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Teaming up wiTh Fundhouse

in our continued effort to 
enhance our investment 
process and provide objective 
and independent advice, 
we have identified the 
requirement for the services 
of an independent research 
company. Fundhouse is an 
established industry expert in 
the field of fund research  
and investments.
 

are your invesTmenT goals, 
producTs and expecTaTions 
suiTably aligned? 

there is no generic set of 
goals that applies to everyone, 
and no set timeline for 
achieving them. Even though 
certain goals may be similar 
in nature, we all have different 
timelines, risk profiles and 
personal circumstances, 
and our portfolios need to be 
constructed accordingly.

behavioural Finance
 
Examining the biases and 
irregularities in which emotion 
and psychology influence 
our decisions, leading to 
unpredictable and irrational 
outcomes, often against our 
best interests. two human 
qualities tend to complicate 
decision-making: humans like 
short-term gratification and 
dislike social-exclusion behavior.

in tHiS ISSUE

FINANCIAL INDICATORS REVIEW

why money markeT and income 
Funds are noT risk-Free

in early August 2014, African 
bank (Abil) released news 
which shocked the market. 
How did a company like Abil, 
with no shortage of detailed 
research coverage from the 
investment industry, spring a 
surprise like this?
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GREETINGS From your 
Financial advice Team 

As we head towards the end of 2014, we 
reflect on the past few months and the 
impact they have had on investments 
both locally and globally.

South Africa has had a busy year; from 
the continued striking in various sectors, 
the elections, and the exposure of 
nkandla by the public protector to the 
collapse of African bank. More recently 
we have experienced the resignation of 
Gill Marcus from the Reserve bank and 
South Africa’s affiliation with Russia on 
nuclear power plant plans. 

Despite many disruptions and little 
positive news, the local stock market has 
continued to enjoy unexpected returns 
since the beginning of the year. 
 

     exploring the unknown 
requires tolerating uncertainty 

 
- Brian Greene  
An American theoretical physicist and 
professor at columbia university.

Volatility however has been profound, 
with the past two months potentially  
hinting at some correction in the 
domestic market. Despite maintaining 
the repo rate at 5.75% in September, 
speculation around rising rates 
remains. Additional uncertainty has 
been created around the successor of 
Gill Marcus and policy priorities going 
forward. With a stagnating economy and 
threatening inflation, the next Reserve 
bank Governor has a challenge ahead 

On 6 august 2014, IndePendent Wealth Managers 
sPOnsOred a PresentatIOn at dPhs by rod smiTh.  

Rod is a family therapist living in the uSA and writes a daily column in the Mercury 
newspaper titled You AnD ME; you may find this of interest 

the topic was “building robust boys/families/schools/communities.”  those of you who 
have heard Rod speak about children, parenting, schools, relationships and personal 
growth and values will agree that he is a truly inspirational and provocative speaker.

A portion of the monies collected will be used by the DpHS Educational trust and School 
to assist disadvantaged schools who are part of the DpHS outreach programme.

of him. After months of austere domestic 
economic news, the Rand is once again 
under heavy pressure. the weakness has 
been part of a global theme surrounding 
emerging markets, but there is no doubt 
that the internal factors of sluggish growth 
and a large current account deficit are 
contributory factors.  

Globally, conditions vary according to 
geographic location. the S&p500 (uS) 
has displayed positive and convincing 
growth over the year, while Europe is 
positive but has been very volatile. the 
chinese stock market is up slightly while 
the FtSE100 (uK) and nikkei (Japan) 
are down over the period.  

the uS Market has already started to 
experience volatility and will continue 
to do so as speculation increases about 
the potential for rising interest rates as 
quantitative easing draws to a close. the 
uS Dollar has surged to a four year high, 
creating concerns for exports.  

in contrast, the Euro slid to a two 
year low amidst speculation that the 
central bank may be forced to resort to 
quantitative easing in an attempt to revive 
the stagnant and deflation-threatened  
Euro zone economy. Recently the central 
bank has already responded to declines 
in inflation by lowering interest rates.

