
There is no ‘normal’ any longer, 
according to eminent futurist 
and Ninety One’s Global 

Strategist, Michael Power. “We’re 
in a fluid environment and there’s 
nothing very much we can take for 
granted anymore,” he recently told 
intermediaries. “Part of my job is 
to think long term, but I’m not sure 
what long term is any longer. Things 
that I thought were, for instance, 
going to happen by 2030, are now 
probably in many instances going 
to happen by 2025, or possibly even 
before. But long term is something 
that is affecting portfolios now, which 

is why our portfolio managers 
have to really be on their toes at 
the moment.” 

Power explains, in the words 
of historian Yuval Harari, 
that emergencies fast forward 

historical processes – and the 
COVID-19 pandemic is doing exactly 
this. There were trends in place before 
the pandemic that were expected to 
play out in the next 10 years, but he 
now expects these changes to unfold 
over the next three to five years.

Asian economies appear to 
be recovering strongly from the 
coronavirus pandemic, in contrast to 
the West – and one of the processes 
that is being fast forwarded is the one 
that shifts the centre of gravity away 
from the West to the East, making 
China a larger economy than the 
United States by 2023. Power believes 
it’s essential that investors study 
opportunities available beyond the 
old world, “because the new world 
is going to come into focus much 
quicker than I was predicting, and I 
think this is something that will drive 
us at Ninety One during the next five 
years. Thankfully, we’re ahead of the 
game as we have heavy-duty exposure 
into these areas, both in fixed-income 
and in equities.”

Power believes that 
macroeconomics in the West have 
been largely ‘nationalised’ and there’s 
little difference now between fiscal 
and monetary policies, with central 
banks no longer truly independent. 
Modern Monetary Theory – meaning 
that sovereign governments with 
sovereign currencies can ‘print’ 

money for 
society’s benefit 
– is being applied everywhere, with 
the Bank of England being the most 
extreme. Budget deficits are no longer 
an issue. 

“We started the year with the 
probability that the United States 
was going to run a budget deficit of 
about $1.2tn – but that’s been reached 
already. ‘Whatever it takes’ is now the 
order of the day.” 

He thinks that whoever is elected 
as president of the United States 
in November this year will preside 
over the loss of primacy of being the 
largest economy in the world. “In this 
process of change, capital will start 
to leave the West and move to the 
East.” Some of that capital is probably 
going to be what Power calls “a bridge 
between the two worlds”. 
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‘Keep Calm and Carry On’ were the words on 
a motivational poster produced by the British 
government in 1939 in preparation for World War II. 

While the words are not Winston Churchill’s, they’ve 
come to be associated with his spirit and leadership 
in difficult times. At MoneyMarketing, we’re keeping 
calm and carrying on, as it is our firm belief that even 
in a pandemic, we shouldn’t have to put the delivery of 
quality content to our readers on hold. I’m extremely 
proud of the MoneyMarketing team.

Another group of people who appear to have adopted 
the ‘Keep Calm and Carry On’ approach are financial 
advisers. From the conversations I’ve had, I’ve gathered 
that during lockdown levels five and four, they still found 
ways to hold meetings with both clients and colleagues 
by using the various online chat services available. On 
the whole, technology has certainly made the pandemic 
easier to manage.

I found the results of a survey carried out by the FPI 
in April very encouraging. The organisation decided that 
instead of making sweeping and potentially inaccurate 
generalisations about the impact of COVID-19 on 
financial planners and their clients, it would survey CFP® 
professionals to find out what was really happening on 
the ground. 

The survey showed that the financial planning industry 
was hit to some extent by the pandemic, but not as hard 
as many other sectors of business. While the pandemic 
changed how advisers work, over half of the respondents 
said the pandemic would not change their long-term 
professional or personal goals. Most importantly, the 
survey illustrated that the pandemic and its economic 
impacts have made the financial planning profession more 
important than ever, as 91% of respondents agreed that 
South Africans with a financial plan were likely to make 
progress towards their goals, even during these trying 
and uncertain times. And over 60% of advisers believed 
that, in the current environment, there will be a growing 
demand for financial advice delivered by 
a professional. ‘Keep Calm and Carry On’ 
is definitely the right attitude!

Janice
janice.roberts@newmedia.co.za
@MMMagza
www.moneymarketing.co.za
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“You may have seen that billionaire hedge 
fund manager Paul Tudor Jones has invested in 
Bitcoin. I’m not sure I agree with him, but he’s 
smart and the logic of investing in Bitcoin is 
that it’s a stepping stone between the old world 
and the new.”

Power believes that investors have to pay 
a lot of attention to politics over the next 
18 months, because those presidents who 
mishandled their countries’ recovery from 
the pandemic are going to be punished. “And 
I suspect so, too, will the share prices of the 
countries they represent. The US presidential 
election is shaping up to be an absolute 
humdinger. Trump is extraordinarily scared 
that he’s going to lose.”

He notes that while 
Trump is pushing for a 
wide re-opening of the US 
economy, it is unlikely that 
this will lead to a strong 
recovery. The US economy 
has become services-
oriented, particularly by 
small businesses, meaning 
that it will be much harder to re-open with any 
vigour. “When China went back to work, it was 
all about getting people back into the factories. 
When the US state of Florida re-opened its 
economy, it was about getting people back into 
the tattoo parlours and hairdressers – if that’s 
what getting America back to work means, 
then we really do have a problem.”

China has, for some time, 
been trying to transform its 
economy into one that 
depends less on exports 
and heavy industry. 
“What’s going to 
happen in the next 
five years, which 
makes this whole 
story so different, is 
that China is going 
to discover its 1.4 
billion consumers 
and they’re going to 
increasingly become the 

driver of China’s economy going forward – not 
exports to other countries.”

A second major disruption that may be 
fast forwarded by the COVID-19 crisis is the 
sustainability of the eurozone; and the euro. 
Power says that cracks were evident even 
before the coronavirus pandemic. “Historically, 
what’s happened when a crack has appeared 
is that the European Central Bank or the 
European Commission has run around with 
plaster and sticking tape and papered over the 
cracks. Those cracks, in many instances, now 
have become chasms. You cannot paper over 
chasms – the European Union and the euro are 
in danger, and I think that danger is going to 
come from Italy.”

He explains that the 
economic hardship 
brought about by the failed 
season of tourism could 
expose the difficulties in 
the eurozone still further. 
“We’re going to get an 
early warning of how 
difficult it’s going to get 

in coming months for the following reason: in 
May, June, July and August, Southern Europe 
earns well over 50% of its GDP from the 
tourism season. It’s like having a single crop – 
that crop is going to fail this year and they’re 
going to get no income from tourism.” 

Turning to the United Kingdom, he predicts 
that the Brexit negotiations won’t 

be delayed. “In terms of the 
strength of the two parties 

in the last couple of 
months, things have 

moved decisively 
in favour of 
Boris Johnson 
and against the 
European Union. 
I think we’ll get 
some sort of trade 
agreement by the 

end of the year. 
And the Brits won’t 

do badly out of it.”
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How did you get 
involved in financial 
services – was it 
something you always 
wanted to do? 
My big passion as a child was 
to be a teacher. However, I 
started out by completing my 
law degree, but realised the 
judicial path was not for me. 
I then diverted into finance 
and enjoyed it. I worked 
in distribution for years 
before accepting the brilliant 
opportunity to lead the Old 
Mutual Unit Trusts business. 
Here, I believe we have the 
chance to really change people’s 
lives. My team and I are 
driven to make investing more 
accessible to all South Africans 
and help them make their 
financial goals a reality. Despite 
not wanting to be in finance 
when I was younger, I now 
absolutely love what I do.

What was your first 
investment – and do you 
still have it?
My first investment was a 
retirement annuity, which I 
most definitely still have.

What have been your 
best – and worst – 
financial moments?
My best moments were 
connected to discovering how 

investments enhance people’s 
lives: People that were able to 
educate their children, as they 
themselves were not able to go 
to university; people travelling 
abroad for the first time. These 
stories always warm my heart. 
One of my worst moments 
was seeing a client destroying 
investment value by chasing 
investment market noise. He 
halved his life savings by one 
switch at the wrong time. Our 
mantra remains: Don’t listen to 
market noise and invest for the 
long term.

What do you tell 
investors who are 
worried about their 
investments due to 
SA’s current economic 
environment and 
COVID-19?
It is understandable that with 
so many factors still at play, 
and with the extension of South 
Africa’s lockdown, investors 
are uneasy. In addition, we 
are aware that some investors 
have lost their income over 
this time and this makes it 
difficult to constantly hear 
investment specialists ask 
them to stay invested. 
However, investors 
should remember that 
as long they do not 
disinvest, these losses 
are only on paper. 
Staying invested gives 
them time in the market 
and puts them in a better 
position to recover the 
losses once the markets 
turn, as they seem to be 
doing at the moment.

What’s the best book on 
investing that you’ve 
ever read – and why 
would you recommend 
it to others?
There are quite a few, but 
one I particularly like is The 
Intelligent Investor by Benjamin 
Graham. He has a beautiful 
take on how not to lose money.

Global advisory and fund administration firm 
Maitland has appointed Dena Brumpton 
and Denise Everall to the Maitland Board as 
Non-executive Directors. Dena Brumpton 
brings over 30 years’ experience as a senior 
financial services professional, and most 
recently served as CEO for Barclays Savings, 
Investments and Wealth Management. 
Prior to that, Brumpton had a 30-year 
career with Citigroup, the last five years 
of which were in the role of global Chief 
Operating Officer of Citibank Private Bank. 
Denise Everall is a Senior Executive, Trustee, 
Director and chair with 
over 30 years’ experience 
in global operations line 
management, with a focus 
on fund administration 
within the financial services 
industry. Her most recent 
executive position was 
that of Global Head of 
Investment and Fund 
Services Operations at BNP 
Paribas. “Dena and Denise 
are highly regarded within 
financial services and bring 
substantial experience 
to their new roles,” says 
David Hathorn, Chairman 
at Maitland.

Chubb has announced 
the appointment of Asiya 
Swaleh as Consumer 
Lines Manager for South 
Africa. In this role, Swaleh 
will be responsible for 
the development and 
growth of the company’s 
consumer lines portfolio, 
with an emphasis on Travel Insurance and 
digital distribution. She will be based in 
Chubb’s Sandton office and report to Luke 
Powis, Head of Accident & Health, Chubb 
Insurance South Africa. Her appointment is 
effective immediately. Swaleh has worked 
in the insurance industry for more than 
15 years and joins Chubb from Insure 
Group Managers Limited where she was a 
Senior Account Executive. Powis says, “I am 
delighted to welcome Asiya to the team. 
Her considerable experience and expertise 
within the insurance industry will play a key 
role in growing our consumer lines portfolio 
as we continue to develop this increasingly 
important part of our business in South 
Africa.”

Chubb has also announced the 
appointment of Tafadzwa Masiyandima as 
Property Underwriter for South Africa. In 
this role, Masiyandima will be responsible 
for supporting the growth and development 
of the corporate property business unit. 
He will be based in Chubb’s Sandton office 
and report to James Ison, Head of Property 
& Energy, Chubb Insurance South Africa. 
Masiyandima has worked in the insurance 
industry for 18 years and joins Chubb from 
Aon where he was a Client Service Adviser.
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Many of us will be familiar 
with Where’s Waldo? – the 
books in which you try to 

spot, among all the distractions, the 
lanky gent wearing stripes. Imagining 
Waldo as a representative of the new 
working world may be somewhat 
fitting. Work for many has become 
something that is hard to find under 
lockdown, and circumstances are 
tougher economically than they have 
been for decades. 

Working from home, for those 
fortunate enough to do so, also means 
ensuring distractions don’t get in the 
way of the end goal (to get done what 
you can, while there is a global crisis 
going on in the background). It is a 

constant task to manage but, in many 
ways, the ‘new normal’ makes a lot 
of sense.

You say you want a 
revolution?
The working-from-home revolution 
has been fast forwarded through 
the current global health crisis, and 
further accelerated as the Fourth 
Industrial Revolution sinks in 
deeper, offering opportunities to 
some but distress to others. Until 
the coronavirus is under control, 
social distancing will remain and will 
inevitably reveal that more meetings 
can be held online, which will reduce 
some business travel (when it is 
allowed again, of course). 

Working-from-home capabilities, 
coupled with economic constraints, 
could mean cutting back on office 
letting costs when lockdown lifts too. 

A change was needed 
Something did need to change, and 

it has. Lockdown has forced change 
for many, and it is likely that some 
alterations will become permanent 
features of life, once lockdown is 
eased. We are in a time of many 
unknowns, but there are ways and 
means to navigate this.  

Knowledge-based firms are perhaps 
well positioned compared to others, 
which may have made the transition 
to working from home a little easier. 
There is a place for innovation, of 
course, in any industry. 

In the compliance realm, the 
‘Desktop Visit’ allows us to conduct 
near ‘business as usual’ over online 
channels. Many of our compliance 
officers worked from home before 
COVID-19 hit our shores, but it’s a 
change of a pace to have everyone 
home-based. Bandwidth issues aside, 
to be able to operate for the most part 
during this time is a blessing. 

The new world (working from 
home) is convenient and provides 
a flexibility that millennials have 

embraced, while some of us older 
chaps are trying to catch up. We’re 
forced to try a more online-centric 
approach now, and it could very well 
be the beginning of the next chapter. 

Tech on top 
As we see tech and how we do 
business become one, it’s worth 
noting that pre-COVID-19, we were 
already seeing companies renting 
shared spaces, or seeking alternative 
office solutions. This is likely to 
continue. Using tech advantageously 
(and in a number of ways across 
your business) can allow a company 
to scale more successfully, too. 
Choosing to adapt may be the best 
way to get the job done. 

We can’t predict what’s going to 
happen, but it’s always best to be 
prepared. Being able to operate 
online/remotely (safely), with your 
team spread out, will make your 
business more resilient, no matter 
what is still to come.

RICHARD RATTUE 
MD, Compli-Serve SA Where’s the work at?
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TYPICALLY 
SEEK OUT NEW 
OPTIONS

I have always had a healthy respect 
for small-business owners and 
entrepreneurs. Whether they 

started their businesses out of a dire 
need for employment or had a vision 
and just went for it and created a 
livelihood for themselves, I think it is 
very brave and their hard work and 
perseverance deserves admiration. 

We currently find ourselves in 
unprecedented times. Apart from 
the social impairments we are 
experiencing by not being able to have 
contact with our family and friends, 
our work lives also had to adjust 
drastically to adapt to specifications 
in order to flatten the curve. For 
small businesses, this lockdown – and 
the subsequent restrictions placed 
on businesses – has a monumental 
impact. However, entrepreneurs 
are known for their determination, 
perseverance, creativity and tenacity. 
These traits are exactly what is needed 
in times like these. 

