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With the end of the year fast approaching it is worth 
taking a look in the rear-view mirror to reflect on 
what has transpired to date.  Unfortunately, politics 
continue to dominate the headlines both locally and 
abroad creating a difficult environment for investors!

INTERNATIONALLY:
Trump and the trade wars: China and the USA have 
set up tariffs against one another which has resulted 
in restricting the trade of billions of dollars’ worth of 
goods. The reason Donald Trump imposed these 
tariffs is because he believes that China are trading 
unfairly and stealing intellectual property. China 
believe that Donald Trump is trying to curb their rise.

Although the countries are getting closer to ending 
the trade war, the uncertainty is negatively effecting 
businesses and hurting the global economy. 

2019 - THE YEAR THAT WAS 

Why hasn't Brexit happened yet? This year saw Brexit 
being delayed from 29 March to 31 October due to 
Prime Minister Theresa May’s deal being rejected by 
the House of Commons. The interim of this saw the 
Theresa May step down in July and be succeeded by 
Boris Johnson. 
Boris Johnson revised a new deal, however, the MPs 
failed to bring the revised deal into law and therefore 
the European Union has agreed to once again extend 
the deadline until 31st January 2020. 

Death of Robert Mugabe: Mugabe led Zimbabwe to 
independence nearly 40 years ago and then succeed-
ed in destroying the economy during his years in 
charge. Mugabe died on the 6th of September at the 
age of 95. It is believed that his death was caused by 
prostate cancer, which he had been fighting for a 
long time under 5-star treatment at the Gleneagles 
Hospital in Singapore. This hospital was costing an 
estimated R80,000 a night which was being covered 
by the Zimbabwean government.  

Hong Kong Protests: Hong Kong was ruled as a British 
colony until 1997 before returning to China. Where it 
was agreed that Hong Kong and China would be 
under a “one country, two systems” arrangement. 
This gave Hong Kong more autonomy than its main 
land counterpart. 

The protests in Hong Kong were triggered by the 
introduction of the extradition bill, which will allow 
for certain criminal suspects to be handed over to 
mainland China. It is believed that the bill could lead 
to unfair trials and violent treatment toward Hong 
Kongese. The argument is that this will give China 
more power in Hong Kong which can be used to 
target activists and journalists. 

Thousands of people took to the streets in violent 
protests for weeks, until the chief executor of Hong 
Kong, Carrie Lam, announced that the bill would be 
suspended indefinitely. 
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LOCALLY:
Rugby World Cup: November 2019 saw the Spring-
boks being crowned champions at the Rugby World 
Cup Final in Japan. Watching Siya Kolisi lift the Web 
Ellis Trophy has brought the country together and 
has created hope for the future of the nation. 

Never has a country won the Rugby Championship 
and the World Cup in the same year, nor has a team 
ever lost a game during the World Cup and gone on 
to win it. It was safe to say that South Africa were not 
the favourites going into the final, however the smart 
tactics and hard work done by both Rassie Erasmus 
and the team paid off. 

Moody downgrades SA’s rating to negative: The begin-
ning of November saw Moody’s place a negative 
outlook on South Africa’s investment grade rating. 
Most analysts are expecting the downgrade to junk 
status; however, they disagree as to when it may 
happen and what the outcome of this will be for the 
nation. 

South African Airways: SAA was in the spotlight this 
November with the already fruitless state owned 
enterprise suffering further losses due to union 

strikes over wage disputes. The strikes came to an 
end on the 22nd November, where the unions 
claimed victory in the negotiations. This should not 
be celebrated too soon as the November salaries 
were not paid on time and the CEO Zuks Ramasia 
says they have run out of cash. SAA are looking for 
lenders to fund R2 billion operation costs - this 
request has not been successful to date. 

Eskom appoint new CEO: Eskom recently announced 
their new CEO, Andre de Ruyter, who was one of 142 
candidates to be considered for the position. There 
were as many as 27 top black executives who were 
approached and requested to apply for the position, 
however each of these individuals declined the offer. 

