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A
new set of regulations kicked
in at the start of March that
will benefit you as a new
retiree who is overwhelmed
with choices in this new
phase of your life, but you

should not see it as an alternative to
appropriate financial planning.

Called the “default regulations”, these
new laws force pension funds to offer you a
default annuity strategy if you have to, or
don ’t want to, choose what happens with
your retirement savings once you stop
working .

In these instances, the law now requires
that the pension fund offers a default option
that is the same for all members. It states
that this default option be “reasonable ”, that
fees be “fair ” and that it is communicated

well to all members.
For many retirees, having a default option

seems like a gift from the retirement
i ndustry.

There are so many choices to make when
you retire, each with its own tax
implications and fees, and all of them
require you to have a level of knowledge and
participation. Now, it seems, you can simply
ignore all those letters and calls from your
retirement fund and they will make the
choice for you.

At face value the default option seems
like a good idea because the default
regulations require the default fund option
to be affordable and fair and because the
fund usually knows what is best, it seems
like not having to make a choice is in fact the
safest choice and investment selection.

Many new retirees and people with only
a few years of formal employment left will
also argue that choosing the default option
is far better than trying to become
a tax, investment and financial
planning specialist and manag i ng
your own funds.

Indeed, for those retirees who
are wholly unprepared for the
pending financial decisions, it
may feel like this new default
option is a safer bet than to be
forced into a quick, and very
often bad, decision by an
unscrupulous and commission-
driven “adviser ”.

However, you should not assume that any
default fund will automatically protect your
funds and provide a livable monthly pension

for the next 20, 30 or even 40 years.
Your future pension payment still

depends on the amount you have saved
while working and the
performance of the investments.

Also, there is no provision in
the new default regulations that
forces funds to ensure the
money you receive keeps track
with inflation or your personal
goals and living costs.

At the same time, choosing
the default option means yo u
may lose out on many other
provisions in the new rules that

could have saved you a lot of money.
For instance, the new regulations allow

you to stay in your employer-sponsored
fund even after you have retired. If, for

example, you retire but still do some work
for your old employer, or you still earn
money from a side hustle, you may want to
postpone moving out of your employer fund
with its low fees and active management.

The same applies to the tax benefits. A
good adviser can help you to withdraw a
certain portion of your retirement funds tax
free and reinvest it or help you pay off large
loans, which will benefit you greatly when it
comes to living on your monthly retirement
payout later in life.

It seems pension funds also recognise the
inherent risk in providing a default option
as, while they have to communicate the new
default option to members, they ask you to
seek responsible advice and to be an active
participant in your retirement planning.

By responsible advice we usually mean

independent financial advisers who are not
affiliated to a single financial institution and
charge an advice fee rather than make their
living purely from commissions on the sale
of investment products.

They should also be suitably qualified,
ideally with the Certified Financial Planner
(CFP) professional designation and a
member in good standing of the Financial
Planning Institute (FPI).

Seek advice while you are working and
try to gain as much knowledge as possible to
help you make an informed choice. After all,
it will have a meaningful impact on your
income in the last third of your life.

✼ Fourie is the MD of Independent Wealth
Managers and 2015/2016 FPI Financial Planner of
the Year

Default strategy may not always be the best option for retirees
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Is your manager tactical or strategic about asset classes?

34.23%
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Would managers do better 
to allocate strategically?

Using tactical 
asset allocation

Using a static
 allocation

CoreShares says if managers used 
static allocations they would reach 
their target returns more often. 
But active managers argue they 
can prove good active managers 
can improve returns by tilting 
funds to asset classes depending 
on the return outlook.

This is how funds in the ASISA high equity sub-category 
have on average combined asset classes historically
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The average returns in each asset class over different time periods.

How often low equity multi-asset 
funds reach their inflation +3%

By LAURA DU PREEZ

● When choosing a fund that invests across
asset classes, should investors look for
one that is tactical and aims to maximise
their returns by increasing or reducing
their exposure to the different asset classes
depending on its outlook for equities, bonds,
property and cash, or is it better to go with a
fund that sticks to a set allocation to the
asset classes?

Tactical asset allocation managers were
challenged on two platforms at the Invest-
ment Forum conferences organised by the
Collaborative Exchange and held in Cape
Town and Johannesburg this week.

In a panel discussion on asset classes,
Brandon Zietsman, CEO of PortfolioMetrix,
an investment manager which runs risk-
profiled portfolios for leading financial
advisers, said multi-asset funds are impor -
tant because many South African investors
have their retirement savings in them.

Building blocks
PortfolioMetrix analysed funds in the
Association for Savings and Investment
South Africa multi-asset high-equity catego-
ry and found an average exposure of about
44% to local equity, 19% to global equity, 14%
to bonds, 14% to cash, 7% to listed property
and 2% in global bonds.