One of the most important aspects 
is to ensure that you are reducing 
costs to a minimum while trying to 
find new, creative ways to keep your 

operations running. While doing that, 
also strategise and be forward thinking 
in how your business can recover and 
even be stronger in the future and, 
above all, remain ethical and take care 
of your employees and customers. 

Although keeping costs low have 
always been important, there is no 
better time than the present to instill 
this practice. Most small businesses’ 
biggest expenses are salaries or wages, 
and while it might be easy to lay off 
employees, it will definitely not be 
the best for the broader community. 
Therefore, before laying off employees 
and starting a ripple-effect of financial 
distress, rather start reducing other 
costs. Luckily, as the majority of small 
businesses were started with little or no 
money in the first place, it is something 
that small business owners and 
entrepreneurs can manage well. Large 
corporations and financial institutions 
might be willing to negotiate on 
payment terms or payment holidays 
and, therefore, it will be in everyone’s 
best interest to contact suppliers and 
vendors for possible concessions. 
Remember, all businesses are in this 

crisis together and would rather 
negotiate than lose valuable customers.

The second strategy is to find 
new and creative ways to keep your 
business’s operations running. I am 
reminded of this by quite a few small 
businesses that are currently shifting 
their production or services to help 
with aspects that will provide support 
during the pandemic – for instance, 
clothing factories that changed 
production to now make masks. The 
most important part is to keep offering 
products or services to people, while 
adhering to social distancing rules. 
That is where the creativity of the small 
business owner or entrepreneur will 
come into play in a big way. Think 
outside the box.

Most small business owners/
entrepreneurs do not normally have 
the time to strategise where they want 
their business to go in the future. 
Things are normally too busy, but 
now might be the perfect time to do 
just that. Take the time and set out a 
strategy for your business; not only 
during the pandemic, but also for the 
years to come. How can you continue 

to grow and adjust? And again, 
creativity and thinking out of the box 
is key here, but educating yourself is 
just as important. With all the online 
resources available, it has never been 
simpler to access information.

Also, remember to keep acting 
ethically and to treat your employees 
and customers well. This might not be 
profitable in the short term, but people 
will remember who they could trust 
during this time and who are to be 
avoided. This will serve you well in the 
long run.

All of these things that I mention 
are definitely easier said than done. I 
get that. But sitting on your laurels and 
sulking is definitely not going to help 
either. We as South Africans can get 
through this. 

Small business survival during 
the COVID-19 pandemic

Dr Liezel Alseemgest 
(CFP), Director and 
Senior Lecturer: UFS 
School of Financial 
Planning Law
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Advisers often ignore recurring business. 
While perhaps not the best source of finding 
new high-net-worth clients, recurring 

business is usually the cheapest way to source healthy, 
incremental increases to their overall book. The cost 
of sourcing and landing the client is eliminated. Trust, 
once created, serves as a sturdy foundation for loyalty 
and future business in a cycle called the ‘loyalty loop’.

The funnel is flawed
The traditional evaluation funnel is a framework 
for approaching new business. It outlines the steps 
clients take when selecting an adviser. The approach 
suggests that clients assemble several possible 
potential advisers before filtering down to the single 
adviser they select. Finally, the framework somewhat 
naively indicates that customers automatically 
remain loyal once an adviser has been selected.

 
THE TRADITIONAL EVALUATION  
FUNNEL AS IT APPLIES TO ADVISERS

But this model is flawed. It fails to take into 
account the ongoing experience after a client 
selects an adviser. It also ignores the potential 
client’s ability to get service quality information 
from the adviser’s existing clients.

Loyalty
The loyalty loop is a framework that describes 
the recurring business model. It suggests that 
clients go through a constant evaluation cycle. 
If advisers are absent and the experience 
miserable, clients typically seek out new 
options. In contrast, clients return for new 
business when the experience is pleasant. The 
trick is to keep a high level of engagement 
while avoiding the time sink. So how can 
advisers maintain a positive experience over 
the course of a financial year?

 
THE LOYALTY LOOP AS IT  
APPLIES TO WEALTH ADVISERS

How to build loyalty
One cost-effective solution comes in the 
form of a consolidated portfolio statement. 
By sending a client a monthly portfolio 
statement containing the adviser’s brand, 
the adviser can 
increase the 
touchpoints from 
a single annual 
review by an 
additional 12 
points.

Seed Analytics 
offers consolidated 
client reporting. 
Statements for 
every portfolio in 
the adviser’s book 
are generated by 
Seed Analytics’ 
systems at a fraction of the cost it would 
take an adviser to do it manually. Using 
the client reporting system, advisers can 
send their clients a monthly consolidated 
statement, together with a monthly market 
summary. That way, clients feel updated 
about their investments in the context of the 
market. The email is sent from the adviser’s 
email address, so if the client does need to 
reach out, they simply need to hit reply.

How to build client loyaltyDEREK GARDINER 
CEO, Seed Analytics
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With more workers returning 
to the workplace under 
Level 4 of lockdown, the 

Labour Department has drafted 
minimum guidelines for employers 
to ensure the workplace is safe. For 
example, all returning employees 
must wear masks at work and follow 
safe distancing. Employers must also 
require members of the public entering 
a workplace to wear masks. 

Compli-Serve (at the time of writing 
this article in early May) is engaging 
with the FSCA on the position of 
financial intermediaries and it is hoped 
that further clarity will be provided 
on the status for FSPs under Level 
4 in due course. While some of the 
guidelines are yet to be confirmed, 
some essential reminders are outlined 
below should your office be thinking 
of reopening. 

The Golden Rule remains
If employees can continue to work 
from home, they should do so. 

Under Level 4 it is only permitted for 
financial services employees to operate 
from an office if working from home is 
not possible. 

Permitted financial 
services may operate 
in a place of business 
subject to directions 
issued by the relevant 
Cabinet member. These 
services include banks, 
insurers, advisers, 
pension and medical 
scheme administrators, 
among others. 
Professional services 
such as the compliance sector may 
operate only where working from home 
is not possible, and only to support 
other Level 4 permitted services.

Strict rules in place
Labour inspectors are empowered 
to promote, monitor and enforce 
compliance with the directives. Should 
you fail to comply, it may result in the 

closure of contravening businesses, or 
a hefty fine.

Employers preparing to return to 
the office will need to have permits 

for permitted workers. 
A workplace plan is also 
required, which should 
include the business re-
opening hours and a list 
of employees categorised 
according to their work 
status (those who can 
work from home, those 
returning, while those 
who are vulnerable or 
over 60 are required to 

stay home). The steps taken to prepare 
the premises, with protocols outlined 
on social distancing measures, must 
feature alongside a phased plan for the 
return to work. 

Central point of compliance
Employers are required to appoint an 
employee as a COVID-19 Compliance 
Officer who will be responsible for 

ensuring that the employees adhere 
to the workplace plan and that social 
distancing of at least 1.5m between 
employees (or a barrier) is maintained 
at all times. Hand sanitizer and other 
PPE (personal protective equipment) 
must be made available to staff. A 
mask should be worn over the mouth 
and nose throughout the workday, 
and temperatures and other symptoms 
must be monitored daily, too. 

Keeping the office clean is essential, 
not just for the sake of good health 
but to comply as well. Compliance 
will even come down to providing 
paper towels for hand drying as cloth 
towels are prohibited. Though some 
of the measures may seem drastic, it’s 
essential to take every precaution to 
stop the spread of COVID-19. 

Lockdown may be levelling down, 
but make sure that you understand the 
workplace compliance requirements 
before you open up shop, as failure to 
do so could have serious consequences.

Stay safe and well. 

Levelling up compliance 
while lockdown levels down

A multitude of factors has in recent times 
contributed to the increased desire to 
establish an entity outside the borders of 

South Africa, where the entity generally takes the 
form of either a company or a trust. While such 
endeavours are often perceived to be extremely 
profitable, the tax consequences of such a decision 
are often overlooked.

South Africa relies on a residence-based tax 
system, which means that the tax liability of an 
entity is contingent upon its residency status for 
South African tax purposes. The Income Tax 
Act, No. 58 of 1962 (the ITA) defines a ‘resident’ 
in relation to an entity as any entity that is (i) 
incorporated, established or formed in South 
Africa or (ii) has its place of effective management 
(PoEM) in South Africa. 

If we assume that the foreign entity in question 
is not ‘incorporated, established or formed’ in 
South Africa, it still needs to be determined 
whether the foreign entity has its PoEM in South 
Africa for purposes of the South African tax 
residency test. 

The PoEM of the 
foreign entity is a 
factual enquiry, and it 
has been stressed on 
numerous occasions 
that there are no 
definitive rules that 
exist to determine 

an entity’s PoEM. Attention must be paid to all 
the relevant facts and circumstances. There are, 
however, some factors that are indicative of an 
entity’s PoEM. These factors include:

• The place where key management (or 
trustees) are based and commercial 
decisions that are necessary for the conduct 
of its business are in substance made

• The PoEM will ordinarily be the place 
where the most senior group of persons 
(e.g. board of directors or trustees) makes 
its decisions and where the actions taken by 
the entity as a whole are determined

• There may be more than one place of 
management, but there can only be one 
PoEM at any given time.

With respect to trusts, it has been unsuccessfully 
argued in the courts that by implication the 
residency of the trustees will play a determinative 
role in the residency of a trust. While the 
residency of the trustees can undoubtably 
influence the PoEM of a trust, it is not on its 
own indicative of where the trust is effectively 
managed. If the trustees of a trust are tax resident 
in South Africa and the decisions of the trust are 
made in South Africa, then such a trust is likely 
to be regarded as tax resident of South Africa, 
irrespective of where the trust is intended to be 
resident. The development in technology has 
led to jaded scenarios in determining the PoEM 

of an entity, especially where the majority of 
directors or trustees are not all resident in one 
place and where meetings in which commercial 
decisions are made takes place through a virtual 
platform. In such scenarios, it is important to 
focus on the surrounding facts and circumstances 
of a particular case and to be cautious not to 
place undue reliance on the location where these 
meetings take place.

It is trite that the OECD also follows the PoEM 
analysis in determining the tax residence of any 
entity. As a result, most Double Tax Agreements 
between nations have also adopted this approach. 
Accordingly, it is crucial for entities to ensure their 
intended residency corresponds to the legal test 
that governs the determination of tax residency; 
alternatively, liability for tax could ensue in an 
unintended jurisdiction.

Has your trust 
considered its residency?
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During the mid to late 2000s, 
and then more recently 
from January 2015 to date, 

South African investors could invest 
in the money market and earn an 
attractive real return with little risk 
to their capital. The more recent 
period of positive real money market 
returns coincided with a period of 
disappointing returns from growth 
assets (equities and property), 
with the result that more and more 
investors switched their growth asset 
exposure to cash. This action has only 
accelerated post the recent equity 
market collapse.

Some observations:
• It is evident that the SA repurchase 

(repo) rate is the key monetary 
policy tool used by the South 
African Reserve Bank (SARB) to 
control inflation. 
• As inflation rises (or is predicted 

to), so the SARB responds by 
increasing the repo rate, and 
as inflation falls (again, or 
is predicted to) so the SARB 
responds by cutting the repo rate.

• As the repo rate rises, so returns 
from money market investments 
also rise, and vice versa. Note that 
the average money market fund 
return lags that of the repo rate. 
• Importantly, the most recent 250 

basis point cut in the repo rate is 
yet to reflect in the performance 
of the average money market 
fund. This means that money 
market returns will fall from here.

• The average money market fund 
return peaks where the repo rate 
peaks and bottoms where the repo 
rate bottoms.
• We can therefore expect 

annualised money market fund 
returns to trend down towards the 

current repo rate of 3.75%.
• Over the full period for which the 

SARB has implemented inflation 
targeting, the money market has 
delivered an average real return of 
1.9%.

It is instructive to consider what 
happened in the period post the 
Global Financial Crisis (GFC), 
which introduced a lengthy period 
(approximately five years) of negative 
real returns for money market fund 
investors. Could it serve as a warning 
for the likely path of real money 
market fund returns? We think so.

To re-stimulate economies post 
the GFC, central banks around the 
world, including the SARB, anchored 
interest rates at record low levels. In 
the subsequent years, money market 
returns fell to levels where investors 
were guaranteed negative real returns, 
encompassing the first half of the 
last decade. This was because policy 
makers were more concerned about 
stimulating economic growth at 
the expense of wanting to contain 
inflation, which interestingly never 
materialised.

And now history is repeating 
itself. In response to the devasting 
consequences of COVID-19, central 
banks around the world are once again 
responding by cutting interest rates to 
record lows (in some countries interest 

rates are at zero or negative). The 
Monetary Policy Committee (MPC) 
of the SARB has acted similarly, by 
announcing two 100 basis points cuts 
and a 50 basis point cut in the repo 
rate in the recent past. These actions 
have reduced the repo rate to 3.75%. 
They were also the first moves of more 
than 25 basis points by the MPC in 
many years, illustrating the seriousness 
with which they view the current 
crisis.

Given what we have observed above, 
we can expect the average money 
market fund return to trend towards 
3.75%. 

Deciding what matters most
This will mean that financial advisers 
and investors will need to look 
beyond the perceived safety of money 
market funds to deliver attractive 
real returns. I say ‘perceived safety’ 
because cash will increasingly prove 
to be a poor investment in preserving 
the purchasing power of your money 
over the longer term. Over the last 10 
years, many components of inflation 
(electricity, health costs, education and 
petrol) have increased by more than 

the return achieved by the average 
money market fund. So, anyone 
invested in the average money market 
fund would have been spending a 
greater portion of their income on 
these necessities, which they would 
have had to subsidise from other 
sources (if possible) as their money 
market fund investment has not kept 
pace with these increases.

However, conservative investors will 
face a dilemma, as higher real returns 
will come at a price, including capital 
security and recommended investment 
term. Investors must therefore satisfy 
themselves that the trade-off is 
worthwhile. 

Conservative investors with an 
investment time horizon of greater 
than a year could consider a fund 
where the portfolio managers have a 
far broader investment universe from 
which to choose, such as the Ninety 
One Diversified Income Fund. It 
means they can diversify risk while 
potentially earning returns in excess of 
money market rates – in essence, seek 
to generate real returns (participate) 
while managing downside risk 
(protect).

