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From our STANDPOINT
Alan Ehret

The start to a new decade

Head of Retail Distribution

Welcome to the new decade and our first edition of STANDPOINT. I hope your year has got off to a good start.
In the last 10 years, South Africa has experienced highs and miserable lows. We hosted a very
successful 2010 FIFA World Cup and won the 2019 Rugby World Cup, but it was also the period
in which we lost Nelson Mandela and added a new term – ‘state capture’ – to our conversations.

Globally, the decade witnessed the
dramatic rise of digital services in all
spheres of life, and the staggeringly
effective use of social media to
mobilise public opinion.
Politics swung to the right and by the end of the decade the US president had become the
fourth in the country’s history to formally face impeachment charges.
Investment markets have also had their highs and lows. Our local equity market moved from
reliably delivering strong returns in the first half of the decade, to benign and often single digit
returns in the second half. And as we prepared for a tale of two halves, 2019 surprised with
returns exceeding 12% for SA equity off the back of strong resources sector performance.
Our property market experienced some low moments as we saw governance issues play out
in 2017. As the sector moves through a time of reshaping we look forward to a potential uplift
in the decade ahead. Stand out risk-adjusted performance from fixed income and the benefits
we have seen from allocating to global assets may continue for the short term. However,
it remains important to be mindful of the benefits of a truly well-diversified portfolio.

In this edition of STANDPOINT, CEO Derrick Msibi reflects on STANLIB’s business journey since
taking the helm and what these foundations mean as we journey into the next decade. Agility and
innovation are key themes. Head of Investments Mark Lovett reviews asset class trends, arguing
for the need for greater asset class diversification to lessen the volatility of returns.
Vaughan Henkel from our Absolute Return team introduces us to the concept of machine
learning for fundamental investment analysis, with a view that while extremely useful, this is just
one tool of many informing investment decisions. The increasing use of robots and automation
is also discussed by Chief Economist Kevin Lings in his piece on the five key trends of the next
decade, where he also highlights the rise of nationalism and trade protection. Our global equity
manager, Neil Robson of Columbia Threadneedle, adds his comments for 2020 stating that the
outlook for risk assets in 2020 is much stronger than many people realise, mainly due to the scale
of this year’s global monetary easing.
For those who prefer to listen, our portfolio managers share some interesting insights as
they look forward into 2020. There’s no doubt that as we embark on this new decade, some
of these trends are already emerging, not least of which is Brexit as the UK finally leaves the
EU. In the midst of all this change, I would like to thank you for your continued support for
STANLIB and assure you that, against the backdrop of challenging environments, we remain
committed to growing and protecting our clients’ long term wealth. We welcome your feedback
on STANDPOINT, and how we can improve our support to you. We look forward to building on
our valued partnerships.
Here’s to a good year ahead.
Regards,
Alan
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From our STANDPOINT
Derrick Msibi

Focused and striving for better

Chief Executive Officer

A new decade is a chance to reflect on the last 10 years and to consider carefully our approach to the next 10.
2020 marks my third year at STANLIB, so my thoughts on the business journey do not
extend over the whole of the last decade. Nevertheless, the new decade makes it opportune
to share some reflections on the STANLIB story so far.
When I joined STANLIB at the start of 2017, I was well aware of the challenges the business
was facing. While STANLIB had a strong foundation in the asset management market in
South Africa, critical elements of the business were struggling. In a dynamic and competitive
environment it was clear that we needed to shift focus and direction.
Typically, the success of driving any business change depends heavily on the quality and
strength of the leadership team, not as individuals but as a collective. In building our
leadership strength I was acutely aware that what we needed was more than just subject
matter experts. Our business needed individuals who believed in the potential of turning
this business around.
As a result, I was pleased to be joined by Giles Heeger in 2017 and Mark Lovett in 2018.
Giles had successfully created and grown the Libfin business at Liberty. Mark, a seasoned
investment manager from the UK, brought with him considerable experience in turning
around investment teams, adding a much-needed and fresh global perspective as well as a
good understanding of what it meant to be a high-performing investment house.
Our mandate for STANLIB was clear: we needed to re-establish the business as a dynamic
and competitive player in South Africa; revive our investment performance; and deliver for
our clients. This meant ensuring that our business remained focused on those things that
lead to maximum benefit for our clients and eliminating layers of complexity. To deliver on
this, we simplified our product range, rationalising and amalgamating funds and integrating

multiple equity offerings under the leadership of Herman van Velze. We also improved our
analytics capability, allowing for deeper insight into investment decisions.
We entrenched our investment philosophies deeper throughout the business and improved
our processes, creating more opportunities for sharing information and ideas across asset
classes. We also implemented better team structures to make the most of each team’s
skills, aligning professionals with client outcomes. The overall objective was to ensure
focused, empowered and high-performing investment teams. Three years down the track,
it’s fair to say that we are now really starting to see the results of these efforts.
Of course, the change in our business approach as well as the work to improve the delivery
to our clients was not going to be limited to investment performance.

