfolios wherever 
possible. Although more volatility is likely, we would 
not expect to see significant further weakness from 
these valuation levels, and we believe current bond 
yields largely reflect the risks involved. 

In contrast to these assets, however, South African 

cash investments have become much less attractive 
following the South African Reserve Bank’s 2.00% 
reduction in interest rates: SA cash is now offering 
a real return of only 0.2% p.a. going forward, we 
estimate, barely above inflation. For investors who 
have been holding high levels of cash as a ‘cushion’, 
this positioning is now much riskier: it considerably 
reduces the chances of a full portfolio recovery the 
longer it is held. 

Investors should also be cautious about increasing 
their offshore exposure going forward. The future 
returns from global assets have become less attractive 

relative to local assets due to both the 
depreciation of the rand, and because 
developed market asset valuations are 
more expensive than those in South 
Africa. The rand has lost about 25% of 
its value and is currently undervalued, 
making it more likely to appreciate over 
time. This would detract from future 
offshore returns. 

Additionally, our analysis shows that the MSCI All 
Country World Index is priced to deliver a real return 
of around 6.0% p.a. over the next three to five years, 
very close to its 5.9% p.a. historic average. So, global 
equities are not cheap on an absolute basis, nor are 
they cheap relative to SA equities. At Prudential, we 
have been taking advantage of this by selling some of 
our offshore equity holdings to buy up better-valued 
SA equities and SA nominal bonds. 

Managing investments in 
the coronavirus sell-off



PIETER FOURIE 
Head: Global Equities, Sanlam 
Private Wealth
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Despite the market mayhem caused by COVID-19 and the seemingly 
indiscriminate sell-off of global equity stocks, a significant swathe of the 
technology sector appears to have held up remarkably well. Some of the 

reasons are obvious – the worldwide lockdowns have resulted in many technology 
companies experiencing a demand surge in our new, tech-reliant work-from-home 
economy. 

Technology companies specialising in selling software haven’t been hit by a 
drop in sales as other sectors have – giving investors less reason to sell. For many 
businesses, software such as accounting or sales programmes is not an optional 
spend and is often one of the last things to be cut in a crisis period. 

From an investment point of view, the current environment bodes well for the 
technology stocks we hold in the Sanlam Global High Quality Fund. Some of the 
names we own, such as Microsoft and Tencent, managed to eke out positive returns 
in March in an otherwise dismal global equity market. It’s no surprise to us that these 
two companies have held up well – they embody the balance sheet strength and 
secular growth prospects we look for when we invest in high-quality businesses.

We always look at periods such as we are experiencing now as an opportunity to 
acquire stakes in world-class businesses – in line with our long-term investment 
philosophy of investing in high-quality businesses when they trade at a discount 
to our assessment of intrinsic value. We believe that in general, the share prices 
of some technology companies, compared to the earnings they’re generating, are 
looking rather inflated. However, there are selected stocks in this industry that are 
looking decidedly interesting from a valuation perspective.

It’s important to mention here that we only invest in stocks that have a dominant 
position as a world leader in a secular growth industry, as well as exemplary 
balance sheet strength, sound capital management measured by a high return 
on equity, an attractive valuation, and the ability to grow free cash flow over time 
while maintaining a high return on capital due to a strong economic moat.

We’ve recently increased our positions in Alphabet and Facebook. Even 
though both are likely to experience a setback in advertising revenues this year 
as companies cut marketing budgets, in our view, this will be offset by strong 
long-term secular growth prospects. We’ve also initiated two positions in the fund, 
both of which we owned before but exited based on valuation principles: global IT 
services company Accenture, and German business software group SAP.

Accenture
Accenture serves clients in a broad range of industries, in North America and 
Europe, and in the following growth markets: Asia-Pacific, Latin America, Africa 
and the Middle East. It has operations in communications, media and technology, 
financial services, health and public services, consumer products, and resources. 
Strategy, consulting, digital, technology and operations experts, capability 
specialists and professionals with local market knowledge are brought together 
across the organisation to deliver end-to-end services and solutions to clients.

Global research and advisory firm Gartner forecasts robust spending for 
Accenture over the next five years, with a 5.7% compound annual growth rate 
through 2023. Cloud penetration as a percentage of total IT spend is estimated to 
be close to 10% – we see cloud growth rates remaining a tailwind for IT services 
companies in the medium term.

SAP
The company’s core business is selling licences for software solutions and related 
services. Its solutions cover business applications and technologies, as well as 
specific industry applications. In-memory technology across its data management 
offerings enables customers to access the data they need, where and when they 
need it.

SAP is regarded as the global leader in the enterprise resource planning software 
market. We forecast that, globally, software technology spend will continue to 
increase by a rate much faster than overall economic growth, as measured by gross 
domestic product.