Andre has a steep slope ahead of him to resuscitate 
the failing state-owned enterprise, however he has 
begun by accepting the position at a lower salary 
than was previously disclosed for the job. 

Andre as CEO of Nampak saw the stock price drop-
ping nearly 84% over the 5 years that he was in con-
trol. A lot of critics are suggesting that Eskom do not 
know what they are doing, however, one must not 
jump to conclusions. When Andre became CEO of 
Nampak, they already had large debts due to them 
expanding into two African countries who were rich 
in oil, the oil markets collapsed which led to huge 
issues for Nampak. Some believe that if it were not 
for Andre, the company would have been run down. 
He retrenched over 50% of the employees, which 
may be seen to be a good trait to have while running 
Eskom.  

2019 Elections: The 2019 elections might have been 
one of the more significant elections in recent years. 
SA currently have 14 parties representing in parlia-
ment. This large number can be hugely disruptive 
due to conflicting ideologies, however it can also be a 
blessing in a country littered with corruption, as it 
can hamper power abuse by the stronger parties.

These elections proved that South Africa are in the 
process of a political realignment which is evident 
with three main turnouts of the elections. The Free-
dom Front Plus party received higher votes especially 
in areas with a large concentration of conservative 
Afrikaans voters. This was at the expense of DA votes 
in the northern white electorate. The EFF made some 
headway by attracting some ANC voters in every 
province to vote for them instead. This was signifi-
cant in all provinces except for the Eastern Cape and 
Western Cape. The number of voters at these elec-
tions were at a record low, which shows that the 
nation is becoming more and more disengaged with 
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INVESTMENT SUCCESS 

Angelo Theofanous
Private Wealth Manager 

the political process and frustrated with the status 
quo as represented by the ANC.

NHI not affordable: No plans have been made for 
funding the NHI, however Tito Mboweni says the 
Treasury are in discussion with the Department of 
Health regarding these plans. 

Tito Mboweni said that the National Treasury have 
created an actuarial model which illustrated that 
with updated fiscal costs and policy reforms to 
strengthen the health care system, the NHI will 
require an additional R33 billion from 2025. 

Although it does not look like the NHI will be rolled 
out, the South African government has been known 
to shock the country with proposals when they are 
planning to implement something else. This is a tech-
nique that is used to dampen the negative views on 
the actual policies that the government wants to 
implement. 

Zuma and his leave to appeal: After countless leave to 
appeals for Jacob Zuma he is finally going to see his 
day in court, when his leave to appeal was dismissed 
on Friday 29th of November. Zuma is set to face 18 
charges of corruption, money laundering and fraud.

From all of us at Resolute Wealth Manage-
ment, we would like to extend a warm thank 
you to everyone that has supported us 
throughout 2019 and helped us to grow and 
reach newer hights as a company. We wish 
you a fantastic holiday season and we look 
forward to supporting you in 2020

MESSAGE FROM 
THE WEALTH MANAGEMENT TEAM

President secures valuable investment for South 
Africa
Approximately R363bn in new investments were 
pledged by the private and public sector during Pres-
ident Cyril Ramaphosa's Investment Conference on 
Wednesday the 6th of November 2019. 

The President described the pledges as a vote of con-
fidence in the economy. In total, the aforementioned 
investment amount was around 17% more than the 
figure raised last year during the same investment 
conference. 

In Ramaphosa’s words he said "for us to have 
achieved this success at a time when our economy is 
struggling is a real achievement," He went on to add 
that he felt in his opinion, the planned investment 
signalled that the economy was poised for growth 
and on its way to recovery. He also noted that a 
further R8bn in investment was not announced on 
Wednesday, as companies were still awaiting board 
and regulatory approvals. 

Jobs are one of the most important things that can be 
created in the economy over the next few years. 

