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With all the uncertainty and resulting 
volatility in investment portfolios over the 
past five years, should investors stay the 
course? 
 

The past five years have been extremely trying for South 

African investors. Markets have provided very little upside 

growth, resulting in no reward for having higher exposure to 

equities which normally provide strong real returns above 

inflation/CPI. Conversely, fixed income has been offering real 

returns of between 3% and 4% per annum. 

Encouragingly, we see real returns across all our portfolios 

over the five-year period, following the principle that returns 

do come to those who wait. The more conservative funds, 

while lagging the longer term investments, have consistently 

provided real returns over the short term.  

The four Wealth associates BCI Fund of Funds portfolios 

employ a progressively higher allocation to the growth 

assets, which infers greater risk and return. Each portfolio 

has its targeted rate of return (after investment costs) over a 

defined period of time.  

 Wealth Associates BCI Cautious Fund, CPI + 3% per 

annum over rolling three-year periods 

 Wealth associates BCI Moderate Fund, CPI + 4% per 

annum over rolling four-year periods 

 Wealth Associates BCI Balanced Fund, CPI + 5% per 

annum over rolling five-year periods 

 Wealth Associates BCI Growth Fund, CPI + 6% per 

annum over rolling six-year periods.  

The time period is therefore an extremely important variable 

along with the investor’s appetite and capacity for risk in 

selecting the appropriate portfolio. Even the investor with a 

greater appetite and capacity for risk increases the portfolio 

risk dramatically by applying a shorter period to a longer 

duration portfolio. An understanding of the investor’s 

circumstances is thus critical in selecting an appropriate 

portfolio type.  

Conversely, there is a very real need for investors to take on 

as much managed risk as possible within longer term 

investments (in excess of six years) as a 1% p.a. higher 

average return in excess of inflation over time dramatically 

increases growth in capital values. While risk (volatility) is 

higher over shorter periods of time, the longer the 

investment is held the greater the reduction in the effective 

risk. 

In fact, the greatest risk to longer term investors is not taking 

on enough managed risk to outpace inflation. Inflation is the 

silent but persistent “destroyer” of the real value of 

accumulated wealth. 

Let’s illustrate the impact of lower returns over time. We 

assume an investment of R100 000 over 10, 20, 30, and 40 

years and show the impact of employing a CPI + 3% per 

annum portfolio over that time period vs employing a CPI + 

5% per annum target. Values below are shown in present 

value terms. 

 10 years R132 193 vs R158 552 (a 20% difference) 

 20 years R174 748 vs R316 540 (an 81% difference) 

 30 years R231 004 vs R398 578 (a 72% difference) 

 40 years R305 370 vs R631 952 (a 107% difference) 

The relevance of a 40-year time horizon is that the normal 

working person will save for retirement for 40 years from 

age 25 to 65.  

Beating inflation during your retirement 
years  
 

Many people believe they should completely de-risk their 

portfolios when they retire (and even a few years before 

retirement) in order to protect capital. Whilst capital 

protection is extremely important, if the real value of the 

capital is not protected from inflation investors get a false 
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sense of security. While fixed interest investments give a 

sense of stability, predictability and protection of capital, 

inflation is likely to substantially diminish their purchasing 

power over time. 

The average 65-year old retired couple will need capital and 

income to sustain their needs for between 15 and 25 years. 

As for pre-retirement investors, inflation protection is 

extremely important along with trust in the longer-term 

sustainability of portfolios which target a return of between 

CPI + 3% and CPI + 4% per annum.  

Giving in to the temptation to revert to lower volatility 

portfolios during longer term periods of underperformance 

will result in persistent capital erosion over time.  

Diversification in the four Wealth 
Associates portfolios  
 

The same principles of portfolio construction are employed 

across all four portfolios and each uses a progressively higher 

allocation of growth assets to achieve targeted outcomes 

over time.  
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We employ several best of breed investment managers in 

each of the asset classes and use sophisticated optimisation 

software to reduce risk to appropriate levels and optimise 

the returns earned for each unit of risk employed. The 

managers used in each asset class are as follows: 

 Domestic Cash - Fixed interest income funds (These 

are lower risk interest bearing funds which employ 

a diverse range of instruments to achieve as high a 

level of interest as possible.)  