Clearly what was critical, and remains so, was
efficient service and a simple investing process.
By providing these, we ensure that our clients’ experience with STANLIB is great. Under
the focused leadership of Ntobeko Nyawo and Rene Miles (who joined STANLIB in 2018
and 2019 respectively), we have indeed refreshed our customers’ experience, shifting
increasingly to digital. Our Investment Platform business led by Mickey Gambale has also
worked hard over the past few years to simplify our offering and has made considerable
strides in building a new platform. We look forward to the investment experience we will
soon be able to offer through purpose-built technology.
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The benefits of our purposeful changes within the business are plain to see. There
has been a significant improvement in the performance of our flagship equity and multiasset funds and we have continued to deliver top-quartile returns in our Fixed Income
and Absolute Returns. We remain committed to driving a turnaround in listed property
performance in a weak market for the sector. Under the leadership of CFO Avashnee
Ramdial (who joined the business in 2018), our financial results have also improved, with
a 41% increase in earnings for the 12 months to December 2018 and a 19.4% increase in
normalised earnings for the six months ended June 2019.
In reflecting over the past three years, it is clear how far we have come. With this strong
foundation, we move into a new decade focused on sharpening our edge in investment

management and ensuring clients find it easier to do business with us. Like everything,
the asset management industry is constantly evolving: STANLIB needs to stay agile and
innovative as we move forward.

I would like to thank you for your support
over the past few years and look forward to
sharing STANLIB’s further progress in 2020
and beyond.
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Don’t panic, it could simply be a market low point
Sharp drops characterise equity markets and can instill panic for investors, especially when one takes a moment to calculate what
could have been lost in just one or two days. In reality, an annual low point has little relationship to the overall return for that year.
Annual returns of the JSE All Share Index with intra year drawdowns

The chart clearly shows that the annual low points for the JSE All Share
Index since 2003 are significantly lower than the performance of that
calendar year. Take 2009 for example when the annual performance
of the index shown in the blue bar was a stellar 32%. But given the
significant volatility in markets that year, we note that the intra-year
drawdown (the orange triangle) was as low as negative 15%.
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Reacting too quickly to market low points means an investor could
lose out on the subsequent gains. It’s important to remember,
especially in uncertain markets, that asset performance can drop low
and recover just as quickly.
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Asset class trends and the need for diversification

Mark Lovett
Head of Investments

January is typically a month when portfolio managers and advisers have their heads down completing
year-end reviews and providing thoughts for the year ahead.
As we start a new decade, perhaps now is an appropriate time to
raise our heads and assess some of the influences on long-term
financial market expectations and trends. This is no easy task
with the underlying fluidity of the financial services industry, the
economy, and politics in South Africa.
Asset allocators in South Africa have generally marked the end
of 2019 with a sigh of relief. Despite the absence of corporate
profit growth, a challenging macroeconomic backdrop and an
exceptionally difficult political environment, financial markets
have typically performed well. In particular, the rebound in South
African equities has provided some respite to balanced funds
after a number of years of tough returns.
However, with this return being driven more or less entirely
by a liquidity-induced re-rating, rather than underlying profit
growth, the risk is that this rebound in equities is temporary.
Such a concern should focus allocators’ minds onto longer-term
trends and how to prosper within them.
As we look forward, the challenges facing the country are
unlikely to dissipate. Without substantial reforms, economic
growth will remain muted, creating a headwind to corporate
profit growth and the ability to address a bulging fiscus. In such
an environment, investors will need to be more precise and

imaginative in considering how to deliver attractive riskadjusted returns. Within the balanced fund environment, South
African funds have historically relied very heavily on a relatively
small number of asset classes to drive expected returns; the
considerable dominance of equities in such accounts has been a
noticeable feature for a number of years.

Over the very long term,
this approach has worked
exceptionally well as the
extended bull market in equities
ensured strong absolute returns
for investors, despite the risks
associated with such asset class
concentration.
More recently, that dependence on equity returns has been a
challenge for the balanced fund industry after several years of
poor returns from South African equities. As mentioned, last

5

Mark has over 30 years’ experience in the global asset
management industry. Mark brings a depth of business
and investment experience across asset classes.

Article Highlights
The challenging local environment
is likely to remain. Globally financial
markets continue to become
increasingly interconnected in nature
Sustainability issues are rapidly
gaining a greater profile in the
investment world
Investors need to be more precise
and imaginative in considering how
to deliver attractive risk adjusted
returns
When constructing long-term
portfolios, consider greater asset
class diversification to capture
the anticipated risk asset returns
without the present heavy specific
risk to equities
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year broke that sequence as equities delivered a decent
positive return driven entirely by a liquidity driven re-rating
rather than corporate profit growth. Unless we believe that
an extended South African equity bull market is back in
town, which we would struggle to support considering the
economic and political backdrop, then there is investment
logic in considering greater asset class diversification.

expected returns. The academic logic for such an approach
is compelling. True diversification should also allow investors
to deliver lower volatility of returns and more precise risk
budgeting within their portfolios. This has been very evident
in the international investment environment; after the
carnage of the global financial crisis there has been substantial
growth in multi-strategy funds that have delivered impressive
risk-adjusted (and absolute) returns for clients.