Meanwhile the bank of England Governor 
warned about the potential for risks 
building up in the financial system after 
more than five years with the base rate 
at a historic low of 0.5%; he reiterated 

that a rise in rates is getting closer. 
Recent growth in the uK economy has 
been largely linked and stimulated by 
huge moves by the Government to 
inflate the housing market. the uK’s 
export performance has been pretty 
distressing and business investment has 
taken a very long time to rise. the results 
of a survey on finance professionals 
indicated that the bitterly fought debate 
over Scotland’s future in the run up to the 
referendum in September has damaged 
the uK economy. Some suggested that 
the independence debate cast a shadow 
of doubt over the stability of the economy. 
britain’s business community heaved a 
sigh of relief following the ‘no’ vote.

     in preparing for battle i  
have always found that plans  
are useless, but planning is  
indispensable

 
- Dwight D. Eisenhower 

in an environment with such uncertainty, 
asset and geographic diversification re-
mains imperative in portfolio construction. 
Despite austere news in many economies, 
pockets of value are always present and 
a well-constructed portfolio will over time 
achieve the targeted objective.

We trust that you will find the articles  
selected helpful and valuable. Should 
you have any queries or require any 
additional information, please don’t 
hesitate to contact us.

IN THE COMMUNITy 
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AfRiCAN BANk: WHy MONEy 
MARkET AND INCOME FUNDS 
ARE NOT RISk-FREE
  in early August 2014, African bank 
(‘Abil’) released news which shocked 
the market. the struggling operator 
had stumbled and run out of capital to 
fund mounting losses in its core lending 
business. this led to a precipitous 
fall in the share price as well as in the 
value of bonds it issues to help fund 
its operations. it culminated with the 
resignation of the cEo, the suspension 
of trading in the share, a 10% write down 
of the good bonds (secondary bonds 
were not so lucky, with value reduced 
to zero), and a business needing tax 
payers to bail it out.

How did a company like ABIL, with no 
shortage of detailed research coverage 
from the investment industry, spring a 
surprise like this? 

A wave of market commentary followed 
the news, how ‘the writing was on 
the wall’, and how an astute investor 
should have avoided this loss of capital 
for clients. While fund managers with 
exposure in high risk funds could 
explain the position they took in the 
context of the funds intention (to earn 
high returns which means taking more 
risk), it was the investors in low risk funds 
who were most concerned. Any losses 
experienced in these funds (like money 
market and income funds) are far harder 
to stomach. investors allocate money 
here which they can ill afford to lose; how 
then did clients in the low risk end of the 
fund industry end up with this problem?

We have looked at what the fund 
management industry was saying about 
Abil in the weeks and months leading 
up to the suspension.  Hopefully this will 
better prepare us to identify and avoid 
this type of event from impacting client 
portfolios in future.

1 June 2014  
Cape Town - African Bank Investments 
[JSE:ABL] (Abil) confirmed in a SENS 
report on Wednesday that Moody’s In-
vestors Service downgraded its credit 
rating status. 
“African Bank announced a headline 
loss for the six months ended March 

2014 and this rating action reflects 
Moody’s assessment of the deteriora-
tion in African Bank’s asset quality.”

Abil had been reduced to ‘Junk’ status 
in investment-speak, two months prior 
to its collapse. this is a problem for the 
fund industry, in that most investment 
mandates (which determine what a fund 
may invest in) are prohibited from owning 
large amounts of this low quality asset. 
Why then were funds still exposed? A 
number of problems within Abil were 
evident prior to this downgrade, and can 
be better explained by looking at the 
mechanics of the corporate bond market. 

corporate bonds refer to companies 
looking for loan-funding to help 
maintain and grow their operations.  
Historically much of this funding 
would have been provided by banks, 
but banks have become risk-averse 
(post the 2008/2009 financial crisis) 
and their own balance sheets needed 
attention.  Added to this, interest rates 
are low and so investors are looking 
for higher levels of income (the global 
“search for yield”). this resulted in a 
huge demand for corporate bonds by 
the fund management industry. Fund 
managers (actually their clients) were 
effectively replacing banks as primary 
lenders to South African corporates.  
the implications for this are fairly 
substantial. in effect, fund managers 
were aiming to boost the returns of 
lower risk funds, by placing clients’ 
money in riskier investments. in South 
Africa the corporate bond market is still 
new and underdeveloped and many of 
the investment businesses we see and 
funds we rate are still playing catch-up 
in their ability to manage and evaluate 
this asset class. For example, the 
average credit team size in South Africa 
is under 3 people, whereas the global 
leaders like piMco, M&G and others we 
speak to often have over 10 times that.  
Also, clients should be aware that many 
bonds are illiquid and, couple this with 
an immature market, and they are often 
difficult to sell. this means research 
needs to be all the more thorough.

