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welcome to 1nvest
1nvest is a specialised index fund manager
with one of the widest index product ranges in the
South African market, offering Unit Trusts and Exchange Traded
Funds (ETFs) across various asset classes and geographies, making
it easy for you to build your investment portfolio. We want to partner
with you in developing an investment strategy that helps you
achieve your unique goals. Whether you’re a beginner investor or
an old hand, 1nvest offers easily accessible index investment
products that grow your money. Our range of unit trust
funds and exchange traded funds are well established and
carefully managed by experienced fund managers, taking
all the anxiety out of investing. Everyone has unique
investment goals – let us understand yours. Are you
saving for your first home, looking to start your own
business or thinking of taking that dream holiday?
Or is a comfortable retirement your main
objective? Whoever you are, and whatever
your investment goals, we can help you
plan and realise your dreams
for the future.
1nvest has five broad product ranges that
span equities, fixed income, commodities
and property asset classes. These include
the Local, Global, Blended, Commodity and
Smart Beta ranges. And thanks to our easyto-understand online investment products, 1nvest
provides you with all the information you need to build
a unique investment portfolio and then guides you through
the simple steps of investing. It’s really that straightforward.
Transparency is everything at 1nvest. That means no hidden fees,
no obscure terms and conditions. What we promise is what you get.
1nvest investment products offer efficient, cost-effective and easy-tounderstand fee structures. Regardless of how much – or how little – you
want to invest, our fee structure doesn’t discriminate.
1nvest arms you with the know-how so you can tailor an investment
portfolio that secures your future without hidden fees or confusing terms
and conditions. At 1nvest, we provide access to a wide range of passive
investment products that are easy-to-understand, efficient, and cost-effective.
So, whether you’re looking to secure your financial future, achieve your goal
like that international trip, or even diversify an existing investment portfolio,
1nvest has something for you. Our products can be tailored to suit
your individual needs, no matter who you are.

too long to read?
so basically, we will
make your money
work harder.
We like to keep things simple.
Especially when it comes to investment.
Visit www.1nvest.co.za to learn more.

1nvest is a specialist index fund manager.
1nvest Fund Managers (Pty) Ltd, an authorised financial services provider. FSP No. 49955.
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his 79th issue of Blue Chip focuses on the art, science and business of investment.
Blue Chip is the financial planner’s chaperone to everything investment and this
edition is a smorgasboard of the choices, decisions, lessons and associations that
relate to it.
Florbela Yates, Head of Momentum Investment Consulting, advises us in her column on
page 15 that in a low-return environment it is becoming increasingly important to consider
alternative asset classes in addition to traditional asset classes. An example of an alternative
asset class would be hedge funds. On page 36, Professor Evan Gilbert attests that hedge
funds can do several things which traditional investments cannot; namely they provide
positive returns for investors when assets prices drop – and not only when they go up.
Passive investing is gaining momentum. So are boutiques. And ESG and EFTs are
here to stay.
Globally, much work is underway to translate our understanding of “impact reporting”
for the listed equity markets. Given the scale of asset allocation to domestic listed equity
markets, it is important that the asset owner community consider how this capital contributes
to long-term ecosystem resilience (page 50).
Ian Jones discusses the complex problems that financial planners face daily around
investing. He suggests that rather than use binary thinking to base decisions on, one
should take caution and consider a broader range of scenarios. By considering a much wider
spectrum of “what ifs” better investment portfolios can be built (page 16).
Money is a means to an end. It allows us to buy things. And this is where much financial
advice focuses. Rob Macdonald, Fundhouse, believes that one of the biggest mistakes that
financial planners make is to follow the regulatory protocols when establishing a relationship
with a client and not to connect with them emotionally. He explains that without an
emotional connection, you are unable to serve your client optimally (page 56).
A growing group of financial planners are adding “behavioural coaching” to their expertise
list. The year 2020 was an encouraging reminder to the behaviourally focused advisor that
clients are in desperate need of a disciplined approach during volatile times (page 64). The
Humans Under Management event builds on the work that great advisors are doing in
developing their behavioural financial advice practices. The event will be hosted in South
Africa for the third time in 2021, with a virtual event currently planned for 15 September.
Do not miss it!
And to understand the New World Disorder 2.1, the Investment Forum 2021 virtual event
is another must.
Remember that money does not make the world go round. Consistency, emotional
connection, trust, technology, an FPI accreditation and Blue Chip magazine are the secret
ingredients that makes money go round the world, and then back to you.
Alexis Knipe, Editor
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SA’s ﬁrst fund to deliver
100x initial investment
Peregrine Capital’s High Growth Fund has
proven its pedigree – R1m invested in 2000
is worth more than R100m today*

www.peregrinecapital.co.za

*Fund performance:
Returns are quoted net of fees
Annual management fee: 1.5%
Fee class status: Class: A, distributing

Fund performance provided as at 28 February 2021
Performance fee: 20% subject to High Water Mark
Source: Peregrine Capital

Peregrine Capital Proprietary Limited (“Peregrine Capital”) is an authorised ﬁnancial services provider and is the investment manager of the Peregrine Capital High Growth
H4 QI Hedge Fund (“High Growth Fund”). H4 Collective Investments (RF) Proprietary Limited, is an approved manager of collective investment schemes in terms of the
Collective Investment Schemes Control Act, 2002.
Net asset value ﬁgures (NAV to NAV) have been used for the performance calculations, as calculated by the manager at the valuation point deﬁned in the deed, over all
reporting periods. The performance is calculated for the portfolio. Individual investor performance may differ, as a result of initial fees, the actual investment date, the date
of reinvestment and dividend withholding tax. Performance is based on a lump sum contribution and is shown net of all fund charges and expenses, and includes the
reinvestment of distributions. Actual annual ﬁgures are available to the investor, on request at info@h4ci.co.za. A schedule of fees, charges and maximum commission is also
available on request from the manager. The rate of return is calculated on a total return basis, and the following elements may involve a reduction of the investor’s capital:
interest rates, economic outlook, inﬂation, deﬂation, economic and political shocks or changes in economic policy. Annualisation is the conversion of a rate of any length of
time into a rate that is reﬂected on an annual basis. Past performance is not indicative of future performance. This is a medium to high risk investment.
Fund Name

Inception date

Highest annual return

Lowest annual return

Rolling 12 month return

High Growth Fund

Feb 2000

53.01% (2004)

-11.98% (2008)

29.48%

FTSE/JSE Capped Swix All Share Index

Feb 2000

47.25% (2005)

-23.23% (2008)

23.91%

ASISA South Africa MA High Equity

Feb 2000

27.49% (2004)

-8.24% (2008)

13.23%

The ‘JSE Capped Swix All Share Index’ referenced is the index from December 2016 to date, before that the JSE All Share TR Index is used.
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FOREWORD

What’s happening
at the FPI?
Lelané Bezuidenhout CFP®,
CEO, Financial Planning
Institute of Southern Africa

The CEO of the Financial Planning Institute reflects
on what has been a busy start to the year, before
looking forward to what the rest of 2021 has in store
for the South African financial planning industry.

W

elcome to this edition of Blue Chip magazine.
What a year this has been so far… not
much easier than 2020, but there’s hope on
the horizon.
Read on for a rundown of some of the highlights of Q1, as
well as details of a few upcoming dates to diarise…
Reflecting on Q1
Reflecting on the past quarter, I am immensely thankful
for the support from our members, our corporate partners,
and our professional practices. You have all supported us
tremendously by turning out in full force for our Annual
Refresher, the Budget Trilogy, and our POPIA online webinars.
If you missed any of these events, simply log into your
member profile and register for the event in question to
obtain access to the recordings.

8
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We received fantastic feedback on the POPIA webinars. If
you missed any of them, you really do need to listen to the
webinar discussions which are available at no extra charge
for professional members of the FPI.
I also want to congratulate all the professional members
who have renewed their memberships. Please note that you
have until 31 May 2021 to upload your 35 FPI CPD hours. Also
be aware that new FPI membership regulations now apply
(available on www.fpi.co.za ).
Other highlights of Q1
In March, we hosted a successful sitting of the Professional
Competency Examination, with almost 300 candidates
writing the exam. The next sitting is in June and the last
one for the year is in October. Would-be candidates will be
interested to note that we have introduced a recognition of

Entries for the Financial Planner of the
Year award (not to mention all our
other awards) are open.
prior learning (RPL) concept into the exam this year. If you write in February or June and
fail just one case study, you need only rewrite the case study you failed. This exemption
only applies if you rewrite the case study you failed in the same academic year.
From a public policy point of view, we responded to quite a few regulatory matters,
including: amendments to the General Code of Conduct for Authorised Financial
Services Providers and Representatives; the fit and proper requirements; critical skills;
and a call for comment on government’s plan to professionalise civil servants with the
assistance of SAQA Recognised Professional Bodies.
Looking ahead to Q2
As you must know by now, the FPI is moving membership systems and renovating our
offices. A year from now, the FPI will have a completely new look and feel (both online
and offline) that will revolutionise the member experience.
The new system will make renewing your membership and obtaining CPD hours a
walk in the park. Our websites (www.letsplan.co.za and www.fpi.co.za) are also getting
a facelift. (Please be aware that there will be an interim website while we are working
on the new sites. Thank you in advance for understanding that it will take a bit of time
to put all these new systems in place.)
As some members have noticed, the curriculums and competency profiles are
currently being updated globally. The FPI is part of a group of FPSB affiliates that will
participate in a global Job Analysis Survey (JAS) to see where and how our curriculum
and competency profiles for financial planners need to change/be updated. Please
support us by completing the JAS survey when it comes out in April 2021.
Dates to diarise
The FPI Professionals Convention 2021 is happening on 25 and 26 October. If you
haven’t booked your spot yet, you’d best act swiftly to avoid disappointment. There will
only be a limited number of seats available for the face-to-face event and these will be
allocated on a first-come-first-serve basis. Everyone else will have to register for the
online event that will be streamed as the live event is taking place. With the FPI turning
40 year this year, it promises to be yet another breathtaking experience!
Entries for the Financial Planner of the Year award (not to mention all our other
awards) are open and winners will be announced at our gala dinner on the evening
of 25 October.
There are so many good things to look forward to. But before the year runs away with
me, let me take the time to wish you great health, wealth, and special times with your
loved ones in these… different times. (I will resist the urge to call it the “new normal”.)
Until we meet again,
Lelané Bezuidenhout CFP®
CEO, Financial Planning Institute of Southern Africa

www.bluechipdigital.co.za
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Finding her finesse
					

Mosili Lepheana’s interest in the financial sector
and desire to help individuals better manage
their finances and give financial advice has
taken her on a journey from auditing, economics
and finally, to financial planning, where she is
making a difference and finding her passion.

L

epheana joined the University of Johannesburg in 2013,
starting at the Department of Economics and is presently
working at the Department of Finance and Investment
Management. She lectures Investment Planning in the BCom
Honours in Financial Planning programme and is appointed as a
supervisor for the honours and master's research in financial planning.
Her corporate experience includes auditing and
financial advisory.
“My experience as an auditor taught me
invaluable ethical principles as ethical behaviour is
critical for the workplace, especially in the financial
industry because it involves dealing with clients’
money,” she states. She had never envisioned
a career in the academic spectrum before, but
looking back at her journey now, Lepheana
strongly feels that the transition from corporate to
academia was the best decision she has ever made.
Her job allows her to facilitate learning in
the ever-evolving field of financial planning
to the students entering the field that she is so
passionate about, and to make a difference in
equipping young financial advisors in holistic
financial planning. She also gets to engage in
interesting topics and different scenarios to best
equip the students.
Finance was always the core of Lepheana’s
educational journal. Lepheana completed her undergraduate
Bachelor of Business Science (finance) degree at the University of
KwaZulu-Natal, then her Master’s in Financial Markets at Rhodes
University. She has just completed a Postgraduate Diploma in
Financial Planning and is currently reading towards a PhD (finance).
Her role as financial advisor motivated and shaped her current PhD
topic, which is in financial literacy and retirement planning.
Working as a financial advisor, she observed that many people
struggled financially at retirement because they commonly
believed that they had saved enough during their working years,
but in most instances, that was not the case. This nurtured her
interest in retirement planning, specifically an interest in finding
solutions to assist people from the time they start their first job.
“I gathered that one of the main reasons why people do not have
adequate funds to sustain them throughout their retirement years
is financial literacy,” she says.

in finance

Financial literacy projects
In 2018, Lepheana was awarded the Academic Doctorate
Advancement Project Towards Transformation (ADAPTT) SA-US
DHET scholarship by the University of Johannesburg. The
scholarship granted her an opportunity to be a visiting scholar
at the University of Florida for three months. In Florida, she was
hosted by the Department of Family, Youth and Community
Sciences and her research advisors were working on projects that
included financial literacy and education in the rural areas.
The Department of Finance and Investment Management
(DFIM) is currently working together with the University of Florida
to improve financial literacy in South Africa using and redeveloping
materials and lessons learned in their projects.
Lepheana heads this collaborative project. The
department has also been awarded funding by
the Insurance Sector Education and Training
Authority (INSETA) for this project and will be
conducting workshops for their Cooperative
Financial Institutions (CFI) members.
The project entails the training of Master
Money Mentors. The attendees will acquire the
financial literacy skills to manage their own
finances and will also gain mentorship skills on
effective money management, thus equipping
them to pay it forward in their communities by
becoming money management mentors.
The department has adopted a strong focus
on the importance of financial literacy and how to
invest back in the community, starting at home. The
department is in the process of conceptualising a
financial literacy programme for their students,
concentrating mainly on the bursary students, as
most of them face the challenge of managing the allowances they
receive. The money management skills that they will acquire from
the programme will equip them with skills to manage their finances
and better prepare them once they start working and earn an income.
Preparing graduates is another focus area of the department to
best equip them for the workplace. Lepheana is part of the team
presenting simulated real-life case study scenarios that engage
holistic and critical thinking where presentation skills are required. The
financial planning industry has experienced a great deal of changes in
past years, mainly driven by consumer protection initiatives.
The industry has moved from a sales-oriented environment to a
professional setting. In addition, technological advancements have
affected the delivery of services in the financial sector. Lepheana
and the rest of the financial planning team at the department
strive to equip students with adequate skills to manoeuvre in the
ever-changing industry. 

Finance was
always the core
of Lepheana’s
educational
journey.

On the money
Making waves this quarter

Consolidated Wealth announces the acquisition of JH Allen

Craig Kiggen, Managing
Director, Consolidated Wealth

Consolidated Wealth has announced that it has
acquired the independent financial services
company, JH Allen (JHA). “We are very excited
to bring JHA on board as this business has an
outstanding reputation, valuable industry expertise
and resources that will enhance our ability to serve
the needs of our clients and grow our business,”
says Managing Director Craig Kiggen.
He explains that the acquisition has provided
the opportunity to capitalise on the synergies
between the two companies. “JHA brings a
wealth of experience, including R300-million in

The Investment
Forum, version 11!
The Investment Forum, in its 11th year
of existence, is South Africa’s premier
thought-leadership event for investment
professionals.

funds under advice as well as expertise in medical
aid, GAP cover and short-term insurance,” says
Kiggen. “This acquisition further strengthens the
extensive knowledge and breadth of services
offered by Consolidated Wealth and we look
forward to working with JHA’s clients.”
Acquiring JHA has been the next step
in Consolidated Wealth’s evolution and
Kiggen says that it is an important part of the
company’s initiatives to expand their portfolio
and enable new opportunities and solutions in
the marketplace.

The 2021 event will be held virtually
and has managed to secure some of
the brightest minds in investment
management from across the globe.
Experts will share their insights into a
wide array of subject matter, covering
geopolitics, macro-economic predictions,
fiscal stimulation and money supply,
new thematic investment trends, vaccine
implementation and the impact of
developed and developing economies
as well as specific views on the likely

performance of various asset classes.
Arguably, the world is on the precipice of
“normalisation” and financial markets are
already pricing in robust economic growth.
However, there is still a plethora of risks
at stake, and global recovery could be
stymied by variances of Covid-19.

1nvest’s commodity ETFs scoop four wins at the SALTAs for 2021
Specialist index tracking asset manager 1nvest, a collaboration between
Standard Bank, Liberty and STANLIB, is proud to announce that three
of its commodity Exchange Traded Funds (ETFs) received top honours
at this year’s South African Listed Tracker Funds Awards (SALTAs). The
1nvest Rhodium ETF, a consistent winner at the SALTAs, was recognised
alongside the 1nvest Gold ETF and 1nvest Platinum ETF.
This is the fourth consecutive year in which the 1nvest Rhodium ETF
has received an award at the SALTAs for the returns it has delivered
to investors. The ETF was honoured for its total return performance
in the five-year Foreign and Commodity ETFs category while it
also received the award for total return performance in the threeyear Commodity ETFs category. The fund, which is currently the
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only one of its kind on the African continent and one of two in the
world, returned a remarkable 187.14% to investors in 2020 – up from
140.9% in 2019. Over the last three years, it delivered an annualised
return of 124.96%.
Meanwhile, the 1nvest Gold ETF was awarded for tracking efficiency
in the three-year Foreign and Commodity ETFs category. This award
recognises the efficiency of ETFs to deliver, as close as possible, the
performance of their reference index. The ETF returned 29.93% to
investors in 2020, and 19.99% over three years, providing the most
accurate return by an ETF tracking the gold spot price. The 1nvest
Platinum ETF was awarded for capital raising over one year in the
Commodity ETFs category, gathering R 2.2-billion of inflows in 2020.

On the money
Making waves this quarter

Manage portfolios seamlessly with Glacier Invest
Our partnership with financial intermediaries is the backbone
of our business, and we know how concerned investors
are – especially retirees – given the increased uncertainty
in the current market environment. Glacier Invest provides
you with a world-class discretionary fund management and
consulting capability, enabling you to focus on your clients
and confidently manage their investment needs.
At Glacier Invest, our distinct competitive edge lies in our
skill, scale and the simplicity of our solutions.
Skill – being our highly qualified and experienced team of
investment professionals who provide manager research
and oversee client portfolios.
Scale – having sizeable assets under management
means that we can offer competitive pricing, which is

critical when drawing an income, as well as provide
innovative solutions.
Simplicity – our research and portfolio construction
techniques may be complex, but the solutions we bring
to market are simple and address the critical needs of
investors, particularly retirees needing a sustainable
income for life.
• D arren Burns, Head of Investment Solutions at
Glacier Invest

“You have the choice of a complete range
of quality portfolio solutions to facilitate
prudent, practical and efficient investing.”
– Darren Burns

SATRIX SCOOPS 10 SALTA AWARDS INCLUDING SOUTH AFRICA’S FAVOURITE ETF
Satrix’s Top 40 ETF has been named South Africa’s favourite exchange
traded fund (ETF) for the fourth consecutive year at the 2021 South
African Listed Tracker Funds Awards (SALTA). The index investment
industry leader scooped 10 SALTA awards, with the wins coming just
two weeks after Satrix was named Morningstar’s 2021 Best Large
Fund House.
Helena Conradie, CEO of Satrix, says, “As an investment business,
our core driver is access for all South Africans no matter the size of
their portfolios or the level of their understanding of investments.
Enabling financial inclusion is the part Satrix can play in building our
country. Winning the People’s Choice is a real honour because we

know that those who voted for us are on their own journey towards
investment success and building financial confidence for the future.
Satrix is helping them get there.”
Conradie says another SALTA Awards highlight was winning four
awards for capital raising. “We consistently look for new ways to
open up the world’s markets and investment opportunities to South
African retail and institutional investors. Receiving four awards for
inflows in such a challenging time means our offering is resonating
and attracting capital.”
Satrix manages over R120-billion in assets and offers a strong
product offering across South African and global funds.