Once again, diversification and
precise risk budgeting will be
critical to truly control overall
risk in portfolios in such an
environment.

True diversification should
allow investors to capture the
anticipated risk asset returns
without the present heavy
specific risk to equities.

Another trend for the next decade will undoubtedly be
the continued interconnected nature of global financial
markets. In some ways this has been a saviour for South
Africa over the last year. After more than 10 years of global
quantitative easing, the liquidity created in the financial
system has been substantial, dragging down the yield on riskfree assets and this capital has consistently struggled to find
attractive financial returns.

Finally, the next decade will bring about an increased
focus on sustainability-related issues for corporates and
investment managers. Environmental, social and governance
(ESG) issues will have a higher profile in the investment
world. This is already occurring in international markets
and is rapidly developing as an important issue in the South
African investment community.

Implementing that diversification can come from two areas.
Firstly, investors should intelligently utilise the opportunities
available from the overseas exposure allowed in portfolios.
Secondly, both in South Africa and internationally, funds can
incorporate a broader number of asset classes to minimise
specific asset class risks. This can include relatively vanilla
asset class areas but it can also incorporate alternative assets
like infrastructure and private credit. This can increase the
diversification without necessarily challenging the overall

This excess flow of capital typically needs to be deployed in open
and credible international markets, and South Africa continues
to retain that tag despite the economic and political challenges.
If liquidity remains strong in the short term, then it may allow
the financial markets in the country to absorb the traumatic
prospect of the final rating agency moving South Africa to
junk status. However, within this continued interconnected
world, the next decade will hold some portfolio construction
challenges if that liquidity trend reverses.
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The investment world is always fluid and successful asset
managers/advisers need to be able to adapt. Facing up
to the reality of change and designing products that are
genuinely focused on clients’ future expectations, rather than
something anchored in history, will be crucial. A progressive
and intelligent mindset will be important and this should
allow investors to address the challenges on the front foot to
ensure decent financial returns.
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Kevin Lings

A decade: past and future

Chief Economist

Over the past 10 years the world economy has gradually recovered from the Global Financial Crisis
(GFC), growing by a respectable annual average of 3.8% from 2010 to 2019.
Gradual recovery over the past decade
This compares favourably with an average of 4.2% in the 10 years
before the GFC.
In large part, this recovery has been fuelled by ultra-loose and
unconventional monetary policy, especially within developed
economies. This included the introduction of record-low interest
rates as well as extensive use of asset purchases (quantitative
easing) by the major central banks.
Unfortunately, this over-reliance on unconventional monetary
policy appears to have distorted the global allocation of capital,
with many banks becoming less focused on granting credit, and
instead prioritising activities that boost fee income, including
trading financial market instruments. Reducing the financial
market’s reliance on cheap capital will be one of the key challenges
facing monetary and fiscal authorities over the next 10 years.

In the past 10 years, the recovery
has been somewhat uneven
across the key regions.

For example, the US achieved average annual growth of 2.3%,
while the Euro-area expanded at an average of only 1.5%, hurt by
a return to recession conditions in 2012/2013, partly as a result of
the implementation of excessive fiscal austerity.
In China, the impact of the GFC was partly offset by a large,
government-initiated fiscal and credit stimulus programme. Real
GDP growth fell from 14.2% in 2007 to 6.3% in 2018/2019 and
averaged 7.6% over the 10-year period. The cost of the Chinese
government stimulus was an excessive rise in debt, especially
within state-owned enterprises (SOEs). This is now limiting
the government’s ability to respond to any further economic
slowdown.
Over the next 10 years, the policy authorities will be occupied
largely with reducing the debt of Chinese SOEs while rebalancing economic growth away from an over-reliance on fixed
investment and industrial production and in favour of household
consumption, and the development of the services sector.
In contrast with global trends, most of South Africa’s key
economic indicators have systematically weakened over the past
10 years. This includes: GDP growth, which has averaged only
1.7% since 2010 and a mere 0.8% in the past five years; falling GDP
per capita as population growth outpaces GDP growth; rising
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As STANLIB’s Chief Economist, Kevin is responsible for
domestic and global economic research and forecasts.