Tech stocks: 
Opportunity amid 
the COVID-19 crisis
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STANLIB Credit Alternatives 
launched the STANLIB 
Khanyisa Impact Investment 

Fund at the end of last month. 
The Fund will pursue investment 
opportunities in areas that 
support South Africa’s economic 
development. True to its name, 
derived from the isiZulu word 
‘Khanyisa’ – which means to 
illuminate, to turn on or to light up 
– the Fund will spark economic and 
social benefits through investment 
in infrastructure, inclusive financial 
services and agriculture.

The Fund was launched via live 
virtual stream supported by two 
renowned keynote speakers, Dr 
Miriam Altman and Dr Thabi 
Leoka, who shared their insights on 
impact investing and its benefits for 
South Africa.

Commenting on the launch 
of the Fund, STANLIB’s Head of 
Investments Mark Lovett, said, 
“The STANLIB Khanyisa Impact 
Investment Fund represents 
the next step in STANLIB’s 
ESG journey at a time when 
the imperative is very clear for 
South Africa. The Fund’s impact 
objectives will provide measurable 
developmental benefits for 
investors in line with the UN’s 
Sustainable Development Goals.” 

The STANLIB Khanyisa Impact 
Investment Fund forms part of 
a broader effort in helping drive 
private capital into impact-themed 
investments that directly address 

a range of the country’s socio-
economic challenges. As a result, the 
Fund will focus on investments that 
aim to increase economic capacity 
building (via transformational 
infrastructure), reduce income 
inequality (by funding SMEs and 
affordable housing and healthcare 
projects), improve food security 
and provide wider access to 
renewable energy. The Fund will 
consist of a diversified pool of 
credit exposures that offers a higher 
yield than traditional fixed income 
propositions, regular income 
distributions and long-term capital 
preservation. 

The Fund’s objective is to generate 
a return of CPI plus 4.5%, over 
a rolling 12-month period. The 
closed-ended LLP Fund is available 
in the institutional market, with a 
first close target during the second 
half of 2020. 

The STANLIB Credit Alternatives 
team has been managing a bespoke 
suite of Impact and Development-
focused portfolios for the last 10 years. 

Johan Marnewick, Head of 
STANLIB Credit Alternatives, said, 
“We are very excited about the 
launch of the STANLIB Khanyisa 
Impact Investment Fund. This 
new Fund will complement and 
strengthen our existing Impact 
assets, which make up more than 
a quarter of STANLIB Credit 
Alternatives’ total assets under 
management (AUM) and have 
successfully generated returns 
for clients while achieving 
tangible socio-economic and 
environmental benefits.”

STANLIB launches 
first impact 
investment fund

Mark Lovett, Head: 
Investments, STANLIB

THE FUND WILL 
PURSUE INVESTMENT 
OPPORTUNITIES 
IN AREAS THAT 
SUPPORT SOUTH 
AFRICA’S ECONOMIC 
DEVELOPMENT



Vickie Lange, head of best practice 
at Alexander Forbes, offers South 
Africans a comprehensive response to 
concerns about the impact of COVID-19 
on retirement funds.

Retirement fund savings have decreased
The value of retirement savings is linked to what 
happens in the financial markets, as most retirements 
savings are invested in financial markets. Lange 
explains, “Most retirement savings include some 
investment in shares. In the case of shares, when their 
value or price is increasing, your savings will also be 
growing. When share prices are falling, the value of 
your savings will go down.”

She continues, “Share prices in all countries have 
fallen because of COVID-19 and other problems 
in the world economy. What we are also seeing is 
that shares are not the only asset class falling during 
this time. We are experiencing a broad-based fall 
across most asset classes, including more defensive 
investment types such as bonds.” These events have 
led to a decrease in retirement savings.

Global financial markets affect 
retirement savings in South Africa
What happens in the world economy and to global 
financial markets can affect retirement savings that 
are invested in financial markets offshore, or local 
investments. “This means that the recent falls in global 

financial markets have had a negative impact on the 
value of investments,” says Lange.

Managing retirement fund savings 
during high market volatility
Different asset types behave differently over time 
and during different market cycles. Growth assets 
(investments), like shares (equity) and property look 
to achieve an investment return that exceeds inflation. 
Assets like cash and bonds, on the other hand, achieve 
lower, more steady returns relative to growth assets.

“When investment values fall, people often react by 
changing their investment portfolios or preferring a 
cash-type investment like a money market fund, but 
because we don’t know when financial markets will 
fall and how far they will fall, these actions usually 
take place too late, after investment values have 
already decreased,” comments Lange.

“Although switching into cash or other similar 
assets may seem like a good idea right now, these asset 
classes are less likely to grow your money by more 
than inflation in the long term,” she adds.

“It’s easy to get emotional about one’s life savings. 
Hasty or poorly informed decisions could prevent 
you from reaching your goals. The most suitable 
investment portfolio to be invested in is one that 
will help you achieve your goals.” She warns against 
impulsive reactions that leave investors with savings 
that fall short of their needs.