UNDERSTANDING YOUR OFFSHORE ALLOWANCE
With an economy in the doldrums, South
Africans are increasingly looking to make use
of business and investment opportunities
offshore. However, it is important to note that
as a South African resident, you are subject to
certain exchange control regulations:
All funds paid from or to South Africa
need to be reported through the balance
of payments reporting system by an
authorised dealer. You can also make use of
a treasury outsource company, which may
assist in obtaining beneficial exchange rates
for more cost-effective transactions. For
individuals, there are essentially two types

of offshore allowances at your disposal: a
single discretionary allowance and a foreign
investment allowance.
SINGLE DISCRETIONARY ALLOWANCE
Every South African resident over the age of
18 years is entitled to a single discretionary
allowance (SDA) of up to R1-million per year.
This allowance can be used for any legitimate
purpose at your own discretion, including
gifts to friends or family living abroad, making
online purchases of goods denominated
or sold in a foreign currency, or investing in
offshore investments.

FOREIGN INVESTMENT ALLOWANCE
You are also entitled to a foreign investment
allowance (FIA) of up to R10-million per year.
This can be used to purchase property in
foreign countries, invest amounts exceeding
R1-million, and for transfers for other purposes
where you may have already exceeded your
R1-million SDA. When transferring funds
abroad, you cannot transfer funds to another
South African resident abroad without prior
consent from the South African Reserve Bank
(SARB). If you wish to transfer funds above
the value of R11-million within a year, you
can apply to the SARB for permission via your
authorised dealer.
•B
 ianca Botes, Director, Citadel Global

On the money
Making waves this quarter

Rand back to pre-pandemic levels
If you need to move funds out of South Africa, picking the right
time to move your money makes a big difference to how much
you’ll receive. However, exchange rates are always moving and
during periods of heightened uncertainty currency volatility can
be extreme. For example, in 2020 the coronavirus pandemic rocked
financial markets and inspired significant currency movement.
Concern about the impact of lockdowns on the global economy
sent investors rushing for safe-haven currencies like the US dollar
and away from higher-risk and emerging-market currencies like
the rand.
The USD/ZAR exchange rate pushed above 19.0000 in March
2020 at the height of coronavirus concerns. This shift meant

that anyone looking to purchase
foreign currency with rand would
have been worse off than before the
pandemic struck.
But the US dollar fell out of favour as
2020 progressed with positive vaccine
developments and reopening economies’
renewing demand for higher-risk
currencies. That trend has continued into
2021 and the rand has pushed its way back to USD/ZAR 14.3147.
According to leading economist Dr Roelof Botha, “Rand resilience
was supported by a sterling performance of South Africa’s mining
industry, which made a huge contribution to a cumulative trade
balance surplus of more than R41-billion for the first two months
of the year. A continuation of the current upward phase of the
commodity cycle is likely to strengthen the rand during 2021,
especially if a measure of US dollar retracement occurs.”
This is positive news for anyone looking to move funds out of
South Africa in the months ahead, but less positive for anyone
needing to purchase the rand.
If you have a currency transfer to organise, talking through your
requirements with a leading international payments specialist is
recommended. They will also keep you up to date with the latest
exchange rate movements, so you never miss out on a shift in the
exchange rate.

The place for passives in a portfolio
We have seen quite a rise in the indexation
market over the last five years. While you will
always find the odd “active versus passive”
debate, the market in general seems to
have conceded that these different styles
to investing can coincide. Most advisors
saw these styles as mutually exclusive and
used either one or the other within a client’s
portfolio. Research has shown, however,
that this does not need to be the case.
Blending indexation funds or “passives”
with other “active” managers could have some
rather significant advantages:
• Returns consistent with the market returns
• Diversification when blended with “stock
picking” managers

• Low cost – brings down average TIC of
portfolios
The question now changes from, “Should
I use passive or active managers?” to, “How
much of each would be optimal to achieve
clients’ investment objectives?”
MitonOptimal has effectively been
integrating indexation strategies into
our model portfolios for over seven years,
while also managing three successful
indexation CISs.
• By Jacques de Kock – Analyst and Portfolio
Manager, MitonOptimal
MitonOptimal South Africa (Pty) Ltd is an
authorised FSP number 28160.

COLUMN

Make any investment with
the end goal in mind
Sound advice by Florbela Yates, Head of Momentum Investment Consulting

R

egulation 28 governs the maximum
percentage that a pension fund
can invest into each underlying
asset class to limit the risk that
individual investors have when they invest
in a retirement fund. The trustees of the
pension fund, together with their asset
consultants and administrators, have a
fiduciary responsibility to make sure that
the regulations are adhered to.
Proposed amendments to Regulation 28
of the Pension Funds Act do not introduce
infrastructure as a new asset class but
allow for infrastructure investments to
be recognised within the existing asset
classes such as equities, debt instruments
and property.
Treasury’s aim with the proposed
changes is to make it easier for retirement
funds to invest in infrastructure and allow
for better measurement of investment
projects. The amendments allow for a
total allocation of 45% into South African
infrastructure and an additional 10% into
infrastructure across the rest of Africa.
They also impose an overall limit of 25%
per issuer.
Another proposed amendment is the
delinking of hedge funds, private equity
funds and other assets not included under
the other defined asset classes. Under
the current Regulation 28 constraints,
this alternative asset class grouping has a
collective limit of 15%, with hedge funds and
private equity each with a sub-maximum
of 10% and 2.5% for all “other” alternative
assets. Once the proposed changes come
into effect, the overall limit of 15% for
alternatives will be removed, and the limit
for private equity will increase to 15%, while
the limits for hedge funds (10%) and “other”
assets (2.5%) remain unchanged.
In a low-return environment, such as
the one we are currently experiencing, it
makes perfect sense to consider alternative

asset classes to access different investment
opportunities in portfolios. Access to
different asset classes provides additional
levers to investment managers, allowing
them to build more diversified portfolios
with better return profiles for their
investors. Research has also shown a close
relationship between infrastructure spend
and economic growth. In an economy like
South Africa, which is experiencing low or
negative levels of economic growth, it’s
no surprise that Treasury would be pro
investments into infrastructure projects via
private equity funds.
But how do these proposed changes
affect pension fund trustees and asset
consultants? For a start, they will need
to conduct due diligences on the private
equity and hedge fund providers in the
same way that they would evaluate any
other fund manager appointed to run the
traditional asset classes in the portfolio.
This includes evaluating the manager’s
skill, previous experience in this sector, the
exposure to specific sectors or strategies
within each fund, as well as the quality of
their holdings. This may need adjustment
to their current investment processes,
evaluation models and optimisation tools.
Where they don’t possess the necessary
skills in-house, it may be wise to appoint a
consultant who can assist with this.
And let’s not forget the impact on the
administrators. Until now, retirement funds
were not required to report the exact
investment into hedge funds, or private
equity investments, provided it fell within
the overall alternatives limit as defined.
The proposed changes now require full
look-through reporting for all collective
investment schemes and several insurance
policies that are used as vehicles to house
pension fund investments. Due to the
nature of the strategies employed in
hedge funds and private equity funds,

Florbela Yates

unintended breaches of the specified
limits may occur. These potential breaches
would not be through the fault of the
pension fund but because of the lookthrough requirements applied on hedge
funds and private equity funds that include
infrastructure investments. Most of the
current administration systems have not
been built to accommodate the proposed
look-through requirements. Since system
changes and investment in new capabilities
takes time, it’s unlikely that the proposed
changes can be implemented without
allowing administrators the necessary time
to cater for the changes. It therefore seems
highly unlikely that the proposed changes
will become effective within the next year.
At Momentum Investment Consulting,
we follow an outcome-based investing
philosophy. We believe in building
diversified portfolios that maximise
the probability of getting our clients to
their investment goals over the relevant
investment horizon. We constantly evaluate
the opportunities available to us and in a
low-return environment, it is becoming
increasingly important to consider
alternative asset classes in addition to the
more traditional asset classes. As such, we
have already been investing in alternatives
where legislation allows.
We welcome the increased flexibility and
increased transparency that the proposals
will bring but believe that investments
into any asset class (whether traditional or
alternative) should always be made with
the end goal in mind. And financial advisors
should be mindful of their clients’ personal
circumstances, their investment horizon,
liquidity requirements and risk tolerance
before selecting which portfolio or asset
class best suits their needs.

Momentum Investment Consulting (Pty) Ltd is an authorised financial services provider (FSP32726)
and part of Momentum Metropolitan Holdings Limited and rated B-BBEE level 1.

INVESTMENT DECISION-MAKING

Binary thinking, what-ifs
and why it helps to
disagree with yourself
“I feel I change my mind all the time. And I sort of feel that’s your responsibility as a person, as a
human being – to constantly be updating your positions on as many things as possible. And if you
don’t contradict yourself on a regular basis, then you’re not thinking.” – Malcolm Gladwell

W

e live in a world of complex problems. Each day we
need to make decisions that affect our lives and
those of our clients and colleagues. We are also
subject to the decisions of others – business leaders,
governments, central banks and other role-players in a global
economy where singular decisions have far reaching implications.
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Examples of these complex and divisive problems today
include how a country manages their lockdown and reopening
of their economy, or how a central bank decides to manage its
stimulus package to bail out companies and individuals. On a
day-to-day basis we are also faced with complex problems around
emigration, investing and financial planning. Within companies,

INVESTMENT DECISION-MAKINGINVESTMENT
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The concept “binary thinking”
relates to the idea that
when faced with complex
decisions, we are prone to
oversimplifying the problem to
arrive at convenient answers.
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Portfolio options

Momentum Investments discusses their fixed income and smart beta offerings
FIXED INCOME INVESTMENTS
Zisanda Gila, Portfolio Manager
What is the role of fixed income investments in a
client’s portfolio?
Fixed income investments traditionally fulfil three important
roles within a client portfolio:
• Income stream from the regular coupon payments received on set
dates over the life of the investment, which helps investors plan
their finances and the liquidity requirements.
• Capital protection and capital repayment when the security reaches
maturity. Fixed income securities generally experience lower
price volatility compared to equities, which makes them effective
capital preservation tools, though these also fluctuate from time
to time in reaction to interest rates changes and economic cycles.
• Diversified returns. Each instrument provides different returns
based on various factors such as the yield, type of bond, duration,
issuer credit quality and instrument ranking in the company
structure. Diversification, in-depth analysis into each investment,
and the right balance of asset allocation enable investors to earn
these risk-adjusted returns from diversified sources.
What is Momentum Investments’ fixed income investment
philosophy and process?
Philosophy. The Momentum Investments fixed income
philosophy is risk and valuation based. We view interest rates as an
opportunity set on a relative and an absolute basis. Our focus is
on achieving superior risk-adjusted returns through interest rate
cycles. We believe investing is personal, and portfolio construction
is central to what we do, as we need to meet our client objectives
over appropriate investment horizons. We believe diversification
of strategies leads to more consistent returns over time.
Investment process. The key aspects of our investment process
involve identifying investment opportunities, investment research
and portfolio management. These aspects, combined with the major
drivers, namely the investment objective, risk appetite, return drivers
and constraints, contribute to our process of constructing a portfolio.
In our investment process, we diversify across investment types
and various yield curves to earn better returns. To achieve and
maintain efficient portfolio construction over time, we also invest
in derivatives and a mix of floating and fixed-rate notes to manage
the interest rate risk.
Our fixed income funds aim to provide steady income at the
lowest risk possible and to deliver superior returns on a risk-adjusted
basis across the various strategies. The investment horizon ranges
from short to long term and we align that with the interest rate risk
the fund can take. We use the short end of the money market curve
for liquidity, mainly bank issued notes, and the longer end of the
curve for excess alpha.
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SMART BETA EQUITY FUNDS
Wayne Dennehy, Head of Systematic Strategies
and Structuring
Please tell us about smart beta equity portfolios.
Smart beta equity funds look active in terms of their
returns relative to the market but are not actively
managed funds in the commonly understood
sense. Market cap-weighted index funds such as the Momentum
Capped SWIX Index Fund hold shares that match the relative size
of each share in the market. Smart beta equity funds hold shares in
the fund weighted by anything other than size and can outperform
the market in different cycles.
Smart beta funds, though, are only as smart as the process
and the data that goes into the process and at Momentum
Investments, we continually evaluate the process and the results
to get the best possible results.
Smart beta funds allow investors to access particular equity
styles in the market in a clean and cost-efficient way. In South
Africa, these styles are value, momentum/trending and quality,
among others. The Momentum Trending Equity Fund, a smart
beta equity fund, came 21st out of 146 funds in the Asisa General
Equity Category over three years ending 31 December 2021.
Each of the Smart Beta strategies has its own underlying
philosophy. What are they?
The process behind the different smart beta equity strategies is
identical, albeit with different inputs to assess whether a share has
earned its place in a particular fund. The philosophy between the
smart beta funds is different:
• Momentum Trending Equity Fund: The trend is your friend, cut
your losses early and let your profits run.
• Momentum Value Equity Fund: Buy low, sell high. Buy companies
that have overreacted due to market sentiment or normal cyclical
behaviour. Quoting Warren Buffett, “Price is what you pay, value
is what you get.”
• Momentum Quality Equity Fund: Buy companies that are superior
in terms of profitability, stability and credibility. Get rewarded for
buying growth companies that have less risk than what appears.
With us, investing is personal and we have a wide range of
funds and capabilities to meet different client needs. We focus
on partnering with our advisors and advisor networks to deliver
the best results to investors and help them achieve their personal
financial goals.

Investing is personal and
portfolio construction is
central to what we do.
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Multiasset-class
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Index
tracker
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Fixed
income
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Equity
solutions
Property
solutions

Smart
beta
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Whatever your clients’ investment journey,
we have the investment capabilities to help
them achieve their goals.
Because with us, it’s personal.

We pride ourselves on the vast range and diversity of our investment capabilities.
Whatever investment road your clients are on, we have the investment
capabilities they need to achieve their goals. We work with you to choose suitable
options that can help transform each client’s hopes and dreams into reality.
Join the unstoppable force of momentum. Because with us, it’s personal.
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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EQUITIES

The value of growth
Do not underestimate the combination of quality and growth, says Gerrit Smit, Head of Equity
Management at Stonehage Fleming UK and Fund Manager of Global Best Ideas Equity Fund.

W

hile value investors may not typically be buying for
growth, there is no escaping the fact that growth
is the ultimate source of equity returns. Yet in our
experience, investors regularly undervalue growth,
which can mean holding off on expensive purchases that over time
reveal themselves to be good value.
With growing concerns about seemingly overinflated tech
stocks, companies such as Accenture and tech giant Alphabet may
currently look pricey. However, data¹ shows that shares from both
firms have been materially undervalued for the last decade. Ten
years ago, an investor would have paid a 17.4 multiple to buy into
Accenture, and data confirms that even with a significantly higher
multiple of 44.1, the company would have still been able to deliver at
least the index return. Similarly, Alphabet reflects a 10-year historic
price to earnings ratio of 17.6, whereas investors paying a multiple
of 48.9 would still have received the index return as a minimum.
Both firms have also delivered double-digit earnings growth
throughout this period, and we expect them to continue doing
so. In the case of Alphabet, we anticipate compounding earnings
growth accelerating to over 20% over the next three years, despite
its size as a 22-year-old business already. ²
When considering the various ways to value growth, data
suggests that portfolios of high-value, sustainable-growth
businesses can provide a good, solid performance over time.
Investors would thus be wise not to underestimate a combination
of quality and growth when making strategic investment decisions.

When considering the various ways
to value growth, data suggests that
portfolios of high value, sustainable
growth businesses can provide a
good, solid performance over time.
Stable growth
The graph (top right) supports the principle of focusing on
sustainable growth. By illustrating the end value of a $100
investment at different compounding rates, it reveals how much
more valuable lower, stable growth is compared to volatile, cyclical
higher growth. While a stable 5% rate results in an end value of 1.6
times the original investment, a rate of 12.5% produces a doubling
end-value of 3.25 times. Critically, in contrast, when comparing the
varying results of much higher, but fluctuating growth rates (eg,

Source: Stonehage Fleming Feb 2021. Acronyms: CAGR = Compounded Annual Growth Rate

+2 %/-10%), it is striking that all their end values return less than
those of the stable compounding 5% growth.
Add stable, incremental growth to the above 5% growth
example, and the results over time illustrate the value in holding a
good investment for longer to benefit from the ever-compounding
growth. An additional 5% pa over five years can increase the end
value by more than a quarter of excess value ($33), and if that
investment is held for another two and a half years, the incremental
excess value almost doubles to $60. Held for another five years after
the initial five years, the incremental value almost trebles to $96.
Quality usually persists
Investors are often afraid to pay up for quality out of fear that a
business may not continue to deliver in the future. However, it
is our view that quality typically persists over time, and that the
same applies for low-quality businesses. One should not be overly
concerned by a high valuation for a high-quality company and by
contrast, investors should refrain from buying a weak franchise
on a seemingly low valuation in the hope that it will get better, as
typically low quality usually also persists.
Valuations
It may come as a surprise to some that, despite the strong market
performance under dire economic circumstances, the current 14%
upside to consensus bottom-up company valuations is marginally
higher than the 10-year historic average of a 12% upside for the MSCI
World Index. This is due to the high expectations for a strong economic
recovery on the basis of the successful vaccine rollouts and sharply
increasing company valuations. From a consensus target valuation
perspective, it therefore seems that the market is still fairly valued. 
¹ Source: Bloomberg, Stonehage Fleming Investment Management Ltd, February 2021
² Forecasts are based on assumptions and are not reliable indicators of actual results.

The opinions or views expressed are for information purposes only and are subject to change without notice. The information does not constitute legal, tax or investment
advice, it is neither an offer to sell, nor a solicitation to buy, any product or services. All investments risk the loss of capital. Past performance should not be used as a guide to
future performance. Whilst every effort is made to ensure that the information provided is accurate and up to date, some of the information may be rendered inaccurate in
the future due to any changes. Issued by Stonehage Fleming Investment Management Limited, authorised and regulated by the Financial Conduct Authority, and registered
with the Financial Sector Conduct Authority, FSP No: 46194. © Stonehage Fleming 2021.
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What 73 years

of multi-asset investing

has taught us
Much has changed in financial markets over the last 73 years since Schroders launched its
first balanced mandate, but there are several lessons we can take from past experience.
They could be helpful in navigating the future, writes Ugo Montrucchio.
Diversification still matters…
History suggests that during periods of low and stable inflation,
a negative correlation between equities and bonds exists. The
resulting low and relatively stable interest rates have amplified
the diversifying role of bonds in a portfolio.
However, in a world in which inflation comes back, this role
may be challenged. When inflation is high, history suggests
there’s a positive correlation
between equities and bonds.
In this environment, bonds
may struggle to act as effective
diversifiers. Investors will
therefore need to think harder
about how to go about creating
a diversified portfolio – they
can no longer rely on bonds to
diversify equity risk.

Monetary support likely to give way to fiscal support…
Liquidity has been a major driver of financial market returns,
especially over the last 10 years. Prior to the last crisis (the
global financial crisis of 2007-2009), the US Federal Reserve’s
balance sheet was stable, but in 2008 it started pumping liquidity
into the financial system to rebuild banks’ balance sheets. This fed
through into financial markets, but not into the real economy.
This time around, with
monetary policy accommodative
in most of the world, the baton
has passed to fiscal policy to
support ailing economies. We are
likely to see this transition from
monetary expansion to fiscal
support play out over the next
five years.

There is no clear-cut answer
to the question of whether
technological advancement and
quantitative easing have inflated
markets to bubble territory.