Article Highlights
Economies the world over will be
impacted by five key trends in the
next decade
Prosperity depends on the ability
of society to adapt timeously to the
changes
South Africa’s most urgent
challenge is meaningful and
sustained economic growth that
supports employment
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levels of unemployment (especially youth unemployment);
dramatically higher public sector debt; worsening tax
collection; falling confidence levels; slowing private sector
fixed investment activity; declining infrastructural capacity,
especially electricity and water; record low domestic savings;
and diminished credit ratings.
The country’s economic deterioration has become selfreinforcing. The lack of economic growth and job creation
has undermined confidence, which has dampened private
sector fixed investment spending, household consumption
and tax collection, and this has resulted in rising
unemployment, which has then led to a further fall-off in
confidence. Breaking this self-reinforcing cycle is critical
to an economic revival, especially if the global economic
environment is becoming more challenging.
The South African economy, and by implication the policy
authorities, will face many domestic socio-economic
challenges over the next 10 years. These include the
need to overcome the country’s ailing infrastructure to
encourage business investment; the successful prosecution
of people involved in state capture to restore credibility
in public sector institutions; the systematic improvement
in education outcomes to improve the country’s
competitiveness; the broadening-out of healthcare
services to systematically improve life expectancy; and the
successful redistribution of available land to more fully

address the legacy of apartheid. However, the overarching
and most urgent challenge will be to ensure a meaningful
and sustained pick-up in economic growth that is
sufficient to lead to a widespread increase in employment.
Without an increase in employment, the socio-economic
environment will continue to deteriorate, government
finances will weaken further, and the risk of a widespread
social backlash will rise.
Powerful trends ahead
Although each country will face its own set of challenges
over the next 10 years, there are several trends that appear
powerful enough to meaningfully impact most economies,
including South Africa. These trends will force businesses,
households and governments to alter the way they function
and engage with society in order to remain relevant and
effective.
The first trend is that, from a policy perspective, there is
less scope for countries to rely on conventional monetary
and fiscal policies to stimulate their economies. The
interest rate in most major developed economies is close
to zero, making further rate cuts impractical. At the same
time, government debt has become excessive, limiting the
scope for further government spending to boost growth.
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With an ageing population,
the demand for more social
spending will rise, making tax
cuts highly problematic.
Countries will have to expand their toolkits, focusing
increasingly on policy areas that have been somewhat
neglected. These include the role of competition policy; the
impact of business regulation; the usefulness of labour laws;
the effectiveness of trade policy; and the value of privatepublic partnerships. This will require a greater focus on making
it easier to innovate as well as finding a balance between
technology integration and human capital investments. It
should also encourage governments to focus not only on the
speed of growth, but also the quality of growth.
The second major trend is climate change. The world’s
population is likely to increase by around one billion over
the next decade, placing enormous strain on the planet’s
finite resources and exacerbating global warming, pushing
temperatures beyond a tipping point that will have devastating
economic, social and political consequences. Companies and
governments will have to divert significantly more resources
into dealing with both the impact of climate change as well as
products and services that help to reduce carbon emissions.
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The third key trend is the increasing use of robots and
automation. This is likely to have an enormous impact on
shaping employment and entrepreneurial opportunities.
Research from the World Economic Forum estimates that
by 2035, only about 50% of tasks across a wide range of
industries will still be carried out by humans. Furthermore,
it is conceivable that by 2029 artificial intelligence may
reach a level of sophistication that, in many respects, is
similar to humans. Under these circumstances, investing in
people becomes a fundamental building block of growth and
economic resilience.

The fourth critical trend is the impact of ageing
populations, especially in the major developed economies.
For example, since 2010 the number of people younger than
25 living in Japan has fallen by 2.7 million. At the same time,
life expectancy has risen to 84 years, which gives Japan a
World Life Expectancy ranking of 1. Meanwhile in the United
States people over the age of 70 years have experienced the
fastest increase in employment when compared with all other
age groups since 2010. Furthermore, the percentage of the
US population aged 65 or older has risen from 12.3% in 2005
to 16.2% in 2019.

During the next decade, it is likely that another three billion
people will gain online access, with the number of devices
connected to the internet reaching 500 billion. It is estimated
that by then, people will be interacting with connected
devices on average at least every 18 seconds compared to
around every six minutes today. That means an average
interaction with a connectable device 4 800 times per day. To
provide for this type of connectivity, 6G may be necessary by
2029 as 5G reaches full capacity.

The changing demographics have significant implications
for most components of the economy, including the nature
of consumer spending, the provision of healthcare, and the
role of the retirement industry. In contrast, South Africa has
a very young population (average age of around 25), there
are 1.2 million children who start school every year and
the country has a life expectancy of below 65, giving South
Africa a World Life Expectancy ranking of 153. All of these
have implications for the nature of consumer spending and
industrial development.

While all of this may sound like exponential progress, it will
be accompanied by a unique set of challenges. These include
the likely increase in cybercrime; the risk that vast amounts
of information become highly concentrated; disruptions to
many existing industries; and challenges on how to effectively
regulate the cyber industry.