CENTRAL BANKS 
AROUND THE WORLD 
ARE ONCE AGAIN 
RESPONDING BY 
CUTTING INTEREST 
RATES TO RECORD LOWS

FIGURE 1: SOUTH AFRICAN INFLATION, INTEREST 
RATES AND MONEY MARKET RETURNS

Source: Ninety One Benchmark database Source: Bloomberg, Morningstar to 31 December 2019

FIGURE 2: HIDING IN CASH DOES NOT PROTECT 
YOU FROM INFLATION OVER THE LONGER TERM

 Period of negative 
real returns 
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Sales Manager, 
Ninety One

Cash trending 
towards trash
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WHY ‘CORPORATE KARMA’ 
IS CRUCIAL FOR YOUR 
INVESTMENT RETURNS

 THE KEY TO 
SUSTAINABLE 
INVESTING IS 
TO LOOK AT HOW 
A COMPANY 
DEALS WITH ITS 
STAKEHOLDERS

While uncertainty in markets remains 
intense, we can be certain of two things: 
recovery will come, and markets have 

already discounted a great deal of bad news. 
Risks are high and no-one can predict with 

certainty when the coronavirus will be contained 
enough to enable a return to normal life. But 
ingenuity and innovation – with the finest minds 
across the whole of humanity working urgently to 
overcome the virus – give hope that containment will 
come sooner rather than later. 

It is important, therefore, to look beyond the 
short-term unpredictability, risks and uncertainties to 
identify longer-term implications and opportunities, 
to visualise and plan for the recovery, and to construct 
portfolios accordingly.

While the news remains unrelentingly grim, the 
greater differentiation that is emerging between 
asset classes, markets, sectors and companies is 
encouraging. Markets have moved on from the 
liquidity crisis and panic selling to a more sober 
analysis of the damage to economies and companies, 
and the opportunities that are emerging from the 

extraordinary dislocation.
We recognise the uncertainties and risks ahead, 

and believe it is appropriate to be cautious about 
making big shifts in portfolios after such huge moves 
in markets and exceptional levels of volatility. We are 
broadly maintaining our equity weightings after the 
steep falls, in order to ensure we participate in the 
upswing when it comes. We continue to hold a blend 
of equity styles but have tilted the balance towards 
higher quality companies that have the resilience 
and balance sheet strength to see them through this 
period and that operate in industries that will emerge 
relatively unscathed. 

There has been widespread evidence of mispricing 
within fixed income and certain real assets, including 
listed property and infrastructure, which were 
particularly heavily sold off in the liquidity crunch 
in March, and the risk-return trade off here is 
compelling over the longer term. Higher quality 
corporate bonds are at yield spreads not seen since 
the global financial crisis of 2008 and offer a low-risk 
way of taking advantage of the dislocation in markets. 
We are therefore adding some holdings in this area 

to portfolios. Within infrastructure, there are some 
companies that will be hurt by the lockdown, but 
the majority provide essential services that are not 
oversupplied and where normal activity is either 
largely continuing or will resume in full in due course.

Finally, we see very poor value in safe haven 
government bonds, where yields have fallen to new 
lows and in many cases are negative in absolute terms. 
We do, however, retain some US Treasury exposure 
to protect capital, while holding inflation-protected 
bonds and gold, both of which have proved to be 
stores of value over the years and which offer the 
added protection from inflation longer term: not 
today’s problem but not to be dismissed given the 
anticipated policy action we set out above.

We recognise the great uncertainty and risks ahead, 
but the recovery will come. And by staying invested, 
with the adjustments we have made to portfolios, our 
client portfolios will be positioned to make the client 
journey as comfortable as possible, and participate 
in the upswing in markets when it arrives – giving us 
the best chance of hitting their outcome targets in the 
coming years.

Sustainability used to be a niche 
preoccupation but it is now 
discussed everywhere. From ‘flight 

shame’ to the gender pay gap, issues 
related to sustainability have become 
part of our everyday conversation.

Many of us are trying to do more 
to live more sustainable lives but what 
about our investments? I believe that 
money managers can help by directing 
more capital to sustainably run 
companies and by engaging with the 
companies they own.

In my view, the key to sustainable 
investing is to look at how a company 
deals with its stakeholders. Companies 
that are run with consideration for all 
their stakeholders can deliver better 
long-term returns and be less likely to 
experience expensive – even existential 
– controversies.

Shareholder primacy
The concept of ‘shareholder primacy’ 
took hold in the 1970s. This is the 
theory that shareholder interests 
should be the top priority, over other 
stakeholders, which led to companies 
maximising profits for shareholders, 
regardless of the wider impact.

This way of thinking is becoming 
increasingly outdated. Maximising 
shareholder returns while damaging 
the environment, for example, is 
increasingly unacceptable. This 

reputational damage could deter 
customers – resulting in a loss of 
market share – and make it hard to 
recruit and retain workers. It could also 
lead to regulators imposing stricter 
standards or levying fines. 

Stakeholder relations in the 
real world
Moving beyond the hypothetical, there 
have been numerous examples in recent 
years of companies 
where mistreatment 
of stakeholders 
has had wider 
ramifications.

In the UK, retailer 
Sports Direct 
became infamous 
in 2016 after 
reports emerged of 
“inhumane working 
conditions” in its 
warehouses. Consumers boycotted the 
stores, resulting in a sharp deterioration 
in sales and profits, and the share price 
reached a low of 70% below its 2015 
peak.* 

In the US, Wells Fargo hit the 
headlines in 2016-17 over account 
fraud. The result was billions of dollars 
in fines and litigation, widespread 
branch closures, and a significant loss 
of business. The company’s shares have 
been broadly flat since the scandal 

broke, underperforming broader US 
banks by more than 60%.** 

We can also point to companies that 
have borne the cost of environmental 
disasters – BP’s Deepwater Horizon 
explosion and oil spill, or the 
catastrophic collapse of a Vale tailing 
dam in Brazil last year. 

Positive examples rarely hit the 
headlines, so are harder to illustrate. But 
there are many examples of companies 

where, for instance, 
exemplary treatment of 
employees has resulted 
in long-tenured, deeply 
committed workers, 
boosting productivity and 
reducing costs associated 
with staff turnover.

For example, UK 
engineering firm Spirax 
Sarco spends more 
than all its competitors 

combined on training, resulting in a 
trebling of sales productivity for the 
average recruit during their first five 
years at the company.*** 

There are also examples where 
charitable projects and local 
investments have drawn support 
from the local community and 
authorities; and where a reputation 
for environmental stewardship is 
strengthening a brand and drawing in 
new customers.

Sustainable businesses can 
thrive in the long term
These examples illustrate that there 
is a symbiotic relationship between a 
company and its stakeholders: I like to 
think of it as a kind of ‘corporate karma’. 

However, financial markets still 
tend to be very focused on the short 
term. Analyses of many companies 
tend to focus on their prospects for 
at most the next two or three years, if 
not just the next couple of quarters. 
Conventional financial analysis also 
struggles to capture non-financial 
factors, such as corporate culture and 
stakeholder relations.

This means that the wider market 
often underestimates and undervalues 
the resilience of growth and returns 
that sustainable companies can deliver. 
I find this very exciting, as it offers an 
opportunity for investors to exploit 
mispricing in the market, and reap 
the benefit when those sustainable 
companies beat market expectations. 

*Bloomberg. Stock peaked at 809p on 10 August 2015 
and troughed at 252p on 26 July 2016
**Bloomberg, total return vs S&P 500 Banks Index 
since September 2016 
***Company meetings and Schroders analysis

Schroders Investment Management Ltd registration 
number: 01893220 (Incorporated in England and Wales) 
is authorised and regulated in the UK by the Financial 
Conduct Authority and an authorised financial services 
provider in South Africa FSP No: 48998

KATHERINE DAVIDSON 
Global Sustainable 
Growth Portfolio 
Manager, Schroders

JAMES KLEMPSTER 
Director of Investment 
Management, 
Momentum Global 
Investment Management

CAUTION NEEDED WHEN MAKING 
BIG SHIFTS IN PORTFOLIOS
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With the world in constant flux, Momentum Investments 
has the solutions to help your clients stay invested 

on the journey to achieve their financial goals.  

Speak to your Momentum consultant or visit momentum.co.za

Momentum Investments is part of Momentum Metropolitan Life Limited, 
an authorised financial services (FSP6406) and registered credit (NCRCP173) provider.
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DIVERSIFICATION IS 
THE KEY TO PRUDENT 
RISK MANAGEMENT

MICHAEL SUMMERTON 
Head of Proposition and 
Marketing, INN8

SO WHY MIGHT YOU WANT 
TO INVEST OFFSHORE?

A wealth manager once compared financial 
planning with plotting a course and flying a 
light aircraft from Heathrow to Cape Town. 

You start with a good plan, but before you have even 
started out over the English Channel, you’ve been 
blown off course. The secret is to stick to your plan 
by making continuous small course corrections. 
Your actual route might look very different, but 
keeping a level head and sticking to a plan is a 
good way to increase your chances of achieving 
your financial goals. While our own international 
travel might be curtailed for the next few months, 
it doesn’t mean your money can’t still find new 
opportunities – even in a time of negative sentiment, 
market volatility and frightening forecasts, the 
reasons for investing offshore still hold true. 

So why might you want to invest 
offshore?
• Diversification is the key to prudent risk 

management. You may well have experienced 
first-hand the rollercoaster your assets have been 
on with COVID-19 and understandably are 
looking for ways to minimise volatility in future. 
Including assets in your portfolio that don’t go 
up or down in value at the same time lowers 
your volatility relative to the expected return. 
Assets are most likely to be ‘uncorrelated’ if they 
are in different sectors and industries, located 
in different regions or countries, or priced in 
different currencies.

• Political risk is the likelihood that a government 
will attach your assets or force you to invest 
in a certain asset; for example, as the South 
African government contemplates amending 
the constitution to allow 
expropriation of land without 
compensation. Prescribed asset 
investments are another type 
of intervention that requires 
retirement funds to invest in 

government-managed institutions. Holding your 
investments directly in a foreign jurisdiction 
is one way to mitigate political risk as they 
cannot be expropriated nor forced to purchase 
prescribed assets.

• Match your assets with future liabilities. There 
is a good chance that many of your current 
expenses, while you may pay them in rand, are 
priced in foreign currency. We import many 
of our goods and services (like smartphones, 
vehicles, online subscriptions and clothing) so 
by investing in foreign currency, you reduce 
the risk of your income not keeping up with a 
devaluation in the South African currency. 

The reasons presented above are all sound 
reasons for investing offshore, so what’s stopping 
you? You may have thought about offshore 
investing before and then thrown in the towel 
because it all seemed a bit too difficult. Times have 
changed and in this modern digital era, it is easier 
than ever to gain access to offshore opportunities.

So where to start? 
In these challenging times where we can barely leave 
the house, you need to think differently. So, after 
you have consulted your financial adviser via Zoom 
or Skype, head over to your nearest app store on 
your smartphone and download Shyft, a standalone 
foreign exchange service by Standard Bank. Moving 
money abroad has never been easier and you can 
achieve it from the comfort of your armchair. 

If you are fortunate enough to be able to take 
more than R1m offshore each year, there are 
many providers that can help you with your tax 

clearance paperwork and foreign 
remittance of larger sums for a 
very reasonable fee. 

Another way to invest offshore 
is to use funds that are offshore 
already. Anecdotally, we hear of 

many clients with cash in their USD or GBP bank 
accounts earning next to nothing in interest and just 
never ‘getting round to’ investing to earn a better 
return on their money. Now is the time to get round 
to putting your hard-earned savings to work. 

It really is as simple as an EFT. But, what should 
you look for in an offshore investment provider? 
Here are a few considerations before picking an 
offshore investment platform.

Where is it located?
To mitigate political risk, you need an investment 
platform to be truly offshore, which means it must 
be domiciled offshore – but, importantly, service 
support should be offered locally, helping you and 
your adviser to open your account and transact 
easily.

Offshore platforms should be domiciled in 
countries with strong regulatory regimes and low 
levels of political risk, such as the Channel Islands in 
the UK.

Research and portfolio construction
A thoroughly researched guided fund range can help 
highlight the best fund managers across different 
fund categories and sectors. 

Your wealth manager might employ the services 
of a discretionary fund manager and your selected 
investment platform should be able to host their 
investment proposition equally well.

Transparency
There should be complete transparency with regard 
to fees and any potential conflicts of interest. 

Independent platforms offer ‘best of breed’ 
investment options from a wide range of both active 
and passive funds, rather than a narrow fund range 
biased towards one investment manager.

Ease of use and reporting
Any investment platform should be easy to use and 
have an intuitive online interface. 

It is helpful when offshore investment reports 
can be reported in the currency of your choice and 
integrated with reports for local assets. 

Long-term commitment
Finally, is your investment platform committed to 
the South African market? Their business model 
should be sustainable in order to continually 
invest in improving their service and technology. 
Offshore platforms that are owned by South African 
companies tend to be more familiar with our 
regulations and tax laws and are more eager to assist 
and resolve any issues that may arise.

Assuming you select INN8 – the digital, 
independent, Jersey-domiciled investment platform 
of the future where your new offshore investment 
is set up and in the market in less than 48 hours 
– you may find yourself asking your old offshore 
investment platform: Why am I still completing 
forms and couriering my personal documents 
overseas? Sometimes, the most difficult thing is 
just to start. Speak to your wealth manager today to 
kickstart your flight plan and navigate your way to 
achieving your financial objectives.
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Our simple to use, digital offshore 
investment platform means your 
clients will always have a real-time 
view of their investment.

Even if they are a bit old school.
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OUR INVESTMENT 
PHILOSOPHY 
HAS ALWAYS 
BEEN TO INVEST 
IN QUALITY, 
DIVIDEND-PAYING 
COMPANIES

CHAROLYN PEDLAR 
Director, Platinum Portfolios

The unfolding market and 
economic turmoil caused 
by the lockdowns that 

countries have implemented to 
prevent the spread of COVID-19 
has had a devastating effect 
on certain parts of the global 
economy. The South African 
economy has been deteriorating 
over the past decade and the 
coronavirus pandemic has been 
the last straw. The sovereign 
credit rating downgrade by 
Moody’s is a strong warning 
that we are heading toward an 
economic disaster. With business 
and consumer confidence at 
multi-decade lows, our economy 
urgently needs structural reforms. 

With this economic backdrop, 
together with the weak and 
volatile rand, the importance 
of diversifying your investment 
portfolio offshore has become 
essential. Global equities have been 
our preferred asset 
class for several 
years, allowing 
us to benefit 
from a broader 
global universe 
of industries, 
companies, 
geographical 
regions and 
investment ideas. 

Our investment 
philosophy has always been to 
invest in quality, dividend-paying 
companies. The current market 
volatility and uncertainty has 
emphasised how important this 
is. We define quality as companies 
that have a durable competitive 
advantage or moat, that allows 
them to harvest above-average 
returns on capital, even when 
faced with economic downturns 
such as what we face right now.