Continue retirement fund contributions
Lange recommends that investors make every effort 

to continue their retirement fund contributions. 
Retirement funds have several other benefits that are 
worth mentioning: 
• Contributions are tax deductible, so this lowers 

members’ annual taxable income. 
• Tax exemptions apply while retirement savings 

remain in a fund. No tax on interest, no capital 
gains tax and no dividend withholding tax apply. 
Tax only applies when retirement savings are taken 
in cash by members when they leave an employer. 

• No estate duty is payable on retirement savings, so 
this increases the benefits payable to beneficiaries. 

• Retirement savings are generally protected from 
creditors. 

• You benefit from lower costs. Employees will 
still need to save for their retirement, and the fees 
through an employer-sponsored arrangement are 
normally much lower than the employee could get 
by saving outside the retirement fund. 

• Compulsory savings are a benefit. Most employees 
rely on their retirement funds as their only source of 
savings. By not having a retirement fund, employees 
will struggle to make ends meet when they retire. 

Vickie Lange, Head: 
Best Practice, 
Alexander Forbes

YOUNGER LIVING 
ANNUITANTS WILL 
GENERALLY HAVE A 
HIGHER EXPOSURE 
TO GROWTH ASSET 
CLASSES LIKE EQUITIES

COVID-19’s impact on retirement funds

Living annuities are relatively 
simple products on the face of it. 
However, living annuities, unlike 

life annuities, pass investment risk on 
to the annuitant. The annuitant does 
not know how long they may live or 
what future investment returns will be. 

Living annuities are therefore 
typically sold with advice and it 
is critical, should an annuitant be 
considering any changes to their 
investment strategy or drawdown 
levels, that it be done together with 
their financial adviser.

Unfortunately, the risk of volatile 
investment markets is sometimes not 
taken into account when planning the 
investment strategy of a client who 
considers a living annuity. Some clients 
may take a very conservative approach 
and invest in cash. While this has 
protected capital in nominal terms, the 
return from fixed interest asset classes 
has not ensured inflation protection 
after fees and costs. Some exposure to 
the market is required.

For older annuitants, their portfolios 
should ideally be more conservative 
and the fall in the market due to 

COVID-19 should have a lesser effect. 
The bigger effect for these pensioners is 
that interest rates are being cut globally 
to try stimulate economic growth. 
As they depend on interest rates for 
income, there is a consequent drop in 
income. While there is a drop in base 
interest rates, as the risk of companies 
defaulting on their debt has risen, the 
credit spreads (compensation required 
by investors to 
cover this risk) have 
widened. A diverse 
exposure to many 
of these corporate 
debt instruments by 
a top fixed-income 
manager would 
mitigate the risk of 
loss. Pensioners in 
this category may 
want to consider marginally changing 
their mandates with their underlying 
managers to allow more credit 
exposure in the investment and allow 
the investment manager to trade in 
longer-dated instruments where higher 
yields may be available.

Younger living annuitants will 

generally have a higher exposure to 
growth asset classes like equities, which 
have been harder hit by the concerns 
around the economy and future 
revenue prospects of companies. 

There are potential scenarios that 
may play out. If the view is that there 
is a recovery to previous levels, then 
an investment should be rebalanced to 
buy back from the risky asset exposure. 

There may even 
be a view that, 
given the fall in 
markets, the risk 
of a further drop 
is now reduced, 
meaning 
that more 
investment 
risk may be 
taken. Another 

scenario may be that there is a 
permanent knock to the economic 
system and the valuation of companies. 
The market will not simply rerate 
quickly from here, in which case taking 
more risk is not advisable as there may 
be a further downside. In this instance, 
living annuitants should trim back on 

their income level (drawdown rate). 
One plus of this scenario is that global 
inflation is less likely to drive the future 
required increases to match living 
expenses. However, the current weak 
rand does contribute to inflation on 
imported goods.

For those about to retire, bond 
yields are at high levels. This means 
the cost of purchasing a life annuity 
(where the risk of a long life and 
investment performance is passed to 
an insurer) has reduced. Depending 
on what has happened to their 
savings over this time, this may be an 
attractive option for at least a portion 
of the retirement plan.

The market will remain very volatile 
with large swings in either direction as 
more information becomes available 
to try and predict the future economic 
outcome. Annuitants making changes 
to their investment strategy should 
therefore rather not do this on one day, 
but in a number of tranches to average 
in the exposure to try to protect against 
these swings. It is essential that these 
decisions are taken in conjunction with 
financial advisers. 

Careful consideration 
needed when making 
changes to living annuities

ROWAN BURGER  
Head: Client Strategy, 
Momentum Investments
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The world is volatile and unpredictable. Your clients may worry that world events 
will affect their investments. At Momentum Investments, we have the solutions 

to help your clients achieve their investment goals. With our approach to investing, 
you can help your clients stay invested and focused on their goals.

Momentum Investments is part of Momentum Metropolitan Life Limited, 
an authorised financial services (FSP6406) and registered credit (NCRCP173) provider.