Finally, the rise of nationalism and trade protection could
intensify. During the decade prior to the onset of the GFC,
global trade grew at an annual average of 6.4%, corresponding
with a relatively prosperous phase for the world economy.
However, in the decade after the GFC, global trade growth
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slowed to an annual 3.8%, reflecting increasing global trade
protection, which has intensified since the election of US
President Trump and the UK’s vote for Brexit.
The trade dispute between the United States and China has
led to global trade going back into recession for the first
time since the GFC. The weakness in global trade has also
undermined world industrial production, leading to a slump
in business confidence. Clearly, nobody will ‘win’ the trade
war, instead the world’s inter-connectivity simply means
most economies will be negatively impacted to some extent,
forcing economic participants to look inward for growth and
investment opportunities.
Adaption is key

So in conclusion, these five key
trends will have a profound
impact on economies
everywhere. For countries
to prosper, households,
businesses and governments
will need to adapt to these
changes.
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Machine learning is another tool, not The Tool

Vaughan Henkel
Absolute Return Strategies

As we head into a new decade, the potential and increasing application of artificial intelligence (AI)
to assist with investment decision-making and improve the accuracy of our investment choices
continues to receive a lot of attention.
Disruptive technologies have several benefits, changing the way we
interact with data, apply our human knowledge and invest money.
However, we should apply caution when relying on machines to do
the thinking, especially when the future does not necessarily look
like the past.

Machine learning is an
application of AI that provides
machines with the ability to
automatically learn and improve
from experience without being
explicitly programmed.
A catch-all phrase for the analysis of large datasets to make better
forecasts, machine learning essentially uses statistics to derive
relationships between data without first specifying a model. The
goal is to automate decision-making by learning from data and
determining a structure, without human assistance. Here we
unpack some of the benefits and pitfalls for fundamental investors.

Vaughan co-manages the STANLIB Absolute Plus
fund and has 21 years’ investment experience.

One tool of many
The STANLIB Absolute Returns team has a broad and deep
toolbox to inform investment decisions. We believe that machine
learning is a key tool and that we benefit from the ability of a
machine to process data points that are not easily available and
have never before been considered as part of the decision-making
process to forecast, for example, the sustainability of company
returns. We also benefit through saving time, allowing us to focus
on fundamental research to complement a machine’s automated
intelligence.
‘Over-fitting’ is potentially the biggest challenge to the tool: this is
when a variable seems useful but there is no fundamental causality
to its relationship. Therefore, the combination of fundamental
research and machine learning should result in a better outcome.
For example, if you were a keen fisherman in search of the world’s
best salmon fishing waters, would you want to scour all the world’s
oceans or be steered directly to the teeming waters of Scotland?
While the first option would ultimately deliver a result, the second
would clearly be better, faster and significantly more efficient.
Since human analysis, consideration, and manual intervention is
an ongoing requirement, we argue that machine learning should
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Article Highlights
The primary benefit of machine
learning for fundamental
investment analysts is the
ability to access less-widely
disseminated data
In a world where the future will
not look like the past, human
intervention is critical and
our interaction with machine
outcomes to inform investment
decisions is key
Machine learning is one tool
of many for the fundamental
investment analyst
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be just one useful tool in the arsenal, rather than the ultimate
power tool in and of itself. Using the well-known analogy of a
butterfly flapping its wings in the Amazon causing a ripple of
financial crises, causality is crucial.
Our perspective as fundamental analysts
We, as fundamental analysts, are excited about the benefits
machines can offer, the most important being the ability to
access less-widely disseminated data (i.e. not direct financial
data). This is best illustrated in HSBC’s approach of analysing
company investor conference calls for comments on employee
performance.

HSBC analysts have proven
the relationship between
companies’ positive comments
about their employees to
improved investment returns.
In the report titled “Who talks about workers? Machine
learning analysis of conference calls”, they identified those
companies whose management spoke about workers in
a positive light (analysing 27 million sentences for 978
companies). The result was that the top 10% of companies in
this metric outperformed on a total return basis.

The outperformance was 1.7% CAGR for the period 20122019.
Furthermore, an Alexandria Contextual Text Analytics (an
external AI database that extracts context and sentiment from
unstructured content), indicates that 75% of data inputs are
supplied via newswires and regulatory agencies, meaning this
data is widely available to all market participants. To extract
alpha, we believe that it is in the remaining 25% of data input
into analysis that will reveal relevant relationships and thus
investment opportunities.
However, we note that the primary assumption that the past
is indicative of the future may need to be challenged. Under
this premise, structural changes in relationships cannot be
catered for and human intervention is required to monitor
and adjust such dynamics. Probably the best example of this
is the 30-year bull run in the United States Department of the
Treasury which began when Federal Reserve Bank Governor
Paul Volker aggressively hiked rates to bring inflation under
control in the early 1980s. We may be coming to the end of this
cycle (declining US10Y rates), and this will have an impact on
the future 10 years’ returns for the US market.
Using machines to predict 10-year stock market returns
To further illustrate the views around the pitfalls and benefits
of applying machine models, we recently attempted to forecast
the US stock market returns in 10 years using five different
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machine learning models. We used the Shiller-Goyal data from
1948 and eight different indicators to drive our prediction,
including Price Earnings (PE), Price to Dividends, Price to
Book, Cyclically Adjusted Price Earnings (CAPE) ratio, Total
Return CAPE, inflation, unemployment and the US 10-Year
Bond Yield. The models use the data from 1948 to 1991 as a
training set and obviously the assumption is that the future is
similar to the past. The models used are using the R coding
language. Each of the five models has a slightly different way of
interpreting the data as shown below:
•
•
•
•
•