It is estimated that pledged investments should add 
around 412 000 jobs over the next five years. This 
would go a long way in alleviating the burden of the 
country's high unemployment rate and sluggish 
growth. 

So, what are the various investments that have 
been pledged?
Rwandan tech company Mara Group, which under-
took to invest R1.5bn in setting up a smartphone 
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manufacturing facility in the country. This was actual-
ly put into motion last year. 

In October this year, Mara opened the doors of its 
new factory in Durban. The phones will be sold on 
the local market and exported to countries in the 
Southern African region. The factory employs 200 
people and has a capacity to produce 10 000 smart-
phones a day.

Mara Phones chief executive Ashish Thakkar was 
quoted as saying "we managed to get the company 
up and running in record time. It took only 11 
months to move from an idea to an investment 
announcement and production. This shows the high 
level of commitment by the South African govern-
ment." 

A group of 10 companies (mainly French), including 
petroleum giant Total, Air Liquid and home improve-
ment retailer Leroy Merlin, announced a combined 
investment of R20bn into the South African economy 
as they have expanded their footprint in the country.

Local companies, also contributed significantly to the 
investment drive, announcing expansion projects 
which would span over several years in sectors such 
as mining, technology and telecommunication.

Here are some of the main investment announce-
ments at this year's conference: 

MTN: R50bn

Africa's largest mobile phone company committed 
R50bn to invest. The bulk of the investment will fall in 
the roll-out of digital infrastructure development.

Vehicle repair, service and manufacturing: R6bn

The National Association of Automobile Manufactur-
ers of South Africa (Naamsa) unveiled a R6bn Auto-
motive Industry Transformation Fund, aimed at sup-
porting black participation in the automotive indus-
try supply chain through upskilling of entrepreneurs 
in the sector, including a drive to increase the 
number of black-owned dealerships and authorised 
repair workshops.

The fund is supported by the seven Original Equip-
ment Manufacturers - BMW, Ford, Isuzu, Nissan, 
Toyota, Mercedes-Benz, and Volkswagen - which will 
directly use the services of black-owned businesses 
to drive transformation.

"The Automotive Transformation Fund is pioneering, 
and I think is a perfect blueprint for other industries 
to consider. This is an industry-wide initiative, bring-
ing together suppliers and OEMs (original equipment 
manufacturers) to collaborate for common good," 
said BMW SA chief executive and Naamsa vice presi-
dent, Tim Abbott.

Toyota SA: R2.4bn

The company will invest in the production of a 
passenger car model which will come out by the end 
of 2021. Its plant located south of Durban currently 
assemblies the latest Corolla model and Hilux 
bakkies.

The Agricultural Development Agency

Roelf Meyer, co-founder of the United Democratic 
Movement and businessman, announced the forma-
tion of a R12.9bn venture to support emerging farm-
ers, which is an initiative backed by the Department 
of Agriculture, Land Reform and Rural Development.

The agency will be launched in January 2020. This is 
expected to benefit rural communities across South 
Africa and unlock jobs estimated at 300 000. 

'Masterplan’ relating to Retail, Clothing, Textile, 
Leather and Footwear.
Representatives from the retail sector, clothing man-
ufacturers, labour and government signed a "Mas-
terplan" aimed at creating jobs sustainability in the 
depressed manufacturing sector. 

This sector has been hard hit with cheaper imported 
goods and outsourcing of key elements of the indus-
try to Asia. 

The plan will result in improved sourcing from local 
companies in a bid to preserve jobs, according to the 
Southern African Clothing and Textile Workers' 
Union (SACTWU). The plan sets out the objective of 
creating more than 70 000 new manufacturing jobs 
over the next few years.
Under the pact, major retailers are expected to 
increase procurement from local producers by up to 
65%. This will signal a swing back to supporting 
domestic product and hopefully create a competitive 
sector in the country to halt the excessive importa-
tion of goods in this sector. 