One of the clearest takeaways 
from billionaire investor Warren 
Buffett, at the recent Berkshire 
Hathaway annual meeting, was 
that he felt we had come to the 
end of an era and entered a new 
one in which everything had 
changed. There is no clarity on the 
economic path moving forward, 
while nobody has the answers we 

need as investors; and even if we 
did, the US Federal Reserve is not 
allowing the markets to stand on 
their own.

It is at times like these that the 
second most important part of 
our investment process becomes 
so important: to focus on the 
businesses we own. 

Most investors suffer from 
what we believe is an unprofitable 
obsession with the stock market. 
Investors constantly obsess about 
what the market is doing daily 
and what the market will do next. 
To us, this only makes sense if you 
specifically ‘own the stock market’ 
i.e. an index fund. Otherwise, 
only what you specifically own 
should be of any concern to you.

 It is odd that we revere the 
greatest investors, such as Buffett, 
Peter Lynch and Ben Graham, yet 
we mostly ignore their sage advice. 
Nowhere is this more evident 

than how most 
investors think 
about stock prices, 
compared to how 
the masters do. 

Buffett has 
lamented, “For 
some reason 
people take their 
cues from price 
action, rather than 
from values,” in 

other words, the business value is 
more important than the short-
term market appraisal. 

In One Up On Wall Street, 
Lynch says, “What makes stocks 
valuable in the long run is not the 
market, it’s the profitability of the 
shares in the companies you own,” 
expressing his belief that investors 
should focus on their companies’ 
operating results, and not on price. 

Currently, we are focusing on 
ensuring that the companies in 
our portfolio are quality, safe 
businesses that have strong 
stewardship. We are making sure 
that the businesses we own have 
fortress-like balance sheets, as well 
as the ability to continue to pay us 
a steady stream of dividends that 
are likely to be maintained or grow 
during this market turmoil.

OFFSHORE 
DIVERSIFICATION 
‘ESSENTIAL’
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At Marriott, our philosophy has always been to buy high quality, diversified and 
resilient companies. We take a long-term view: “Is this a company that we want to 
hold for 10 years or more?” This strategy has served our investors well through the 

current COVID-19 crisis and over the long term, as highlighted by the good performance 
of our First World Equity Feeder Fund:

Total Return ending 30 April 2020 (Annualised, Rands)

1 year 3 years 5 years 10 Years

Marriott First World Feeder Fund 23.8% 13.3% 11.8% 14.4%

Below we highlight five of the core characteristics that we look for in any business 
that we invest in, and discuss some of the quality companies we own on behalf of our 
investors, and how they are successfully navigating the current COVID-10 crisis:

1 Diversification: Procter & Gamble have seen first-hand the benefits of a diversified 
product suite during these times. With government mandated lockdowns in place 

across most of the world and an increase in working from home, their grooming 
products, which includes Gillette as well as Venus, have experienced revenue declines. 
In contrast their Health Care and Fabric & Home Care categories saw organic sales 
increases by 9% and 10% respectively. This diversification has enabled them to grow 
overall earnings per share by 10% quarter-on-quarter. 

2 Market Leadership: Visa, the number one global credit card network, has recently 
been included in the Marriott portfolios for their market leadership characteristic in 

particular. They benefit from high incremental margins, low capital expenditures, and high 
free cash flow. In the 2019 financial year, Visa processed over 138 billion transactions to 
the value of $11.6tn – more than MasterCard, American Express, JCB and Diners Club 
combined. Their business model, global presence and market dominance enables the 
business to produce high and stable EBITDA margins approaching 70%.  Since the start of 
the crisis, VISA has experienced a ‘massive’ increase in digital transactions with millions of 
consumers moving to e-commerce for the first time. 

3 Innovation: Innovation, together with the ability to adapt quickly, will always be a key 
attribute for successful companies. A good example of a company demonstrating this 

characteristic is Abbott Laboratories, who were able to design a COVID-19 test for their 
portable ID NOW testing instrument. With this fast, molecular point-of-care test, results 
can be delivered in as little as five minutes. Just as importantly, it is portable and can be used 
outside of traditional hospitals in locations such as doctors’ rooms and clinics. 

4 Relevance: It is clear that COVID-19 has accelerated digital transformation, 
whether it be remote teamwork and learning, or critical cloud infrastructure 

and security. This plays to another of our holdings strengths – Microsoft, along with 
Amazon Web Services, are leading the cloud revolution. This helped to increase 
revenue by 15% and operating income by 25% in the first calendar quarter of 2020, 
compared to the same period last year – and return $9.9bn to shareholders in the form 
of share repurchases in the first 3 months of the year. 

5 Robust margins: The ability to maintain robust profit margins, even in difficult times, is a 
key characteristic of Texas Instruments, another quality company we invest in. Although 

the semi-conductor industry came under pressure early this year during the Chinese 
lockdown, they were still able to produce a free cash flow margin of 40% in Q1 2020. This 
margin, which has stayed relatively constant over time, is superior to their major competitors, 
enabling them to generate more free cash flow and return much of it to investors. 

In an environment characterised by low interest rates, companies that are able to grow 
their earnings, and reliably return money to shareholders in the form of dividends, are an 
incredibly attractive proposition. At Marriott, we believe that the above characteristics will 
not only support our companies during these difficult times, but allow them to prosper in a 
post COVID-19 world. 

Investors can access these companies with Marriott in two ways:
• Using their individual offshore allowance of R11m per annum to invest directly into:

• Marriott’s direct offshore share portfolio (International Investment Portfolio), or
• Marriott’s international unit trusts

• Using Marriott’s asset swap capacity to invest in our local feeder funds which invest 
directly into our international unit trust funds

INVESTING IN QUALITY 
COMPANIES WILL KEEP 
YOU ON TRACK THROUGH 
TURBULENT TIMES



International 
Investment Portfolio

Providing access to quality, dividend-paying 
companies.

Contact our Client Relationship 
Team on 0800 336 555 or visit  
www.marriott.co.za

Predictable  
Investment Outcomes

http://www.marriott.co.za


One of the many lessons we can 
take away from the COVID-19 
pandemic is how easily we, as 

society, can be shaken up when facing 
extreme uncertainty. Our freewheeling 
days may be over for the foreseeable 
future, but that doesn’t mean we can’t 
dream of new possibilities while we 
wait for the pandemic to pass.

These feelings of anxiety and 
uncertainty are precisely what 
newcomers to the world of 
international banking might feel if the 
onboarding process is not thorough 
and personalised. 

For this reason, Standard Bank 
Offshore has devoted an enormous 
amount of time and energy to make 
new clients feel right at home. We like 
to believe that the ease of transacting 
and familiarity with services help new 
clients to embrace borderless banking.

Our international account offers 
clients comprehensive transactional 
banking services that allow them to 

bank online, swipe to pay or withdraw 
cash around the globe. 

Being able to do this, and more, 
without having to consider currency 
conversions and exchange rates, means 
that clients’ money really can take 
them anywhere.

Our clients get that sense of comfort 
and trust partly because we are part 
of Africa’s largest banking group by 
assets, Standard Bank Group. With 
operations in Jersey, London, the 
Isle of Man and Mauritius, we play a 
pivotal role in connecting people and 
businesses to international markets.

That means developing products 
and services that cater to the unique 
needs of our clients. A great number 
are resident in Africa but work, 

travel and play across the globe. It 
makes sense for them to partner with 
Standard Bank, which has a presence 
in 20 African countries for their day-
to-day banking as well as business, 
corporate, commercial, wealth and 
investment needs.

Investment options
Wealth creation and long-term 
planning are key areas of interest 
for our clients, who are increasingly 
adopting a global stance with regard to 
their business and personal lives.

We offer a comprehensive range of 
savings accounts and international 
investment funds that are available 
primarily in pound sterling and US 
dollars. 

One popular instrument that 
offers downside protection, as well as 
growth potential, is our Structured 
Products. These Capital protected 
deposits and notes allow clients to 
experience hard-currency growth 

with little to no downside risk.
Apart from the usual retail 

investment options, we have a strong 
discretionary and stockbroking 
and advisory team able to provide 
specialised investment services.

Borderless banking
We find that customers gain their 
greatest comfort from the ease with 
which they can transact and manage 
their finances. This is delivered 
through our fully secure mobile app or 
internet banking services.

No matter where, no matter when, 
Standard Bank Wealth International 
clients can transact and manage 
their money using these self-service 
platforms. More complex services can 
also be ordered or requested digitally to 
remove the need for in-person service.

And, if all else fails, peace of mind is 
assured by our network of relationship 
managers and private bankers who look 
after our international banking clients.

BORDERLESS BANKING, 
FOR PEOPLE WHO THINK 
WITHOUT BORDERS

ERIK OLWAGEN 
Head: Southern Africa 
Sales and Distribution, 
International Personal 
Banking, Standard Bank

   BORDERLESS BANKING    
 FOR PEOPLE WHO THINK 
              WITHOUT BORDERS. 

               Explore our range of international banking, investing and  
               lending solutions, and let your wealth go as far as you do.  
                   Visit standardbank.com/international for more. 

Wealth 
These products and services are provided by Standard Bank Offshore Limited’s subsidiaries in Jersey and the Isle of Man.  
Standard Bank Jersey Limited is regulated by the Jersey Financial Services Commission. Standard Bank House, 47-49 La Motte Street, St Helier, Jersey, JE2 4SZ. Registered in Jersey No 12999.  
Standard Bank Isle of Man Limited is licensed by the Isle of Man Financial Services Authority. Standard Bank House, One Circular Road, Douglas, Isle of Man, IM1 1SB. Registered in the Isle of Man No.4713C.
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A part of the FirstRand Group 

In a volatile and uncertain world, where investment returns are unpredictable, wouldn’t you 
like the opportunity to access up to 25 of the world’s leading mega cap stocks? Wouldn’t it be 
even better if they came to you?

The Ashburton Global Leaders Equity Fund is a concentrated portfolio of the world’s most 
prominent companies as measured by market cap, with the aim of delivering sustainable 
superior returns over the long term through geographic and sector diversification.

The fund is available in US dollars as a direct offshore offering, or via the rand-based feeder 
fund without having to utilise your offshore allowance. From R500 per month or a lump sum of 
R5,000 via the rand feeder fund, you can put your money to work with the world’s best.

Visit www.ashburtoninvestments.com to find out more.

FULLY INVESTED IN BRINGING 
THE WORLD’S BEST, TO YOU

FULLY INVESTED /

Ashburton Fund Managers (Proprietary) Limited (Reg. No 2002/013187/07) is an authorised financial services provider (FSP number 40169) in terms 
of the FAIS Act, 2002. Ashburton Management Company RF (Pty) Ltd is an approved CIS manager in terms of the Collective Investment Schemes 
Control Act, 45 of 2002. The Global Leaders Equity Fund is a sub-fund of the Ashburton Investments SICAV; a Luxembourg-registered collective 
investment scheme approved by the Commission de Surveillance du Secteur Financier (CSSF) and which has been approved for distribution in South 
Africa in terms of section 65 of the Collective Investment Schemes Control Act, 2002. Issued by Ashburton (Jersey) Limited. Registered office IFC 1, 
The Esplanade, St Helier, Jersey JE4 8SJ.  Regulated by the Jersey Financial Services Commission.

http://www.ashburtoninvestments.com
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At the time of writing (14 May 2020) we 
entered our 49th day of lockdown, with 
President Cyril Ramaphosa announcing 

that most of the country, except those areas with 
high rates of COVID-19 infections, would move to 
Level 3 of the lockdown by the end of May.

The two most important questions are: 
• How long will the lockdown or some variation 

thereof continue? 
• What will the long-term consequences for our 

economy be? 

We do not think the long-term supply capacity 
of South Africa will be permanently reduced. 
Our infrastructure will remain in place, shopping 
centres will still be standing, and we do not 
think mortality will be so great as to reduce the 
skills capacity in the country. What is uncertain 
is what happens to demand. If the lockdown 
is prolonged, unemployment and corporate 
bankruptcies are certain to increase, reducing 
demand levels and thus the speed of the recovery 
after lockdown – hence the need for decisive 
action to ‘bridge’ the lockdown period and 
keep as many businesses running and people 
employed. Nobody has clear answers.

We often refer to moments in life such as these 
as ‘a marathon and not a sprint’. COVID-19 is 
not a sprint, nor simply an ordinary marathon. 

Rather, it’s like the Comrades. The period that we 
have gone through up to now, social distancing, 
lockdown level 5 and level 4, has been much like 
training for the event. We have now readied the 
healthcare systems in the country, the population 
broadly knows what is expected of them, but the 
race is yet to start. We are now gathering in the 
streets of Durban with a long 90kms ahead of us. 

The training is over 
and, in order to get 
to the end, we need 
to balance our energy 
(i.e. the economy) 
against the inevitable 
hills (COVID-19 
infection peaks) of 
the long road ahead. 
Without the energy – 
the fuel in the tank, so 
to speak – it’s virtually 
impossible to cover 
the distance, let alone 
climb the many hills 

that lie before us. All the runners in the race have 
a different strategy: there are the elite TV runners 
at the start, those that aim to win, and then the 
majority that aim to get to the finish line in time to 
take a medal. 

The government now needs to clear the path 

for the race to run 
efficiently. The training 
has been done – to date 
we have flattened the 
infection curve in the 
training phase – but now 
the real race starts, and it 
will be a long race.

The only way that 
we get the majority of 
the field to the end of 
the race is to get the 
economy back on track 
to provide the impetus 
and energy to get over the hills and the infection 
peaks that lie ahead. This needs to be done smartly, 
taking into consideration the health guidelines and 
looking out for each other. 

The runners need a plan; they need to know 
there will be regular drinks stations along the way 
to provide that energy. So now, as we line up at the 
start with the smell of Deep Heat in our nostrils 
and the sound of the Indian myna birds shrieking 
in our ears, we need to rely on the government 
to clear the road ahead, to make sensible and 
rational decisions to let the race run through its 
ups and downs so that the majority of us arrive in 
Maritzburg before the cut-off, not having sacrificed 
more than was absolutely necessary.

So many things have 
happened this year that we 
have never seen before. Stock 
markets worldwide sold 
off sharply and oil futures 
traded at negative prices, 
while central banks printed 
money. In this environment 
of uncertainty, did Platinum 
Portfolios find any long-term 
investment opportunities?
The market crash in March gave us 
an opportunity to take positions in 
companies we had been watching for 
some time, at below fair value. The 
companies we bought were in the IT 
and pharmaceutical sectors. 