…as does flexibility in asset allocation
Our analysis suggests that during an economic
recession or recovery, the dispersion of returns from
various asset classes increases and asset allocation
matters more than stock selection does. Meanwhile,
when an economy is in its expansion phase, history
tells us that stock selection contributes more to
returns than asset allocation.
This is why we believe there’s merit in being Ugo Montrucchio,
flexible with one’s investment strategy, varying asset Head of Multi-Asset
Investments – Europe
allocation throughout the economic cycle.
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…this could lead to inflation further out (although
it’s too early to tell)
The combination of monetary and fiscal stimulus
could create inflation. But inflation is notoriously
complicated to predict.
With generous fiscal measures directed at
consumers rather than the financial system, we could
see inflationary risks increase in the developed world.
Especially as this money feeds through to significant
consumer spending over the next few years. But it
is too early to predict whether this will happen with
any certainty. Pre-Covid, the prevailing view was

FINANCIAL MARKETS

that the global economy was facing secular stagnation. In other
words, poor growth and low inflation, as well as demographics
and a technological revolution, conspired to structurally depress
economic and price growth.
These structural forces still exist. The combination of these and
the transition to huge fiscal support means that the upside risk to
inflation appears more balanced, in my view.
Regulation and cost pressure is here to stay
Regulation and cost pressure have characterised the asset
management industry over the past decade or so, and they are
not going anywhere anytime soon.
One aspect of this is the debate about active versus passive
management.
However, the debate misses the point that there’s space for both
active and passive in a portfolio. They are not mutually exclusive,
so you don’t have to pick one over the other. There’s a very strong
case for using a blend of active and passive.
A passive approach is highly effective in providing access to
efficient markets such as those in the US, while active managers
can add value particularly in inefficient markets like emerging
markets, credit or distressed debt.

While they do trade on expensive
valuations, they also have a long
history of producing strong margins
year after year.
Rather I think the bubble could be
in the second-tier technology stocks,
which are trading at lofty valuations
and whose revenue projections are
over-ambitious.
If we strip out technology and the
stocks that have been worst hit by
global economic shutdowns as per
the chart to the left, we can see that
valuations are not excessive.
Looking at the sectors that did badly
last year because of the pandemic and
didn’t participate in the rally we’ve
seen since November 2020, valuations
are still very much acceptable.
The best way to navigate through what may well turn out to be
a bubble, is to diversify your exposure and cast your investing net
as wide as possible.
Sustainability will only grow in importance
As investors we will have to tackle important issues like stakeholder
management and how we navigate the transition towards a lowcarbon economy. The below chart shows how people around the
world are increasingly becoming aware of ESG risks. It comes from
the World Economic Forum and shows how since the financial
crisis 14 years or so ago, the top five long-term risks facing society
have evolved from being economic in nature to nearly exclusively
environmental.
It’s very clear to me from my conversations with clients that
people are taking more active steps to move towards more
sustainable investment approaches.
It’s equally clear to me that the scale of the problem we face is
immense and that it will have profound implications for how we
allocate capital in the years to come. 

We may be in bubble territory so diversify your exposure
There is also no clear-cut answer to the question of whether
technological advancement and quantitative easing have inflated
markets to bubble territory. In my experience, identifying bubbles
in stock markets is only possible with the benefit of hindsight.
That said, I do believe we could very well be in a bubble, but it is
localised in certain areas of US technology stocks. These have been
beneficiaries of significant investment but trade at excessive and
unsustainable multiples.
To my mind, the bubble is not so much in the large cap
technology stocks, the FAAANM (Facebook, Apple, Alphabet,
Amazon, Netflix and Microsoft ) stocks of this world.

www.bluechipdigital.co.za

23

OFFSHORE INVESTMENT

Guernsey continues
to deliver in times
of uncertainty

Grant McLeod, the new South Africa-based consultant for WE ARE GUERNSEY, highlights his experience of
dealing with Guernsey over the past 20 years and why the island still works for South African investors.

I

have been working in private wealth in South Africa for more
than 20 years. Much of that period has been turbulent in
financial markets in our country, but throughout, Guernsey
has played, and will continue to play, a key role in global
private wealth management for South African corporate and
private clients.
I am delighted to have teamed up with WE ARE GUERNSEY,
giving the promotional agency for Guernsey, in the Channel
Islands, a full-time presence in South Africa for the first time.
Guernsey has increasingly proved to be a particularly useful
jurisdiction for South Africans over those two decades and
I have had good experience of using the island for private wealth
structuring during my time with a number of global firms.
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I started working in the financial services industry in South Africa
back in 1998. As an international portfolio manager, it was the time
of the Asian contagion emerging market crisis and the start of the
dot.com boom. Many institutional clients were persuaded to move
opportunities away from the value of the broader market.
I was managing multi-asset class global portfolios and investing
for clients in unit trusts, based in Guernsey, which were able to
weather volatility during these difficult times, largely due to
diversification and solid, global jurisdictional choices.
It was also a time when we had to navigate global markets
during the extreme volatility of the rand. Many South Africans
panicked and moved around internationally at the worst possible
time. Advisors really earned their stripes at this time, limiting their
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clients’ global exposure when the rand was
so expensive, and the currency has continued
to be vulnerable ever since, making offshore
investment considerably attractive for many.
Over the past 12 months, obviously Covid
has dominated the investment landscape,
with a very narrow opportunity existing
predominantly in the tech space. This has
combined with sustained poor performance
of South African equities and currency
fluctuation, all of which points to Guernsey’s
continued prominent role in attracting
international money from South Africa and
providing a stable, secure environment in
often volatile times.
As opportunities to externalise assets from
South Africa have continued to be enhanced,
global investing is no longer limited for the
majority of South African investors. Global
investing is seen as integrated investing,
part of a client’s total portfolio strategy, with
the accessibility of international investment
options and the relaxation of exchange
controls.
I have always found Guernsey to be a safe
jurisdiction for investing. Constitutionally
independent for more than 800 years, a British
Crown Dependency, it is self-governed and
self-funding, and able to provide stability,
certainty, security and tax-neutrality to
overseas investors, with more than 50 years’
experience as an international finance centre.
Over the course of my career, I have
regularly used tried and tested Guernseybased solutions to meet my clients’ private
wealth needs. The first structure I looked at was diversification into protected cell companies
to invest in UK commercial and residential properties. Guernsey introduced the world’s first
protected cell company in 1997 and went on to introduce the incorporated cell company.
The use of international savings plans in Guernsey has become more prevalent, offering
high degrees of flexibility in retirement arrangements.
Guernsey also has a long-established tradition of providing specialist wealth management
services for sophisticated clients and their families, including various offshore trust solutions.
Guernsey practitioners pride themselves in the ability to cater for the holistic requirements
of their clients to fulfil financial, philanthropic and familial needs.
Guernsey is also equally committed to international standards of transparency. The island is
compliant with the highest standard of tax transparency, anti-money laundering and combating
the financing of terrorism. However, we do also respect an individual’s right to privacy in
Guernsey. A central register of beneficial ownership is not public. Access is only granted to
competent authorities such as law enforcement, tax authorities and other regulatory bodies
with a legitimate interest.
We live in a different offshore investment world now to the one I started my career in.
However, one thing has not changed – South Africans can invest in Guernsey with the
confidence of knowing that their money is in safe hands. 

Guernsey has a long-established
tradition of providing specialist wealth
management services for sophisticated
clients and their families.

Grant McLeod, WE ARE GUERNSEY
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SHARED VALUE –– another
trend…
It has been said that shared value has the potential
to redefine businesses across the globe, but it’s not
always clear how the theory plays out, and what its full
potential is. To help us understand its potential impact
in the retirement space, we chatted to Head of Research
and Development at Discovery Invest, Craig Sher.

In a nutshell, what is shared value?
Shared value is the idea that when companies focus on addressing
societal needs, they can become more profitable and simultaneously
create value for everyone. So for example, in investing, the goal is
for all the stakeholders – the individual investor, the investment
provider, and society at large – to share the value that’s created when
individuals do what is best for themselves.
How would a company apply shared-value principles in practice?
You’d start with identifying a relevant societal challenge. In
Discovery Invest’s case, we looked at South Africa’s bleak retirement
statistics and asked ourselves what we could do to improve them.
The National Treasury reports that only 6% of South Africans have
enough saved for retirement. The key insight we have found is that,
in many cases, the problem is behavioural.
The retirement challenge boils down to three main savings
behaviours: people start saving too late, they don’t save enough,
and in retirement, they often withdraw too much
without anticipating how long the money
needs to last. This is further exacerbated
by the fact that people are living longer,
and so their retirement savings need to
last longer.
When Discovery focused on how
to improve these specific behaviours,
we found that if clients did what was
in their best interests, we made more
profit. Clients did better because they
had better retirement outcomes and our
business did better because we earned fees
for longer and on higher
fund balances. All of this is
also extremely positive
for society at large.

Craig Sher,
Discovery Invest
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or the key to
transforming
retirement?

Undoing ingrained habits is notoriously difficult. How do you
convince people to change the way they act?
We do it with benefits and rewards that almost feel “too good to be
true”. For example, we offer upfront investment boosts of up to 20%
for money that is saved. The earlier one starts, the bigger the boost,
but the key is that people have to remain invested to retirement
to keep the boost, which encourages them to stay the course.
On top of this, people can get even higher boosts for adding
additional amounts each year. When people reach retirement, we
give up to 50% extra income when people withdraw their money
responsibly, and stay healthy.
These benefits encourage the right investment behaviours
from clients as they end up doing the right thing in order to
maximise their boosts and rewards. Importantly, we don’t cover
the costs of these boosts through any extra loadings or fees within
the product; they are possible only if – and because – our clients
change the way they behave towards retirement savings.

Only 6% of South Africans have
enough saved for retirement.
The million-dollar question: is shared value just another global
trend, or does it actually work?
It works. And once you see it in action, there’s no going back. Since
2015, when we started our shared-value approach to investing,
we’ve tracked and seen the following:
• On average, Discovery Invest clients invest three years longer, and
over 120% more in additional contributions, after introducing
behavioural incentives. Our analysis shows that small behaviour
changes like these can double retirement outcomes.
• Our clients are also more likely to stay invested. A statistical
analysis on our retirement clients shows that our boost is the
biggest predictor of a client staying on track for retirement, with
our average lapse rate being 28% lower than expected rates.
So if you let the numbers speak, they say it loud and clear:
Discovery’s shared-value approach really does have the power to
transform South Africa’s retirement landscape. 

3
“

PASSIVE INVESTING

benefits of using passive

investing in your portfolio
While the big shift to passive investing is yet to play out in South Africa,
passive funds are undoubtedly gaining momentum, albeit off a low base,
as investors seek diversification at a lower cost.

I

n South Africa, where equity market returns have been
disappointing over the last five years, investors have
acknowledged the need to diversify across asset classes and
geographies without jeopardising long-term gains,” says
Wehmeyer Ferreira, executive director of specialist index tracking
provider 1nvest, a collaboration between Standard Bank, Liberty
and STANLIB. Consequently, passive investment products such
as Exchange Traded Funds (ETFs) and index tracking unit trusts
are gaining momentum as they provide a cost-effective and
efficient way of achieving diversification and reducing overall risk
in an investment portfolio.

“We saw more than
ZAR22-billion of 1nvest commodity
ETFs trade on the JSE by end-2020.”
An affordable avenue to diversification
Because passive funds track a benchmark or index and are
not based on a fund manager exercising discretion, they can
be delivered at lower fees than actively managed funds. For
example, investors can access the 1nvest Top40 ETF for a 0.25%
management fee per annum.
Ferreira explains: “The Global Financial Crisis (GFC) triggered a
series of events that put fees under the spotlight. Firstly, it created
distrust between institutions that form part of the financial
system and the man in the street that buys financial products.
Secondly, we entered an environment globally where yields
and returns across asset classes were lower than ever before.
And thirdly, increased regulation forced more transparency on
disclosure, especially around fees.”
These three events were the main drivers behind fee
revolutions and the rise of passive funds globally over the last
10-12 years.
Access to different exposures
While the passive investing market is still small in South Africa,
the country has experienced a boom in new ETFs and index
tracking unit trusts. 1nvest offers a comprehensive range of
top-performing, easily accessible ETFs and index tracking unit
trusts that investors and their financial advisors can utilise to
create or enhance a portfolio. This selection includes funds that
provide access to multiple asset classes such as equities, fixed
income, property and commodities.

“With lacklustre returns from the local market and heightened
risks to the domestic environment, geographical diversification
has become essential. Increasingly, investors are allocating a larger
portion of their portfolios to offshore,” Ferreira notes.
It has become much easier nowadays to access offshore
markets using index tracking funds. 1nvest’s funds rewarded
investors in 2020, with the 1nvest S&P 500 Index Feeder Fund
returning 22.33% during the year. The 1nvest MSCI World Index
Feeder Fund returned 21.56% while the 1nvest Global
Government Bond Index Feeder Fund returned 14.50% during
the period. Ferreira says that, “products range from very well
diversified asset class exposure, like the 1nvest MSCI World
Index Feeder Fund, to very niche, like the 1nvest S&P 500 Info
Tech Feeder Fund”.
Globally, in the US specifically, the technology sector has
emerged as the dominant driving force behind the performance
of equity markets. This is reflected in the performance of the
1nvest S&P 500 Info Tech Index Feeder Unit Trust, which returned
48.31% in 2020. “We have seen a marked increase of use of the
1nvest commodity ETFs by our clients wishing to invest and
trade precious metals,” Ferreira explains. “We saw more than
ZAR22-billion of 1nvest commodity ETFs trade on the JSE by
end-2020.” The 1nvest Rhodium ETF, which is currently the only
one of its kind on the African continent and one of two in the
world, returned a remarkable 187.14% to investors in 2020 – up
from 140.9% in 2019. Over the last three years, it delivered an
annualised return of 124.96%.
Lowers the risk of underperformance
The shift to passive investing, Ferreira says, has been aided by the
struggle of active fund managers outperforming the benchmark
through a cycle. “The lack in persistency and predictability of
outperformance has created headaches for fund
allocators and advisors as they need to spend a
disproportionate amount of time reviewing fund
managers and performance.”
This is not to say that there isn’t a place for
both active and passive strategies in an investor’s
portfolio. “Index exposure can coexist with active
funds. Increasingly, clients are adding passive
exposure in their portfolios to enhance their
overall outcome. This allocation will depend on Wehmeyer Ferreira,
the person’s individual circumstances, such as Executive Director
of 1nvest
investment time horizon and appetite for risk.” 
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Leaders in multi-family
office solutions
Blue Chip speaks to Allan Bothma, global portfolio manager at Private Client Portfolios.
Private Client Portfolios (PCP) is taking the lead in South
Africa in providing high net-worth families investment
solutions. What is the reason for this success?
Founded in 1990, Private Client Holdings strives to provide
a specialist solution to our clients’ individual wealth
management needs by building a bespoke financial plan
with quantifiable goals. While the concept of a family office is
by no means a new idea internationally, we are taking the lead
in South Africa when it comes to providing high net-worth
families with an all-inclusive wealth management solution.
We are able to deliver a
forward-thinking service
thanks to our carefully
developed, integrated
organisational structure,
which is made up of
six specialist divisions:
Wealth Management,
Portfolio Management,
Financial
Ser vices,
Fiduciary Services, Cash Management and Risk Management.
Each unit concentrates on its own specialised aspect of wealth
management, and most importantly, all divisions collaborate to
deliver a cohesive multi-family office solution.
PCP has a bottom-up top-down macro-economy investment
philosophy. Please define the philosophy a bit further and how
it works for you.
Our investment philosophy is mindful of the people we serve and
is grounded in independent rational thinking, diversification and
long-term value creation. Our unique offering includes both local
and offshore segregated portfolios and multi-manager unit trust
funds, which allow for the efficient implementation of our best
ideas across all asset classes.
Segregated share portfolios: We buy quality businesses at
reasonable prices. This enables us to deliver better risk-adjusted
returns over the long term. The first step in the Private Client

We are taking the lead when it
comes to providing high networth families with an all-inclusive
wealth management solution
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Portfolios investment process aims to identify quality companies,
that are not in financial distress and that trade at attractive
valuations. This is easier said than done, since businesses that
exhibit these high-quality attributes (high ROIC, high FCF
conversion, strong balance sheet, etc) and with strong earnings
power typically trade at premium valuations.
The second step involves fundamental bottom-up and
top-down quantitative and qualitative analysis to establish an
investment case for the companies identified in our first step. We
will only add a company to portfolios if it, from a risk-adjusted
return potential and portfolio diversification basis, enhances the
overall portfolio.
Multi-manager portfolios: We have managed our multimanager portfolios since 2003. By using a combination of bestof-breed local and international unit trusts, we blend the different
skills and investment styles of these managers. This approach has
allowed us to reduce volatility while achieving growth higher
than inflation through different investment cycles.
We combine the views of leading independent investment
houses with that of our own in-house research to develop the
Private Client Portfolio House View that feeds into our asset
allocation outlook. This forms the foundation of our portfolio
construction and manager selection decisions. The PCP team
overlays this with tactical asset-allocation decision-making
(using bottom-up processes). The investment process is one of
collective decision-making.
Investment success is very much up to the individual IFAs.
How do you monitor performance?
At Private Client Portfolios, which is part of the Private Client
Holdings stable, we take pride in developing an in-depth
knowledge of what is important to our clients and how
they personally measure wealth.
It is a journey that is based on
trust, mutual respect, expert
knowledge and a genuine interest
in their well-being. Private Client
Portfolios has an enviable track record
in generating consistently strong
performance outcomes for our clients
across both our segregated and
multi-manager solutions. As a result,
we have managed to both retain and Allan Bothma, Private
grow assets under management. Client Portfolios

EXCHANGE TRADED FUNDS

Why the world

has moved to

investing in ETFs
ETFs are here to stay, and the growth shows no signs of decline

R

ecords continue to be broken by the $8tn Exchange Traded
Funds (ETF) industry as it experiences its best start to a
year ever with inflows topping $152bn within the first
two months of 2021. These impressive statistics maintain
momentum for an industry that took in a record $502bn in 2020
according to Morningstar, Inc., while at the same time investors
pulled $289bn from open-ended mutual funds.
It is the fourth year out of the last six that mutual funds have
lost money while the ETF industry has never suffered a year of
outflows. This ETF growth is more impressive given that a year ago,
the market experienced one of the most volatile periods in recent
history as the economic impacts of the global shutdown took effect.
The resilience of the product
structure and supporting capital
market infrastructure saw them
not only weather the storm but
cement their status as the go-to
choice for investors to trade
during market stress.
ETFs are the preferred
investment vehicle for most
of the world due to several
structural benefits. In addition
to diversification there are a few
often cited reasons why the global investor prefers investing with
ETFs. The most accepted reason is the low fees. Without teams of
analysts and portfolio managers, the ETFs naturally have a lower
expense ratio. ETF.com estimates that the average US equity
mutual fund charges 1.42% in annual expenses, while the average
equity ETF charges a significantly lower 0.53%, with many of the
larger ETFs charging even lower fees than that.
Although cheaper, there is no negative impact on performance.
Twice a year S&P Dow Jones Indices release their SPIVA scorecard,
which is an analysis of the performance of active funds versus

the performance of their benchmarks. In the latest report they
calculated that three quarters of US active funds underperformed
the S&P500. In most instances the greatest reason for
underperformance by the active funds is the drag of the higher
expense ratios.
ETFs have a significant advantage when it comes to transparency.
Most funds only disclose their top 10 holdings whereas it is
possible to find details of every holding within ETFs down to the
smallest instrument. ETFs regularly readjust their holdings to bring
their underlying instruments in line with their benchmark indices.
Each ETF issuer may differ on the frequency of this, but they all
have clearly disclosed methodology detailing when they will do
this rebalancing. Any adjustment to the portfolio is done so in line
with the benchmark.