It then tested what three prominent man-
agers would have delivered using their own
actively managed, single-asset class funds as
building blocks, but keeping their asset allo-
cation constant in line with these weights.

The outcome was a better return from the
static asset class weights than the actively

managed portfolio.
Zietsman told Money he is not advocating

blindly sticking to static asset class weights,
but he believes that many managers develop
unreasonable convictions in their economic
views. Unpredictable events often rubbish
their well-reasoned arguments, he said.

Zietsman believes managers and advisers
should be engineering well-diversified, ro-
bust allocations that will withstand a broad
range of unpredictable conditions.

When risks to asset classes build up to
such an extent that they can’t be ignored, it is
prudent to tilt the portfolio away from those
classes (tactical tilts), he said.

Investors often fail to appreciate the im-
portance of actively managing funds for risks
that may or may not materialise in markets.
Some drag on your returns as a result of this
may be worth it, said Zietsman.

In the second attack on managers who
use tactical asset allocation, passive manag-
er CoreShares told Investment Forum dele-
gates its research suggests actively managed
funds may be failing investors when it comes
to choosing the right asset classes.

In the low-equity multi-asset sub-
category, the return target is typically to
deliver three percentage points more than
inflation as measured by the consumer pri ce
index — so 7% when inflation is 4%.

CoreShares considered all the three-year
periods over the past 15 years and found low-
equity multi-asset funds achieved this target
only 34% of the time.

The passive manager then determined
how often this return target would have been
reached had these funds stuck to the strate-
gic asset allocation they use as a starting
point instead of tilting asset class exposure.

Chris Rule, head of product at Core-
Shares, said if low-equity multi-asset funds
had stuck to their strategic allocation, they
would have achieved consumer price index
plus 3% over all three-year periods in the
past 15 years 52% of the time.

Rule said similar statistics are also true for
the other multi-asset subcategories that

have higher allocations to equities.
But actively managed funds claim they do

earn additional returns by calling the right
times to buy more or less of each asset class.

Rob Spanjaard, manager of the Rezco
Value Trend Fund, said his multi-asset fund
outperformed its peers in the multi-asset
high-equity subcategory over the past al-
most 15 years and has outperformed its peers
by four percentage points.

The fund achieved an 11.99% a year return
over the past 10 years.

● Many actively managed multi-asset
funds determine a strategic or set
allocation to the different asset classes
but deviate from this in line with their
views on the returns each asset class
will deliver. This is known as tactical
asset allocation.

Clients pay a premium fee to fund
managers who make asset allocation
calls as well as pick shares, bonds,
property and cash instruments on their

behalf – for example, about 1.25% a
year versus 1.1% for the management
of the sum of the parts.

Many, though not all, passively
managed multi-asset funds typically
use set or strategic asset allocation
and stick to it regardless of what is
happening in the markets.

This helps to keep their costs low
and enhance the savings from index-
tracking investments.

Do managers
earn their
fees for asset
class calls?
On average it seems
not, but it costs
to reduce risk

Spanjaard said two of the percentage
points came from Rezco’s stock selection
and the other two from tactical asset alloca-
tion .

He said the fund also achieved good
returns by changing its exposure to different
sectors in the equity market at the right
times .

While timing the market is not something
one should try at home, experienced man-
agers like Rezco can demonstrate a benefit
from active tactical asset allocation, he said.

Active asset allocation will be key in
achieving inflation-beating returns in the
years ahead as both local and global markets
are likely to deliver a lower range of returns,
he said.

Natasha Narsingh, head of absolute return
at Sanlam Investments, said the Sanlam
Investment Management SIM Inflation Plus
Fund largely follows a strategic asset alloca-
tion, but also makes tactical calls to achieve
its inflation plus 4% return target.

She said the solid positive returns the
fund had earned over the past five years, es-
pecially in a down market year like 2018,
proves that this has worked. The fund has re-

turned 9.68%  a year over the  past 10 years
and 10.05% over the past 15 years to the end
of March.

Narsingh said the fund also actively
pursues returns in asset classes by, for exam-
ple, tactically changing its fixed-income in-
vestments to capture the best yields, and in

foreign equities by investing in some listed
alternatives such as music royalties.

SIM actively uses derivatives to protect
the fund from market falls and the com-
pounding effect of not being exposed to
sharp market losses has also benefited the
fund a lot, she says.

Deviations can pay off but they’re
risky and come at a premium priceThe outcome was

a better return
from the static
asset class weights
than the actively
managed portfolio

By ANGELIQUE ARDÉ

● When you’re saving for retirement and in-
vestment markets are volatile, the ups and
downs in your retirement savings may affect
you psychologically, but they don’t immedi-
ately affect your lifestyle.