We also took a position in 3M. We 
felt that the stock price had dropped 
to levels that were well below fair 
value and at a price we felt gave us a 
margin of safety. This is a company 
that has diversified income streams 
and we feel would benefit from the 
COVID-19 pandemic through the 
massive increase in supply of their 
respirators and N95 masks, which are 

mainly being sold to governments and 
hospitals being empowered by large 
stimulus packages. 3M is positioned 
well to compete in this high-demand 
segment – not only because of its 
brand recognition, but as a result of 
their global supply capabilities. 

Coming into the March 
market crash, how were your 
funds positioned?
We had been gradually reducing our 
equity exposure, particularly to SA 
equities, during the second half of 
2019 because at the time we felt that 
the markets were expensive. We went 
into January 2020 with our portfolios 
defensively positioned, which 
cushioned the losses in our portfolios 
in March.

What changes did you make 
to your funds around the 
time of the crash?
We made a change in our equity 
managers in our fund of funds and, as 
mentioned, bought some undervalued 
companies that we had been 
monitoring.

How worried are you about 
valuation risk?
Valuation risk is currently a big 
concern to us. What we know is that 

companies are pulling their guidance 
at a rapid pace. What this means is 
that there is a tremendous amount of 
uncertainty regarding the outlook and, 
despite this, equity markets continue 
to rise and are completely decoupled 
from economic reality. Even though 
earnings have been revised down 
quite a bit, they seem to be far too 
optimistic in our opinion, and with 
markets grinding higher, this means 
the forward 12-month P/E ratio for the 
S&P500 has ballooned to 20.7x. This is 
up significantly from the March 23rd 
low of 13.5x, and above the February 
19th high of 19.1x. In fact, this is the 
highest it has been since January 2002.

Do you think that the market 
rally experienced to date is 
sustainable?
We believe that this is a rally in a bear 
market. Of course, there are plenty of 
people who will tell you that the market 
is simply looking past 2020 earnings to 
the rebound in 2021 when things will 
have gone back to ‘normal’. We simply 
do not agree – after effectively shutting 
down the economy to protect lives, 
you cannot just ‘flip a switch’ and have 
everything come back online. With 
the earnings trending lower, we believe 
that analysts are too optimistic, and the 
market is priced for perfection.

MoneyMarketing asked 
Charolyn Pedlar, Director 
at Platinum Portfolios, 
about long-term investment 
opportunities, valuation risk 
and the performance of the 
asset manager’s funds

Long-term investment 
opportunities in an 
uncertain environment

BRIAN THOMAS 
Co-Portfolio Manager, 
Laurium Capital

COVID-19, the 
Ultra Marathon

Charolyn 
Pedlar 
Director, 
Platinum 
Portfolios

WE DO NOT 
THINK THE 
LONG-TERM 
SUPPLY 
CAPACITY OF 
SOUTH AFRICA 
WILL BE 
PERMANENTLY 
REDUCED



PIETER KOEKEMOER 
Head: Personal 
Investments, Coronation

As the COVID-19 crisis 
unfolded, cash was the only 
asset class that did not fall into 

negative territory, producing 1.6% 
over the first quarter of 2020. So, to 
many investors, it may feel as though 
money in the bank is the best strategy 
to provide them with the necessary 
comfort and to protect their capital 
in this new surreal world of a global 
pandemic, economic uncertainty and 
hardship. Some investors may even 
be tempted to switch more of their 
portfolios into cash.

But here’s the problem 
Since the start of the year, the South 
African Reserve Bank has cut the repo 
rate by a cumulative 275 basis points 
(bps), including an emergency cut of 
100 bps in March and another 50 bps 
in May, to provide relief to a struggling 
economy in the midst of strict 
lockdown regulations. These cuts are, 
of course, good news for consumers 
and business owners needing to make 
debt repayments, as lower interest rates 
effectively put more money back in 
their pockets. However, this is at the 
expense of savers, as the real return on 
cash has now moved to close to zero. 

So, while it might feel like cash is 
king, investors need to keep in mind 
that they are now only earning a return 

that is in line with inflation, while 
equity valuations are undemanding and 
the yield on other fixed-interest assets 
remains much higher. 

Understand the purpose of 
cash in a portfolio
It’s always a good idea for investors 
to have an emergency fund at their 
disposal, particularly in a time of 
crisis. What they need to consider 
(with the assistance of their financial 
adviser) is why they want to hold cash 
in the bank or a money market fund 
and then to identify the appropriate 
level of cash they are comfortable 
with. It is also sensible to have 
some ‘dry powder’ in an investment 
portfolio, to use when attractive 
opportunities arise. Importantly, 
investors need to ensure they are not 
hoarding cash, that is earning low 
interest, for no reason. 

If not cash, then what?
Due to the impact of the rate cuts, 
investors are currently earning a 
third less on their cash investments 
compared to the beginning of the 
year. The silver lining is that yields 
on longer-dated interest instruments, 
such as 10-year government bonds, 
remain at levels significantly higher 
than at the start of the year. It makes 
sense for investors with longer time 
horizons to rather be exposed to these 
longer-dated investments.

The graph shows this clearly. In the 

case of a 10-year government bond, 
the difference between the interest 
you can earn on cash versus a 10-year 
government bond (also called the 
yield gap) is currently at the highest 
it has been since 1987. At the time 
of writing, investors in the 10-year 
government bond can earn around 
9% annual interest, compared to the 
roughly 4.1% yield available from cash 
(as measured by the 3m Jibar). 

While long-term investors need to 
ensure they have enough exposure 
to growth assets (such as equities) 
to achieve inflation-beating returns, 
individuals may well have strategic 
reasons to keep a portion of their 
portfolio in lower risk yielding assets. 
Whatever the reason, we believe 

that for the foreseeable future these 
investors are likely to be better served 
by investing such an allocation in a 
multi-asset income fund rather than a 
money market fund. Managed income 
funds are designed to deliver returns 
in line with or ahead of cash under 
most conditions and give you access to 
the full suite of yielding assets, most of 
which are currently significantly more 
attractive than cash. As an example, 
the retail class of Coronation Strategic 
Income Fund*, which is actively 
managed across the yielding asset 
classes, was yielding 7.4% as at end 
April, well above the return on cash. 

*For full fund details, please refer to its 
comprehensive fact sheet available on 
coronation.com

Attracted to the 
comfort of cash?

There may be better options to 
consider in the shorter term

Index manager Satrix has set up an educational 
collaboration with BlackRock’s iShares, the 
largest ETF provider globally. The purpose of 

this collaboration is to bring relevant and topical 
investing information to the South African investing 
public. The collaboration was launched last month 
with an inaugural webinar focusing on Global 
Megatrends – the real drivers of future growth. 

“Satrix has worked closely with BlackRock over 
many years, and being able to pool research efforts 
to bring our investors even more educational 
content makes complete sense to us. South 
Africans have become very comfortable investing 
globally and this collaboration supports the need 
for more product and information,” says Satrix 
CEO, Helena Conradie.

The megatrends shaping the future
The webinar, hosted by Satrix, saw Conradie 
chatting to BlackRock’s Lead Strategist for 

the Thematic Fund Range in EMEA, Rob 
Powell. Powell unpacked the megatrends that 
BlackRock see shaping our lives and investing 
futures. Megatrends are long-term global trends 
in technology, society, the environment and 
demographics with a high potential to change how 
we live and work. 

The five trends Powell outlined cover all aspects 
of our modern lives. He spoke about the impacts 
of climate change and resource scarcity; changing 
demographics; rapid urbanisation and the 
development of smart cities; and the impending 
shift in global power from west to east. And all 
of this being underpinned and supported by 
increasing technological advances. 

While these trends are not necessary novel, 
COVID-19 has had a significant impact on the 
speed with which some of these megatrends have 
had to develop in recent months – from genomics 
and immunology, to remote technology and 

clean energy. Even global power shifts have been 
heightened, as the origin and source of the virus 
comes under scrutiny. 

These trends do not exist in isolation, and when 
they collide and overlap, new investment themes 
occur. Identifying the potential for structural 
change and investing in expected transformations 
early can be a key driver of successful investing. 
This may be an opportunity for investors to 
position their portfolios for long-term growth 
potential. In other words, investing in the future is 
key to securing their future.

Collaboration launched to bring 
investing info to the public

Rob Powell, 
Lead 
Strategist: 
Thematic 
Fund Range 
in EMEA, 
BlackRock

Helena 
Conradie, 
CEO, Satrix
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The COVID-19 pandemic has 
put an abrupt end to the bull 
market in global equities, while 

introducing a new world of uncertainty 
for investors. With no guarantee of a 
vaccine or cure being found in the short 
term, sentiment may well remain weak for 
a while. 

Investors may hope that stimulus 
measures around the world – both 
during the crisis and in its aftermath 
– will underpin equities, and so may see 
the current market level as a good entry 
point. The risk of a further pullback in 
markets remains high, however, especially 
if there is poor news flow on combatting 
the disease.

This makes calling the bottom of the 
market a dangerous strategy.

One way to offset this risk is to seek 
protection by continuing to hold a cash 
position. Investors could invest in the 
market while keeping an allocation in cash 
to smooth out any volatility. However, 
with central banks cutting rates, after-tax 
returns on cash are likely to be very low. 

Alternatively, one could invest 
in the equity market and then take out 
protection by purchasing a put option, but 
the cost of buying the option would be 
about 16% of the value of the investment 
– resulting in the investor only enjoying 
84% of the upside of any market return. 

One solution is to take up exposure 
to equities through a structured 
product. Structured products allow 
investors to get geared returns with capital 
protection. Structured products also allow 
investors to invest in specific themes 
not easily accessible in the market.

China Seas Basket Limited is a good 
example of a structured investment 
that offers a thematic, protected 
investment with meaningful upside.

The investment is a three-year and 
10-month investment that references 
the Euronext CDP Environmental 
World Index – a globally recognised 
environmental, social and governance 
(ESG) index. Investors achieve 110% 
of the upside returns of the index, with 
no upside cap, over the period (in other 
words, if the index returns 20%, the 
investor’s return is 22%).

The investment is 100% protected to the 
downside, over the full period, subject to 
the performance of Standard Bank under 
the bonds.

“The investment is ideal for investors 
who have a positive view on the market 
over three years, but who are conscious of 
the risks in the short term,” argues Japie 
Lubbe of Investec’s financial products 
team. “The geared return should be 
particularly attractive for those who see 

markets gaining over the period.”
Sonia Lynch, also of the financial 

products team, adds that the reference to 
the Euronext CDP Environmental World 
Index should appeal to the ESG-conscious 
investor. “There is a view that businesses 
with a sustainable model, where ESG 
ranks high among key performance 
indicators, will emerge strongest out of the 
current crisis,” she says.

Historically, investing in companies 
that rank highly on an ESG basis have 
outperformed the market by up to three 
percentage points a year, according to 
research by Bank of America Merrill 
Lynch. The Euronext CDP Environmental 
World Index also has an 83% correlation 
with the MSCI World Index.

The Euronext CDP Environmental 
World Index is an equal-weighted index of 
40 of the world’s best-ranking companies 
according to their ESG scores (out of a 
universe of 400 of the largest companies 
in North America and Europe). The 
index includes mainly a mix of tech, 
financials, telcos and consumer staples, 
with a 50% North America and 50% 
Europe split. 

The principal protection is linked to 
Standard Bank Subordinated Debt, with 
the minimum investment US$10 000, or 
A$14 000. “As a dollar investment, the 
China Seas Basket could well suit investors 
holding dollars in an offshore account, 
currently at extremely low interest rates,” 
says Lubbe.

The investment closes on 10 July.

The information contained in this communication is for 
informative purposes and is not intended to constitute advice in 
any form, including but not limited to investment, accounting, 
tax, legal or regulatory advice. As product supplier, Investec 
is not in a position to have regard to the specific investment 
objectives, financial situation or particular needs of any specific 
recipient. The sender accepts no liability whatsoever for any loss 
or damage of any kind arising out of the use of all or any part 
of this communication. Investec does not make representation 
that the information provided is appropriate for use in all 
jurisdictions or by all Investors or other potential Investors. Parties 
are therefore responsible for compliance with applicable local 
laws and regulations. Corporate and Institutional Banking, a 
division of Investec Bank Limited. Reg. No. 1969/004763/06. An 
Authorised Financial Services Provider and registered Credit 
Provider (Registration Number NCRCP9). A member of the 
Investec Group.

Sonia Lynch, 
Financial Products 
Team, Investec

Japie Lubbe, 
Financial Products 
Team, Investec

Sustainability is a trend on the rise in every sector of the business world. 
From consumers to corporates, there has been a global shift bringing 
environmental and social consciousness to the fore. 

The investment world is no exception. In recent years, there has been a 
rise in investors looking to the future ‒ opting to choose their investments 
on the basis of social and environmental impact rather than exclusively 
financial gain. 

This is not just about making money back on an investment, but about 
making a bigger impact on the planet and building communities by 
investing in businesses that implement measures to ensure ethical practice, 
sustainability and accountability. 

Statistics indicate that investors continue to put their money into 
businesses with a strong focus on environmental, social and governance 
investing (ESG), even at the start of the year as the COVID-19 pandemic 
was already unfolding. 

According to investment research company Morningstar, investors 
around the world put a total of $45.6bn into funds focused on ESG in the 
first quarter of 2020. This is not to say that this sector was immune to global 
investment outflows experienced in response to the outbreak of COVID-19. 

After reaching an all-time high of $960bn at the end of 2019, following 
three years of consistent growth, sustainable funds declined by 12% in the 
first quarter. Comparatively, investment funds overall declined by 18%. 

But what does the future hold for this investment sector beyond 
COVID-19? The reality is that it is simply too soon to tell. We have no 
evidence so far that companies which apply ESG criteria will weather this 
storm better. 

In fact, it’s too early to know what the overall impact on investing will 
look like long term, beyond COVID-19. Globally, we are still collectively 
figuring out the ‘new normal’ during this unprecedented crisis. 

We have seen that investors are typically focusing on the short term, 
dealing with their current investments and focusing on the survival of their 

companies or their bankable assets. 
Our clients want to know how 

the pandemic will change the world 
from an investment perspective. We 
have discussions with clients about 
how the corporate landscape, and 
therefore investment opportunities, 

will be affected. There is a lot of consideration of the impact on sectors 
like biotech, robotics, gaming and the automotive industry. Consider, for 
example, that the latter will be affected by a significant reduction in the use 
of public transportation. 

 People aren’t asking about ESG. There hasn’t yet been time to look to the 
long term. During this period of uncertainty, there have been ripples of talk 
around the world about how nature will ‘take back cities’ and conspiracy 
theories that ‘planet Earth is teaching us a lesson’. 