ETFs are the preferred investment
vehicle for most of the world due
to several structural benefits.
The final ETF benefit that we want to touch on – probably the
most important during the recent market crash – is that of liquidity.
The Bank of England noted this in their Interim Financial Stability
Report with specific reference to the US bond market during the
crash. They stated, “In light of the relative liquidity in ETF shares
compared to the corporate bond market, price discovery was often
occurring via ETFs rather than their underlying assets.” ETFs offer
liquidity both in the primary market with the ETF issuers and in
the secondary market on the exchanges. This ability to trade on
an exchange meant that even when the underlying assets were
illiquid one could still enter and exit investments.
The global investor has selected ETFs as their default investment
vehicle of choice. They have done so based on all the advantages
that they offer. 

Magwitch Offshore is a leading provider of Global Balanced ETF portfolios with products in all major currencies. Magwitch utilises an advisor distribution model and their
portfolios are available through offshore endowment structures provided by some of the larger insurers.
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In a world full of sheep
be the wolf
Make sure your client’s passive investment
doesn’t get devoured by high fees.
Magwitch’s low-cost offshore ETF solutions
offer consistent returns at a rate that makes us
stand out in a world of much-of-the-same.

Go to magwitchoffshore.co.za

Scan to visit our website

Magwitch Securities is an authorised FSP – financial services provider number 26829.

DISCRETIONARY FUND MANAGERS

Rising demand
for DFMs

DFMs are becoming key to a financial advisor’s value proposition to their clients.

D

iscretionary Fund Managers are consultants who build
and augment portfolios for financial advisors so that
their focus remains on giving advice to their clients.
Discretionary Fund Managers examine and choose
various fund managers and passive investments and then blend
these to best target the returns required.
Florbela Yates, Head of Momentum Investment Consulting,
says that a Discretionary Fund Manager (DFM) should become
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an extension of the advisor’s practice. “They become the
advisor’s investment team, giving him or her access to specialist
investment skills, which should improve their clients’ investment
outcomes,” she says.
In 2020, The Collaborative Exchange conducted the first
independent survey on the DFM market in South Africa.
The aim of the study was to provide an accurate source of
information to enable advisors and asset managers to assess

DISCRETIONARY FUND MANAGERS

DFMs appropriately. The survey uncovers how the larger players
operate and shares data on their performance and research
capability, their fees, the managers they use and their use of
passive investments.
The DFMs that were surveyed manage almost R200-billion.
Kevin Hinton, a Collaborative Exchange director, estimates
that in total DFMs manage 10% of the R2.4-trillion invested in
collective investments schemes including unit trusts.
A DFM consultant in the UK, Abbie Knight, told the virtual
Investment Forum conference that in the UK, the growth of
DFMs was driven by increasing regulation.
“We have seen tremendous growth in the demand for DFMs
with over 100 DFMs operating in the market,” says Yates.
Some Discretionary Fund Managers offer the full spectrum
of services, which includes manager
research, asset allocation, portfolio
construction, administrative services
on multiple platforms, production
of monthly fact sheets, portfolio
attribution, compliance monitoring,
rebalancing and performance
reporting, while other DFMs only
offer some of these.
Anyone who manages an investment portfolio must have a
Category II financial services provider licence, which requires
more qualifications and experience than the Category I licence
that most financial advisors hold. Category I licence advisors may
contract with DFMs to manage a client’s investments completely.
Those advisors with Category II licences run their own funds,
using DFMs as consultants.
Yates explains that there is a difference between those that
use their Category II licences mainly to create efficiencies for
their own network of advisors and those that offer services to
third-party advice businesses. “Category I advisors often partner
with a DFM to help them with portfolio construction, manager
or fund selection and the efficiencies that a Category II licence
brings,” says Yates. “For example, a DFM can apply asset allocation
or fund changes simultaneously across all advisors through the
ability to bulk switch, whereas a Category I advisor would need
to meet with each client and get their signed consent to make
these changes.”

Although advisors with a Category II licence can legally
provide these services, many are smaller firms without the
necessary skills to provide the full range of services. In these
instances, they often appoint a Discretionary Fund Manager in
a sub-advisory role.
During the pandemic, advisors who had a DFM benefitted
by having the ability to implement any decisions made across
portfolios. A Category II licence allows the holder the discretion
to make changes to both the underlying asset classes and
funds, which means all clients benefit from this advantage at
the same time.
Advisors also partner with an independent DFM to
simplify their offering and cater for the increasing compliance
burden. DFMs could also assist advisors looking at buying
or selling books, or to develop a
succession plan.
The Collaborative Exchange
survey divulges that advisors should
check the ownership structure,
experience and qualifications as
well as the culture and size of
the manager research team of
any DFM they plan on using.
DFMs have different research processes and use various
tools, including some of their own, to analyse portfolios
and managers.
The survey also reveals that DFMs favor active managers
and use differing degrees of passive managers, ranging
from 7% to 35% of their portfolios. Some use funds in their own
group and some use more boutiques than others.
“I am encouraged by the suggested licensing requirements
for different categories of licences that we saw under the latest
RDR proposals,” says Yates but shares that she would like to see
the industry becoming more professional and transparent in
terms of both fees and skills.
Yates believes that consolidation and digitisation are
two big trends in this market that will continue for the
foreseeable future. “Compression on fees is another trend
that I’m seeing especially in a low-return environment. I also
believe that RDR will have a significant effect on advisors and
asset managers.”

We have seen tremendous
growth in the demand for
DFMs with over 100 DFMs
operating in the market.

WE PROVIDE
PEACE OF MIND

MitonOptimal provides advisers with peace of mind by offering
established investment expertise, dedicated support and long-term
partnership in managing their clients’ investment affairs.
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Glacier Invest

Re-imagining retirement income
Selecting a suitable, and sustainable, retirement income solution is surely
one of the most important decisions many people will ever make.

A

dd to this, the impact of the global pandemic on markets
over the past year and it becomes understandable that
retirees are more concerned than ever, that their money
may not last. It’s a given that increasing longevity is
here to stay – people are living longer due to healthier lifestyles
and advances in medical care. This, together with the low-return
investment environment we’ve experienced in the past few years,
has created a real concern for investors.
A first-of-its-kind approach to portfolio construction
It was with this in mind that Glacier Invest developed the Glacier Invest
Real Income Solutions for Living Annuities. As the name suggests,
these solutions are designed specifically for use within a living annuity.
The portfolios use construction techniques that specifically address the
risks faced by those drawing an income in retirement.
Risks facing retirees
Living annuities have many advantages including growth
opportunities, flexibility and the ability to leave a legacy. But at
the same time, the investor takes on a number of risks in their
own capacity. These include market risk, which is the risk of a
large market downturn resulting in a drop in the capital, as well
as longevity risk, which is the risk of living longer than their money.
In addition, there is also sequence risk, a risk unique to retirees.
This refers to the possibility of a market downturn in the lead up to
retirement, or just shortly after retirement. Drawing income from
a lower capital base can seriously hurt an investor’s retirement
savings. Reducing the withdrawal rate after a downturn can help
the portfolio recover, but not all retirees are in a position to do so.

allocation to a smooth bonus fund (25%), known as the MultiManager Smooth Growth Fund which is available exclusively to
these solutions. The smooth bonus portfolio is a pooled investment
solution made available by Sanlam Life. Alternative investments
will be added in due course.
These solutions use an asymmetrical return approach,
which simply means minimising downside risk and capturing
as much of the upside as possible. This approach is designed
to reduce volatility in returns while preserving capital. The
smoothing mechanism is used to smooth out the volatility
over time, while the addition of hedge funds provides added
diversification.

Hedge funds tend to
outperform when other asset
classes are struggling.

Why choose the Glacier Invest Real Income Solutions for
Living Annuities?
The offering is comprised of a wrap fund consisting of collective
investment schemes (CIS) (65%), hedge fund CIS (10%), and an

Because hedge funds have a low correlation to other asset
classes, they will tend to outperform when other asset classes are
struggling. This will help to cushion the portfolio when markets
are falling.
Coupled with this, the smoothing technique used holds back
excess returns when markets are high and releases these amounts
back to investors when markets pull back. This means the investor
will see less volatility over longer periods of time. There are five
solutions in the range, catering to different risk profiles:
The Glacier Invest 2.5% Real Income Solution targets an
investment return of 2.5% after taking inflation into account
(therefore, a return of inflation + 2.5%). Investors in this solution
are expected to draw an annual income of 2.5% of their investment value.
Similarly, the other four solutions target investment returns
(after inflation) of 3%, 4%, 5% and 6%. 

About Glacier Invest
Glacier Invest is the largest Discretionary Fund Manager in SA with over R50bn in assets
under management, is independent and offers consistent, long-term performance,
tailor-made yet simple solutions, and cost-effective pricing which comes with the
sizeable assets under management.
The team’s advantage lies in its skill, scale and the simplicity of its solutions.
Glacier Invest is the discretionary fund management offering of Glacier Financial
Solutions (Pty) Ltd (“Glacier’’). Glacier has partnered with Sanlam Multi-Manager

International (Pty) Ltd, part of the Sanlam Investments Group, to optimise the
investment management responsibilities.
Glacier Financial Solutions (Pty) Ltd is a licensed discretionary financial services
provider, trading as Glacier Invest FSP 770.
Sanlam Multi-Manager International (Pty) Ltd FSP 845 is a licensed discretionary
financial services provider, acting as Juristic Representative under Glacier Invest.
The Glacier Investment-Linked Living Annuity is underwritten by Sanlam Life
Insurance Ltd and administered by Glacier Financial Solutions (Pty) Ltd.

We specialise in
custom solutions

HEDGE FUNDS

Fighting

the fear
of the

unknown
Douglas Adams (the author of The Hitchhiker’s Guide to the Galaxy) once wrote that “anything invented
after you’re 35 is against the natural order of things”. It sometimes seems that the financial market
regulators and some advisors in South Africa must be well over this age when you consider their
attitude towards hedge funds.

T

he regulator has created a separate class of funds to
house hedge funds, which implies that these funds are
constructed from radioactive materials that require
special handling by investors. Similarly, advisors often
use their fee structures to dissuade investors from using them.
This article critically reviews both these perspectives and

Hedge funds can do several
things which traditional
investment vehicles cannot.
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concludes that, while hedge funds are complicated investments
that require more attention, investors may be handicapping
themselves by not accessing the most sophisticated investment
technology currently available to them.
The case for hedge funds
Hedge funds play an important role in the operation of financial
markets. By taking speculative positions they can provide
liquidity, which allows all other investors to invest more cheaply.
In addition, since hedge fund returns are usually uncorrelated to
those in the equity and bond markets, they can provide significant
diversification benefits to investors’ portfolios.

HEDGE FUNDS

funds can take naked derivative positions. While being more
flexible and allowing for leverage using derivatives, this also adds
to the risk level as these can backfire if not done appropriately.
These three additional sources of investment flexibility give
hedge funds the ability to deliver different patterns of returns,
but they also create a bigger opportunity set for getting them
wrong. This suggests that they are indeed in a different category
from a fund management perspective. This also means that risk
management is the foundation for any successful hedge fund
manager. The implication is that investors must be able to
assess and trust in their manager’s risk management processes.
It certainly does not, however, mean that all hedge funds will
blow up.
Are hedge funds expensive?
Hedge funds are commonly deemed to be expensive. This is
because of the historical practice of charging a “2 and 20” fee
structure (a 2% fixed management fee and 20% performance
fee). This has changed somewhat: according to Novare’s 2019
hedge fund survey the most common management fee is now
1% while performance fees are still set around 20% in the main.
By comparison, the February 2021 Corion Report indicates that,
for the top five balanced funds, the average management fee
was 1.05% and two of these had performance fees of 10%.
This suggests that while hedge funds do continue to have
relatively more aggressive performance fee levels, their base
fees are remarkably like traditional funds. It also indicated that
understanding the basis for the performance fee calculation
is especially important for investors considering the use or
performance of hedge funds.

Why have regulators put hedge funds into a different
(regulatory) box?
There are three reasons for regulating any investment vehicle:
firstly, to protect consumers; secondly, to protect the smooth
operation of financial markets; and, finally, to protect the
stability of the financial system. These are compelling reasons
but the creation of a separate class for hedge funds suggests
that they are somehow different to, and riskier than, other types
of investments. Is this perception justified?
Hedge funds can do several things which traditional
investment vehicles cannot. Firstly, they can, and often do, go
short. This allows hedge funds to provide positive returns for
their investors when asset prices are going down, not only when
they are going up. This is a significant advantage over traditional
funds. It is also riskier given that most asset markets have a
positive trend. The second difference is that hedge funds can
use leverage to expose the fund to more risk (and return) than the
initial capital invested. This again creates space for better fund
performance, but also more risk to be managed. Finally, hedge

Should investors use hedge funds?
The answer is hedge funds should be part of any investor’s
consideration set. It is important to note that they are more
complex investment vehicles, which means that their separate
regulatory classification is appropriate and that they need to
be assessed differently to traditional funds. However, they add
value to the financial system, and it is exactly this complexity
that gives them a potential place in investors’ portfolios. Finally,
while their performance fees may be higher, their management
fees are not expensive. Performance
fees are only paid when the hurdle rate
is achieved – so the client is only paying
for performance when it is earned.
In summary then, regulators are
right to flag the additional inherent
complexity of hedge funds. Investors
are losing out, however, if they dismiss
them because they are “too risky” and
“too expensive”. They offer something
different and it is this difference that
both makes them attractive and requires
more attention from investors. 
Professor Evan Gilbert
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Hedging the bad times,

funding the good
Protea Capital Management is an investment management firm, specialising in hedge funds. Its focus is
on growing the wealth of its clients at an above-average rate over the long term by investing in publicly
listed equities worldwide. Blue Chip spoke to Jean Pierre Verster, CEO and portfolio manager, about the
increasing interest and accessibility of hedge funds in South Africa, as well as their regulatory environment.
In 2015, hedge funds became collective investment schemes
regulated by the Collective Investment Schemes Control Act.
How did regulation impact the hedge fund industry?
The regulatory change has been beneficial for both the industry
and investors. The Association for Savings and Investment South
Africa (ASISA) has categorised hedge funds, and their Hedge Fund
Classification Standard came into effect on 1 January 2020. The
Standard provides a framework where hedge funds are grouped
together according to their investment strategies and geographical
exposures, which makes it easier for investors and advisors to
compare and select hedge funds according to their risk profiles.
Retail investors can now access an asset class which was
previously only available to sophisticated high net-worth and
institutional investors. With hedge funds falling under the
regulatory ambit of traditional unit trusts, certain reporting
requirements which increase the transparency of the product are
mandatory. Minimum disclosure documents, which contain all the
salient information of the funds, are released at least quarterly,
empowering investors to make an informed decision when
considering hedge funds.
Despite having been regulated for more than five years, financial
advisors have struggled to access hedge funds for their clients.
Why has it taken so long for hedge funds to be available on
LISP platforms?
Linked Investment Service Provider (LISP) platforms needed to
complete some product development of their own before hedge
funds could be added as a fund option. Due to the increased
interest and demand from the financial advisory community, the
process has been fast-tracked and nearly all major LISP platforms
have now added hedge funds to their platforms, giving advisors
access to this under-appreciated asset class.
What potential opportunities do the new draft changes to
Regulation 28 hold for hedge funds?
I am optimistic that the proposed changes to Regulation 28 of the
Pensions Fund Act will further enhance investor exposure to hedge
funds. In terms of the proposed changes, hedge funds, private
equity funds and infrastructure investments will each have their
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own investment limits, rather than being lumped together in one
category (as has been the case to date). The changes should lead
to an increased allocation to hedge funds by pension funds.
Additional regulatory changes may also prove to be favourable
to industry growth over the next few years. ASISA’s hedge fund
standing committee have been engaging with the industry
regarding possible amendments under Board Notice 90. This
would allow unit trusts to invest in hedge funds, which they are
currently unable to do.
Given the current low interest rate environment, investors are
struggling to find decent returns without the risk of a sharp
decrease in the value of their capital. What propositions do
hedge funds offer in this regard?
Hedge funds have proven their mettle over the past five years,
with many hedge funds outperforming traditional unit trusts (with
less volatility) during a time when returns have been hard to come
by. They navigated the difficult 2020 market and still delivered
above-average returns when most traditional unit trusts had not.
Hedge funds aim to limit deep drawdowns, while still participating
in the upside.
Tell us about the propriety quantamental analysis process
Protea Capital employs for stock picking.
Our quantamental investment analysis process takes a “Man +
Machine” approach towards investing. It combines traditional,
fundamental company analysis with
quantitative investment techniques,
which improves both breadth and depth
of analysis. We believe that this approach
leads to better decision-making and
assists in avoiding psychological biases,
as explained in behavioural finance theory.
Past awards are testament that the
process works, even though returns can
be lumpy. The Protea Global SNN Retail
Hedge Fund was nominated for an award Jean Pierre Verster,
during the recent HedgeNews Africa CEO, Protea Capital
Management
Awards ceremony.

JOIN US ON THE LONG-TERM
WEALTH CREATION JOURNEY
We oﬀer South African investors signiﬁcant global
developed market exposure
ONE INVESTMENT PROCESS, OFFERED IN 3 DISTINCT HEDGE FUNDS

Protea Worldwide Flexible SNN QIHF

Protea South Africa SNN RHF

Protea Global SNN RHF

• Long/Short Equity – Long Bias
• Worldwide exposure
• R1,000,000 minimum lump sum

• Long/Short Equity – Long Bias
• Domestic (South Africa) focus
• R50,000 minimum lump sum
or R2,000 minimum monthly

• Long/Short Equity – Long Bias
• Global Developed Markets focus
• R50,000 minimum lump sum
or R2,000 minimum monthly

ALL FOLLOWING A “QUANTAMENTAL” INVESTMENT PROCESS
WWW.PROTEACAPITALMANAGEMENT.COM
Tel: +27 (0) 11 822 2154
E-mail: info@proteacapitalmanagement.com

Collective investment schemes are generally medium to long-term investments. The value of participatory interest (units) or the investment may go down as well as up. Past performance is not
necessarily a guide to future performance. Collective investment schemes are traded at ruling prices and can engage in borrowing and scrip lending. A Schedule of fees and charges and maximum
commissions, as well as a detailed description of how performance fees are calculated and applied, is available on request from Sanne Management Company (RF) (Pty) Ltd ("Manager"). The
Manager may close the portfolio to new investors in order to manage it eﬃciently according to its mandate. The Manager ensures fair treatment of investors by not oﬀering preferential fee or
liquidity terms to any investor within the same strategy. The Manager is registered and approved by the Financial Sector Conduct Authority under CISCA. The Manager retains full legal responsibility
for the portfolio. FirstRand Bank Limited, is the appointed trustee. Protea Capital Management (Pty) Ltd, FSP No. 49796, is authorized under the Financial Advisory and Intermediary Services Act 37
of 2002 to render investment management services.
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The value of consistency
and predictability
David Fraser co-founded Peregrine Capital in 1998 and is
a portfolio manager and executive chairman of Peregrine
Capital. Blue Chip spoke to him about hedge funds.