No matter what your clients 
encounter on their investment journey, 

stay focused on the destination.
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GENERATION 
Z DO NOT 
INSTINCTIVELY 
EMBRACE 
SAVING FOR 
RETIREMENT

THE COVID-19 
MARKET CRASH 
IS EXPOSING THE 
SHORTCOMINGS 
OF OUTDATED RISK 
MANAGEMENT 
STRATEGIES

They’ve been called ‘rebels with a cause’, 
‘digital natives’ and ‘millennials on 
steroids’. There are over 15 million 

of them in South Africa and globally their 
numbers equal the combined populations 
of China and the United States.* They are 
Generation Z (Gen Z).

Born between 1995 and 2009, this 
generation will help shape the future success 
of South African businesses. If your clients 
want to attract and retain Gen Z’s skills and 
talent, they need to develop employee benefits 
value propositions that address their needs 
and values. While the COVID-19 pandemic 
is likely to impact on Gen Z, 
here’s what we know about 
them at this point. 

Generation Z do not 
instinctively embrace saving 
for retirement. Their natural 
inclination is to experience 
their benefits not only in the 
future but as they live life. 
This is one of the reasons why 
benefits that deliver tangible 
value in the ‘here and now’ are important in 
the Gen Z benefits mix.

In fact, 90% of financial advisers in a 
Momentum Corporate survey said that 
the value-added benefits offered by some 
employee benefits providers are of value to 
both employee and employer.**

Whether they like it or not, Gen Z’s rising 
longevity makes retirement provision a 
priority. However, without active intervention, 
there is a good chance that Gen Z will 
intuitively withdraw their retirement savings 
when changing jobs. To avoid this “epic fail” 
(Gen Z speak), financial advisers will need 
to assist Gen Zs to make smart choices when 
leaving their jobs. 

Social issues that Gen Zs care about, like 
human rights and the environment, come into 
play when they make decisions about where 
to work and invest. The choice of investment 
portfolios for retirement savings may need to 

align with these issues. 
Many of Gen Z’s lifestyles will be 

characterised by long hours of computer 
work, sedentary jobs, lack of quality sleep 
and increasing anxiety and depression in a 
stressful, always-connected work and home 
environment. This will fuel lifestyle-related 
chronic illnesses and disabilities, which means 
death, disability and critical illness benefits 
will remain a key part of the benefits mix. 

Within the South African context, many 
Gen Zs are usually the most educated member 
of their family, often contributing to the 
financial wellbeing of the extended family. This 

makes life cover – to address 
the financial needs of loved 
ones should they pass away –  
a non-negotiable. 

Although Gen Zs prioritise 
health and wellness, our 
data shows that a sizeable 
number still pursue high-
risk behaviour, like smoking. 
Employee benefits for this 
generation should include 

engagement programmes that facilitate 
behaviour change before high-risk behaviour 
results in a chronic condition and/or lifestyle-
related disability. 

Gen Zs embrace the flexibility of short-term 
contracts or freelance work. Employers and 
retirement funds will need to relook traditional 
employment-based retirement funds designed 
predominantly for permanent employees. 

Gen Zs experience life digitally and 
expect quicker service than any other 
generation. Employers will need to partner 
with an employee benefits provider who has 
reinvented the service experience for the 
modern workforce. 

* 2019 White Paper, Generation Fluid, Understanding the 
dynamics of today’s youth market, Joe Public SHIFT.
** Momentum Corporate survey, October 2019 - January 
2020.
*** Source: Multiply Healthy Heart Score data for members 
registered for Momentum Corporate Employee returns. 

Employee benefits 
for Generation Z

NASHALIN PORTRAG 
Head: FundsAtWork, Momentum

DEANE MOORE  
CEO, Just SA

Risk management in retirement is key to helping a 
pensioner sustain income for life – to cover their essential 
expenditure and to draw more in the early years when 

they are more active.
According to retirement income specialist Just, the COVID-19 

market crash is exposing the shortcomings of outdated risk 
management strategies that have relied purely on investment tools to 
tackle all risks in retirement. The full impact for pensioners invested 
in old-style living annuities will depend on their age, withdrawal rate 
and what they are invested in, but many are seeing their drawdown 
rates rise and are consuming capital that won’t be there to benefit 
from any future market recovery.  

Annuities have evolved 
It is not necessary for pensioners to consume their capital in the 
current market environment. Instead, a guaranteed income for life is 
accessible either as a standalone life annuity, or as a portfolio within 
a living annuity. Such new-generation living annuities provide an 
option to invest a portion of retirement assets in a lifetime income 
portfolio that guarantees an income, which is paid into the living 
annuity for the rest of their lives, no matter what happens to 
investment markets. 

The good news is that annuity rates have increased by about 15% 
since the start of the year, bringing down the cost of purchasing 
this guaranteed income for life. This means a pensioner can secure 
broadly the same guaranteed income for life today as they were 
able to do before the market crash, which should enable them 
to maintain a sustainable drawdown to at least cover essential 
expenditure. 

Furthermore, pensioners can retain exposure to the market and 
benefit from any market recovery because the annual increase in the 
guaranteed income is linked to the investment return of a balanced 
portfolio of assets managed by independent asset managers, 
smoothed over six years to make the increases more stable from year 
to year. 