Government has also committed to strengthen the 
inspections and compliance enforcement capacity of 
the South African Revenue Services (SARS) to clamp 
down on the illegal importing of goods.
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MESSAGE FROM 
THE WEALTH MANAGEMENT TEAM

Tessa Lefrere, CFP ®, CIPM ®
Private Wealth Manager 

THE UNDERSTATED VALUE OF ADVICE

Morningstar, our specialist investment partner, is 
strongly aligned with our views on first seeking to under-
stand our clients’ needs and goals, and then allocating a 
monetary value to those aspects to plan for their specific 
requirements. Our personal choices and behaviours 
directly impact our future financial position.

Our clients are looking for more than money manage-
ment; they are looking for money advice.  This is our 
product.  This is our purpose.  This is where it is our 
responsibility to educate our clients about making 
trade-offs to attain overall financial wellness.  

Below, Morningstar elaborates on this message. 

Why Financial Advisors Should Operate as Finan-
cial Coaches—And How to Do It
Today’s advisors can set themselves apart by adopt-
ing a more holistic approach to goal-based invest-
ment planning.

Let’s hope that these injections pan out as proposed, 
which would help pave the way for further invest-
ment over the next few years. Ideally, we need the 
economy growing at around 4 – 5% to be able to start 
decreasing joblessness. We are some ways off from 
that, but all great journeys start by taking that first 
step. 

Between social media, financial news outlets, stock 
apps, and word of mouth, today’s investors have no 
lack of information. In this environment, financial 
advisors can no longer view access to data or invest-
ment options as the biggest service they provide, as 
investors are now craving holistic advice that will 
effectively help them achieve their personal goals.  

To meet this demand, financial advisors need to 
increasingly think of themselves not only as invest-
ment advisors, but also as financial coaches. 

What it means to practice financial advisor 
coaching 
A sports coach’s goals extend far beyond just 
winning a game. They must understand the players, 
what makes them tick, and how they can work 
together, and then use these insights to map out a 
durable, winning strategy for the team. 

The same is true for financial coaches. While invest-
ment advisors do the important work of helping 
clients identify topnotch investments, financial 
coaches also prioritize understanding the client’s 
lifestyle, family, income situation—and the larger 
goals that mean the most to their lives. Only after 
they’ve had conversations focused on identifying and 
prioritizing client goals can they move clients from 
planning to action with a goals-focused investment 
plan.  

With the extent of readily financial advice available in 
the world, coaching is one way that advisors can 
demonstrate added value.

Key questions to start financial advisor coaching 
Coaches can start understanding a client’s goals by 
asking open-ended questions. When first introduced 
to a client, a coach should assess: 

 - Are you working with an individual, a couple, a 
family, the kids? If you’re working with a couple, what 
is their dynamic like? Can you detect differences in 
how they think and talk about money? 
 - How connected are they to their family, community, 
and environment? How do they spend their time, 
and with whom do they spend it? 
 - More than making money, why do clients want to 
build wealth? What are they hoping to achieve? 
What’s important to them? 

But while open-ended questions can be illuminating, 
coaches may ultimately need more tools to uncover 
what truly matters most to a client.  
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KARATBARS SWIMS IN MURKY WATERS

Glynis Schnell, CFP ®
Private Wealth Manager 

The hype around Bitcoins has faded recently but now 
we have a new investment causing a stir – KARAT-
BARS..
Any investment offering staggering returns should 
raise a red flag to investors.
The Financial Sector Conduct Authority (FSCA) is 
warning investors that they may be at risk of invest-
ing in a pyramid scheme.
The following article in Moneyweb highlights the 
need  to be cautious especially as the investment is 
not registered with the FSCA and its business prac-
tice  is questionable.
 

For instance, behavioural science shows that people 
aren’t always able to identify their own goals when 
they’re asked. Though many investors are attracted 
to the increasingly popular approach of goals-based 
planning and the personalization it can provide, its 
success hinges on investors knowing their invest-
ment goals and being able to communicate them 
clearly.  