the problem with Abil was not that 
everyone was seemingly caught by 
surprise, it was that even if they knew 
exactly the troubles the business was in, 
they could do little to avoid the problem as 
liquidity was almost zero (i.e. you couldn’t 
sell the bond once you had bought it). 
Many fund managers were hoping for a 
‘soft landing’, but this did not happen, as 
we now know.  A corporate failure which 
affects investors is rare in South Africa, 
and in part this contributed to the problem.  
professional investors underestimated 
the level of risk in Abil because it was 
something they had rarely seen before, 
which meant there was a form of built-in 
optimism which underpinned many of the 
investment views:

14 may 2014
ALEC HOGG: 
Well, if you’re looking at a 10 to 12 
percent yield and you think that’s 
attractive, then clearly you don’t think 
ABIL are going to hit the wall.
MANAGER 1: 
No, we don’t think ABIL will hit the wall.

15 may 2014
MANAGER 2: 
“It’s a business that has value through 
the credit cycle,”…” While the first-
half results aren’t great, African Bank 
has enough cash and its losses are 
“accounting numbers,”

19 may 2014
MANAGER 3: 
“We continue to believe in the long-
term viability of the business,”

19 February 2014
MANAGER 4: 
“We have communicated to our 
investors that we have been in the 
market for African Bank Investments 
Limited,” … “We definitely think it’s 
cheap. These guys (Abil management) 
are not idiots.”
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there were substantial numbers of 
fund managers holding Abil bonds in 
client portfolios.  As we now know, Abil 
needed debt funding to operate and, 
when the bonds started maturing (that 
is, when their term comes to an end and 
the loan amount needs to be repaid), 
some astute fund managers decided 
not to carry on funding new debt.  So, 
Abil ran out of funding. they scrambled 
for alternatives, the sale of loss-making 
subsidiary Ellerines and a rights issue 
(where they raise funding through selling 
more shares to the public). but it wasn’t 
enough – the market lost hope, the share 
was sold down (see the chart below), 
and a number of funds and their clients 
were left with the problem. the first tier 
bonds (those with the first claim on 
being repaid) were marked down 10%, 
while second tier bonds were effectively 
reduced to zero value.

Should enough bondholders stop 
buying, “then you create a liquidity 
squeeze and you shoot yourself in the 
foot,” said MANAGER 5.
“You don’t want to be the trigger.” 

this sums it up nicely: enough large 
investors lost faith to the extent that 
Abil ran out of funding options. it wasn’t 
so much that the business model was 
terminal, it was that the funding dried up 
when it mattered most.

What can we conclude from all this? 
Firstly, its normal albeit not ideal to have 
losses in a high risk equity fund.  So long 
as your winners outweigh your losers you 
should be fine. it’s a calculated risk and 
managers tend to do a good job here 
(many good managers held Saambou in 

2002 when it folded and still did well for 
clients in the long run).   

but, it’s in the low risk fund space where 
investors are most sensitive to losses 
– money market funds and other 
income funds where low risk (not zero 
risk) is offered.  Remember, here fund 
managers seek to boost returns above 
that of a bank deposit.  in these funds 
the temptation is to draw from the 
excess of new credit instruments to 
boost income because they often yield 
4% above these bank deposits. Some 
money market funds found themselves 
with Abil exposure as a result. the point 
is that even the lowest risk funds of all – 
money market funds – are not risk free.  
We do however believe that post the 
Abil crisis, risk management in these 
funds will be more tightly managed than 
it has been in the recent past.

SOURCE: Article provided by Fundhouse 
investment Advisors (pty) ltd

We will discuss the benefits and 
modifications with each of you at 
our next scheduled meeting.  

for more information on fundhouse:

TEAMING Up WITH FUNDHOUSE 
specialisT invesTmenT services For our clienTs  
in our continued effort to enhance our investment process and provide objective 
and independent advice, we have identified the requirement for the services of an 
independent research company.  