 BCI Income Plus (Fairtree); 

 Nedgroup Investments Flexible; 

 Coronation Strategic Income; 

 Stanlib Income. 

 

 Domestic Bonds - Fixed interest bond funds (These 

funds utilise investment grade bonds with longer 

maturity profiles and the managers will achieve 

both interest returns and capital appreciation by 

managing the duration risk of the holdings.) 

 Stanlib Bond; 

 Coronation Bond; 

 Stanlib Income Fund. While this is not a 

bond fund, we use it to reduce duration 

risk in the bond funds where appropriate. 

 

 Domestic Property - South African listed property 

 Sesfikile BCI Property. 

 

 

 

 Domestic Equity - South African equity (We employ 

a combination of passive and smart beta index 

funds and active funds in this sector.)  

o Passive and smart beta index funds:  

 Coreshares S&P SA Top 50. Captures 

market “beta” with a capped exposure of 

10% to any individual shares; 

 Coreshares DiviTrax ETF. Captures size, 

quality and value factors;  

 Satrix Momentum Index. Captures price 

and earnings momentum factors.  

o Actively managed funds: These managers 

use different methodologies in the 

management of their funds and, 

importantly, are not overly benchmark 

cognisant. We believe our active managers 

need to be somewhat non-benchmark 

cognisant to achieve alpha in excess of 

market beta.  

 Fairtree Equity Prescient; 

 Laurium Equity Prescient; 

 360ne BCI SA Equity; 

 Truffle SCI General Equity. 

Six of the seven equity managers we employ feature among 

the top 15 equity managers in South Africa over the past 

five-year period.  

Excessive costs without relative return compensation have a 

drag effect on portfolio performance. Accordingly, the index 

funds provide beta and factor persistence at lower costs 

than active funds and the active funds are employed at best 

institutional pricing. We do not invest in any funds that 

charge performance fees as we believe they are contrary to 

the principle of fairness to investors.  
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 Offshore Bonds & Cash 

 Stanlib Feeder Fund; 

 A few of the other funds in the other asset 

classes also have small indirect offshore 

Bond & Cash exposure. 

 Offshore Equity 

 PortfolioMetrix BCI Global Equity. This is a 

multi-jurisdictional blend of 32 active and 

passive global equity managers that 

employs the same diversification principles 

as our SA equity blend of funds.  

 Offshore Property (Listed) 

 PortfolioMetrix BCI Global Property FoF. This 

Fund of Fund blends between two specialist 

offshore property funds (Sesfikile BCI Global 

Property and Catalyst Global Real Estate 

Prescient). 

 

 

 

 

 

 

In conclusion  
 

Our advice to investors is to hold course and remain invested 

in the portfolio appropriate to your needs. Diversification is 

the only “free lunch” in investments, assisted by the 

optimisation techniques employed in the four Wealth 

Associates portfolios.  

Investment markets are influenced by both relevant and 

persistent long-term trends as well as by transient shorter-

term events. It is remarkable how the markets can react so 

rapidly to economic and political utterances, only to 

completely reverse a position within days or weeks when 

speculated occurrences don’t materialise.  

A perfect example is the dramatic sell-off in world markets in 

May based on concerns around US/China trade spats, only 

for the trend to reverse in June after conciliatory positions 

taken by President’s Xi and Trump during the G20 summit. 

The point is that sound investment strategies concentrate on 

fundamentals and do not try to time market ups and downs 

based on shorter term happenings. Resist the urge to take 

flight when the going gets tough. Patient investors are 

proven to outperform those who try to time entries to and 

exits from growth assets.  

Jeremy Squier for Wealth Associates Asset Management 
  

Morningstar rankings of our portfolios 
relative to peers 

ASISA SA Multi-
Asset WAAM FoF 1 Year 2 Years 3 Years 

Low-equity Cautious # 13/184  # 10/119  # 16/150 

Med-equity Moderate #  5/79  # 1/74  # 2/69 

High-equity Balanced #  9/146  # 6/137  # 9/123 
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