What is Peregrine Capital’s investment philosophy? We are fundamental, bottom-up, valuationfocused investors. The value of an asset today is the present value of expected future cash flows. We do
not narrowly associate value investing with paying a low price earnings multiple, given that mediumterm growth expectations are often mispriced by the market. We actively look for investment ideas that
are both unique and valuable.
What is the High Growth Fund’s objective? The objective of the High Growth Fund is to deliver
exceptional returns to investors, and as such it is the fund with the most equity market exposure in
our hedge fund stable. The net equity exposure in the fund is typically between 60% and 80% and is
therefore comparable to funds in the multi-asset high equity category.
Who should consider investing in the High Growth Fund? While our investors have traditionally
been limited to large institutional clients and high net-worth individuals, our fund strategies are now
available to everyone, owing to affordable minimum investment values. In addition, our funds are now
available on all major LISP platforms, which improves access for our IFA partners. Investors in the High
Growth Fund are looking for exceptional long-term capital growth with risk metrics that are similar to
that of your average balanced fund. Over the past 22 years, the average fund in the ASISA South Africa
multi-asset high equity category has given investors an annualised return of around 10.5%. The High
Growth Fund has delivered more than double that at 24.8% per annum.
Please tell us about the special milestone that the Fund achieved last year. December 2020 marked
a special milestone for the High Growth Fund, when it became the first fund in South African history
to achieve 10 000% return for investors since its inception, according to our research. This means that
R1-million invested on 1 February 2000 is worth more than R100-million today.
The Fund has delivered exceptional future returns for its clients for 22 years. What are the Fund’s
core competencies? Our competitive advantage as investment managers is our ability to identify superior
and inferior business models and management teams, to estimate the expected return from those
companies and instruments, and to rationally buy or sell securities according to those return expectations.
We conduct detailed qualitative and quantitative assessments of companies we choose to invest in, to
enhance the degree of confidence that we have in our investments. We embrace situations that are
difficult to analyse, or that require considerable work, as this often gives us an edge against competitors.
Enduring long-term performance cannot be achieved by “swinging for the fences” and assuming
excessive risk. In fact, this can only be achieved if risk management is a cornerstone of the investment
process. Our process always values consistency and predictability of outcomes ahead of great shortterm returns. Achieving great returns on their own is not enough, they need to be accompanied by
exceptional risk management. 

OVERVIEW OF INDUSTRY
The South African hedge fund industry manages
approximately R60bn of investor assets, a figure which
has been fairly stagnant for the past three years. Peregrine
Capital believes the industry is poised for growth, owing
to regulatory changes that have allowed for equivalent
classification as unit trust investments, and significantly
lower minimum investment amounts for investors.

DAVID FRASER
Executive Chairman and
Portfolio Manager
Prior to forming Peregrine Capital,
Fraser was at Liberty Asset
Management, where he was
principally involved in nonconsumer industrial company
research and was appointed sector
head for this area in 1998. Fraser
is a chartered accountant, having
studied his B.Com and B.Acc at the
University of the Witwatersrand.
COMPANY BACKGROUND
Peregrine Capital was established
in 1998 by David Fraser and Clive
Nates, as the first hedge fund
business in South Africa. While
markets conditions have fluctuated
wildly over this period, Peregrine
Capital’s investment philosophy has
remained constant. The company
seeks to enhance its process each
year to fulfill its mission, which is
to create wealth for its clients over
the medium to long term.

While it has been a challenge getting funds onto LISP
platforms for the past two years to provide access to the
IFA market, the industry has made significant progress
in this regard. Peregrine remains optimistic about the
future of the industry and believe that well-established
South African hedge funds generally show a better risk/
return profile than their “long only” competitors.

CORPORATE PROFILE

Distinctive asset
management
PEREGRINE CAPITAL
Peregrine Capital was founded in 1998 and is the longest-running
hedge fund manager in South Africa. We have been there from the
beginning, helping to protect and grow the wealth of our clients.
We have built an exceptional team of investment professionals
who are solely focused on refining our investment process each
day, to deliver superior risk-adjusted returns for our clients. Our
process is built on the foundations of honesty, integrity, and an
unerring pursuit of the truth, so that investment decisions are
based on facts rather than feelings.
We are cumulatively a top five investor in our funds and staff
own 75% of our business. The investment team has a significant
proportion of their own liquid wealth invested in the Peregrine
Capital funds because we believe our funds are the best long-term
investments that we can own. Investing heavily in our own funds
ensures that our interests are fully aligned with those of our clients.
This alignment guarantees that our team endeavours to always act
in the best interest of the funds.
Our value proposition can be summarised into three key points:
• Exceptional long-term returns
• At lower levels of risk
• With the diversification benefits of low correlation.
OUR INVESTMENT PHILOSOPHY
• We believe that a disciplined and consistent application of
our investment process will result in the generation of superior
returns for our clients over the medium to long term.
• We believe that consistent outperformance can only be
achieved through superior knowledge of companies and their
securities, not through attempts at predicting what is in store
for the economy, currencies, interest rates or the overall level
of markets
• We work very hard to identify great investments, and are never
willing to just follow the herd, so that investment decisions are
based on facts rather than feelings
• We actively look for optionality in company earnings that the
rest of the market does not see, appreciate or value
• We are highly skilled at analysing special situations that require
huge amounts of work, detailed modelling and intricate analysis
skills, which gives us an edge against our competitors
• We constantly strive to improve our investment process by
embracing inevitable change and acknowledging that the
learning process never ends.

Peregrine Capital's Portfolio Managers, from left to right:
Justin Cousins, David Fraser and Jacques Conradie.
OUR FUNDS
We offer three funds that cover the risk spectrum: the Peregrine
Capital Pure Hedge Fund (low risk), the Peregrine Capital High
Growth Fund (moderate to high risk) and the Peregrine Capital
Global Equity Fund (high risk). All our hedge funds are FSCA
regulated unit trusts. The Global Equity Fund is a UCITS fund
authorised by the Central Bank of Ireland and is also authorised
by the FSCA under Section 65 of the CISCA.
The recent launch of our Global Equity Fund gave us
an opportunity to offer our clients exposure to diversified
international equities and therefore another avenue for providing
long-term capital growth. The team will apply the same investment
philosophy to manage the Peregrine Capital Global Equity Fund
that has been consistently applied to generate exceptional
investment returns for our clients since 1998.

We have been there from the
beginning, helping to protect and
grow the wealth of our clients.
To invest in any of our hedge funds, you can either invest
directly at www.peregrinecapital.co.za, or through all the major
LISP platforms. The Global Equity Fund is available for investment
in USD, or in ZAR via the Peregrine Capital Global Equity Prescient
Feeder Fund at www.peregrinecapital.co.za. Invest with us today
and gain access to Peregrine Capital’s decades-long track record
of exceptional returns. 
For more information visit www.peregrinecapital.co.za
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Why we like
boutique businesses
Research reports and investors around the world are increasingly recognising the ability of focused
boutique active investment managers to outperform both non-boutique peers and indices.

A

t Nedgroup Investments, this has been important to us for
many years. When it comes to selecting fund managers,
our Best of Breed™ investment philosophy is at the very
core of our business. It is how we select the managers
who we think have a sustainable edge and it is a considered,
meticulous process that we have spent years refining. While our
objective is to identify fund managers who are experts in their field
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so that investors can benefit from a wide and diverse set of skills,
we tend to prefer to partner with “boutique” fund managers who
are independently owned.
We believe the fund managers that we identify as the best
fit for our funds not only have the nimbleness to make effective
decisions, but they can also fully focus on delivering on the
strategies they are experts at.

BOUTIQUES
Why we like boutiques
Independent, owner-managed companies tend to have their own
money invested alongside clients and, essentially, “eat their own
cooking”. Boutique businesses are often characterised by multigenerational management teams and succession plans. When we
see this, it signals a commitment to, and focus on, long-term returns
over short-term profits. In fact, alignment of interest is one of the
most important factors in our assessment. To this end, we applaud
when fund management businesses are willing to close funds to
manage capacity and protect the interests of existing clients.

Boutique businesses are
often characterised by multigenerational management
teams and succession plans.
Another positive knock-on effect of this ownership structure
is the ability to attract and retain some of the best talent in the
industry, because the incentive system allows talented employees
to directly own the results of their investment performance.
Smaller, boutique investment managers do not have the
benefit of a big, established brand or distribution networks to rely
on during more challenging periods. This further distils their focus
on delivering superior investment performance consistently and
results that speak for themselves.
Importantly, the absence of corporate red tape and smaller
assets under management allow for nimbleness and flexibility
in internal decision-making as well as from an implementation
perspective. This often means these boutiques can react faster and
with more clarity than their larger incumbents.
Although having these characteristics does not guarantee that
an asset manager will be successful, research does show that these
factors characterise managers who have generated good returns
for clients over the long term – and the performance of our Best
of Breed™ fund managers across our range of funds over the last
decade and a half certainly reflects this.
The other side of the coin
However, there is a downside to being smaller and for some
asset management companies, the challenges have become
insurmountable. Profit margins in asset management have been
and will continue to be under pressure. This is happening globally,
and it is generally a good thing because the consumer ends up
with a better outcome, but there can be severe consequences for
some companies.
One of the big consequences, and we’ve seen it through various
cycles, is that, as margin pressure grows, there is an increase in the
level of assets that management companies need to sustain their
businesses. For certain companies that don’t get to scale, this is a
challenge, and we’ve seen a number of smaller asset managers
either combine or not survive in this environment.

We’ve also seen some companies struggle through periods
of under-performance and without the distribution network or
brand to fall back on, they cannot survive the consequent loss of
assets, even if the weaker performance period has been relatively
short-term.
Team size can also be a double-edged sword for multi-asset
managers who function with small, focused teams, as they may
not always have the breadth of expertise to cover all asset classes.
The sweet spot
The key is to find the sweet spot for boutique businesses – the
balance between being small enough to remain agile, but big
enough to be sufficiently resourced and survive market shocks
and surprises.
We want flexibility. We want owner-managed firms. We want
managers to be able to implement their views. But we don’t want
them to be worrying about
whether they can survive, and
this is an important focus for us
when we assess potential fund
managers as partners.
We believe the benefits of
independent, well-managed
boutique asset management
firms outweigh the negatives
and there will always be a
place for boutiques who can
demonstrably add value and
have an edge that is sustainable.
However, the reality is that asset
managers of all sizes are going
to need to demonstrate how
they add value, or they are
going to be under pressure in Nic Andrew, Head of
Nedgroup Investments
turbulent environments. 
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Fixed income asset allocation:
diversification and flexibility, a must-have
Mark Seymour of Northstar SCI Income Fund examines the importance
of portfolio flexibility and the impact of inflation-linked bonds

T

he impact of the Covid crisis has been a bit like a freeway
collision in the asset management space. In an attempt
to avoid disaster, most managers jumped on their
brakes, panicked and tried to swerve into open spaces.
Unfortunately, those caught in the wrong lane, or who were not
paying attention or driving bad vehicles, simply crashed. The
height of the mayhem took place in late
March 2020, a couple of days into full
lockdown. Away from their desks and
isolated from their teams, investors were
left scrambling to make the right decisions.
Although the market dynamics
were distressing, we were decisive in
repositioning portfolios on the basis of
our robust investment framework, which
was by then readily accessible from our
remote locations. The investment process
continued unhindered by the onerous restrictions of lockdown.
As a result, the Northstar SCI* Income Fund enjoyed its strongest
calendar year return of 9.33 %.

Apart from the opportunities that present themselves during
market crashes, the dynamics of the interest rate cycle also impact
fixed income asset pricing, which provides the opportunity
for active managers to reposition portfolios favourably for
outperformance. Conversely, more static portfolios can lag as
they remain trapped in unfavourable assets that are not suited for
certain phases of the interest rate
cycle. This is a danger for lowrisk investors whose investment
horizons may be substantially
shorter than the prevailing
interest rate cycle, and therefore
don’t get an opportunity to be
exposed to more favourable
asset classes.
To overcome this shortfall,
we ensure a flexible approach to
allocating capital to asset classes that stand to perform the best
during any given phase in the interest rate cycle (see chart on
historic asset allocations below). For instance, cash is very unlikely

Cash is very unlikely to
deliver real returns over
the next while, whereas
short-dated inflation-linked
bonds are far more likely to
deliver positive real returns.

3 Year asset allocation history

Source: Maitland and compiled by Northstar as at the end of Jan 2021
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to deliver real returns over the next while, whereas short-dated
inflation-linked bonds are far more likely to deliver positive real
returns. Therefore, investors currently stuck in cash instruments
are likely to endure negative real returns for the foreseeable future.
With this backdrop in mind, the Northstar SCI Income Fund has
healthy positions in inflation-linked bonds, an increased amount
of fixed bonds as yields have risen and a low exposure to cash and
floating rate notes. In addition, yield has been enhanced through
exposure to senior bank paper specifically in inflation-linked bonds
and shorter-dated fixed bonds.
Although similar yields can be accessed through subordinated
additional tier 1 floating rate notes, investors must acknowledge
they are trading two to three notches down the credit quality
spectrum, which is the risky play. There is a perception that these
instruments are low risk because of the lower volatility returns. It is
true that the banks are well capitalised, however loan quality and
profitability have been negatively impacted and in the absence
of sustained demand for this paper, credit spreads would widen,
resulting in permanent capital loss for short-term investors
needing to redeem capital for income purposes. We are exercising
great caution around these instruments as their reference yield,
3m JIBAR, is set to fall below the inflation rate.
In addition to the mix of high-yielding bonds held in the
portfolio, which will do very well in a low interest rate environment,
the portfolio has a healthy exposure to a range of global currencies
including euros, Yen, pounds and US dollars.

These holdings are likely to maintain their value during any
potential risk off events as capital takes flight to safety. Although
putting on a brave front, the central bank is in a tight spot having
to finetune monetary policy in response to a dislocation in the
economy. In the absence of extreme inflation, interest rates are
unlikely to return to their lofty real yield highs, and as a result, the
rand is likely to remain challenged and trade with ongoing and
heightened volatility. The offshore currencies provide an attractive
counterbalance to the potential
negative pricing of local bonds,
during periods of distress.
In summary, we believe the
Northstar SCI Income Fund is
well-positioned for the prevailing
economic dynamics, considering
valuations, the future path of
interest rates, inflation and
sovereign risk. We are however
cognisant that market conditions
are constantly changing, and
we remain alert to making the
necessary and appropriate asset
allocation adjustments as per our Mark Seymour, Director
risk and valuation framework.  Fixed Income and Portfolio
*SCI refers to Sanlam Collective Manager of Northstar SCI
Income Fund
Investments
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The future of investing

is human
only smarter and faster
Artificial Intelligence is
not going to change the
world, it already has

A

rtificial Intelligence (AI) was one of the fastest-growing
industries in the world and the Covid pandemic has just
accelerated that growth astronomically. The investment
industry is no different with a significant growth in
AI-focussed managers launching into the market.

However, machine learning has a few shortcomings:
• Cause vs effect. Correlation does not equal causation. For
causation, one needs an economic theory, and this is the domain
of fundamental analysis. An understanding of causation is crucial
in order to make investment decisions with confidence, and hence
the need to integrate fundamental analysis with machine learning.

What is Artificial Intelligence?
AI refers to machines replicating human intelligence. What is
human intelligence? It has two key components: recognition and
reasoning. Machines do a far better job at recognition than humans,
but arguably, humans are still far superior at reasoning. Hence, the
advent of augmented or hybrid intelligence, which takes the best
of both worlds: machines doing the recognition and humans the
reasoning. At Sentio, we integrate machine learning (a branch of AI)
with fundamental analysis (a branch of human intelligence) in an
integrated process that guides our investment decisions.

Machines do a far better job
at recognition than humans,
but arguably, humans are still
far superior at reasoning.

What is machine learning?
The investment industry is full of “rules-of-thumbs”, like “buy low
PE stocks”, or “buy quality companies”. At the core, its all about
trusting the fund manager who has extensive experience in
markets and often speaks with high conviction. But, have these
rules been tested in a rigorous manner? What about complex
unintuitive relationships? That’s the home of machine learning,
which is all about data-based and evidence-based testing of rules
out-of-sample and finding complex unintuitive relationships that
are impossible for the human mind to fathom.
Machine learning has four key elements:
• Massive amounts of data as input – both small data (like macroeconomic and fundamental data) as well as big data (individual
transaction data or social media data);
•
Determining relationships and patterns (complex higherdimensional relationships);
• Using statistical and mathematical algorithms – both simple
(more intuitive but less powerful) and complex (less intuitive but
more powerful); and
• Self-learning – improving predictions with experience and
new data.
In essence, machine learning is all about “learning from data”.
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• Y
 ou need lots of good-quality data. Good-quality data with a
sufficiently long history can be expensive or difficult to obtain
in financial markets. Alternative data, like transactional or social
media data, show particular promise in machine learning
applications; however, the ethical issues around using personal
data for profit will pose significant challenges for the industry.
• H
 istory rhymes, it does not repeat. Not all cycles are the
same. Every cycle has unique elements that can be identified by
fundamental analysis. This can help machine learning models
that are very focussed on past data and may not be as reliable in
predicting what may happen
in the current cycle.
We believe that integrating
fundamental analysis with
machine learning in a hybrid
framework can improve
investment decision-making.
Machines effectively handle
the data capturing and
analysis (the recognition
part) while humans handle
the thinking and decisionmaking (the reasoning part).
The future of the investment Rayhaan Joosub, Deputy CEO,
industry is still human – only Portfolio Manager, Sentio
smarter and faster.
Capital Management

BOUTIQUES

What to expect from

the Year of the Ox
T

o say that the Covid pandemic has changed our lives
would be a huge understatement. The impact of Covid
has permeated our lives and society in so many ways
it is hard to remember what “normal” was. Not only
has Covid led to a huge loss of life and left millions of people
unemployed, but it has also changed the way we work, the way
we interact socially and unsurprisingly resulted in a huge spike
in mental health disease.
Financial asset prices on the other
hand have recovered all their Covid
losses and have rocketed up, hitting
new highs, even though Covid remains
real and part of our everyday lives.
So, what gives, why have asset prices recovered so quickly
and continue to set new daily records? The reality is that asset
prices have been supported by several factors:
• Governments and central banks responded with an
unprecedented amount of fiscal and monetary stimulus.
According to BlackRock Investment Institute, the estimated
economic impact of Covid is around one-quarter of the
loss experienced during the Great Financial Crisis (GFC), yet
governments and central banks, despite the smaller economic
impact, have responded with fiscal stimulus packages four
times the size of that deployed during the GFC. This stimulus has
supported businesses and consumers through the pandemic
and underpinned asset prices given the huge injection
of liquidity into financial markets. Unfortunately,
the stimulus is not free and public sector debt
levels have exploded, reaching levels not seen
since World War 2.
• Covid infection rates
broadly continue to
fall at a time when the
vaccination process is
accelerating. By the end
of the year, many of the
world’s leading economies will
have made good inroads in
their vaccination process,
creating a pathway for society
and the economy to return to
normal in 2022.

• Given the extreme levels of fiscal stimulus there is a
significant amount of savings and disposable income which
will inevitably enter the economy once Covid is behind
us. We assume the economic recovery to be much stronger
than expected and we could see an environment like
the Roaring Twenties post the Spanish Flu pandemic and the
conclusion of World War 1.
• We expect a powerful earnings
recovery for global equities from the low
base experienced in 2020. This should
be stronger for those stocks which
are more exposed to the incoming
economic tide, for example, emerging
markets and value stocks. This recovery in earnings will create
some headroom for PE multiples for these shares to rise given
the improving growth outlook. Investors will continue to shift
their portfolios out of high-growth shares like the expensive
tech sector, and into more cyclical and economically exposed
stocks in their search for the best returns.
• Core inflation levels remain subdued and central banks
maintain a dovish stance, which has helped risk assets set
record prices.
While the above backdrop is positive for equities, more
specifically cyclical and economically sensitive stocks, risks are
building on the horizon. Over the next 18 to 24 months inflation
will surprise on the upside and real interest rates, which are
currently negative, will normalise to at least zero. This will create
a headwind for longer-duration
assets and high-growth stocks.
Truffle has positioned its portfolios
for a world of higher inflation and
similarly, has exited most of its
high-growth companies which no
longer have a significant margin
of safety and remain vulnerable to
rising long-term interest rates. 

We have positioned our
portfolios for a world
of higher inflation.

Iain Power, CIO at
Truffle Asset Management

Truffle
As s et M a n agement

TOP GENERAL
EQUITY FUND IN
SA OVER 10 YEARS
The Truffle SCI* General Equity Fund,
is ranked 1st out of 70 funds over 10
years in the ASISA Equity General
category.

www.truffle.co.za
Source: Morningstar as at 28 February 2021

The value of experience.