Our research has found that using a master list of 
financial goals can help you have more effective con-
versations with clients and reveal which goals mean 
the most. In fact, 26% of participants changed their 
top goal after seeing a master list, and about 73% of 
participants substituted at least one of their top 
three goals with goals from the master list. 

Helping investors make good choices and develop 
plans that make long-term objectives possible 
should be one of a financial planner’s key missions, 
and this master list can help reveal and clarify the 
goals they really want. 

Financial coaches collaborate on goal-planning 
Though financial coaching is valuable in creating 
relevant goals for your clients, there is still the matter 
of prioritization, savings, funding, timing, and risk 
trade-offs. Financial coaches don’t do that for their 
clients; they do it with their clients so they can under-
stand and buy into the plan.  

A new way to think about financial success 
Clients don’t necessarily evaluate success by how 
much their portfolio beat the industry benchmark; 
they evaluate it by the progress they’re making 
toward the goals that mean the most to them. 
 

In that sense, clients are looking for more than 
money management; they are looking for money 
advice. With a thoughtful, client-centric, goals-based 
approach to financial coaching, advisors can build 
trust, strengthen relationships, and develop their 
business.
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“This is a red flag that people’s money may be at risk.”
And it is not the only red flag. Another, bigger red flag 
is that Karatbars shows all the features of a pyramid 
scheme.

The Namibian central bank, Bank of Namibia, investi-
gated Karatbars and came to the conclusion that it is 
nothing more than a pyramid scheme that preys on 
vulnerable people. “Members’ income is based on 
the successful recruitment of new participants to 
purchase new gold embedded cards for which 
money is accepted as a regular feature of joining the 
business,” reads part of the bank’s statement issued 
in May 2019 when it banned Karatbars. “The fees 
paid for the small gold embedded card is used to 
render legitimacy to the business practice.”

Questionable
It further said that the business practice is questiona-
ble in that commissions are paid on the recruitment 
of new members rather than on the sale of products.

Update: Karatbars has been investigated by financial 
authorities in several countries around the world, includ-
ing its home country, and received stern rebukes from 
most. The Netherlands banned Karatbars’ activities totally, 
with Canada’s financial authorities warning against the 
organisation in 2014 after concluding that its affiliate and 
referral program operates like a pyramid scheme.
At that stage the business has attracted 5 300 affiliates in 
Canada. The authorities found their primary aim was to 
recruit more members by offering staggering returns of up 
to more than 2 000% over 12 months.

It also had doubts over Karatbars’ claims that it used 
an international security company to store gold on 
behalf of investors, while the government of Mada-
gascar rubbished its claims that it owns the largest 
gold mine in Madagascar.

In the Netherlands, financial authorities warned 
people against investing in a Karatbars gold invest-
ment product that also promised investors in gold 
bars that Karatbars would store their gold safely.

The gold ’embedded’ in plastic cards
Investors are not better off when they opt to buy 
small quantities of gold from Karatbars and get it 
embedded in a plastic card similar to a credit card 
either.

The price Karatbars sells these gold cards for was 
another factor that the FSCA highlighted when Mon-
eyweb asked for further information about its stance 
on Karatbars. Topham says that agents profess to 
sell gold (which is not a financial product and is thus 

The brevity of the few standard paragraphs the 
Financial Sector Conduct Authority (FSCA) issued a 
few days ago to warn the public against doing busi-
ness with Karatbars International belies its impor-
tance.

In fact, the warning can apply to all the agents and 
representatives currently marketing Karatbars prod-
ucts – if the products are marketed to the public as 
investments.

Neither Karatbars International GmbH or a local 
office of the company, nor any of its representatives, 
are registered to sell financial products in SA or offer 
members of the public financial advice. Any agent or 
representative that sells Karatbars as investments 
will need to register with the FSCA and adhere to all 
the requirements of the relevant legislation.