 Perhaps one good thing that will come out of this is that we will emerge 
with more consciousness and more purpose. The world will certainly be less 
global and more local after the crisis. COVID-19 has shown the limitations of 
globalisation, disruption in supply chains and transportation, for example.  

 One of the potential advantages for companies that are already ESG 
classified is that they may already produce locally for environmental 
reasons, which could give an edge in this new world where we realise the 
fragility of global imports and the importance of supporting local business. 
Other companies may still need to adapt their supply chain. 

 We have already seen businesses launching new initiatives to help those 
in need during this time. Beyond COVID-19, it stands to reason that there 
will be heightened social awareness. 
More than ever, people are thinking 
about social factors and uplifting 
communities. Sustainability could well 
be in focus as the world collectively heals 
and looks to the long term for the planet 
and its people. 

How will COVID-19 
impact ESG investing 
long term? 

Kerstin Engler, 
Senior Wealth 
Manager, Geneva 
Management 
Group
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Investing in 
sustainability in 
volatile times

WE WILL EMERGE 
WITH MORE 
CONSCIOUSNESS 
AND MORE PURPOSE



ELIZE BOTHA 
Managing Director, 
Old Mutual Unit Trusts 

Old Mutual ESG Equity Fund
On 31st May 2020, we expanded our 
range of Responsible Investment 
Unit Trusts to include the Old 
Mutual ESG Equity Fund. This is an 
actively managed fund which aims 
to achieve long-term investment 
growth by gaining exposure to South 
African companies that meet high 
ESG standards relative to their peers. 
The fund will target a lower carbon 
footprint and a higher ESG profile 
relative to its benchmark. 

The fund is managed by Old Mutual 
Investment Group Customised 
Solutions investment boutique who 
leverage the Old Mutual ESG Profile 
Score, a proprietary approach to 
scoring company ESG performance. 
Core features of the investment 
process include:
• Identifying and Investing in 

stock-specific opportunities by 
selecting companies with good and 
improving ESG profile scores;

• Managing long-term climate 
transition risk by reducing exposure 
to companies with a high carbon 
intensity; 

• A systematic approach to seeking 
above market returns with a tight 
focus on sector, factor and market 
risks; 

• Pro-active stewardship to reduce 
long-term investment risk at both a 
company and market level. 

It’s the right time
As the Covid-19 pandemic 
continues to threaten global growth, 
leaving many sectors vulnerable, 
environmental, social and governance 
(ESG) funds are proving to be 
remarkably resilient. Morningstar 
reports that 24 out of 26 index 
funds that focus on companies 
with the highest ESG scores 
have outperformed their closest 
conventional counterparts.

At Old Mutual Investment Group, 
we recognise ESG Funds’ increasing 
importance in delivering sustainable 
adjusted long-term returns for clients. 
The Old Mutual ESG Equity Fund 

will form part of our Responsible 
Investing suite of unit trust funds and 
be complemented by the Old Mutual 
MSCI World ESG Index Feeder Fund 
and the Old Mutual MSCI Emerging 
Markets ESG Index Feeder Fund. 
Launched in 2018, these funds are 
passive funds tracking published ESG 
indices.

Younger investors 
On June 16, South Africa will pay 
tribute to the students of the 1976 
Soweto Uprising — the day that 
thousands of young South Africans 
found their voices 
for better education, 
connected with the 
rest of the world and 
turned history.   

Forty-four years 
later, that global 
community is still 
connected, as shown by the collective 
global effort to reach the United 
Nations’ Sustainable Development 
Goals (UNSDGs) – with education 
remaining one of the key priorities. 
In addition, young activists are 
increasingly demanding decisive 
action from incumbent decision-
makers against climate change, which 
they believe will be the defining 
human rights issue of our time.

Research shows that global warming 
has increased global economic 
inequality. Despite historical disparities 
in the consumption of fossil fuels, the 
study indicates that populations in the 
poorest and most vulnerable countries 
will be the hardest hit by food 
insecurity and climate disasters such as 
water scarcity, wildfires and floods.

While young people are often 
disregarded – either as apathetic or 
excessively idealistic – the climate 
action movement proves that they do 
care deeply and are willing to act.

Ayakhe Melithafa, a young South 
African invited to participate as part 
of a panel at the World Economic 
Forum at the beginning of 2020, 
is a sign that young people are 
looking at their local problems from 

a global perspective. Melithafa, a 
climate activist and student at the 
Centre of Science and Technology 
in Khayelitsha, was also one of 16 
youngsters — including 17-year-
old Swedish environmental activist 
Greta Thunberg, who was voted Time 
Person of the Year in 2019 —  to file 
a complaint to the United Nations 
Committee on the Rights of the Child 
in protest of government inaction 
concerning the climate crisis.

While the youth are committed 
to using protest for social change, 
they are also overhauling political 

systems from the inside 
out. This suggests 
that politicians 
need to start paying 
attention. Unlike older 
generations who tend 
to vote along lifelong 
party allegiances, young 

voters will vote according to the issues 
that matter to them most.  

Why business needs to take 
heed now
Such is the power of this mounting 
social movement that it’s no longer 
an option for decision-makers to 
look the other way. We’re at a crucial 
tipping point where business and 
government leaders need to get clear 
about the environmental, social 
and governance (ESG) issues their 
companies and countries face. 

If leaders want to attract capital in 

the future, they need to commit to 
building their sustainability credentials 
today. If they don’t play their part to 
shift the economy towards carbon 
neutrality, brands and markets will 
soon lose out — generation z and their 
millennial parents will think differently 
about how they spend, save and invest 
their money.  

According to research released 
by investment research company 
Morningstar in March this year, this is 
already the situation. It revealed that 
95% of millennials are interested in 
sustainable investment, and 90% want 
their investments tailored to match 
their values.

Conclusion
As an organisation that is focussed on 
investing in a future that matters, we 
strive to incorporate ESG principles 
into our DNA. Our investment 
processes afford us the opportunity to 
pursue superior risk-adjusted returns 
while at the same time positively 
impacting communities and the 
environment that we operate in. We 
celebrate the youth of 1976, with as 
much vigour as we do the youth of 
today, because they are the future. 
We will continue to strive to invest 
in a responsible way and provide 
opportunities for customers to do the 
same through products. We do this, 
not only to deliver on our promises 
to our customers, but because it is the 
right thing to do.

What we do today 
determines our tomorrow

OLD MUTUAL ESG EQUITY FUND CHARACTERISTICS

The fund has a moderate to high risk profile with a recommended investment 
term of 5 years.

THE FUND AIMS TO: Achieve long-term capital growth by primarily 
gaining exposure to companies with a superior ESG score relative to their 
peers. It will target a lower carbon footprint and a higher ESG profile relative 
to its benchmark.

THE FUND IS FOR: Investors with a longer-term horizon, who are primarily 
seeking exposure to a South African General Equity Fund with a high 
Environmental, Social and Governance (ESG) focus.

INVESTMENT MANDATE: The fund invests in instruments included in the 
FTSE/JSE Capped Shareholder Weighted All Share Index. The fund primarily 
gains exposure to equity securities with a superior Environmental, Social and 
Governance (ESG) score, targeting a significantly lower carbon footprint and 
a higher ESG profile relative to the benchmark.

REGULATION 28 COMPLIANCE: The fund aims to achieve long-term 
inflation-beating growth, and therefore may hold a higher allocation to 
equities than what is allowed in terms of Regulation 28 of the Pension Funds 
Act. This fund is therefore NOT Regulation 28 compliant.
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WE STRIVE TO 
INCORPORATE 
ESG PRINCIPLES 
INTO OUR DNA



It is now widely accepted in 
global investment communities 
that the integration of 

responsible investment (RI) 
principles and environmental, 
social and governance (ESG) 
factors into investment decision-
making processes is key to 
successful, sustainable and 
impactful investment. Not only 
that, but responsible investment 
is one of the vital pillars on which 
the achievement of a number of 
the United Nations Sustainable 
Development Goals (SDGs) rests. 

According to David Levinson, 
Investment and Responsible 
Investment Analysist at Nedgroup 
Investments, while anecdotal 
evidence exists that there is 
a significant commitment to 
responsible investment and ESG 
among SA’s investment managers, 
there has been little in the line 
of formal assessment of this 
commitment to date. “Accurate 
and reliable assessment of current 
RI levels among asset managers 
is critical for the full and effective 
integration of responsible investment 
principles,” Levinson says, “as they 
ensure accountability by asset 
managers, and allow for meaningful 
tracking of progress over time.”

He points to the recent 
publication of Nedgroup 
Investment’s new Responsible 
Investment Research Report 2019 
(the RI Report), as a significant step 
towards building the responsible 
investment assessment and 
accountability into the country’s 
investment landscape. 

“While Nedgroup Investments is 
absolutely committed to integrating 
RI and ESG principles into our own 
investment decisions and actions, 
we acknowledge that we still have 
much to learn in this regard,” 
he explains, “and this RI Report 
started out as a way of collectively 
assessing and improving our role as 
a responsible investor.” 

To this end, the research 
underpinning the RI Report 
involved quantitative and 
qualitative assessment of 14 local 
and three global asset managers, all 
of whom partner with Nedgroup 
Investments or deliver investment 
management services to the 
organisation. The primary objective 
of the research is to assess the 
conviction of each management 
house to implementing RI and 

ESG factors into their investment 
decision-making. 

Levinson explains that the 
significant insights and value 
derived from the research findings 
prompted Nedgroup Investments 
to share the findings with the 
broader South African investment 
industry as a way of benchmarking 
RI practices and encouraging 
increasing commitment to their 
implementation. 

He says that the research revealed 
some significant gaps that need 
to be addressed in order to drive 
more effective integration of RI 
and ESG within the country’s 
investment industry. “One of the 
most notable findings of the research 
is that while corporate governance 
is at the forefront of investment 
decisions and is included in most 
managers’ risk frameworks, there 
is limited evidence of the adoption 
of environmental and social factors 
into investment processes,” he 
explains, “despite widespread stated 
belief in the impact these factors can 
have on a company’s share price.” 

In addition, the research findings 
point to a significant gap in the 
RI landscape being the absence of 
active, empowered and influential 
bodies or forums to drive the 
responsible investment agenda in 
South Africa. 

“We believe that the publication 
of this report is another way of 
giving effect to our greater Nedbank 
Group purpose to use our financial 
expertise to do good,” Levinson 
says, “and while it represents a 
key step in our own RI journey, 
it is our hope that it also offers 
significant value to all investment 
sector stakeholders – from asset 
managers to investors themselves. 
And that it will prompt the 
industry as a whole to increasingly 
recognise the important role that 
RI and ESG integration plays in 
investment success and the delivery 
of sustainable good for our society 
and planet.” 

The report is available online at 
https://bit.ly/3ddDxKq

New research offers 
valuable insights 
into SA’s responsible 
investment landscape

Poobalan 
Govender, 
Manager: Income 
Solutions, 
Momentum 
Corporate

David Levinson, 
Investment and 
Responsible 
Investment 
Analysist at 
Nedgroup 
Investments

Many soon-to-be retirees are understandably worried. Their retirement 
plans may be in disarray as they face a serious decrease in the value of their 
retirement savings, driven by a sharp decline in investment markets due to the 

impact of the COVID-19 pandemic on the global economy, the oil price shocks and a 
downgrade to South Africa’s sovereign credit rating.

However, all is not lost, according to Poobalan Govender, Manager of Income 
Solutions at Momentum Corporate. Somewhat of an unsung hero and underutilised 
retirement product option – with-profit annuities – could be the answer for many soon-
to-be retirees in these uncertain times.

Govender explains, “A with-profit annuity will pay your clients a guaranteed monthly 
income for life. The guarantee includes the initial monthly income, as well as any 
future increases, which are linked to the investment returns achieved in the underlying 
portfolio. The monthly income ends when the client passes away, unless they opt for 
their spouse to receive this income after their death or to have the income paid for the 
remainder of the guarantee period after their death, if they selected a guarantee period.

Despite the current sharp declines experienced in investment markets, those who 
bought with-profit annuities are sleeping easy knowing that their annuity will not 
reduce, thanks to the guaranteed income for life.”

Govender says there is a high probability that many members of retirement funds 
who are invested in typical market-linked balanced funds experienced a decrease of 
around 15% in the investment value of their retirement fund savings between December 
2019 and March 2020. If your clients are one of these members, the good news is that 
this plunge has not decreased the value they will receive for their retirement savings if 
they buy a dynamically priced with-profit annuity. Govender demonstrates this by way 
of an example that compares the value they can expect from a with-profit annuity under 
market conditions in December 2019 and March 2020.

Let’s consider a male with retirement savings of R1m in December 2019. He needs 
an initial monthly retirement income of R6 000, which then grows in line with inflation 
each year. He could have received a quote for a with-profit annuity that would ensure 
that he receives a starting income of R6 000 guaranteed for the rest of his life, plus 
pension increases that target inflation over the long term.

When March 2020 arrives, the same male finds he is no longer a millionaire since it is 
likely that his fund value has dropped due to the market decline, from R1m to R850 000 
(which is a 15% reduction, in line with the earlier comment around market returns). 
Given that his capital reduced by 15%, he might be expecting that if he purchased the 
with-profit annuity now, his income would also reduce to round R5 100 per month.

However, it’s likely that a dynamically priced with-profit annuity that reflects the latest 
market conditions would still provide him with a starting monthly income of around  
R6 000 per month, guaranteed for the rest of his life. This is because the cost of the 
annuity became cheaper in March 2020 with the increase in longer-term interest rates 
and lower investment market returns. It is important to ensure your clients are in the 
correct risk-profiled portfolio as they approach retirement, which is what the life stage 
approach looks to achieve. In many cases – despite the sharp fall in fund assets seen in 
2020 – they can, in fact, purchase higher or similar annuity incomes now compared to 
what they could at the start of the year.

These currently favourable market conditions for with-profit annuity pricing mean 
that the R850 000 in March 2020 may be able to buy a similar with-profit annuity 
starting income that R1m could have purchased in December 2019.

“It is, however, important to note that the pension increases they can expect in the 
short term are likely to be lower now than those they could have expected in December 
2019. This is in line with the lower investment market returns that currently prevail. 
Although high long-term interest rates were also seen in the 2008/2009 market declines, 
this may not always be the case. Also, even though long-term interest rates have reduced 
in April 2020, they are still higher than those in December 2019,” says Govender.