Truffle Asset Management (Pty) Ltd is an authorised Financial Services Provider. Sanlam Collective Investments (RF) (Pty) Ltd is a registered Manager in terms of the
Collective Investment Schemes in Securities. A schedule of fees for this equity fund can be obtained from the Manager. Maximum fund charges include (incl. VAT):
Manager initial fee (max.): 0.00; Manager annual fee (max.): 1.03%; Total Expense Ratio (TER): 1.13%. The Manager retains full legal responsibility of the third party
portfolio. The registered name of the fund is Truffle Sanlam Collective Investments General Equity Fund. *Sanlam Collective Investments

RESPONSIBLE INVESTMENT

Exploring impact metrics
for the South African
listed equity markets
The importance of pursuing market returns in a manner that builds long-term ecosystem resilience

O

ne of the founding principles of Responsible Investment
(RI) is the recognition of the interconnected nature of
the social, biophysical and market ecosystems. While
logical in its construct, the importance of pursuing
market returns in a manner that builds long-term ecosystem
resilience has historically been trumped by the short-term returns
focus of the market and the theory of shareholder primacy.
The Covid-19 pandemic has amplified the sensitivity of the
financial system to exogenous shocks and has focused attention
on the relevance of unpriced externalities, like climate change,
inequality and healthcare, in determining value. As we seek to
“build back better”, it is perhaps
KEY TAKEOUTS
an opportune moment for
investors to focus attention on
• The scale of the listed markets
the impact their investments
means they must help drive impact
have on long-term ecosystem
• Demonstrating impact requires
clearly defined metrics
resilience.
• Industry must collaboratively solve
This article presents some
of the challenges investors face
listed equity impact reporting
when seeking “Impact” through
their listed equity investments and further explores the potential
of two impact metrics in the context of benchmarking a general
listed equity fund against the FTSE/JSE Capped SWIX All Share Index.

with non-disclosure and non-compliance. The data is presented by
market capitalisation, as opposed to by “count”, so as to reflect the
contribution larger players make in the areas of skills and supply
chain development (60% of the BBBEE score card weight). It could
just as easily be argued that the data should be represented by
count, in order to reflect the idea that participating in the South
African transformation journey should not only be a function of size.

SEEKING IMPACT THROUGH THE LISTED MARKETS
Globally, much work is underway to translate our understanding of
“impact reporting” for the listed equity markets, where issues such
as intentionality, the type of impact, data, investment horizon and
benchmarks require further interrogation. However, setting clear
guidelines as to defining impact in listed equity still requires more
effort and acceptance of standards in reporting.
To illustrate the challenge of reporting on “impact” for a local
listed equity portfolio, I explore two crucial impact categories,
namely transformation and climate change.

To further simplify the
outcome, we calculated a
rolled-up market cap weight
score using all levels, including
non-disclosure and noncompliance. Lower scores out
of 10 indicate a better BBBEE
contribution level.

ILLUSTRATION: MEASURING TRANSFORMATION
To report on transformation impact, Broad Based Black Economic
Empowerment (BBBEE) contribution levels are used as the main
measurement metric. The chart on the right presents the 2019
BBBEE data for a general equity domestic equity fund relative to
the FTSE/JSE Capped SWIX All Share Index. Sector contribution
to each of the eight BBBEE contribution levels are graphed along
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2019 BBBEE IMPACT METRICS

Source: Old Mutual Investment Group RI Team , Publicly reported data (as at June 2020)

ILLUSTRATION: MEASURING CLIMATE CHANGE
When reporting on climate change impact, I assessed the following
carbon metrics to illustrate the fund’s carbon metrics relative to
the Capped SWIX. Depending on the metric chosen, the carbon
reduction relative to the benchmark could be reported as either
70% or 40%. In both instances, the investor would still not be clear
as to whether this reduction was aligned with either national or
global ambition. For the purposes of comparison to other markets,
I then reviewed the Weighted Average Carbon Intensity metric

RESPONSIBLE INVESTMENT

against a set of global benchmarks. As can be seen in the chart
below, the local benchmark is roughly double the weighted average
carbon intensity of the MSCI World benchmark and above that of the
MSCI Emerging Markets benchmark, highlighting the highly carbonintensive nature of our domestic market. To further complicate
matters, the global benchmarks themselves provide no indication
as to whether they are aligned with a global 2C ambition, as required
by the Paris Agreement on the mitigation of climate change.

Setting climate impact targets is potentially easier due to the
global efforts in this regard. For example, the recently defined “Paris
Aligned Climate Targets” as set by the European Union comprise the
following key elements: a 50% carbon intensity reduction versus the
parent benchmark; it must exclude coal (1% + revenue), oil (10% +
revenue) and gas (50% + revenue); and it must decline by 7% per
year. While this benchmark is relevant for EU investments, it may not
be relevant for the South African market where issues of national
policy, energy mix and our “just transition” ambitions would need
to be considered.
It is also important for investors to satisfy themselves that their
appointed fund manager is intentionally targeting, for instance,
specific BBBEE or carbon outcomes. Without this intentionality, the
buyer of the fund would have no way of targeting their own impact
efforts. Lastly, from a strategic perspective, listed equity investors
need to grapple with the manner in which they would like to achieve
impact. Here options include targeting change on a measurable
metric over time against target or benchmark, or through the
application of hard exclusions or through active stewardship.

Source: Old Mutual Investment Group RI Team, MSCI Carbon Data

INDUSTRY ALIGNMENT ON IMPACT OUTCOMES
Given the scale of asset allocation to domestic listed equity markets,
it is important that the asset owner community consider how this
capital contributes to long-term ecosystem resilience. This requires
careful assessment of appropriate impact metrics and long-term
impact targets. Given what is at
stake, it no doubt makes good
business sense for asset owners,
consultants, financial advisors,
asset managers, regulators and
issuers to work collaboratively on
solving for listed equity impact
reporting. Industry alignment on
impact outcomes has the potential
to create a virtuous circle that
connects the RI practices of the
investment community with the
aspirations of South African savers Jon Duncan, Head of
and the long-term sustainability Responsible Investment at
strategies of listed companies.  Old Mutual Investment Group

CHOOSING RELEVANT IMPACT METRICS
It is important to recognise that both the transformation and climate
impact categories have more than one potential metric that could
be used for impact reporting. Depending on the specific metric
chosen, the narrative related to impact would be slightly varied,
thus highlighting the importance of understanding how the metric
is calculated and what it evidences. In both cases, the impact metrics
are point-in-time measures that will naturally fluctuate as portfolio
weights change. They also provide little insight into the forwardlooking practices of the companies held by the fund.
The investor would need to decide what type of impact they
seek: reduction of negative risk and or an enhancement of positive
contribution. With both types of impact, calibrating the scale of
contribution would require reporting against specific targets and/or
benchmarks, and here the debate would need to focus on absolute
or relative measures. For example, defining the transformation
impact for a fund, whether absolute or relative, would require
in-depth research on underlying components of the BBBEE score
in order to align with specific investor goals: Is the investor seeking
improvements in ownership and management control, or progress
on supply chain and skills development or just a net overall
improvement in BBBEE score?

It is important to recognise
that both the transformation
and climate impact categories
have more than one potential
metric that could be used
for impact reporting.

Jon Duncan heads up the Responsible Investment
team. Their role is to drive the systematic integration
of material environmental, social and corporate
governance (ESG) issues across the business’ funds
under management, including sustainability
research and company engagements. He is also
involved in regulatory issues and local industry
initiatives and was involved in the drafting of the
Code for Responsible Investing South Africa (CRISA).

www.bluechipdigital.co.za
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Introducing Old Mutual
Wealth ESG ratings

At Old Mutual Wealth, we are now the first Linked Investment Service Provider (LISP) in South Africa
to provide and publish an ESG Rating for all the Old Mutual Unit Trust Funds listed on our platform.

W

e have collaborated with MSCI, a global leader in
investment research, to get all our Old Mutual Unit
Trust Funds rated from an Environmental, Social
and Governance (ESG) perspective, informing and
enabling investors to invest with purpose. Planners can now
easily identify and recommend funds with higher ESG scores
to interested clients and allow investors to make their own
informed choices about where to invest to effect a better
tomorrow for everyone.
Old Mutual Wealth ESG fund ratings
MSCI ESG Research provides ESG fund ratings on a scale of
AAA (leader) to CCC (laggard), according to exposure of the
underlying assets held to industry-specific ESG risks and
the ability to manage those risks relative to peers. To learn
more, visit www.msci.com/documents/1296102/15388113/
MSCI+ESG+Fund+Ratings+Exec+Summary+Methodology.pdf.
Responsible investing and ESG
Responsible investing is an investment
approach that considers Environmental, Social
and Governance (ESG) factors together with
financial returns to achieve sustainable longterm returns.
The benefits of ESG investing
Historically, companies with high
ESG scores showed resilience
and delivered superior growth
and investment returns when
compared to those with
lower scores.

Why
we
prioritise
responsible investing
Old Mutual is a signatory
of the United Nations-backed
Principles for Responsible Investing
(PRI). Visit www.oldmutual.com/
responsible-business/reports to
Farhad Sader, Managing
see our reports and disclosures on
Director, Old Mutual Wealth
ESG and Responsible Business.
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ESG investing at Old Mutual Wealth
Various investment managers and capabilities at Old Mutual
Wealth integrate ESG into their investment solutions:
Old Mutual Multi-Managers – applies ESG considerations in their
manager selection and in their stewardship of underlying assets.
Please visit www.oldmutual.com/responsible-business/reports.
Old Mutual Wealth – offers index funds with ESG overlays for
planners through Tailored Fund Portfolios and curates bespoke
ESG portfolios for their clients through Private Client Securities.
To learn more visit www.oldmutual.co.za/wealth/solutions/
responsible-investing.
Old Mutual Unit Trusts – currently offers funds managed
by investment managers Old Mutual Investment Group
(www.oldmutualinvest.com/individual/our-solutions),
Old Mutual Multi-Managers, Futuregrowth Asset
Managers
(w w w.futuregrowth.co.za/investments/
responsible-investing/) and Jupiter Asset Managers
(www.jupiteram.com/about-jupiter/esg-and-stewardship/).
All investment managers integrate ESG considerations into their
investment processes.
Old Mutual Investment Group (OMIG) also offers three
specialist ESG Funds – Old Mutual MSCI World ESG Index Feeder
Fund, Old Mutual MSCI Emerging Markets ESG Index Feeder Fund
and Old Mutual ESG Equity Fund.
In addition, OMIG offers three ethical investment funds – Old
Mutual Albaraka Equity Fund, Old Mutual Albaraka Balanced
Fund and Old Mutual Albaraka Income Fund.
The purpose
Our objective is to collaborate with other players across
the financial services industry and to motivate the broader
industry to adopt ESG fund ratings and to build trust through
full transparency. 

ESG RATINGS

AAA
AA
A
BBB
BB
B
CCC

INVESTING RESPONSIBLY IS YOUR CHOICE.
HAVING OUR FUNDS* ESG-RATED IS OURS.
We’ve partnered with a global industry leader to become the first in South Africa to give our
funds an environmental, social and governance (ESG) rating. Choosing to invest with purpose
is now simpler than ever.

See more at www.oldmutual.co.za/wealth/
*Old Mutual Unit Trust Funds

DO GREAT THINGS EVERY DAY
Old Mutual Wealth is brought to you through several authorised financial services
providers in the Old Mutual Group who make up the elite service offering.
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FUND MANAGER

The game

is bond
Londa Nxumalo joined Allan Gray as a credit analyst in 2017 and
was appointed as a portfolio manager in 2019. She manages the
bond portfolio, as well as a portion of the Africa ex-SA and balanced
fixed interest portfolios. Blue Chip sat down with Nxumalo.
To the average client, bonds are boring and equities are
exciting. What is the appeal to you of managing bonds?
Bonds suit my personality. I am generally risk-averse and tend to worry
about the downside; bond investors care less about upside (which is
capped) but spend a lot of time considering the risk of default.
The enemy for the average client is inflation. What role do
bonds play in helping client portfolios beat inflation?
Including nominal bonds offering positive real yields provides a
balanced client portfolio with a different source of real returns
that is less volatile than equities. Inflation-linked bonds are also
structured to give inflation-adjusted returns.
Allan Gray has a noticeably clear philosophy for investing
in equities. How would you describe your (or Allan Gray’s)
philosophy for investing in bonds?
The bond investing philosophy is not too dissimilar to that of
equities. I determine a fair value for bonds and buy those that are
cheap on a risk-adjusted basis.
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[The Allan Gray investment philosophy favours long-term, contrarian
opportunities and relies on detailed fundamental analysis of
potential investments.]
What investment process do you follow in deciding whether
to include an instrument in your bond fund?
Again, the investment process for bonds is like that of equities. An
analyst writes a research report, after which the investment team
debates the investment case and votes on an internal risk rating.
This rating determines the maximum limit for the bond fund.

Well-behaved inflation
bodes well for nominal
bonds, and the real yields
that investors can get are
currently remarkably high.

FUND MANAGER

You have previously said that, “When picking investments for a bond fund, it
is important to consider what is going on in the economy, particularly GDP
growth, the inflation trajectory and supply and demand for bonds. One also
has to consider the opportunities on offer, alongside liquidity, credit and
duration risk.”
a) How supportive (or not) is the current state of the economy and the
outlook for GDP growth for investing in bonds?
Economic growth in South Africa has been too low for a number of years. When
nominal GDP growth is lower than the cost of borrowing, the result is rising
debt to GDP.
b) Allan Gray has a reputation for not trying to forecast the future. What
comments are you willing to make about the likely path of inflation in 2021?
What does this mean for investors?
Inflation in 2020 was exceptionally low due to the lockdowns and severely
diminished economic activity. Therefore, I would expect 2021 inflation to be
higher than last year – although still contained – given that we are coming off
such a low base. Well-behaved inflation bodes well for nominal bonds, and the
real yields that investors can get are currently remarkably high.
c) With respect to liquidity, credit and duration risk – what opportunities
do you see at the moment?
The only opportunities I see right now come from taking on duration, given that
the yield curve is historically steep. Even though our yields may very well rise with
US yields, the very high yields on long bonds mean that one can still generate
returns above cash and inflation even if our yields rise a bit.

Manage clients’
expectations upfront.

LONDA’S JOURNEY
What prompted you to join Allan Gray?
I joined Allan Gray because it is a wellknown firm that is well-respected in
investment circles.
You started as an analyst, and are now
a fund manager – what are the key
differences between these two roles?
The main difference, other than
managing money, is that I now also
interact with the clients, advisors and
the press.
Was it always your ambition to be a
fund manager?
Yes.

What impact, if any, will this year’s Budget have on how you manage
your fund?
Despite the prevailing bullish tone from the 2021 Budget due to higher
projected revenues and a lower debt trajectory, I remain cautious and
short duration. The projected fiscal deficits are still higher than before
Covid-19, and I see high execution risk around containing the wage bill
and social grants.
What has been your best investment decision?
Adding duration during last year’s market sell-off by buying long bonds
at extreme levels in March and April 2020.
What has been your biggest mistake?
I started reducing duration and taking profit on the above in the
last quarter of 2020, as yields had come back a lot. However, bonds
continued to rally until February 2021.
One of the biggest challenges financial advisors face when it comes
to investing is managing the behaviour of their clients. What advice
would you give a financial advisor to help them do this effectively?
Manage clients’ expectations upfront. Investing is a long-term game;
anything that is not a money market investment is guaranteed to fluctuate in the
short to medium term, but clients are likely to gain the most value from staying
invested through the turbulence. 

Londa Nxumalo, Portfolio Manager,
Allan Gray Proprietary Limited.
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COACHING

Emotional Connection:
The fuel that drives the
engine of financial advice
When you meet with a
client where do you focus
your attention in the
early part of the meeting?
Is it on your client?
Or is it on their money?

A

t the core of adopting a coaching approach to working
with your clients is the idea that you focus on the person
rather than their money. In other words, your client is
a person. Their money is not your client. Yet many
financial advisors I work with feel more comfortable to focus on
the money. On the thing they are qualified to advise on. After all,
most financial advisors have not been trained in counselling or
coaching skills. But this is changing. In South Africa over the past
three years, I have worked with over 300 financial advisors who are
consciously developing these skills. In Canada, training in these
skills is compulsory to qualify as a CFP® Professional and I’m sure
in time this will become a requirement in many parts of the world.
I recently worked with a financial advisor who tells his clients
upfront that in their interactions, he will deal with their personal
lives, but at the start the journey will focus on money matters

We all have a money story for
our life that sits deep in our
emotional programming.
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only. It is great that the financial advisor is willing to go there and
engage his clients on their personal lives. But it is back-to-front.
I would argue that it is critical to start talking to the client about
their life first, as money is something that goes to the core of our
being. It is not something that can be managed dispassionately
at a distance. As much as we all wish it could be.
Money is also a means to an end. It allows us to buy things. It
is very useful. And this is where much financial advice focuses.
How can your client use their money most effectively? But money
evokes emotion in so many ways. It can provide a person with selfworth. If I have a lot of money I am worth something. Or if I don’t
have a lot money, does it mean I’m worthless? I can use money to
express myself. I want to be seen driving a smart car, because smart
cars represent success. I want to be seen as successful, money helps
me do that. Money can be a source of pride, or pain. Money is not
simply a piece of paper or a coin. Cryptocurrency is highlighting
that for us!
We all have a money story for our life that sits deep in our
emotional programming. In fact, money is the thing with which
we have the longest relationship of any thing or person in our

lives. We are born into a family that has a money story. Not only
do our parents have their own financial circumstances at the time
of our birth, but they have their own individual money stories into
which we are born. After we die, our money story continues with
our legacy. Did we manage to leave money to anyone or anything?
Or did we use it all up before our last breath?

Without a genuine emotional
connection, you are
unlikely to be able to serve
yourthen,
client
optimally.
no surprise,
that Ricardo
Semler, a R20k, and that the process usually involved

improved by 40%. Operational costs
with 23% less electricity and 90%
paper
used.
COACHING
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four-day week in late 2018. Product
improved 20% over an eight-week pe
an independent survey showed staff s
levels reduced and work-life bala
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financial support from the client? What are the implications of the “Something that happens, or
When it came to discussing the financial experimented with a four-day week for
win for the client’s own work-life approach? You may even want not”. But there are real skills and
planning fee, the planner mentioned that their employees. Without an adjustment Rob Macdonald, Head of Strategic Adv
to explore the reality that most lottery winners end up broke, and techniques you can use to facilitate Rob Macdonald, Head of
the upfront financial planning fee was in remuneration. The result? Productivity Services at Fundhouse
what is that about? What could the client do to avoid a similar fate?
As you can see, the R20-million easily fades into the background
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connection. I will consider these in Strategic Advisory Services
my next article. 
at Fundhouse
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Successful succession
planning tips

I

believe succession planning for any business is like a marriage
of sorts between the incoming and outgoing advisor. Before
anything happens, you need to “date” to determine if there’s
chemistry and if you can both see a long-term future together.
Once you engage, both parties need to be willing and able to
accept change, compromise and remain flexible. This is the story
of my journey into the IFA industry and how I bought into the
Bobats business.