glmnet – essentially a linear model with limits to
prevent overfitting
KNN – using a nearest neighbour algorithm
MARS – takes non-linearities into account
XGBoost – a tree model taking non-linearities and
interactions into account
SVM – is very flexible so may easily overfit

The results that follow show which indicators are the most
important in determining or forecasting 10-year returns for
each model. The MARS model only uses CAPE but the other
models are more evenly spread.
From an accuracy perspective, the best model is XGBoost
(model against the training data from 1948 to 1991) and the
worst is the KNN model where the accuracy of using the
factors to predict returns as measured by the statistical
measure R squared low.
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The MARS model on the other hand suggests, if we only
use CAPE the same forecast returns would be -9.9%
CAGR for the next 10 years.
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In summary, using current data for these indicators and the
preferred XGBoost model, the forecast for the US Market
10-year CAGR is 8.9% given the significant importance this
model applies to the CAPE indicator and the PE ratio.

0.50

0.75

1.00

Model selection is clearly very important in determining the
accuracy of the outcome, as there is a trade-off between
flexibility and overfitting. We conclude that CAPE, US10Y
and the PE are the most useful determinants of the future
10-year return of the US market.
Machine learning is a beneficial tool to drive quantifiable
outcomes that will aid investment decision-making, using
mathematical concepts from the 1960s and 1970s but with
computing power large enough to do it justice. It is another
tool in our arsenal, not the only tool and must be used
carefully to avoid the assumption that machine learning
replaces all analysis.

0.75

Human interaction remains critical and our analysis clearly
highlights the concept that while machines can do incredible
work it’s the combination of people and machines that will
drive even better results.

1.00

importance
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Insights for IMPACT
Improving outlook for risk assets

Neil Robson
Global Equity Columbia Threadneedle

The downturn in industrial output is bottoming out and corporate earnings – powered by rate cuts in
the US and Europe – are about to accelerate.
Unlike many others, we never believed a recession was imminent
in early 2019. After the 10-year US Treasury yield spiked above
3% in September 2018, worries about the escalating US-China
trade war and industrial inventories drove world equity markets
sharply lower. But the economic data remained positive. US
and European consumers were not showing signs of stress
and demand from this sector has remained robust throughout
the year. So we were not surprised that the major economies
continued to expand.
2019’s big surprises
Other developments did surprise us, however, the Fed’s rapid shift
of stance between late 2018 and early 2019, signalled by chairman
Jay Powell in January, was followed by far more monetary easing
than we expected. For the first time, the US central bank was
stimulating the economy during a period of full employment with
no apparent impact on inflation. After its initial rate cut in July,
the US 10-year yield fell to a low of 1.5% by the end of August and,
along with renewed easing in the eurozone, delivered a huge cut
in the cost of capital for corporations.
The other surprise, given our view on the likelihood of a recession,
were the deep cuts to earnings forecasts we have seen through
2019. In the US, these fell by 8%-9% during the year, discounting

a much worse economic situation that we had predicted. As we
near the end of 2019, the S&P 500 is delivering earnings growth
of 2%-3% year-on-year.

Neil is a senior portfolio manager at Columbia
Threadneedle in London and manages the
STANLIB Global Equity fund. He has 34 years’
investment experience.

Fears grow of industrial recession
However, concerns over a turn in the inventory cycle leading to
an industrial recession intensified in August and have dominated
the second half. Germany’s export-focused industrial sector has
been particularly weak, with production down as much as 5%
year-on-year in recent months, driven by the escalating trade
war between the US and China, and a significant slowdown in the
auto sector.

From an equity market perspective,
this year’s sharp reverse in interest
rate expectations has created
market conditions that were very
favourable for “bond-like” equities
such as utilities as well as for the
growth stocks that we focus on.
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Article Highlights
The Fed’s shift in stance, with
more monetary policy easing
than expected, delivered a
surprise to markets at the start
of 2019
The outlook for risk assets in 2020
is stronger than expected due to
the scale of global monetary easing
Earnings growth for the S&P 500
is expected to accelerate to more
than 10% by the end of 2020
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Insights for IMPACT
Neil Robson
Global Equity Columbia Threadneedle

Tilt towards quality cyclicals
In terms of positioning, we have added some exposure to high-quality cyclical stocks through the
year, initially in semiconductors, where we believe we are close to the bottom of the inventory
cycle in some important segments. More recently, we have bought quality names in areas such
as paper and chemicals. With capacity expansion in the US Gulf Coast chemical industry largely
complete and an improving outlook for industrial production, we expect leading chemicals
players to produce a big increase in free cash flow through 2020.