Govender concludes, “Good news is a rare commodity these days. The level of 
the guaranteed income available from a with-profit annuity under current market 
conditions may offer worried soon-to-be retirees better news than they were expecting 
within the current uncertain investment market environment. In today’s volatile 
investment markets, it could be wise to invest at 
least some of their retirement savings in a with-
profit annuity. However, this is one of the biggest 
financial decisions your clients will ever make, so 
it is important that you, as their financial adviser, 
talk to them when they are making their choices to 
ensure they consider all their options.”

A retirement income 
product opportunity your 
clients need to consider
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“Prosperity is not without many fears
 and disasters; and adversity is not
 without comforts and hopes.”
   Francis Bacon, 16th-century philosopher and pioneer of modern scientific thought

With you
in these tough
times.
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RISK

LITIGATION 
AROUND COVERAGE 
OF INSURANCE 
POLICIES SEEMS 
INEVITABLE

Global insurance experts 
predict that the COVID-19 
pandemic will be the second 

most expensive event ever for 
insurers, who are walking a tightrope 
between fairness to customers and 
financial stability. Erring on one side 
or the other could have devastating 
consequences, and so could the 
failure to look ahead and prepare for 
the future.

To understand our present and to 
predict our future, we need to look at 
our past. 

Around 3000 to 4000 BC, the 
concept of insurance emerged in the 
form of bottomry contracts for the 
merchants of Babylon. In terms of 
these contracts, a loan was granted 
to a merchant who was not required 
to pay it back if his shipment was lost 
at sea. However, if the voyage was 
successful, the merchant was required 
to pay the loan together with the 
interest on the loan.

As time went by and trade 
developed, so did the risks 
associated with trading and 
emigrating to the New World. This 
is when the practice of underwriting 
risks emerged in the London 
coffeehouses. The most famous of 
these was owned by Edward Lloyd 
(later Lloyd’s of London).

The coffeehouse underwriters were 
initially only concerned with insuring 
marine risks, but in September 1666 – 
a year after the bubonic plague killed 
a sixth of the London population – 
the Great Fire of London destroyed 
thousands of buildings. Centuries 
later, in 2016, the Association of 
British Insurers calculated that the 
loss would have been in the region of 
$70bn. Underwriting then began to 
extend to fire insurance. 

Ever since, the insurance market 
has evolved with the risks of the time. 

Consider the following:
• Nuclear risks were excluded from 

around the 1950s when insurers 
recognised that possible losses from 
the use of atoms in power sources 
were undeterminable and therefore 
the market was not prepared to 
insure such risks; however, nuclear 
pools were created globally to 
provide risk cover across multiple 
insurers

• State-owned South African insurer 
SASRIA was born from the political 
risk due to apartheid, which local 
insurers were not willing to insure

• In the 1980s, the asbestos class 
actions gave rise to this exclusion, 
as well as the HIV virus

• After the 9/11 attacks in September 
2001, acts of war and terrorism 
were extended to all policies. In 
the US the following year, the 
Terrorism Risk Insurance Act 
(TRIA) was enacted so that the 
federal government would in the 
future share losses related to acts of 
war with the insurance industry.

Then, between 2003 and 2016, we 
saw the emergence of infectious risks 
such as SARS, Swine Flu, Ebola and 
Zika. Now, in 2020, COVID-19 has 
caused over 300 000 deaths globally and 
massive economic and financial losses.

Short-term insurance and 
COVID-19
The various communication notices 
published by the Financial Sector 
Conduct Authority or jointly with 
the Prudential Standard are clear on 
insurers’ responsibilities during the 
pandemic:
• If a policy excludes COVID-19 loss 

(usually by way of an infectious 
disease exclusion), the exclusion 
should be clearly communicated to 
the policyholder

• Standard business interruptions 
were never expected to cover 
COVID-19-related risks, unless 
physical damage can be shown by 
the policyholder

• Insurers should, in interaction with 
policyholders, apply the principles 
of Treating Customers Fairly.  

As clear as the regulator is, the 
reality is that litigation around 
coverage of insurance policies 
seems inevitable. Already, insurers 
are endorsing policies to exclude 
infectious diseases and consequential 
loss. The insurance market is therefore 
always ‘post reactive’. This can be 
tracked in history by the ‘standard 
exclusions’ found in insurance policy 
wordings since the 1950s.

Unlike all the other excluded risks, 
COVID-19 has not been a localised 
risk where only one country’s insurers 
and reinsurers are affected, and the 
balance of the reinsurance market 
is able to absorb the risk. Instead, if 
insurers and reinsurers are required 

to pay all claims, there would be a 
strong likelihood of the insurance 
industry collapsing at a global level.

Second most expensive 
event for insurers 
Lloyd’s estimates that COVID-19 will 
be the second most expensive event 
ever for insurers as they face $107bn 
in claims. This is overshadowed only 
by Hurricanes Katrina, Rita and 
Wilma in North America in 2005 
(circa losses of $111.6bn). Lloyd’s 
also says that they are considering 
insurers’ losses on the investments 
they hold to make sure they can pay 
out on claims; the losses will reach a 
record $203bn.

The International Association of 
International Supervisors has stated 
that customers need to be treated 
fairly at this time but not to the extent 
that the insurance industry is subject 
to financial instability. Economies are 
reliant on insurance. If certain risks 
cannot be insured because there is 
no insurance industry, business and 
economic recovery would be virtually 
impossible. 

Here are some of the ways that 
insurance sustains economies:
• With most insurable risks, insurers 

are the financial ‘first responders’. 
A claims payment under a policy 
can quickly and reliably restore the 
financial position of a policyholder 
or beneficiaries.

• Insurers develop and promote 
knowledge and activities that save 
lives and protect and preserve 
property. They also provide 
social benefits, in that claims 

payments are used to rebuild after 
catastrophes and losses.

• Insurers are capital protectors. 
Due to the onerous requirements 
surrounding solvency, insurers 
are not as susceptible to short-
term liquidity crises. Reinsurers 
further stabilise insurer exposure 
to loss by spreading or diversifying 
transferred risk.

• Insurers protect economic 
interdependence among businesses 
by insuring supply chains.

• For a relatively small premium, 
insurance reduces the need for 
persons to have to set aside large 
amounts of money to cover 
unexpected losses.

•  Insurers are infrastructure enablers 
in that lending arrangements and 
projects are reliant on insurance cover.

However, the latest global crisis has 
highlighted that perhaps insurance 
coverage needs to be forward looking; 
perhaps there is an opportunity for a 
‘forward-looking actuary’ to research 
and determine potential exposure of 
‘futuristic’ risks. 

Until insurers are willing to offer 
pandemic cover, we may see pooling 
arrangements to provide coverage for 
pandemic risk. Alternatively, some 
governments may enact legislation such 
as the US’s Terrorism Risk Insurance 
Act that will result in government being 
the insurer of last resort. 

Until then, we continue to live in 
a world with many unimaginable 
risks – although history shows there 
is nothing new under the sun when it 
comes to potential perils. 

Insurers globally walk a tightrope 
as pandemic claims break records

CHRISTINE 
RODRIGUES 
Partner, Bowmans
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Tebogo Leshilo, 
Executive Head: 
Complex Risks, 
Financial Lines 
Division, SHA 
Risk Specialists

Given the fast pace with which 
the COVID-19 pandemic is 
unfolding, the full impact of 

the coronavirus and the subsequent 
lockdown on company Directors and 
Officers (D&O) insurance is not yet 
clear in the South African context, says 
Tebogo Leshilo, Executive Head of 
Complex Risks in the Financial Lines 
Division at SHA Risk Specialists.

“In markets such as the United 
States, there is already evidence of  
directors and officers liable for losses 
arising out of the economic fallout 
caused by the pandemic,” she adds. 

“The increase in D&O claims, 
globally, will be further impacted 
by depressed financial markets, 
economic uncertainty and an increase 
in the number of companies facing 
financial distress and bankruptcy. 
With the D&O 
market already 
characterised by 
increased rates and 
reduced capacity, 
the impact of 
COVID-19 will 
in all probability 
lead to increased 
scrutiny by 
insurers, further rate increases, and 
limitations and exclusions on coverage 
offered as increased litigation and 
settlements negatively impact insurers’ 
profitability.” 

Leshilo says that when companies 
return to work, management should 
be aware of certain protocols. “The 
newly gazetted regulations under 
South Africa’s Disaster Management 
Act introduce a new risk-adjusted 
strategy to manage the coronavirus 
pandemic and set out various key 
requirements to be adhered to; the 

requirements differ based on the size 
of the workforce and sector involved.” 

She explains that as more staff 
return to the workplace, the 
reintegration needs to be carefully 
managed in adherence to regulations 
regarding social distancing, employee 
gathering and hygiene practices to be 
followed by all staff, customers and 
contractors alike on the premises, so 
as to minimise the risk of exposure to 
the virus. 

“Further considerations are to 
be taken regarding the number of 
staff and the public on the premises 
at any given time, the rotation of 
working hours and shift systems, 
appropriate training and education 
of staff, the handing out of sanitisers 
and disinfectants, the monitoring 
and screening of staff, as well as 

reporting obligations 
related to any 
employee diagnosed 
with COVID-19 or 
exhibiting symptoms.” 

Leshilo says that a 
D&O policy may be 
triggered by claims 
where inappropriate 
decisions were made 

by management or where contingency 
planning measures were not 
satisfactory. “Should any matters come 
to the attention of the company which 
they believe may result in allegations 
against its directors and officers, as 
a precautionary measure the insurer 
should be notified thereof.” It should 
be noted that policy response could 
be limited by exclusions pertaining 
to events such as COVID-19, so 
the directors would be well advised 
to familiarise themselves with the 
specifics of their D&O policy.

The easing of the national lockdown 
places pressure on managerial teams 
to resume operations while adhering 
to the everchanging landscape of 
regulations and alert levels as declared 
in the Disaster Management Act. 
According to Leshilo, this will be 
a test of the robustness of business 
continuity measures and contingency 
planning, and failings in execution 
could leave company directors exposed 
to regulator investigations and claims 
from multiple stakeholders. 

Potential liability exposures 
directors and officers of companies 
face include:
• Allegations relating to 

mismanagement and failure to act 
or make disclosures in respect of the 
COVID-19 outbreak

• Liability arising from cyber security 
and privacy issues, especially given 
the number of employees working 
remotely. The failure to protect a 
company’s network could leave the 
company vulnerable to cyberattacks, 
ransom demands, loss of company 
data and exposure of client data

• Errors in business continuity 
planning and execution

• Failure to purchase insurance 
against risks such as business 
interruption and cyber risks

• Breach of contract with major 
customers and suppliers

• Failure to manage the financial 
position and risk of financial distress

• Failure to implement suitable health 
and safety practices

• Failure in following the correct 
labour laws relating to employee 
relations. 

“While all of the above liability 
exposures are not particular to any 

specific industry, the impact of 
COVID-19 has struck some sectors 
heavily, namely the airline industry, 
travel, hospitality and entertainment, 
and healthcare,” Leshilo adds. “It is 
possible that we may see a significant 
increase in D&O activity in these 
sectors.” 

Given the uncertainty and 
challenges ahead in the face of the 
COVID-19 pandemic, the impact 
of a D&O claim can be financially 
damaging for companies. This is 
largely due to the lack of internal 
resources in areas such as legal, 
compliance and human resources 
departments to support the directors 
in the event of allegations of 
wrongdoing made against them. Even 
if insurers have excluded COVID-19-
related exposures, there is tremendous 
value in purchasing a Directors and 
Officers policy, as the company is able 
to support its directors and officers 
in defending and settling a myriad 
of claims; allowing them to focus on 
the business of running the company, 
knowing their personal assets are 
protected. 

The boards of any company would 
be well advised to chat to their 
insurance brokers to get a handle on 
this and other critical governance-
related exposures.

What COVID-19 means 
for D&O insurance

WHEN COMPANIES 
RETURN TO WORK, 
MANAGEMENT 
SHOULD BE AWARE 
OF CERTAIN 
PROTOCOLS

http://www.sha.co.za
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COVID-19 burdens already 
distressed D&O insurance sector

ANGELA JACK 
Business Unit Head: 
Financial Services Group, 
Aon South Africa

Company Directors and 
Officers (D&O) are facing 
unprecedented times. Not 

only are they having to manage a 
whirlwind of change and disruption 
in their business models as factors 
such as technology, changing buyer 
behaviours, socio-demographic shifts, 
climate change and pandemics exert 
their influence, but they’re also being 
confronted by the global spread of a 
highly litigious culture.

Increased pricing, reduced 
reinsurance capacity and restrictions 
in the scope of cover have created 
significant challenges in the global 
Directors and Officers (D&O) 
liability market, and South Africa 
is no exception. A combination of 
inadequate ratings with larger, almost 
‘catastrophe-like’ settlements being 
seen in an overall deteriorating claims 
environment, has meant that insurers 
have been feeling the pressure at both 
ends of the business. 

The inevitable consequence is 
a drive by insurers to price risk 
differently to allow for the increased 
frequency and size of their D&O 
related losses – losses not previously 
contemplated in their rating models. 
It’s one reason why we have seen a 
hike in pricing – by as much as 50% or 
more in some instances and lines – as 
well as restrictions in cover, and even 
markets withdrawing from certain 
industry sectors as appetites wane.

Emerging insurance pricing 
trends impacting businesses 
include:
• Listed companies are being 

impacted regardless of industry 
sector, with increases of between 
25% and 50% where the client is 
claim-free and in a sound financial 
position. Distressed risks can see 
upwards of 100% increases in 
premium, in addition to coverage 
restrictions. Increased pressure 
relative to cost and capacity are 
being experienced by companies 
with US-listed securities, including 
American Depositary Receipts 
(ADRs). 

• In the State-owned Enterprise 
(SOE) space, price has become the 
least significant of the variables, with 
being able to secure the capacity 
the greatest challenge. Conduct 
provisions are being rewritten, 
with defence costs in respect of 
allegations of criminal or intentional 
actions only applicable on a 
reimbursement basis in the event of 
an acquittal or dismissal.

• There is stability in the SME and 
middle market segment, with 5% 

to 10% increases being the norm. 
There is the ability in this space to 
negotiate flat rates through sound 
risk management practices.  

COVID-19 brings an additional 
burden into an already distressed class 
of insurance. Following a number 
of coronavirus-related securities 
class actions, the question of the 
applicability and availability of D&O 
liability cover for claims related 
to COVID-19 is top of mind. We 
anticipate more D&O claims against 
companies relating to failure of the 
fiduciary duty of care, inadequate or 
inaccurate representations about the 
impact of COVID-19 on the business 
and its stakeholders, insolvencies 
and allegations of anti-competitive 
behaviour. We have already seen 
increased underwriting scrutiny in 
the wake of COVID-19 and future 
pandemic risk, with insurers requiring 
detailed information relative to 
business continuity, impact and 
response plans.