The longer the handover
period, the better.
After spending a few years in the institutional investments
industry in Cape Town, I decided to return home to Durban
in 2015 to set up my own financial planning and investments
business, Sterling Invest. The target market – affluent medical
professionals (I come from a family of doctors). While I felt like
I had the technical expertise to succeed, I did not have many
clients. So, I muddled somewhat quietly through my first year
back in Durban, building my network within the IFA and service
provider circles, trying to understand how things worked.
Through this networking, I was introduced to Hoosen Bobat.
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Bobat was closing in on retirement age and was looking for a
successor for his family’s long-standing financial services business,
Bobats. The business was established by Bobat’s grandfather in
1930 (yes, over 90 years ago) to service the insurance needs of
Indian merchants operating in central Durban. Over the past
20 years, it morphed (with the needs of its client base) into a
financial advisory and investments business that serves affluent
professionals and businesspeople around South Africa.
Bobat and I hit it off when we met, and we quickly built up
an open and cordial relationship. We realised that us combining
forces would create synergy and mutual benefit: he gets more
free time and a suitable successor for his business and family
legacy, I get access to his loyal client base that I can use as the
foundation to build my business on.
He offered me a six-month, salaried, probationary role to allow
us further time to determine if there was a strategic fit. When
we decided there was, it took us another six months to iron out
the financial details and the approach we would take for the
impending five-year succession plan.
Fast forward to 2021, by most metrics, the succession
plan has worked out brilliantly for both parties. I’ve built on
the solid foundation to set up Bobats and Sterling Invest for

SUCCESSION

• Don’t be afraid to spend extra time going through the “fluffy
stuff” upfront. I believe articulating and agreeing on the culture,
value proposition and vision of the business is super-important
in the pre-agreement phase.
• Get an independent and professional valuer to assist you with
structuring the financial parts of the succession (valuation,
payment arrangements, agreements, etc).
• All good things take time. Both parties should not rush into
finalising the agreement for the sake of moving forward quickly.
• The longer the handover period, the better. This provides
the incoming advisor with time to learn the ropes and, more
importantly, the opportunity to build rapport with key clients
and service providers.
• Accept that things will not go 100% according to the plan.
Both parties need to be flexible and willing to adapt when
encountering the inevitable curveballs that come your way.
• Continue to nurture and respect the relationship between the
two parties. Touch base regularly to ensure things are moving in
the right direction. To this day, Bobat and I still have an amicable
and friendly relationship.

Ebrahim Moola shares his best practice
advice for matching clients with advisors
long-term success: our clients are happier (I think), AUM has grown
handsomely, we’ve relocated our offices to a leafier part of town,
grown our staff complement to 13 people and improved systems
and processes. Bobat got what he wanted too: the knowledge that
the family’s legacy and its long-standing clients were in safe hands,

Don’t be afraid to spend
extra time going through
the “fluffy stuff” upfront.
a fair pay-out for his shareholding in the business, substantially
reduced operational responsibilities and loads more free time to
spend with his grandkids and for fishing.
I believe the tips below will go a long way in helping others
find the right match and making a succession relationship work.
Tips for both parties
• It has to be a win-win situation for both parties. There needs to
be a happy meeting of minds and a well-defined understanding
of the end outcomes both parties are looking to achieve by
doing a deal.

Tips for the incoming advisor
• At the beginning, recognise that you are only seeing the tip of
the iceberg of work and relationship building that went into
bringing the business to this point.
• Spend the probationary period trying to comprehend why
things operate the way they do before making any changes.
Come into the business with a notepad, not a wrecking ball.
Tips for the outgoing advisor
• In advance, make a candid disclosure of the impending
succession (and rationale) to the key staff and big clients of the
business. Before anything else happens, you need their buy-in
to ensure the succession plan can commence.
• Allow the incoming advisor (who is usually younger and not
in a strong financial position) to pay for his/her shareholding
in the business in instalments, ideally
based on the achievement of certain
milestones within the business.
• Accept that you are no longer the final
decision-maker of the business and
gradually allow the incoming advisor
to take control of decision-making
and operations.
In hindsight, I must admit to a
healthy dose of good fortune in my
journey. I found myself in the right
place, at the right time, with the right
skills when I met Bobat. However,
I can take some of the credit for putting
myself in that position to become a
successful successor.

Ebrahim Moola CA(SA),
CFA, is a Financial
Advisor and Investment
Professional at Bobats
and Sterling Invest
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Wanted: financial advisors

A career in financial planning is about wanting to help others succeed

N

o-one saw the Covid-19 pandemic coming. Its effects
are felt globally and by people from all walks of life.
If there was ever a time where the value of financial
advice was important, this is it. How does an individual
navigate through uncertainty, unplanned expenses, restricted
cash flow and still manage to maintain a pre-pandemic standard
of living? It takes help from a trusted financial advisor to evaluate
current and future expectations.
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About Momentum Financial Planning (MFP)
We are a purpose-driven organisation, centring our behaviour
and choices around our conviction in showing up to positively
impact people’s journeys because we care. Partnering with a
financial advisor is no longer a luxury – it is a requirement for success.
The Momentum Financial Planning (MFP) cluster is responsible
for face-to-face financial planning within the South African
context and within the legislative and regulatory environment.

RECRUITMENT

We believe in the value of advice and partnering with
clients on their journey to success. Being a financial advisor
means making a positive difference to people’s lives by guiding
them to financial security with advice on how to manage their
money throughout their lifetime. MFP is a well-established
business and is built on solid client relationships spanning
various generations. Our financial advisors provide expert
advice that clients can trust to help them make informed
decisions about their money – so they can achieve their lifelong dreams and goals.
Growing our footprint
As we continue to strive towards becoming the most competitive,
accountable and professional in-house financial planning
advice business in South Africa, we are looking at establishing
an expansive and high-performing community of professional
financial advisors. By growing our advisor footprint, we will be
positioned to create a successful, sustainable and rewarding
future for all our stakeholders.

Partnering with a financial
advisor is no longer a luxury –
it is a requirement for success.
Who we are looking for
We are looking for experienced and new-to-industry financial
advisors (with and without work experience). Our recruitment
campaign, which was launched in December 2020 on our social
media platforms has gained immense traction and is a strategic
enabler in our pursuit of growth.
Although experience and existing financial planning skills
are an added advantage, new-to-industry financial advisors or
advisors with no work experience can rest assured that they
will receive dedicated support from management. This will
be accompanied by opportunities for continuous professional
development, and they will be provided with adequate tools and
resources to grow their skill set. The most suitable candidates
are those with relevant post-matric qualifications and who
are willing to learn, build confidence in their abilities, and are
coachable with the intention to succeed.

Through establishing long-term relationships, Momentum
financial advisors provide clients across different market
segments (middle-income, affluent, professional market
and business) with holistic financial planning, and a
comprehensive range of appropriate and competitive
solutions. These include traditional life insurance, risk and
savings products, investment, retirement, health and fiduciary
services as well as short-term insurance.

The next generation of financial advisors
By consciously growing our footprint, we will be able to diversify
and transform our advisor community and reach untapped
or under-serviced regions. Our advisors will be responsible
for new client acquisition and engagement with the aim of
building strong relationships, trust and retention. Through an
entrepreneurial spirit and by taking ownership, advisors can
adapt to a new way of work. The most rewarding though, is that
at MFP we are committed to helping individuals establish long
and successful careers with us.
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The most suitable candidates are
those with relevant post-matric
qualifications and who are willing
to learn, build confidence in
their abilities, and are coachable
with the intention to succeed.

Rigorous recruitment and screening process
Our non-traditional recruitment process gives candidates
the opportunity to demonstrate their characteristics and
attributes through an online screening process that is made up
of online activities, digital interviews and assessments, which
all lead up to shortlisting and finalisation of an appointment.
Momentum Institute of Financial Planning (MIFP)
For any new candidate joining MFP, we naturally have
high expectations. For this reason, all new advisors will
be set up for success through relevant
training at the recently established
Momentum Institute of Financial Planning
which provides structured training. Within
a set timeframe, candidates will complete
the appropriate modules and master the
skills needed to become a successful
financial advisor.
A compelling career with Momentum
Financial Planning
The profession as a financial advisor is
about wanting to help others, and it does
provide career satisfaction, greater earning
potential and flexibility. By joining the MFP
team of high-performing professionals,
new hires will need to show commitment
to both the growth of the organisation
and their career by utilising their skills,
knowledge and abilities to add value to
our clients’ lives and to Momentum. The
true differentiator between a job and
a successful career at MFP will be the
additional effort put in by candidates who
are willing to rise above any challenges.
Join our team
For exceptional candidates who have a
strong conviction that a career in financial
planning is what you would like to pursue,
we encourage you to apply today and
make your journey to success a reality.

The profession as a
financial advisor is
about wanting to
help others, and
it does provide
career satisfaction,
greater earning
potential and flexibility.

Momentum Financial Planning
recruitment initiative
A career in financial planning is about wanting to
help others succeed

BEHAVIOUR MANAGEMENT

BEHAVIOURAL

LESSONS

from the chaos
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BEHAVIOUR MANAGEMENT

H

A well-understood struggle for financial planners is the challenge of explaining
the different elements of value that we provide to clients.

istorically, this list has centred around our technical
expertise: investment, tax, insurance and legal advice.
A growing group of financial planners have started
adding “behavioural coaching” to this list. Numerous
recent studies have explored this aspect in detail, a famous one
being Vanguard’s “Advisor’s Alpha”.
In this study, Vanguard claims that one of the three pillars
integral to our success is our “focus on behavioural coaching
(in particular, helping clients adhere to their long-term plans)
because that is the greatest potential value (we) can add”. It is
easy to scoff at behavioural coaching as a value proposition, and
many do. However, it is becoming more and more difficult to
ignore the importance of helping clients to manage their own
behaviour around money.
Are you managing money or people?
Behavioural economics is a relatively young field of study so
it’s to be expected that its practical application will take time
to spread through the different disciplines that make up the
financial services industry. For practitioners, whose roles are
based on product distribution, it’s unlikely to become a priority
soon. However, for advisors whose career success is tied to the
long-term financial success of their clients, it is fast becoming a
required skill to engage meaningfully.

No matter how many times
we, and our clients, have
been through turbulent
times, the temptation to
“do something” remains.
Nick Murray, the American advisor to advisors, has stated that
80% of a financial planner’s fee should be for their behavioural
modification service. This is not an easy thing to sell to investors.
Most investors are drowning in news headlines about market
predictions and fund rankings and are reluctant to acknowledge
that they are prone to making stupid decisions. However, we
regularly experience market events which make the importance
of sticking to a long-term plan more tangible.
In the last year we have experienced a few such events
that have reinforced the importance of being able to engage
meaningfully with emotional, and seemingly irrational, clients.
Valuable lessons could be taken from the GameStop saga and
the recent surge in value, and volatility, of Bitcoin. However, the
most significant event was the Covid-related market correction
that started in February and ended on 19 March 2020. In South
Africa we saw a decline of 35% in only 32 days.

At the end of this decline a three-week lockdown was
announced. The consequences for company profits and
employment numbers were well understood. This was soon
followed by multiple lockdown extensions. It was impossible not
to ask, “Is it different this time?” And yet, at the time of writing
(almost a full year after the market bottom) the South African
share market is up 79% from the bottom.
It is not necessarily the case that all corrections will be followed
by great returns (although historically this is exactly what a
correction has led to, in most cases). But the real lesson is that
making knee-jerk reactions based on our emotions at the time is
not a recipe for long-term financial success. No matter how many
times we, and our clients, have been through turbulent times, the
temptation to “do something” remains.
The probability of staying disciplined during times of
increased uncertainty increases significantly when a caring and
sensible third-party is involved. Admitting that this role of guide
is one of our most valuable is no slight on our technical abilities.
It’s an acknowledgement of the danger we are to ourselves when
acting on recent events. Most clients do not have the fortitude
to remain stoic by themselves. A calm voice of reason will always
be required by most investors.
Research from Momentum indicates a 300% increase in the
number of portfolio switches during March 2020. Those investors
switching from growth to income assets at that time have likely
stolen years of independence and dignity from their future selves.
The behavioural financial planner who managed to convince
their clients to remain invested despite the fear of an uncertain
future has earned their fee for the next decade. They have also
saved these clients from potential financial ruin.
Simple, not easy
The events of 2020 are an encouraging reminder to the
behaviourally focused advisor that clients are in desperate need
of our approach. Engaging in this manner will never be easy.
Adopting a coaching way of being requires a growth mindset
and an attitude of constant learning, but the
rewards for ourselves and the profession
we’re building are significant.
Humans Under Management was
an event first hosted in 2017, and the
organisation’s mission is to promote,
highlight and build on the work that great
advisors are doing in developing their
behavioural financial advice practices.
The event will be hosted in South Africa
for the third time in 2021, with a virtual Pierre Taljaard,
event currently planned for 15 September. Director and
More details and tickets will be available at Financial Planner,
www.humansundermanagement.com.  Simple Wealth
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SHARING
is caring

Lessons from the
FPI Brand Ambassador
programme
Last year, the FPI launched a Brand Ambassador programme that leverages the public profile
of past FPI award winners to raise awareness about the importance of sound financial planning
and advice. Here’s how to apply the ambassador example to your own business.

A

s we all know, financial planning should not just be for
the wealthy. Financial literacy is a crucially important life
skill, and everyone should feel empowered enough to
consult with a professional to get their affairs in order.
But getting this message across is difficult. Many people still
remember the bad old days before regulations and professional
standards, when so-called “planners” played fast and loose with
retirement savings, often losing everything in the process. Add to
this the complexity of modern-day investment instruments and
the encyclopedia of tax laws to consider. It is no wonder people
are reluctant to consult with an advisor – they feel embarrassed
about how little they know and are fearful of being caught out or
taken for a ride.
In a bid to change this narrative and drive home the message
that a Certified Financial Planner® professional is not someone
to be afraid of, the FPI launched a successful Brand Ambassador
programme last year. The ambassadors are past winners of the
prestigious Financial Planner of the Year competition, and other
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members who are active in the media and highly regarded in
the profession. Most readers of this publication will recognise
names like Warren Ingram, Barry O’Mahony, Gugu Sidaki, Hester
van der Merwe…
These fine individuals, along with more than 20 of their peers,
are regular guest speakers on radio and TV shows, and they
contribute columns on various topics to a wide range of news
and industry publications. The FPI manages this process, and we
are incredibly grateful to all our media partners for the ongoing
exposure given to our ambassadors, all of whom do excellent work
to humanise financial planning and make it more accessible.
Marketing in the age of influencer culture
Mainstream media outlets are important for the FPI’s marketing
strategy, but it would be foolish to ignore social media and
the soaring popularity of influencer culture. There are pitfalls
to avoid here, make no mistake – we are not going to start
approaching reality TV stars for retirement advice – but there

There are no rules when
it comes to business
development, except that
everyone has to do it.

are also opportunities to harness the tremendous
power of social media platforms to expand existing
networks. To that end, the FPI has made great strides
in improving its online presence, and we have been
working with our ambassadors to create bespoke
content for interactive websites and targeted
email campaigns.
This is also where the line blurs between us
as a professional body and you as a practicing
professional. You might not have Bruce Whitfield’s
ear on 702, but you can use social media to create a
modern-day referral machine for your own business.
You don’t need to get up on a soapbox and risk
rejection, you simply need to be good at what you do.
Financial planning is a business of trust and
most practices still grow via referrals from existing
clients. If you can project confidence in your abilities
and deliver results to your clients, they will become
natural ambassadors for your brand.
You can amplify this using social media. Make sure
you are active on all relevant platforms and don’t be
shy to share positive feedback and other insights.
Your clients won’t turn away. Instead, they will be
impressed by your passion and your work ethic, and

they will be more likely to tell the people in their
circles about the amazing work that you have done
for them.
It is also worth making connections with other
advisors you admire, and with colleagues in related
fields like asset management and insurance.
Generosity goes a long way online. If you share their
content and endorse their services, they will share
yours and endorse you in turn.
The bottom line
There are no rules when it comes to business
development, except that everyone has to do it. It’s
not easy to put yourself out there – even for media
pros – but the more you do it, the easier it becomes,
especially when you start to see actual results from
your efforts.
Use the FPI Brand Ambassador programme
as inspiration to drive your own message on
social media channels. Empower your clients to
become ambassadors for your brand and watch
as the referrals roll in. At the end of the day, the
more people who receive good financial advice,
the better. 

David Kop, Executive
Director: Relevance, FPI
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RESILIENCE
within the

financial sector
Lessons learnt in 2020

A

s we rang in the new year, most people were happy to
bid farewell to 2020. Unfortunately, 2021 could pan out
to include equal parts of a continued Covid-19 and a
post-pandemic economic recovery for South Africa.
There is so much uncertainty in our lives right now: rising crime,
an impending economic recession, politics and loadshedding, to
name a few. Against this backdrop, the financial services sector is
having to adapt rapidly and at an ever-evolving scale to current
constraints and market conditions.
As financial planning professionals move into the new year,
their success will be aided by how they guide their clients through
their financial transitions, while revisiting lessons of 2020. General
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fear and uncertainty play a major role in influencing an individual’s
financial planning decisions. Most South African investors only
think short-term, which means that they have little tolerance for
market volatility and little hope of long-term wealth creation.
As I started to think about plans for 2021, I wrote down the
lessons I learnt in 2020 and came up with three that apply to what
the pandemic has taught financial professionals and clients alike:
Market collapses are not a once-in-a-lifetime opportunity
As the rand strengthened by 14% against the dollar from Q1-Q4
2020 amid a softening of US stock markets and post-election lows,
the stronger rand aided importers while still assisting exporters

Most South African investors
only think short-term,
which means that they have
little tolerance for market
volatility and little hope of
long-term wealth creation.

because the currency was undervalued compared to other
emerging markets. During this period, investors became even
more interested in stock purchases, and trading forex and equity
derivatives to benefit from the rand strengthening.
As an investor, it is important to gauge the true impact of
the collapse on your desired investment and evaluate the riskreward of the investment in comparison to your long-term
investment strategy. Market collapses are not-a-once-in-a-lifetime
opportunity; there will be many more opportunities. Patience is
key when it comes to long-term investment decisions.
Think long term, but take action in the short term
Financial planners have seen an influx of new clients as investments
and retirement accounts tanked over the past several months
due to investors wanting to manage their own finances and
investments, without adequate knowledge and exposure, amidst
the market’s chaos. Many households have experienced income
shocks and were forced to use their emergency cash reserves (if
they had any) to survive.
Lack of short-term financial planning (at a bare minimum
having an emergency fund) is a pressing issue across income
levels and has become ever more important to prioritise during
turbulent times.
Adapting client experience during the time of a crisis
As a financial professional, I have learnt that it is imperative to
connect with clients even more on a personal level during a
period of extreme economic hardship. Going above and beyond
has become synonymous to most financial professionals if they
want to stay afloat. Now more than ever, investors need extra
financial information, guidance and support to navigate a novel
set of challenges, from keeping their families safe to making their

financial decisions. The upside to the pandemic is now, more than
ever, investors want to get their financial investments in order,
and advisors are being called on even more to spring into action
to help their clients.
The year ahead
It is uncertain how long the current situation will last, but we may
be in this for the long haul and the impacts may be enduring.
Despite the hope around the distribution of several new vaccines
and the long-awaited federal stimulus package, the virus
resurgence has a devastating impact as the South African death
tolls surpasses 30 500.
South Africa is projected to have a Real GDP (%y/y) growth rate
of 3.4% for CY21 mostly aided by the resources sector. A projected
decline in the unemployment rate to 29.9% is envisioned, but
the country will continue to be weighed down by a projected
government debt (% of GDP) of 82%
for CY21 as the country has historically
struggled to meet government debt
targets due to a lack of fiscal discipline and
the inability of the government to control
spending.
Financial planning professionals will
undoubtedly be called upon for their
invaluable guidance in many areas. They
will need to be proactive in assessing and
addressing the new emerging market risks
and the changing priorities of their clients Raksha Gosai, CFP®
while still delivering good client outcomes. Brand Ambassador
Success in guiding clients in 2021 may of the Financial
depend on how well financial planning Planning Institute of
professionals apply the lessons of 2020.  Southern Africa

www.bluechipdigital.co.za

69

FPI

How the process of becoming
an FPI® approved practice has
benefitted Centric Wealth Advisory
The FPI Approved Professional Practice™ is the pinnacle of recognition.