We believe the outlook for risk assets in 2020
is much stronger than many people realise,
mainly due to the scale of this year’s global
monetary easing.
Central banks covering two thirds of the world economy have been cutting rates in 2019, creating
a very benign environment for equities, supporting consumer confidence and significantly
reducing the likelihood of a recession. As a rule of thumb, taking 100 basis points off the 10-year
Treasury yield can add about 15% to the S&P 500. This year the 10-year yield has dropped 150bps
and the S&P is up around 23% at the time of writing. With the effects of this year’s rate cuts still
feeding through, it would take a sharp increase in bond yields to put the brakes back on equity
markets.

election year. In Europe, we expect German industrial production to recover, with growth in
the low single digit percentage points for 2020.
US election race and Democratic Primaries
The prospects for US-China trade is obviously bound up with the unfolding US presidential race,
with the Democratic Primaries in February and March representing the next major milestone
on the road to November. If the radical Democrat Elizabeth Warren wins the nomination and
is elected, we expect equity markets to drop sharply. Although we believe President Trump has
been motivated to reach some kind of deal to help his re-election prospects, fundamentally
we see trade as a bipartisan issue for Washington. Also note that there is less space between
Trump and his likely Democrat opponents on trade with China than on many other issues.
This points to a longer-term issue for world trade, as global supply chains increasingly fracture
into regional spheres of influence. The same bipartisan backdrop applies, to some extent, to big
tech, where both Democrats and Republicans are talking about more aggressive regulation.

However, we think major change is unlikely
in the near term and so look for names such
as Alphabet, with 20% revenue and earnings
growth, to re-rate significantly.

Earnings to gain momentum
Consequently, we expect earnings growth for the S&P 500 to accelerate to more than 10% by
the end of 2020, especially given there is little prospect that the US Fed will tighten in an

14
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ViewPOINT
Podcasts
RISK IS IN THE EYE OF THE BEHOLDER
Marius Oberholzer, Head of Absolute
Returns, speaks to Chief Economist Kevin
Lings about how his growing team navigated
a tricky 2019.

Listen now

POSITIONING FUNDS FOR THE
DEFENSIVE
Head of Fixed Income, Victor Mphaphuli,
chats to Chief Economist Kevin Lings
about how South Africa’s credit rating and
other risks will impact.

Listen now

15

RETAIL IN EASTERN EUROPE STILL
OUTDOING LOCAL SECTOR
Keillen Ndlovu, Head of Listed Property,
talks to Kevin Lings about Resilient’s
impact on the sector, the state of local
property and why Eastern Europe still
looks promising.

Listen now

1 Year

3 Years (p.a.)

5 Years (p.a.)

10 Years
(p.a.)

%

%

%

%

All share (J203T)

7.1

5.3

5.0

11.0

Top 40 (J200T)

7.9

6.1

5.2

10.8

SWIX (J403T)

4.1

3.9

3.6

11.2

Financial 15

-11.0

4.6

2.5

11.7

Industrial 25

12.2

3.8

4.1

15.6

%
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Performance at a GLANCE
Market Indicator
Performance
In % for the period to 31 January 2020.

South African markets

Resource 10

17.5

14.6

6.3

3.2

Property (J253T)

-9.5

-5.2

-0.8

10.5

Inflation (CPI)

4.0

4.4

5.1

5.1

All bond index (ALBI)

8.5

9.3

6.7

9.0

Cash (STeFI)

7.3

7.3

7.2

6.5

MSCI AC World

16.7

11.6

9.1

9.4

Dow Jones US

15.8

15.1

13.2

13.7

Offshore markets (Base currency)

10 year bond
yields

Yield %
(as at
31 Jan 2020)

Qtr. change in
bps

One year
change in bps

S&P 500 US

21.7

14.5

12.4

14.0

CAC 40

16.3

6.9

4.7

4.5

R186

8.0

-48

-56

FTSE 100 UK

9.4

5.2

5.8

7.5

German

-0.4

-3

-59

Nikkei 225

14.1

9.0

7.7

10.7

US

1.5

-17

-111

3 month LIBOR (ZAR)

15.1

5.2

6.2

7.5

3 month LIBOR (USD)

1.8

1.5

0.9

0.4

17.1

-1.3

-5.1

-4.4

Source: Morningstar, IRESS

Commodities
Platinum ($)
Brent Crude ($)

-4.8

1.2

3.3

-2.0

Gold ($)

20.4

9.5

4.4

3.9

GBPZAR

-14.1

-5.3

-2.5

-5.0

Currencies

USDZAR

-13.3

-3.7

-5.2

-7.0

EURZAR

-9.8

-4.6

-4.8

-4.7

EURUSD

3.1

-0.9

0.3

2.2

USDJPY

0.5

1.3

1.6

-1.8

Source: Morningstar, IRESS
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Performance at a GLANCE
STANLIB Core Fund Range
1 Year