After a lengthy process of due diligence, we have appointed Fundhouse to assist us. 
Fundhouse is an established industry expert in the field of fund research and investments.  

the inclusion of Fundhouse in our process ensures that we have access to leading 
fund research and the consultation of independent investment specialists as part of 
our comprehensive strategy. Fundhouse have undertaken to provide independent 
research coverage of both the South African and Global fund management industry 
and portfolio construction advice. the process allows for close monitoring of the 
portfolios with automatic rebalancing and altering when required.

  www.fundhouse.co.za

SOURCE | MoneywebAFRICAN BANk SHARE pRICE
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bEHAViouRAl 
FINANCE 
behavioural Finance examines 
the biases and irregularities in 
which emotion and psychology 
influence our decisions, leading 
to unpredictable and irrational 
outcomes, often against our best 
interests. two human qualities 
tend to complicate decision 
making: humans like short-term 
gratification and dislike social-
exclusion behaviour 

common biases

Overconfidence  
people feel more confident than they 
should and overestimate their ability. 
Surveys about driving skills reflect 
this, when asked if you are an above 
average or average driver, the vast 
majority say they are above average. 
tom Stevenson, investment director 
at Fidelity Worldwide investment says 
“the future is unpredictable but we have 
overconfidence in our ability to predict 
it. one of the ways to get around this 
is to accept we don’t know what the 
future holds.  Spread risks widely as it’s 
impossible to know which will do best.”

Self-attribution
to credit your skill for good outcomes 
and blame bad luck for bad outcomes.

Hindsight 
After an event, investors tend to believe 
that it could have been predicted.

Confirmation Bias 
the tendency to believe whatever confirms 
an existing opinion and disregards 
anything that contradicts it - you are 
confirming what you want to believe.

Anchoring
people tend to grasp and fixate on a 
certain piece of non-relevant information. 
if you paid 100c and the share price fell 
to 80c, people tend to hold on to it. In 
contrast they should be re-evaluating 
the investment at 80c to determine if 
it is a good investment, if not, the price 
paid is irrelevant.

Loss Aversion
investors are disproportionately more 
unhappy about making a loss than 
they are happy about making a 
gain in equal size, which can make 
investors too conservative. According 
to research, when offered the choice 
between a certain gain and a gamble 
for a bit more but with the risk of loss, 
most people will take the certain gain. 
However, when offered a certain loss 
against a gamble of losing more, with a 
small potential of breaking even, most 
people will take the gamble. When 
confronted with a losing position, 
people are more inclined to gamble.

Regret Theory
Avoiding selling bad investments due to 
embarrassment or fear of taking a loss.

Social Interaction (Group Biases)
psychologists have found that groups tend 
to amplify the decision-making biases. 
they can falsely lead investors to increased 
confidence and groups can experience 
cascades, whereby individuals abandon 
their own views.  Herding occurs where 
people feel more comfortable doing the 
same as everyone else; this encourages 
investors to buy at the top of markets 
and sell at the bottom.

tom Stevenson refers to the subject of 
behavioural investing, “it shows that 
on the surface it’s to do with facts and 
numbers but investing is about humans 
with all the frailties and weaknesses that 
humans have.”  

investor behaviour and short-term 
decisions based on emotions tend 
to detract from long-term investment 

performance: “investment results are 
more dependent on investor behaviour 
than on fund performance.” – Dalbar 
Research 2011

 

in practice, independent 
Advisors help close the 
gap between fund and 
investor returns by:

•	 Making sense of the wide range of 
products and underlying investments 
available

• choosing the right investment vehicle
• Resisting behavioural biases and 

emotional responses
• Applying a disciplined savings and 

investment process

“independent advisors 
have the ability and 

experience often needed by 
investors to make the right 
choices and to manage their 
choices over time.
–  Jeanette Marais 
Director and Head of Retail 
distribution and client service,  
Allan Gray

ARTICLE pROVIDED By:  

independent Wealth Managers (pty) ltd

SOURCES: 

1. behavioural investing: A practitioner’s 
Guide to Applying behavioural 
Finance – James Montier

2. investopedia.com
3. the tricks and traps of making 

money - tanya Jefferies
4. Allan Gray
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consider your time horizon

Your time horizon has an important 
impact on your choice of savings vehicle 
and how much you need to contribute. 
Saving for short term goals provides 
the foundation for financial security. 
Short term goals can include putting 
money aside for an emergency fund 
to cover unexpected expenses and to 
act as a buffer for potential short falls. 
Your medium and longer term objectives 
could vary, from saving for your child’s 
education or wedding, for example, to 
saving for your retirement.