 
How is the guarantee guaranteed, especially in 
volatile markets?
The liability is precisely matched on the insurer’s balance sheet by 
investing in a cashflow-matching fixed-interest portfolio (to ensure 
that the minimum guarantee can always be met) and a multi-asset 
portfolio (usually a flagship 
balanced portfolio of a well-
known asset manager), to which 
increases are linked. 

A mathematical calculation 
with a single auditable outcome 
determines how much needs 
to be held in each of these two 
portfolios to ensure that the total 
assets and the total liability move 
by exactly the same amount 
if there is either a change in 
interest rates or the market value of the multi-asset portfolio. 

The recent market conditions were an extreme test of the 
robustness of this approach. Just says that new-age annuities are 
designed for exactly these market conditions and have performed 
as intended, shielding pensioners from market instability and 
protecting their guaranteed income. 

New-generation 
living annuities 
help mitigate risk 
of outliving assets 
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Christine Rodrigues, 
Partner & Insurance 
Law Specialist, 
Bowmans

Minnaar Fourie, MD: 
Commercial Division, 
King Price

THE INSURANCE 
SECTOR SHOULD 
WEATHER THE 
STORM

I’M A HUMONGOUS 
FAN OF DATA-
DRIVEN DECISION-
MAKING
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During South Africa’s 
COVID-19 lockdown, local 
insurers have embraced the 

Treating Customers Fairly (TCF) 
principles even more so than required 
by law under normal conditions, 
and sustaining this could stand the 
industry in good stead when the 
next round of regulatory reform 
is considered. That’s the word 
from Christine 
Rodrigues, partner 
and insurance law 
specialist at leading 
African law firm, 
Bowmans.

“Locally, we have 
seen many insurers 
encouraging people to claim under 
their policies, and reducing excesses 
if claims are made between April and 
June 2020,” says Rodrigues. “Some 
insurers have extended financial 
assistance to their suppliers, especially 
those that are small to medium 
businesses and meet the turnover 
threshold of R2m a year.” 

South African insurers appeared 
to have aligned themselves with the 
national priority of minimising the 
spread of COVID-19 so that the 
pandemic can be halted sooner rather 
than later.

“This is not to say that the insurance 
industry itself has no exposure to 
the pandemic. The International 
Association of Insurance Supervisors 
(IAIS), of which South Africa is a 
member, has recognised that insurers 
globally are substantially exposed. 
This exposure is not only in terms of 
increased capital requirements, with 
investments in assets being affected, 

but also in terms of more 
claims being required to 
be settled.”

However, the 
insurance sector should 
weather the storm thanks 
to the stricter measures 
put in place after the 

financial crisis that lasted from 2007 
to 2012, to protect policyholders and 
maintain financial stability. 

“But just as the global financial crisis 
triggered the most recent wave of 
regulatory regime reform, it seems that 
the COVID-19 pandemic may be the 
spark for further reform in the future,” 
says Rodrigues.

Losses and claims will 
dictate change 
“The IAIS has already indicated 
it will be using the framework it 
has developed over the last couple 

of years to assess the impact of 
COVID-19 on the global sector. Any 
regulatory reform will therefore be 
influenced by the losses and claims 
sustained globally.”

While it is impossible to predict 
the extent of those losses and claims, 
one thing is certain, she says. “How 
insurers deal with claims and 
consumers during this period will 
have an influence on whether tighter 
regulatory reforms are required.”

She adds that international insurers 
are offering some of their customers 
payment holidays. “In South Africa, 
under the Policyholder Protection 
Rules, a grace period for premium 
payment is required by law, and the 
Financial Sector Conduct Authority 
reminded insurers of this requirement 
and to ensure that the non-payment 
of premiums does not automatically 
result in a lapsed policy.”

She also points out that the principles 
of TCF that binds all insurers does not 
mean the customer is always right. 
“Nor does TCF mean that each and 
every claim needs to be paid where the 
policy does not provide cover.”

What it does mean is where 
the policy:
• does provide cover and a claim 

is made, it must be settled in a 

reasonable time period;
• does or does not provide any cover, 

insurers should be highlighting this 
to consumers; and

• is ‘grey’ in its terms and conditions, 
insurers should be making educated 
claims decisions. For example, if the 
claim is rejected, what is the impact 
on that person or business? “Perhaps 
a partial ex-gratia claim needs to 
be considered,” says Rodrigues, 
“obviously always ensuring this does 
not result in a financial strain on the 
insurer that is to the detriment of 
the rest of its policyholders.”

She concludes that only time 
will tell if COVID-19 will result in 
further regulatory reform, but in the 
meantime, the priority must be to 
minimise the spread of the virus and 
hope that the crisis will soon come to 
an end.

Lockdown brings out the best in SA insurers

After only three months on the job, King 
Price’s newly-appointed commercial division 
MD is putting his footprint on the local 

insurance industry. Minnaar Fourie’s first point of 
business has been to forge better relationships with 
the insurer’s growing broker network, which makes 
up an increasingly important portion of its revenues. 
But his major area of focus will be to drive a greater 
culture of data-driven decision-making to take the 
company, and the broader industry, to the next level.