Brandon Topham, divisional executive for investiga-
tion and enforcement at the FSCA, says Karatbars 
and its agents are prohibited from selling or promot-
ing investments which fall within the definition of a 
financial product. “Questions exist as to whether or 
not this is the case,” he says. “We await further infor-
mation from the company.”

Topham adds that the FSCA did not receive any addi-
tional information from Karatbars as claimed by its 
legal representatives in media reports following the 
publication of the warning by the financial services 
watchdog.

“We are not able to conclude at this stage whether 
the company is selling or advising on investments 
which qualify as financial products or providing 
financial services as defined by our financial sector 
laws. If it is, it would be in contravention of the Finan-
cial Advisory and Intermediary Services [Fais] Act and 
the Financial Sector Regulation [FSR] Act.

“We can only advise the public that Karatbars is not a 
registered financial service provider and cannot sell 
or advise on investments,” says Topham.

However, the fact that the FSCA issued a warning 
mentioning Karatbars by name indicates that it is 
worried about the organisation.

“We are extremely concerned by the number of 
people who apparently are acquiring some form of 
investment as this organisation is not domiciled or 
registered in any form in SA or with the FSCA as the 
relevant authority,” says Topham.
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outside of the authority of the FSCA), but that the 
selling price “is substantially higher” than what one 
would normally pay.

“We are informed that this is as a result of the mul-
ti-level marketing methodology applied by the com-
pany from Germany,” says Topham.

The Karatbars website offers its classic card contain-
ing one gram of gold at €67, equal to R992 at the 
current exchange rate of R14.82 per dollar. The inter-
national gold price is currently around R701 per 
gram.

‘Investors’ are thus paying a premium of nearly 42% 
for their gold, which lends credibility to suspicions 
that the role of the gold cards is merely to dress up 
the pyramid scheme as a multi-level marketing 
network in order to legitimise it.

Karatbars offers several products, which its founder 
Harald Seiz says is aimed at helping millions to find 
financial freedom from the current system of debt. 
He is highly critical of the world financial system, 
central banks and fiat money (although he accepts 
euro when selling gold).

As such, Karatbars produces its own currency, Cash-
Gold, with bank notes that contain small amounts of 
gold in denominations of 0.1 gram to 1 gram.

The notes do not have a face value, but the value is 
linked to the gold price. Or not, depending on which 
section of the website one reads.

Karatbars says the value of the CashGold notes is not 
directly linked to the gold price and promises to 
update the value of CashGold notes several times a 
day on its website. The update was not found when 
looking for it a few days this week

Karatbars hails its cryptocurrency, KaratGold Coin, as 
the first and only cryptocurrency that is backed by 
physical gold. Its website and all marketing material 
put out by Karatbars promotes gold as the ultimate 
store of value, usually followed by a long list of politi-
cal and economic risks that will make fiat money 
worthless.

However, its cryptocurrency is close to worthless 
despite the promises that it is backed by gold. It is 
trading at around $0.01835 on different electronic 
exchanges, equal to R0.273. Information on the 
Karatbars website is sketchy but it seems that 10 000 
coins were backed by 0.1 grams of gold at the time of 
its initial coin offering.

MESSAGE FROM OUR PARTNER 
MORNINGSTAR

Eugene Visagie
Portfolio Specialist 

The gold supposedly backing the currency is worth 
less than one cent per crypto, making a mockery of 
Karatbars’ claims that “when you choose KaratGold 
Coin, you invest in gold as well as in a cryptocurrency 
and no longer have to ponder which investment suits 
you best”.

A goal was set to grow the value of the coins to 0.1 
grams each by using 20% of the profits from Karat-
bars’ payment platform (KaratPay) and from world-
wide sales of gold to buy more gold to back up the 
currency. “The price increase is assured, as can be 
seen in the value stability of gold and increasing 
crypto rate,” according to the Karatbars website.

A video promoting Karatbars makes for interesting 
watching, with the company apparently admitting 
that there are risks that authorities will close down 
its operations.