Since different types of investments 
behave differently over time, knowing 
how long you have to invest, and thinking 
about when you might need access to 
your money, can help you decide how 
much short-term volatility you can afford.

it is important to put a plan in place and 
to pick the investments, or combination 
of investments, that are appropriate 
for each objective and time horizon. A 
longer time horizon usually means you 
can afford to take some risk with your 
money to achieve growth that contributes
meaningfully towards your goals. if 
you are going to choose more risky 
investments, however, you need to be 
comfortable with market fluctuations. 
Returns do not come in a straight line. 
if you decide to draw money early from 

a long-term investment – either because 
you need it, or because you lose your 
nerve – you run the risk of locking in 
losses if the market is going through a 
down period. 

on the other hand, choosing to save in 
a bank account, or with a very stable 
investment product, presents you with 
another risk: inflation. over time, inflation 
erodes the value of your money, leaving 
you able to buy less with the same 
amount of rands. unfortunately, even if 
you save consistently, if the money you 
put away doesn’t grow enough to at least 
have the same amount of purchasing 
power at some point in the future, then 
you are not being rewarded for your 
discipline and sacrifice and you are in 
fact losing money.

Risk versus volatility
‘Risk’ and ‘volatility’ are not the same 
thing. think of risk as the potential of 
permanent loss of capital, whereas 
volatility is essentially the fluctuation in 
an investment’s value. Different types 
of investments carry different levels of 
fluctuation, and also deliver different 
returns. Asset classes with the potential 
for greater returns are associated 
with increased short- to medium-term 
volatility. Although the dips and troughs 
in value from a volatile investment 
should be on paper only, they result in 

permanent capital loss if you disinvest at 
the wrong time.

You should avoid volatile asset classes 
if you know you will need to access your 
money in the short term. However, just 
because an investment is more volatile 
does not necessarily mean that it is more 
risky in the long term. the real risk is 
permanent capital loss, not how smooth 
the ride is.

Make conscious choices

understanding how much risk you are 
comfortable taking on, and how much 
return, ideally, you need to achieve, and 
investing accordingly, is key to allowing 
you to remain disciplined and committed 
to your investment plan. this can be 
difficult at times: between the fear of 
losing hard-earned cash and the fear 
of missing out on a great opportunity, it 
is understandable that many investors 
get distracted along the way and have 
the urge to chop and change their 
investments. if you make conscious 
choices based on your personal profile, 
it is easier to stay committed to your 
long-term plan. A financial adviser 
can help tailor your savings to suit 
your characteristics and objectives 
and ensure that you have a diversified 
portfolio that caters for both short-term 
and long-term goals.

ARE yOUR INVESTMENT GOALS, pRODUCTS 
AND EXpECTATIONS SUITABLy ALIGNED?
Our InvestMent gOals dePend On Our PersOnal PrIOrItIes In lIFe and there Is nO 
generIc set OF gOals that aPPlIes tO everyOne, and nO set tIMelIne FOr achIevIng 
theM. even thOugh certaIn gOals May be sIMIlar In nature, We all have dIFFerent 
tIMelInes, rIsk PrOFIles and PersOnal cIrcuMstances, and Our POrtFOlIOs need tO  
be cOnstructed accOrdIngly. 
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SOURCE: The Gray Issue
COMMENTARy: Jeanette Marais, director of 
distribution and client service, Allan Gray

ADJuSt YouR 
bEHAViouR
 
the best way to ensure things 
go according to your plan 
is to have a plan in the first 
place. there are also some 
good habits that you can 
consider adopting:

1 pay yourself first

Acknowledging your future financial 
needs and making a proper plan to meet 
these is a discipline that will benefit 
you enormously. it is the most valuable 
gift you can give yourself. As Warren 
buffet says: ‘Don’t save what is left 
after spending; spend what is left after 
saving.’

2 Automate disciplined 
and consistent saving 

behaviour
Set up a debit order that goes off at the 
end of the month when you receive your 
salary. this will mean that you don’t have 
to think about putting the money aside; 
you will quickly get used to a lower 
‘usable’ income.

3 invest tax refunds

if you are lucky enough to get some 
cash back from SARS after submitting 
your tax return, consider using the cash 
to bolster your savings.

4 Maximise your  
bonus or raise

Many of us mentally spend our bonuses, 
and maybe even the additional income 
we’re looking forward to next year. but 
before making those plans a reality, 
consider maximising the tax benefits you 
receive from contributing to a retirement 
annuity (RA). bonuses can also be seen 
as a savings windfall – they give you a 
chance to take a big step ahead in your 
financial plan.

5 preserve your 
retirement savings

if you change jobs and have access 
to your retirement savings, resist the 
temptation to cash in. Rather think long 
term and transfer your savings to a 
preservation fund.

6 be patient and 
disciplined

While it is tempting to focus on short-
term gratification and avoid long-term 
decisions, a patient and disciplined 
savings process will pay off in the long run.
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