“Our brokers are the bedrock of our commercial 
business, and our relationships with them are key. 
One of the areas where we can 
start showing real value to them is 
by sharing better data about our 
customers and the industry. I’m a 
huge fan of data-driven decision-
making: ‘trusting your gut’ might 
have worked 30 years ago, but it’s 
a totally inconsistent way of making decisions. I see 
huge opportunity for us to transform the way we 
handle and use information,” says Fourie.

A metallurgical engineer by training, his focus 
on data has been honed through 14 years of 
project management for the construction and civil 
engineering industry, including a two-year stint 
heading the project management office on one of the 
most challenging projects in the world: Saudi Arabia’s 

$500bn NEOM mega-city. Here, creating focused 
action plans in a rapidly-changing environment was a 
requirement for the job – an attribute that he believes 
will stand him in good stead in the highly competitive 
local insurance industry.

“The great thing about insurance is that it’s 
an extremely cash-flow-positive industry. In the 
construction industry, cash flow is always an 
enormous problem. In short-term insurance, you 
get paid up front. This is a step change in managing 
solvency, and it brings a lot of opportunity. But to 
realise this, we’ve got to tighten up our processes, 

and be more efficient in the way 
we do things and make decisions,” 
he says.

Fourie’s view of a data-driven 
world starts with people, and 
giving them a solid understanding 
of the importance of good data 

management and what it can do for them. 
“Many people still think data management is an 

IT function. I disagree. It’s a collaboration between 
the business and IT, that enables good intelligence, 
which feeds good decision-making. We don’t do 
reporting for reporting’s sake; we do it to enable 
proactive, effective decisions. I want to create a 
culture of data management where our people, our 
brokers and our underwriting management agents 

(UMAs) let the system do the hard work to answer 
the important questions,” he says. 

That’s why one of his goals is to have an industry-
leading commercial pricing ‘engine’ in place within 
the next couple of years – to drive consistency and 
repeatability in the business. At the same time, he 
wants to retain the knowledge of what he calls the 
‘older generation’ of underwriters, whose experience 
of the variables in the commercial space will help 
shape the flexible products that brokers and clients 
are looking for, especially in areas like King Price’s 
fledgling agri business.

But for all Fourie’s focus on processes, efficiencies 
and data, he’s a people’s person at heart. “This is a 
relationship business, and my management and 
collaboration style is all about people. Internally, 
it’s about making sure we have the right people in 
the right seats, and then giving them the ability to 
manage the day-to-day running of the business. This 
allows me to be more strategic and explore ways to 
further enhance the business – to be on the business, 
not in the business. Then people feel valued, and 
have the authority and accountability to do things,” 
he says.

‘Brokers are the bedrock of  
our commercial business’



AT ITS CORE, 
THE LIFE 
INSURANCE 
SECTOR 
IS ABOUT 
MANAGING 
DISRUPTION 

LIFE INSURERS 
THAT MATTER WILL 
INNOVATE AHEAD 
OF THE CURVE 
IN MEETING THE 
CHANGING NEEDS 
OF CLIENTS

RISK31 May 2020

COVID-19 is an anxious moment for 
all of us, and not every insurance 
business will survive it. Now is the 
time to be fit-for-purpose and fit-for-
the-future, writes Michael Goemans, 
CEO of Investec Life. 

 

In the last few weeks, history has seemingly 
moved past us all. At no stage did we 
anticipate a single moment in our time that 

would so significantly shift our focus as a society 
(or even as organisations) and leave us debating 
where we fit in this so-called ‘new normal’. In 
fact, we could go as far as to say that not since 
the Second World War has the entire planet been 
focused on exactly the same disruptive event. 

It got me thinking. About two years ago I stated 
that if the life insurance sector did not adapt to 
the changes to the world around it, it faced the 
real risk of going the way of the dinosaur. Many 
would argue that COVID-19 is the proverbial 
meteor, and that it’s probably too late for change. 
But this could not be further from the truth. 
While it is easy to fall into the doomsday camp 
during the current pandemic, we should instead 
be focusing on where we can adapt and evolve 
to better enhance the much-needed journey 
for change the sector needs. At its core, the life 
insurance sector is (and will always be) about 
managing disruption. 

Think about it: death, illness and disability are 
disruptions we try to anticipate and provide for. 
Even in the premium segment of the market, the 
need to plan for severe illness, to provide for the 
future needs of family members or even to offer 
liquidity in estate planning, remains the bedrock 
of the value we as a sector provide for clients. 
It is not this pandemic that is at risk of being a 
dinosaur-defining moment; rather, the risk lies 
in the inability to adapt away from legacy ways of 
doing things or even in the failure to anticipate 
and deliver on client needs. 

Recent research[1] shows that clients are the 
single most disruptive force in the insurance 
industry. They want insurers who offer them a 
frictionless service experience across the board: 
more apps, integrations and ecosystems; less 
email, paperwork and product pushing. 