Karatbars also launched its own encrypted cellular 
phone to aid members in conducting conversations 
safely and to leave no trace of financial transactions, 
which begs the question: Why is this necessary if 
everything is legal and above board?

The FSCA says that action will be taken if Karatbars 
and its agents keep on selling investment products in 
SA, whether through public meetings, the internet or 
social media platforms.

Meanwhile, other regulatory bodies that enforce 
other laws might also have grounds to investigate 
Karatbars further, especially to determine whether 
or not it is a pyramid scheme.

Source: www.moneyweb.co.za

IS NOW REALLY A GOOD TIME TO INVEST?
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The fear of an impending recession, low interest 
rates, U.S. strength, South Africa’s weak econo-
my, and the negative implications of the ongoing 
trade war (to name but a few), have left quite a 
few investors at an impasse. Many investors are 
battling with the question “is now really a good 
time to invest?”. Despite all these concerns, we 
believe that now is a great time to invest – pro-
vided you follow a tried and tested investment 
process.

At Morningstar Investment Management, we follow a 
valuation driven investment approach. This invest-
ment philosophy aims to identify cheap asset classes 
to invest in and limits exposure to expensive asset 
classes. Many factors are considered in understand-
ing the valuation of asset classes. Evidence points, 
such as longer-term valuation, is evaluated as a key 
determinant of future returns. To avoid value traps, 
fundamental risk is also considered to ensure that 
we do not invest our client’s capital into asset classes 
that are cheap for the wrong reasons (as these assets 
will likely remain cheap).

If we consider the CAPE ratio (Cyclically Adjusted 
Price to Earnings ratio) think of it as an inflation-ad-
justed measure of how much you are paying for each 
unit of future earnings. Therefore, the higher the 
value, the more you are paying for further earnings. 
Currently, assets with a high CAPE value include US 
largecap tech stocks such as Apple, Alphabet and 
Amazon, to name but a few. In this instance, inves-
tors are assuming that the growth achieved by these 
companies over the last couple of years will remain 
intact for the foreseeable future. They are also there-
fore willing to pay more for the future earnings of the 
asset.

As illustrated in the graph below, and if history is 
anything to go by, expensive asset classes tend to
underperform their cheaper peers. If we were to 
rank all asset classes into expensive (Q5) and cheap 
(Q1) and measure the returns over the next 10 years, 
we can see that cheaper asset classes tend to outper-
form their more expensive peers.

By creating a portfolio of asset classes that have 
lower CAPE ratio’s, it creates the possibility of such a
portfolio to outperform in the foreseeable future. 
But what happens if there is a market sell-off and all
asset classes decline in value? If we consider what 
happens to these assets in the event of a significant
risk-off trade (in other words, the large sell-off of 
equities), the more expensive asset classes (Q5) 
sell-off more than their cheaper peers (Q1). The 
cheaper asset classes will inevitably lose some value 
as well but a portfolio with a 10% drawdown will 
recover meaningfully faster than a portfolio that lost 
more than 50% of its value.

So, where are we seeing opportunities and how are 
the Morningstar portfolios positioned currently? In
global markets, U.S. large caps are relatively expen-
sive when compared to other asset classes (Q5). 
Areas such as the UK, Japan and Emerging Markets 
(Q1) are presenting better opportunities.

Locally, we’re seeing opportunity in S.A. bonds and 
the S.A. industrial sector. Our analysis indicates that
S.A listed properties are still facing significant head-
winds due to an oversupply of both retail and office
space.

What does this mean for clients and ultimately their 
investment goals? Thankfully, lower interest rates
have supported most asset classes in recent years. 
Going forward, it would be advisable to place more
focus on expected future returns and risk manage-
ment. It is no secret that risk has increased of late, 
but we remain confident that our investment 
approach will deliver positive outcomes for your 
clients - irrespective of market outcomes. 
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