C

entric Wealth Advisory, a Cape Town-based wealth
advisory, has recently been acknowledged as one
of 15 FPI Approved Professional Practices™ within
South Africa. This distinction is granted only to those
practices that meet the FPI’s professional standards and have
successfully undergone the FPI’s rigorous vetting and audit
process. This recognition has been of great benefit to our firm
for several reasons.

that do not meet the needs and expectations of clients, who
demand and deserve independent advice. Our client-centric
approach and independence affords our clients flexibility and
choice. This enables us to position ourselves at the hub of a
network of providers that offer trustee, fiduciary and investment
management services. Clients get the benefit of honest and
unbiased advice, as well as clearly defined and individually
tailored investment strategies.

Born out of a need for independence
Centric Wealth Advisory is a privately owned and managed
wealth advisory business for prestige clients. In fact, Centric
Wealth Advisory was established to counter the growing
dominance of corporate-based financial advisory practices

Adherence to industry standards
Charles McAllister says, “Since those early days, we have built
a well-known practice and while we are now well-established
and a highly recommended business among our clients, we
still wanted to achieve recognition through external governing
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In an industry where questionable work has the
potential to cause devastating effects for their clients,
quality of work assurances is of great importance.
bodies, and the FPI Approved Professional Practice™ was the
pinnacle of this recognition.”
When asked why this particular recognition has significance to
Centric Wealth Advisory when one of their core values is that of
independence, McAllister goes on to explain, “Perhaps it is exactly
because of our fierce independence that this acknowledgement
of our high standards and adherence to industry best practices
is of even more value to us. Our independent and truly clientcentric approach coupled with this outward assurance of the
quality of our work being top-notch, further illustrates that the
flexibility we offer our clients does not in any way compromise
the level of work we can offer our clients. In fact, it proves quite
the opposite. It proves that by offering our clients independent
advice, flexible investment options and agile solutions, we are
truly offering something exceptional.”
What is the Financial Planning Institute of Southern Africa?
The Financial Planning Institute of Southern Africa (FPI) is a
recognised professional body for financial planners in South
Africa. It is the only institution in South Africa to offer the CFP®
certification and has been approved as a Recognised Controlling
Body (RCB).
As a non-profit professional body, founding and affiliate
member of the Financial Planning Standards Board (FPSB),
the Institute exists to improve the level of professionalism and
positively influence the quality of advice provided by its members.
There are 25 other affiliate member countries that offer the
CFP® certification.
“In a field where clients are placing immense trust in their service
provider and where the stakes are incredibly high, we are glad
that a professional body such as the FPI is there working towards
excellent industry standards. In an industry where questionable
work has the potential to cause devastating effects for their clients,
quality of work assurances is of great importance,” says McAllister,
who is known for his outspoken passion for industry standards
and best practices.
How has Centric Wealth Advisory benefitted?
One of the ways that this designation has benefitted Centric
Wealth Advisory, is by allowing us to drive an awareness process
with our clients about our FPI accreditation and the CFP®
designation of all our advisors. This is an outward recognition
that we are aligned with the standards and principles of the
leading independent professional body for financial advisors
in South Africa: high ethical standards, ongoing professional

Our clients are at the heart
of everything we stand for
at Centric Wealth. We retain
our independence to ensure
that we give unbiased advice
to our clients.
development and a commitment to uplifting the industry as a
whole. This designation has established our practice as one of
the most trusted providers in the country.
In an industry where brand perception is paramount, we
feel that this designation has also enhanced our brand
recognition among our peers and clients alike. Further to that
point, it has allowed our practice to participate in FPI consumer
awareness campaigns.
Having recently gone through the process of revisiting our
brand strategy and communications platform, we set about
re-evaluating our key communications objectives. This journey
further reminded us of the necessity of effectively communicating
with current and future stakeholders to fully leverage our
potential as a business.
One of the key communications needs that we identified is our
ability to continue to attract the best talent in the industry. We
believe that this designation is another step towards distinguishing
our practice as an employer of choice.
As a business that was founded out of a burning desire to
create better solutions for our clients and to better serve the needs
of our clients, it is evident that we are a group of professionals
who are firstly passionate about what we do and professionals
who actively work towards change for the better.
Our energy and motivation in this regard is fuelled by a
burning passion to help uplift the financial planning profession
and we feel that our association with FPI is another way that we
can play our part in this import process in our industry.
This stamp of approval is the culmination of years of processes
that embody our incredible commitment and passion for
exceptionally high standards, serving our clients’ unique needs
and for uplifting the profession’s status across the Southern
African region. 
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Financial technology:
enhancing the
client’s experience
Technology has long been creating efficiencies within
financial advisor practices, focusing more on internal
practice management needs. There is now an evolution
in technology as it is being used by both the financial
advisor and the client in their journey together.

C

lients are now enabled to access general financial information
and their personal investment and insurance literally in the
palm of their hands with multiple means to engage with their
financial advisors when and where they want.
Fintech and financial needs analysis (FNA) tools that centralise the
client’s data (with consent), allow for the client to easily engage with
their data throughout their financial planning journey, while the financial
advisors partner up with clients who are more financially literate, active
and accountable for their own financial goals and plans. It is therefore
essential for financial advisors to explore and embrace new technologies
that will potentially increase their client engagement, revenue and the
productivity of their team.
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Didintle Mokonoto, CFP® (Strategic Business
Enablement Manager at Astute – The Financial
Services Exchange) and Brand Ambassador for the
Financial Planning Institute of Southern Africa.

These reports are not only used as a tool to show graphs
and numbers, they also build a trusting relationship with
clients through their open communication mechanisms,
enhancing the client engagement experience.
Data-driven processes
Technology enables financial advisors, by using fintech and
FNAs, to have access to data analytics and management
capabilities that deliver insights about their client books,
Assets Under Management (AUM), client segments, product
usage and product penetration to create more insightful
client profiles and to make management processes
significantly more efficient.
These data analytics and management capabilities
are, however, only as effective as their underlying data.
The underlying data can help financial advisors to better
understand their client and apply behavioural analytics,
resulting in a more seamless way of managing a client’s
financial planning journey.

More financially literate clients
A client’s financial literacy is important because it equips them
with knowledge and tools to make more informed decisions.
Fintech that offers bespoke financial education based
on the client’s existing financial portfolio allows the client
to have a digital vault storing their policy and investment
statements and helps improve the client’s understanding of
their financial reality. These are not just products and grudge
purchases, but rather tools that they and their financial
advisor are using to help them reach their financial goals,
manage financial risks effectively and avoid financial pitfalls.
Digital reporting
In today’s world, information is shared and exchanged
almost instantly, anywhere and anytime. The same principle
should apply to the reports that clients receive from their
financial advisors. This is not impossible: if a financial advisor
uses fintech and FNA tools, they will have a single view of a
client’s portfolio (with consent) allowing them to put together
reports that clients can access from multiple touchpoints
which they can use to interact with their financial advisors.
These interactive reports seamlessly allow the client to leave
voice notes on specific points on a report or call the financial
advisor from a report.

Improved client experience
Traditionally, client portfolio data, obtained from data
exchange companies such as Astute (The Financial Services
Exchange), was used predominantly for compliance as it
enabled and assisted financial service product providers
and financial advisors to add value to clients through
various stages of financial planning by reducing costs,
shortening the cycle of information-gathering and enabling
an efficient financial needs analysis process.
We have, however, seen a fundamental shift as financial
service product providers are now using the data exchanged
through the Astute platform continuously throughout
the customer journey as they can see real-time data points
across the financial services industry.
Technology is not a shift that is on the horizon, it is already
here and the companies and financial advisors who leverage
technology will have a competitive advantage for many years
to come. 
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An account that grows

with your business

In a move aimed at transforming the banking experience for SMEs, Absa is launching a brand-new
transactional account called Business Evolve Zero. Specifically designed for sole proprietors and
start-ups, it comes with no monthly account fee.

M

any entrepreneurs will have tales about how
challenging it is to get a new business up and
running. Aside from the usual funding issues, a great
deal of business owners might be specialists in their
own fields but come up short when it comes to the financial
management skills needed to become a successful start-up. This
is a familiar story; one that Absa is about to evolve.

services, further reducing an SME’s reliance on external resources.
Real-time analytics and reporting can be accessed with a few
clicks via Absa Online.
Underscoring Absa’s commitment to providing world-class
digital solutions, the Business Evolve Zero Account offers
entrepreneurs the convenience of online banking, 24/7; with the
added peace of mind that a banker is always available should
they require human assistance. Improved analytics and insights
provided by Cashflow Manager enable Absa to better support
SMEs, by pre-emptively offering bespoke transactional, savings
and credit solutions for the business.

The SME segment is a core
focus area for Absa, and if the
Business Evolve Zero Account
is anything to go by, it seems
they’ve hit the nail on the head.

The Absa Business Evolve Zero Account offers more than just
zero monthly fees. At its heart is a business management and
accounting solution called Cashflow Manager. As an-end-to-end
digital offering, Cashflow Manager empowers even novices to
take control of their business finances like never before. Standard
features include the ability to create cost
estimates and generate invoices. Invoices
will automatically be picked up when
they are paid, to deliver reports
on outstanding monies. Cashflow
Manager delivers a bird’s eye view
of your company’s finances, and
even helps proprietors to keep
track of their own money versus
the business’s. It also offers payroll
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The Business Evolve Zero Account is a cost-effective pay-asyou-transact solution that offers unlimited free Absa-to-Absa
debit orders and Absa-to-Absa inter-account transfers. Fees
for ETFs, debit card swipes and external debit orders are low.
The account comes with a debit card, a savings pocket and an
investment facility called Liquidity Plus.
Designed for businesses with an annual turnover of less than
R5-million, the Absa Business Evolve Zero Account also simplifies
VAT, allowing entrepreneurs the ability to generate reports to
assist in filing returns to the South African Revenue Service.
The SME segment is a core focus area for Absa, and if the
Business Evolve Zero Account is anything to go by, it seems
they’ve hit the nail on the head. More Business Evolve accounts
are in the advanced stages of development and will be released
during the course of 2021. These new accounts will cater for
the needs of bigger enterprises, laying the groundwork for
businesses to have one account that evolves with their growth
– starting from day one.
The Business Evolve Zero Account is available on Absa Online
Banking, the Absa Banking App and at selected branches.

Can I spend my start-up capital on my business,
and not on banking fees?
With Absa’s Business Evolve Zero Account, I can.
Absa’s Business Evolve Zero Account is a game-changing business
account with no monthly fees. It offers end-to-end digital onboarding,
and the Cashflow Manager – an accounting and business management
tool that puts even novices in total control of their business finances.
Designed for SMEs, it’s an account that will grow with your business,
starting from day one.
Open your Business Evolve Zero Account today.
To find out more, visit
www.absa.co.za/business/bank-my-business/business-evolve-accounts/

We do more so you can. That’s Africanacity.
Terms and conditions apply Authorised Financial Services Provider Registered Credit Provider Reg No NCRCP7

CRYPTOCURRENCY

What is the
outlook for
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2021?

CRYPTOCURRENCY

With recent Bitcoin price performance on a high, Fred Razak, chief trading strategist from CMTrading,
discusses the cryptocurrency market outlook for 2021.

T

he Bitcoin price surged up to $60 000 in 2021. And
there are a few influencing factors that contributed to
this phenomenal rise in the cryptocurrency’s fortunes.
The accumulation of three stimulus packages coming
out of the US have had an unintentionally negative effect on
the long-term value of the US dollar. In fact, ever since the
Nixon administration took the US dollar off the Gold Standard,
the currency has really been floating by its own virtue. As a
result, the value of the US dollar remains in a cycle of longterm devaluation. The only real value in the dollar is the US’s
ability to service its debt.
As a result of the devaluation, institutional financial investors
are moving their investments away from the currency. Up to
this point, the US has remained a very wealthy country and has
stood by its ability to service its debt. As the dollar devalues,
the worthiness of the currency does as well. The interesting
thing is, in terms of the movement in value from the dollar
to alternate currencies like Bitcoin, where the dollar had
immense power before and Bitcoin was worth next to nothing,
the dollar is now declining, and Bitcoin is becoming one of the
most powerful currencies in the world.

With so many competitors to
Bitcoin emerging, we may well
see it drop as alternatives arise.
There has been a major shift. And this was brought about
by a chain of events. Since its birth in 2009, Bitcoin has gone
through several phases. It took some time to be recognised
as a credible alternate currency. The real turning point
was when Bitcoin registered as a currency on the Chicago
Mercantile Exchange (CME). The road towards the completely
appreciated value of Bitcoin is still wrought with uncertainties
like statements made by US Treasury Secretary Janet Yellen,
who says Bitcoin will need to be regulated, causing investors
sitting on the sidelines to become more hesitant to jump in.
Once regulatory standards are imposed on the currency, it
becomes less organic in form, and less volatile.
We are in the Wild, Wild West of cryptocurrencies now.
Although Bitcoin came about in 2009, this is all just beginning.
If one observes how few cryptocurrency transactions are
taking place, the upside potential is large. In truth, we haven’t
seen the real magnitude of cryptocurrencies yet. Consumers
have yet to take it on as a currency for daily transactions. But
changing mindsets takes time. We are seeing that major credit
card companies, online payment solutions and, notably, Tesla
are adopting Bitcoin as a recognised payment method.
There are going to be a lot of competitors to Bitcoin. The
only thing I could really compare it to is the Dot Com bubble

and bust of 1999-2000. There were many companies, like AOL
(America Online), which was acquired for over $4-billion at the
time, which seemed like a great value, but ended up a bust.
That said, soon after, companies like Amazon and Google, that
had much less at the time, are among the biggest companies
in the world today.
With so many competitors to Bitcoin
emerging, we may well see it drop as
alternatives arise. The more companies
that recognise cryptocurrencies, the
more powerful it will become as a
sector. Competition is good and is
the proof that the sector is being
accepted. But it is anyone’s guess
which specific cryptocurrency might
ultimately emerge as the leader.
Does the market genuinely
appreciate what Bitcoin is worth?
The exact evaluation is still up in the air. As more major
corporations and mainstream influencers start adopting it
transactionally, it may still rise. The market is slowly accepting
it as a form of transactional currency. But there is still a lot
to figure out. The question is, what threats could regulatory
impositions pose to Bitcoin? And what about competitors?
Could they overtake it?
Down the line, we know that cryptocurrency is the way
of the future. But we have no idea how the transactional
transformation is going to happen yet. There are still so many
questions that we need answers to – like which cryptocurrency
will win the race? How will it be regulated? Bitcoin is still very
volatile. And volatility tends to make people sell. Ultimately,
consumers would rather have a currency that is stable.
There is still much trepidation, especially when the value of
bitcoin weekly is changing into the $10 000s. But once global
consciousness awakens to the value of cryptocurrencies in
general, we may see an overnight shift.
The most important thing to
remember when you are trading,
regardless of what it is, is to make
sure that the institution you are
trading with is regulated. And
with cryptocurrencies especially, do
your due diligence. Do the research
and make sure that your money is in
safe hands. We live in interesting times
and there are many opportunists out
there, who are trying to cash in. Watch
the markets; understand the trading
environment and protect yourself by Fred Razak, chief trading
strategist from CMTrading
choosing a regulated broker. 
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CURRENCY TRANSFERS

Directing currencies
If you have clients that need to move funds into and out of South Africa,
the team at Currencies Direct can help them every step of the way.
Transferring money internationally is rarely simple
As well as having to navigate SARB regulations, SARS applications,
exchange control submissions and cyber-security concerns,
anyone moving funds out of South Africa also has to deal with a
volatile economic and political landscape that can move the rand
by as much as 20% in a matter of days.
In a complicated environment, Currencies Direct are here to
eliminate the hassle.
Who are Currencies Direct?
Currencies Direct are a multi-award-winning provider of
international payment solutions and have been working with
personal and business clients since 1996.
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Over the years Currencies Direct has grown considerably, and
the company now employs over 500 currency experts and has
more than 20 global offices. It has an “Excellent” five-star rating
on Trustpilot and has won several awards, including MoneyAge
Money Transfer Provider of the Year 2021.
The process
Since the start, Currencies Direct’s mission has been to help their
clients take control of their currency transfers by simplifying the
process and providing the best value for money.
That means clients receive excellent exchange rates, tailored
FX packages, market insights and support with exchange
control submissions.

Reach financial planners
and associated practitioners
The official publication of the Financial Planning Institute (FPI)

ABC-certified distribution through:
• Major financial planning events
• Financial planning workshops
• Direct distribution to all Certified Financial Planners
PLUS BLUE CHIP ONLINE
Advertising queries: sales@gan.co.za
www.bluechipdigital.co.za

The South African Journal
for Financial Planners

CURRENCY TRANSFERS

In South Africa the rand
can move by as much as
20% in a matter of days.
Every transfer has a story
Every currency transfer is different and Currencies Direct can
support a range of requirements, including:
Getting funds out of South Africa. For any clients that were born
in South Africa and have since left, trying to move money into
their international bank account from South Africa can be quite a
challenge, but Currencies Direct are here to simplify the process.
Annual allowance. If your clients want to use their annual
discretionary allowance (R1-million per calendar year) Currencies
Direct will make sure they get excellent rates and the lowest fees.
South Africans only need a registered tax number to make use of
their annual R1-million allowance.
Investing offshore. Are your clients looking to invest overseas?
Currencies Direct will help them through the necessary paperwork,
obtain their tax clearance and make sure their transfer is timed
just right.
Transfers over the limit. If your clients have over R11-million they
want to move abroad, talking through their options with a leading
currency expert is the best way to make their funds go further.
While this is not a standard allowance, it is possible and can be
submitted and approved within a couple of months.
Trusts. Currencies Direct will help your clients get through all the
challenges and paperwork linked to trusts and their recipients.
Foreign residents in South Africa. If South Africa is not your
client’s country of birth, different rules apply. Whether they’re
repatriating funds that they brought to South Africa or have
earned money working for a South African company, Currencies
Direct’s team of experts know exactly what the SARB want in order
to facilitate the transfer.
Business payments. If your clients run or work for businesses
that make or receive international payments, Currencies Direct
will ensure the volatility and the complexities of exchange control
don’t tie their hands.
Previously blocked funds. For those who left money in
investments or RAs in South Africa when they moved abroad.
Currencies Direct can also assist with:
• Financial emigration
• An inheritance from South Africa
• International loans
• Foreign direct investment
• Trade finance products like Letters of Credit and Guarantees
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Removing the hassle
How else can Currencies Direct support your clients?
Exchange control. When sending money overseas, the reserve
bank (SARB) needs to approve the transfer so they can monitor
funds coming in and out of the country. This is called “exchange
control” and is a 65-page document full of rules and regulations
and it is easy to get lost. However, Currencies Direct will interpret,
prepare and send your clients’ exchange control submission with
a view to getting a fast approval first time.
Tax clearance. South African law dictates that when money leaves
the country the revenue service (SARS) must confirm all taxes have
been paid first. Currencies Direct provide the relevant forms, fill
them in, take them to the local SARS office, and submit them for
your clients.
Rate alert. Currencies Direct’s rate watch service gives your
clients the option to target a specific exchange rate. They simply
specify the rate they want to achieve and they’ll receive an instant
notification when that rate is reached.
Timing is everything. Currencies
Direct’s team of currency experts will
keep your clients updated with the
latest market movements, essential if
they want to move their money at the
right time.
If you have clients with international
currency requirements, you can
introduce them to a value-added
service while generating an extra
revenue stream. Talk to the team at
Currencies Direct to find out more. 

Graham Barratt,
Director and Head
of Revenue,
Currencies Direct
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