This kind of research should feel somewhat 
obvious in 2020. But acknowledging it and acting 
on it are very different. Innovation isn’t about 
courage anymore, it’s about urgency. Are you able 
to onboard most clients swiftly, without requiring 
a medical test for underwriting because you 
already have enough data analytics to assess their 
premium? Can you make the process faster, more 
efficient and more engaging so the experience 
feels personal and one of a kind? This is why a 
pandemic like COVID-19 matters for 
the life sector. 

Not responding with the right 
spirit is what the meteor actually 
looks like. This is our responsibility 
– and, quite frankly, our duty – as a 
life sector. 

When disruption happens at an 
unprecedented scale (and it feels like 
the whole world is on lockdown), 
life insurers that matter will innovate 
ahead of the curve in meeting the 
changing needs of clients. They won’t do what the 
sector has always done and merely demonstrate 
the ability to provide financial security. This only 
embeds the ‘grudge factor’ of life insurance.

 
Life, interrupted
COVID-19 is not the industry’s meteor moment 
– if anything, it is a change agent for the way the 
life insurance sector operates. The pandemic is a 
challenge to our status quo that drives us forward 
– reaction and panic will only take us backwards. 

While the coronavirus pandemic continues 
to cause spikes in mortality, illness and 
unemployment and creates inherent uncertainty, 
there is an argument to be made about the value 
of life insurance, as clients have a 
heightened level of awareness 
around their mortality. 

Now more than ever, life insurers must prove 
themselves a valuable asset and not a grudge 
purchase.

 
Redefining the value of life insurance 
Now is the time to challenge the status quo again. 

 So, while the lower end of the market might 
not change much during this time and direct-
to-consumer insurers will outlast the pandemic 
because they’ve stuck to their purpose, high-

end life insurance companies are 
best positioned to combine their 
strong client relationships with 
investments in technology-led 
engagement to offer clients the 
experience they now require. 

 If anything, many of the brands 
that are best equipped to handle the 
current disruption are themselves 
disruptor brands. Where we are 
getting better is through a focus on 
gold-standard products, facilitated 

by seamless digital and technological solutions 
to support real-time customer experience for 
clients, and a relentless focus on relationship and 
service. The times may have changed, but the 
fundamentals of providing fit-for-purpose and 
fit-for-the-future life insurance remains. 

[1] Jordi Montalbo and David Rush, A demanding future: The 
four trends that define insurance in 2020, Deloitte Insurance 
Trends, https://www2.deloitte.com/content/dam/Deloitte/br/
Documents/financial-services/Deloitte-a-demanding-future.pdf

Investec Life Limited is an authorised Financial Services Provider 
47702.

COVID-19 is a reason for 
life insurance to evolve

Michael 
Goemans, CEO, 
Investec Life
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FIXED-TERM LIFE 
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WILL NOW PAY 
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It’s no mean feat settling on how 
much life cover your clients 
need in order to ensure their 

beneficiaries will always have enough 
money, for as long as they need. How 
does one confidently predict future 
investment interest and inflation 
rates, and how long the lump sum 
will need to be invested for, to keep 
up with the future value of money? 
To calculate this, a certain amount 
of guesswork usually has to be made 
around inflation rates and potential 
rates of return on investment, which 
could leave room for errors and 
shortfalls. 

At FMI, instead of basing your 
financial plan solely on lump sum 
cover calculated on assumptions, 
we believe in first protecting your 
clients’ income. Lump sum benefits 
are a good solution to pay for 
once-off expenses like a home loan, 
estate duty or executor’s fees but 
leaving a lump sum to produce a 

future income exposes beneficiaries 
to either being under- or over-
insured. A life income benefit is 
better suited to meet your clients’ 
needs specifically because it pays an 
ongoing income to beneficiaries, as 
opposed to paying a large once-off 
lump sum, which would need to be 
invested to produce an income. 

However, one of the concerns 
financial advisers have raised when 
it comes to a life income benefit (as 
opposed to a life lump sum), is this: 
What would happen to the money 
if the beneficiary died within a few 
years of the life insured passing? For 

example, Ben takes a life income 
benefit for his spouse, Jane, until he 
turns 65 (i.e. a fixed-term life income 
benefit to retirement age). Ben dies 
at age 50, so the life income benefit 
will pay Jane for 15 years (until Ben 
would’ve turned 65). However, she 
dies three years later. In the past, 
the life income benefit would be 
guaranteed for a five-year period, 
so the remaining two years would 
be wrapped up into a lump sum and 
paid into Jane’s estate. This scenario 
isn’t ideal for many advisers because 
the beneficiary effectively loses 10 
years of income. 

This has changed. Fixed-term life 
income benefits will now pay out 
for the full term insured, whether 
the beneficiary passes away during 
that time or not. Simply put, using 
the same example as above: instead 
of only receiving two years’ income 
benefits as a lump sum, the estate 
would receive a once-off payment 

equal to the present value of the full 
remaining payment term, in other 
words 12 years, which would be paid 
into Jane’s estate. 