South Africa has also not been 
exempt from the impact of Lloyd’s 
review of underperforming classes, 
which has resulted in limited capacity 
from syndicates and rate increases 
to build sustainable portfolios for 
the long term. Lloyd’s remains the 
most significant overseas market for 
South African risks, both in terms 
of complex primary placements and 
traditional excess layer support, with 
the restrictions creating a need to 
restructure insurance programmes and 
seek alternative markets. Traditional 
excess layer capacity with minimum 
rates are now being imposed. In some 
instances, this has led to situations 
where excess layers are coming in at a 
higher cost than the underlying policy.

Claims 
In terms of claims, insolvency-related 
claims and regulatory enquiries feature 
strongly, with a significant rise in the 

severity of defence cost claims. Inter-
company and state-brought litigation 
have impacted on the scope of D&O 
cover being offered, with event-specific 
exclusions being brought into the 
wordings.The most significant claims 
impact from a severity perspective is 
the rise of audit failure and inadequate 
or incorrect financial reporting, 
with several full policy limit losses 
anticipated. Companies with multiple 
listings are especially exposed with 
the potential for multiple shareholder 
actions, with choice of jurisdiction 
becoming a matter of importance. 

Top three D&O trends 
• Pricing pressure is likely to increase
• Alternate capacity needs to be 

sourced
• Information provided to the 

insurance markets needs to be 
of an extremely high level with 
tripartite client, broker and insurer 
engagement essential to ensure any 
continuity of cover within existing 
structures.

With the current hard market 
considered to be more of an overdue 
correction, it is anticipated that rates 
will continue to increase, and capacity 
will reduce over the next six to 12 
months, with a stabilising period 
thereafter. Without a significant new 
influx in capacity in the next period, 
the new pricing levels would look to 
become the new norm.  

Manage the challenge with 
preparation 
The importance of good preparation 
is key, and the quality of market 
submissions will be essential going 
forward. That means making sure 
that submissions include everything 
that underwriters might require 
to understand, and correctly price 
the business; including financials, 
business plan/strategy with areas of 
particular focus being expansion to 

new territories, M&A, and how the 
business is addressing issues around 
the environment, diversity and 
inclusion, and cyber. Engagement 
with insurers needs to be timeous and 
transparent, with representation at 
C-Suite level essential for ensuring the 
continuity of complex multinational 
programmes. 

To get D&O ready, Aon 
recommends a proactive 
approach with the following 
providing a useful guide:
• Start early: The renewal process will 

take considerably more time than 
in previous renewals and insureds 
must be in the best possible position 
to secure the coverage they need. 

• Give insurers the best opportunity 
to get know the business through 
insurer roadshows or by invitation 
to attend investor days. The broker 
and insurer/s are strategic partners 
and it is important that there is 
a relationship built on trust and 
understanding. The broker working 
towards getting the best outcome for 
their client should make sure they 
are identifying insurers who share 
the same philosophy and approach 
to allow that relationship to flourish.

• Challenge the status quo: Insureds 
should work with their broker to 
identify potential issues that might 
arise based on the current panel of 
insurers. For example, how have 
their appetites changed? Will they be 
looking to reduce capacity? Buyers 
should also not be afraid to revisit 
areas like program structure.

• Insurer choice is key: Especially 
when thinking about a program 
leader, buyers will need to decide 
where they focus in this highly 
litigious and unstable environment, 
and how they balance pricing with 
an insurer’s capabilities. Aon’s Data & 
Analytics can help insureds make this 
decision based on objective market 
analysis on both underwriting and 
claims capabilities (available on a 
country and regional basis).

D&O plays an incredibly important 
role for companies looking to attract 
and retain the best management team 
in an environment where heightened 
and increased oversight is a fact of 
corporate life, with new and emerging 
focus on areas around environment, 
reputation, sexual harassment, 
discrimination, and cybersecurity. 

Every D&O buyer should expect 
– with their broker – to work much 
harder to get cover, while minimising 
rate increases as best they can and 
holding on to acceptable limits. 
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Income protection, 
reinvented.
Myriad’s new Complete Income Protector Benefit is an innovation in income protection cover 
that simplifies financial planning.

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

For more information, contact your Momentum consultant today!

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

One solution for 
income protection 

and lump sum 
disability!
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MEMBERS 
WILL BE 
COVERED EVEN 
IF THEY MISS 
A PREMIUM 
FOR UP TO 60 
DAYS DUE TO 
FINANCIAL 
DIFFICULTIES

No guesswork with a 
life income benefit

MOTSHABI NOMVETHE 
Head: Technical 
Marketing, PPS

Being diagnosed with a disability 
or critical illness is a life-
changing event. Making the 

right decisions and having the right 
insurance covers will help you cope 
financially in various circumstances, 
such as treatment, rehabilitation, or 
even revamping your home/office to 
accommodate your new physical state. 

According to PPS’s claims statistic 
report for 2019, about R150m in 
claims for disability and R226m 
for critical illness were paid out to 
members. The majority of the claims 
paid out for both covers was for 
cancer. 42% of the claims for disability 
were from members between the age 
of 51 and 60. The youngest member to 
claim for critical illness cover was 27 
years old, while 44% of members were 
aged between 31 and 50. 

With our focus on graduate 
professionals exclusively, PPS 
provides members with solutions 
that address their needs through the 
following covers:
1. Professional Disability Cover 

that offers two options to cover 

disability, namely:
• Occupational Disability 

Provider, which is a standalone 
lump sum benefit that pays out 
should the life-insured become 
occupationally disabled, i.e. 
a condition that will have an 
impact on the members’ ability to 
perform their occupational duties. 
The benefit pays 100%. 

• Functional Disability Provider, a 
lump-sum benefit that pays out 
should the life-insured suffer 
from a listed functional disability 
condition that will have an 
impact on the member’s ability to 
function. The benefit pays 25%, 
50%, 75% or 100% of the insured 
amount, depending on the 
condition and severity. 

2. Critical Illness Cover, which is a 
standalone lump sum benefit that 
pays out should the member suffer 
from a listed trauma, physical 
impairment or critical illness 
condition, including the big four 
severe illness conditions, i.e. cancer, 

stroke, heart attack and coronary 
artery bypass graft. 

We understand that we are now 
facing difficult times as a result of the 
COVID-19 lockdown where many 
businesses or practices have had to 
remain closed. For 
a professional, this 
may cause financial 
and mental distress. 
While the immediate 
reaction is to cut 
back on policies, 
it is advisable that 
members resist 
taking this route. 

One of the benefits 
that PPS members 
have is that they will 
be covered even if they 
miss a premium for up to 60 days due to 
financial difficulties. If after 60 days they 
are still unable to pay their premiums, 
they may use another facility that PPS 
has available, which is to temporarily 
stop paying premiums on some benefits. 
This option can be taken for up to 12 

months. Members who wish to exercise 
this option will be subject to a means 
test, e.g. for those whose practices have 
closed down as a result of the lockdown.

A last option available is that 
members can use their unique 
PPS Profit-Share Account to fund 

their premiums, for as 
long as they meet the 
criteria to do so. This is 
really a last resort, as the 
purpose of the Profit-
Share Account is to help 
members supplement their 
retirement savings.

It can be unsettling to 
think about the financial 
predicament of not being 
able to maintain your 
lifestyle or pay your living 
expenses for a long period, 

should you become disabled. The role 
that financial advisers provide is to 
assess individual’s needs and guide 
them to make informed decisions 
regarding their insurance portfolio. 

PPS is an authorised Financial Services Provider

TO DATE, 
DISABILITY 
LUMP SUM 
BENEFITS HAVE 
ONLY COVERED 
CLIENTS FOR 
PERMANENT 
CONDITIONS
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Should the primary breadwinner be temporarily 
or permanently rendered unable to work, 
it has massive implications for the whole 

family, says Karen Bongers, product actuary 
at Sanlam Individual Life. She adds that living 
with a disability can require a tremendous amount 
of financial and emotional support, even if the 
individual can still work – something which most 
people don’t consider. “Our new 
disability offering is designed 
to provide protection in both of 
these instances, helping a family 
to financially withstand the 
implications of both.” 

Sanlam’s new offering comprises 
four benefits, each suited to a 
particular client profile. It is flexible, 
offering a range of cease ages, plus 
a whole life option – which means 
cover continues into retirement, for 
one’s entire lifespan. Each benefit 
is also available as accidental-only 
(disability as the result of an accident) cover, making 
this the most comprehensive range of accidental 
benefits in the market.

To date, disability lump sum benefits have only 
covered clients for permanent conditions, despite 
the greater likelihood of temporary conditions and 
the significant financial impact that can accompany 
these. While it is true that clients can obtain cover 
for temporary disability via income protection 
benefits, the reality is that most clients with 
disability cover only have lump sum cover. 

Sanlam’s new benefits include a layer of 
temporary incapacity cover to protect clients against 
the risk of health events that are not necessarily 
permanent but will render them unable to work 
for an extended period. Claims will be assessed 
against the Official Disability Guidelines (ODG), 
an objective international publication containing 
independent evidence-based return-to-work 

treatment guidelines. Proof of loss of 
income will not be required. 

Bongers says Sanlam has addressed a 
significant shortcoming in the market 
with its new Temporary Incapacity 
Cover and has also evolved its product 
range to speak to the requirements of 
modern-day clients. The employment 
landscape has changed considerably. 
People are retiring later, are more likely 
to make a career change during their 
working life and can juggle multiple 
jobs simultaneously. Some may take a 
sabbatical. Others may be in-between 

work, given the reality of retrenchments. 
“Our new cover acknowledges these realities 

and caters for such clients in various ways. For 
example, our new Extended Occupational Disability 
Cover means that should a client stop working 
for any reason other than retirement (sabbatical, 
retrenchment, etc.), their occupational disability cover 
will be extended for up to 12 months. And the fact 
that a client doesn’t need to inform Sanlam when he 
or she changes jobs – a valuable feature we’ve carried 
over from our previous set of benefits – means that 

cover for occupational disability can seamlessly 
continue when a client makes a career change.”

Other significant benefits of Sanlam’s 
disruptive new disability cover
The new offering builds on Sanlam’s excellent existing 
occupational disability cover, with an expanded, 
comprehensive list of impairment events. The 
impairment cover includes several unique categories, 
like accidental injuries and joint replacements – the 
latter providing enhanced cover for those living active 
lifestyles and for clients in retirement. 

Bongers says another new initiative is a 
partnership with Sanlam Trust, which enables 
clients to provide consent for claims to be paid into 
the Sanlam Protector Umbrella Trust, in the event 
that they may have lost their legal capacity to act at 
the time of the claim. “Given the rise of dementia, 
this is a much-needed solution as it avoids the often 
lengthy and costly legal process of having to appoint 
a Curator Bonis or Administrator.”

Another benefit is linked to the reality of 
prosthetics. Exoskeletons can cost millions, while 
prosthetics for arms and legs can cost anything 
from R12 000 to R900 000. This means Sanlam’s 
Elite Disability 
benefit’s Prosthesis 
Booster can make 
a significant 
financial 
difference.

Disability cover for the client of today

Karen Bongers, 
Product 
Actuary, 
Sanlam 
Individual Life



THE RISE OR FALL OF SOUTH AFRICA
BY FRANS CRONJE

In this book, scenario planner Frans Cronje 
argues that South Africa is heading for deep 
trouble and that even the ANC knows it and is 
consumed by fear, but – for many reasons – 
Cyril Ramaphosa has been unable to pull the 
ripcord and land the parachute safely. Here we 
are, then, Cronje reasons, hurtling towards the 
ground at terminal velocity.

What awaits us in the 2020s and 2030s? Will the country continue 
down the path of state capture, corrupt leadership and economic 
downturn? Or can South Africa rise from Jacob Zuma’s lost decade 
and the devastating impact of COVID-19 to become a global economic 
powerhouse? And which scenarios lie in between? Cronje pulls no 
punches, analysing where SA is, boldly predicting where we are 
headed, and warning that there is not much time left to prepare for 
our future. 

LOCKDOWN EXTENDED - CORONA CHRONICLES

Sentenced to lockdown, regarded as ‘non-
essential’, a group of 30 South African writers 
got together in a virtual Corona Collective, to 
pen Lockdown Extended. This historical gem 
includes a list of South Africa’s most celebrated 
and awarded fiction and non-fiction authors, 
including Sisonke Msimang, Lebo Mashile, 
Fred Khumalo, Khaya Dlanga and Marianne 
Thamm. Profound, mad, sad, insightful and also 
hilarious and uplifting, each writer digs deep to 
find true meaning in the time of Corona. 

FINDING COMMON GROUND
WANDILE SIHLOBO

Wandile Sihlobo is perfectly positioned to 
provide a well-rounded, accessible view of 
agriculture in South Africa. He spent his school 
holidays in the rural Eastern Cape, studied 
agricultural economics at university, has worked 
in private-sector agriculture, consulting with 
farmers across the country, and has been an 
adviser to government as part of South African 
policymaking bodies.

Finding Common Ground is a selection of key articles from Sihlobo’s 
regular Business Day column, framed with insightful commentary and 
context. The book covers the broad themes that have marked current 
discussions and outlines the challenges and opportunities faced by 
South Africa’s agricultural sector.
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THE ACCIDENTAL MAYOR: HERMAN MASHABA AND 
THE BATTLE FOR JOHANNESBURG
BY MICHAEL BEAUMONT

In August 2016, well-known South African 
businessman Herman Mashaba became mayor of 
Johannesburg, heading a razor-thin DA-led coalition 
in the city. Three years later, in October 2019, he 
resigned from the party and from his position as 
mayor. At the time, Mashaba’s approval rating stood 
at almost 70% and there were calls in overwhelming 
numbers for him to stay. In this tell-all book, his chief of staff, Michael 
Beaumont, reveals the real story behind these events.

The Accidental Mayor considers the achievements, challenges and 
controversies of Mashaba’s time in office, and describes what went on behind 
the scenes in the city and in the multiparty coalition. What was discovered 
about the previous government’s looting of Johannesburg? How did the ANC 
take to being in opposition? How challenging was it to work with the EFF? 
Which party proved the most difficult coalition partner? All these questions 
and more are explored in the book.

At a time when the DA’s popularity appears to be in decline, The Accidental 
Mayor highlights the infighting and factionalism within the party and questions 
whether South Africa’s official opposition has reached the end of the road. 
Can Herman Mashaba, arguably one of South Africa’s most popular former 
mayors, offer an alternative for the future?
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BOOKS ETCETERA30 June 2020

 WWW.MONEYMARKETING.CO.ZA 31

EDITOR’S  
BOOKSHELF



http://www.pps.co.za