However, when you’re in retirement
drawing an income from a living annuity, it’s
a different story. Your income is subject to
that volatility.

You need to invest in equities to get suffi-
cient growth to see you through potentially
many years in retirement — but how to gen-
erate a reliable, consistent income from your
investments when they are volatile is a
dilemma .

The investment industry and advisers are,
however, beginning to focus on strategies to
help retirees who are drawing a pension
from their investments. At the Investment
Forum conferences held this week in Cape
Town and Sandton, two managers addressed
the issue and a new retirement income qual-
ification for advisers is under development.

Marc Thomas, head of marketing and dis-
tribution at Bridge Fund Managers, says
managing your money for an income in re-
tirement is way more complex than saving
for retirement, when you typically focus on
growth and accumulating as much capital as
possible before your retirement date.

Retirees drawing an income from their
investments in a living annuity, however,
must focus on getting income and growth.
Your income has to  grow, because you may
live up to 30 years in retirement. And your
portfolio doesn’t have a tailwind — of money
going in — to cushion the blow of volatility,
he says. This exacerbates volatility and intro-
duces risks, such as the risk involved in the
“sequence of return”.

Sequence of return risk is the risk that if
your living annuity investments earn low or
negative returns in the early years of your
retirement while you draw an income, good
returns later may not be enough to prevent
you from running out of capital.

And sequence risk matters more than the
average returns you earn when you are in

retirement drawing an income, Thomas told
delegates to the Investment Forum.

The level of income you can safely draw
from your investments without depleting
them is affected far less by the average
returns you earn over the 30
years (it explains only 32% of
the variance) and much more
by the five-year returns with-
in those 30-year periods (this
explains 95% of the variation
in the level of income), he
says .

“The difference between
those two is the sequence in
which returns are delivered —
which five years you get and
when: the good ones first or
the poor ones? The first five
years and 10 years have the most important
impact on the rate you can withdraw,”
Thomas says.

He adds that the investment industry is
not only obsessed with average returns, but
also with managing volatility and protecting

you from investment losses when these
strategies do not have enough firepower to
solve retirees’ problems with the sequence of
returns .

Instead you need “purpose-built strate-
gies ” that “deliver reliable,
growing income despite
short-term market volatility
and uncertainty”.

Typically advisers help re-
tirees determine the level of
income they can draw based
on returns over the past year,
but you need to be able to plan
your income without worry-
ing about short-term perfor-
mance .

You also need to be able to
protect your capital from

being depleted in periods of poor returns.
“We all know intuitively that when the

capital value is falling, taking money out ev-
ery month is damaging to the portfolio. And
even if a recovery comes 12 months later, you
will be coming off  a much lower base and

find yourself in a hole which is difficult to get
out of.”

Bridge has set up investments that focus
on producing reliable income for retirees to
draw on but also to grow the capital that pro-
vides that income.

It has also developed tools for advisers to
help retirees customise their own asset allo-
cation based on their income needs, infla-
tion, volatility in the markets and their
investment time horizons. These tools also
help manage the withdrawals and income
flows from investment “buckets ” wi th ou t
introducing sequence of return risk when
your funds are moved between portfolios.

Another investment manager focusing on
retirees ’ income needs is CoreShares, which
provides low-cost index tracking invest-
ments. CoreShares announced at the Invest-
ment Forum that it planned to launch a low-
equity, multi-asset fund for retirees drawing
an income from a living annuity.

Chris Rule, head of product at passive
manager CoreShares, says most multi-asset
funds are focused on maximum returns

rather than delivering predictable outcomes
suited to drawing an income.

They manage the risk of certain events
rather than the risk of not meeting an invest-
ment target, which investors who need to
draw an income face.

CoreShares will use its research on the
optimal asset class mix in the multi-asset
fund that aims to achieve an inflation plus
3% target over all rolling three-year periods
with 70% consistency — much higher than
the 34% success rate that the average low-
equity fund currently achieves.

Financial advisers all over the world have
focused on how much retirement savings
you accumulate, and have not given enough
planning and time to managing the more
financially challenging “decumulation ”
phase, says Derek Smorenburg, the CEO and
founder of the South African Independent
Financial Advisors Association, says.

Smorenburg is the driving force behind
the development of a post-retirement plan-
ning course and qualification for local advis-
ers. He hopes it will be rolled out this year.

Retirees need investment funds focused on income certainty

You need
strategies that

del iver
reliable ,
g rowi ng
i ncome

34 %Success rate for low equity
multi-asset funds seeking to
achieve inflation-plus- 3% over a
three-year period

In Nu mb ers