More than that, life income offers 
a range of bespoke benefits. To 
name a few: a secure estate liquidity 
solution, education cover for minors, 
or simply cover for day-to-day living 
expenses for a specified term while 
the deceased’s estate is being wound 
up. Or the whole-of-life option can 
be selected to pay a beneficiary for 
the rest of their life. By using life 
income benefits to meet the income 
need, the client can take less lump 
sum cover to meet their debt needs. 
A combination of these benefits 
could save a client significantly on 
premiums, which they could put 
towards retirement. 

Talking to your clients about Life 
Income is a valuable conversation, 
particularly if our current instability 
prevails. 

No guesswork with a 
life income benefit

MELODY STANDER 
Product Marketing 
Specialist, FMI (a Division 
of Bidvest Life Ltd)

http://www.fmi.co.za


OUTBREAKS AND EPIDEMICS: BATTLING 
INFECTION FROM MEASLES TO CORONAVIRUS
BY MEERA SENTHILINGAM

Senthilingam’s book is a journey through the 
history and science of epidemics and pandemics 
– from measles to coronavirus. For centuries 
mankind has waged war against the infections 
that, left untreated, would have the power to wipe 
out communities, or even entire populations. Yet, 
for all our advanced scientific knowledge, only one 

human disease – smallpox – has ever been eradicated globally.
In recent years, outbreaks of Ebola and Zika have provided vivid 

examples of how difficult it is to contain an infection once it strikes, and 
the panic that a rapidly spreading epidemic can ignite. But while we 
chase the diseases we are already aware of, new ones are constantly 
emerging, like the coronavirus that spread across the world in 2020. At 
the same time, antimicrobial resistance is harnessing infections that we 
once knew how to control, enabling them to thrive once more.

Senthilingam presents a timely look at humanity’s ongoing battle 
against infection, examining the successes and failures of the past, along 
with how we are confronting the challenges of today, and our chances of 
eradicating disease in the future.

THE UPSIDE OF DOWN – HOW CHAOS & 
UNCERTAINTY BREED OPPORTUNITY  
IN SOUTH AFRICA 
BY BRUCE WHITFIELD

A robust mindset is the one common characteristic 
Bruce Whitfield has identified in two decades of 
interrogating how South Africa’s billionaires and 
start-up mavericks think differently. They are not 
naive Polly-Annas. They don’t ignore risk or hope that 
problems will go away. They constantly measure, 

manage, consider and weigh up opportunities in a tumultuous sea of 
uncertainty and find ways around obstacles. 
In his book, Whitfield explains that in a world of fake news, deep-fakes, 
manipulated feeds of information and divisive social-media agendas, it’s 
easy to believe that our time is the most challenging in human history. 
It’s just not true, he says. It is a time of extraordinary opportunity. But only if 
you have the right mindset.

Fear of the future breeds inaction and leads to strategic paralysis. 
We put off decisions until we can have certainty. We look for signals. 
We wait. And while we do that, the world moves on around us. Problem 
solvers thrive in chaotic and uncertain times because they act to change 
their future. Winners recognise that in a world of growing uncertainty, 
you need to resort to action on things you can control. And the only 
things over which you have absolute control are your attitude and your 
mindset. These, in turn, determine the actions you will take, which will 
define your future.
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WHEN CRISIS STRIKES:  
TEN RULES TO SURVIVE (AND AVOID)  
A REPUTATION DISASTER 
BY NICOLA KLEYN AND FRANCIS HERD 

In the past few years, so many scandals have 
rocked corporate South Africa that crises seem 
to be the norm rather than the exception. In the 
glare of the public eye, with cameras, microphones 
and cellphones in their face, many leaders who 
excel in organisations suddenly become scared, 
confused and can even appear shady.

When Crisis Strikes looks at a variety of crises in the age of social media in 
South Africa and abroad, with examples of who got it right, who got it wrong 
and how they could have done better. The organisations range from schools 
to local companies to multinationals caught up in state capture claims and 
giants such as Boeing and BP.

The book provides ten simple and effective rules to help manage crisis 
situations. The practical advice in each rule is backed up by academic 
research that draws from public relations, marketing, management, 
leadership and psychology. It combines insights from a seasoned journalist 
and an accomplished academic to give you the advice and tools to ward off 
a crisis before it strikes and, if it’s too late, to resolve a situation quickly and 
with integrity.

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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Visit pps.co.za for more information or contact your PPS accredited fi nancial adviser.

Our 2019 fi nancial results are proof of our unwavering commitment 
to our members. As the only business in South Africa that caters 
exclusively to graduate professionals, we share all our profi ts 
with our members with qualifying products – because we believe 
success is better, shared. 

PPS is an authorised FSP

We’re proud to be allocating our largest Profi t-Share yet, to our members.

SUCCESS IS BETTER,
SHARED.*

*Past performance is not necessarily indicative of future performance
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