3 Year

5 Years

10 Years

Return %

Quartile
Ranking

Return %

Quartile
Ranking

Return %

Quartile
Ranking

Return %

Quartile
Ranking

STANLIB Income

8.63

1

8.70

1

8.40

1

7.79

1

STANLIB Flexible Income

8.41

2

7.09

4

7.08

4

7.77

2

STANLIB Absolute Plus

7.85

3

6.74

1

5.82

1

8.70

2

STANLIB Property Income

-9.78

2

-7.30

4

-1.75

4

9.81

2

STANLIB Global Property (ZAR)

24.57

3

10.84

3

7.85

2

15.50

1

STANLIB Equity

9.97

1

5.20

1

3.98

2

11.20

1

STANLIB Balanced

11.07

1

5.82

1

4.58

3

9.95

2

STANLIB Balanced Cautious

11.24

1

6.18

2

5.79

3

8.76

2

STANLIB Global Equity

39.00

1

18.02

1

15.25

1

15.99

2

STANLIB Global Balanced

31.76

1

14.53

1

12.07

1

13.24

1

FUND

Fixed Income

Absolute Return

Listed Property

Equity & Multi-Asset

Offshore
(CTN) (ZAR)

Source: Morningstar, January 2020
Collective Investment Schemes in Securities (CIS) are generally medium to long term investments. The value of participatory interests may go down as well as up. Past performance is not necessarily a guide to future performance. CIS are traded at ruling prices and can engage in borrowing and scrip lending. The
manager has a right to close a portfolio to new investors in order to manage the portfolio more efficiently in accordance with its mandate. A schedule of fees and charges and maximum commissions is available on request the Manager. The Manager does not provide any guarantee either with respect to the
capital or the return of a CIS portfolio. Forward pricing is used.
Portfolio performance figures are calculated for the relevant class of the portfolio, for a lump sum investment, on a NAV-NAV basis, with income reinvested on the ex-dividend date. Individual investor performance may differ due to initial fees, actual investment date, date of reinvestment of income and dividend
withholding tax. Any forecasts or commentary included in this document are not guaranteed to occur. Annualised return figures are the compound annualised growth rate (CAGR) calculated from the cumulative return for the period being measured. These annualised returns provide an indication of the annual
return achieved over the period had an investment been held for the entire period.
A money market portfolio is not a bank deposit account. The price of each participatory interest (unit) is aimed at a constant value. The total return to the investor is primarily made up of interest received but, may also include any gain or loss made on any particular instrument. In most cases this will merely have
the effect of increasing or decreasing the daily yield, but in an extreme case it can have the effect of reducing the capital value of the portfolio. . An annualised seven day rolling average effective yield is calculated for Money Market Portfolios. Excessive withdrawals from the portfolio may place the portfolio under
liquidity pressures; and that in such circumstances a process of ring-fencing of withdrawal instructions and managed pay-outs over time may be followed.
A portfolio that derives its income primarily from interest-bearing instruments calculates its current effective yield daily (if shown).
As neither STANLIB Asset Management (Pty) Limited nor its representatives did a full needs analysis in respect of a particular investor, the investor understands that there may be limitations on the appropriateness of any information in this document with regard to the investor’s unique objectives, financial situation
and particular needs. The information and content of this document are intended to be for information purposes only and should not be construed as advice. STANLIB does not guarantee the suitability or potential value of any information contained herein. STANLIB Asset Management (Pty) Limited does not
expressly or by implication propose that the products or services offered in this document are appropriate to the particular investment objectives or needs of any existing or prospective client. Potential investors are advised to seek independent advice from an authorized financial adviser in this regard. STANLIB
Asset Management (Pty) Limited is an authorised Financial Services Provider in terms of the Financial Advisory and Intermediary Services Act 37 of 2002 (Licence No. 26/10/719).
STANLIB Collective Investments (RF) (PTY) Ltd is a registered Manager in terms of CISCA. Liberty is a full member of the Association for Savings and Investments of South Africa (ASISA). The Manager is a member of the Liberty Group of Companies
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Spotlight on: STANLIB’s Flexible Income Fund
STANLIB’s Flexible Income fund aims to deliver a higher return than traditional income funds through
actively allocating across a broad spectrum of income generating assets. The fund is suitable for investors
seeking an actively-managed solution for all their fixed interest needs. The fund may invest in South
African and offshore corporate and government bonds, inflation-linkers and cash as well as local listed
property. The fund is actively managed by an experienced Fixed Income investment team at STANLIB
who are able to capture return opportunities through their longer-term strategic approach and shortterm tactical asset allocation process.
Consistent returns

Highly experienced fixed income team

The fund provides investors with a stable income
throughout the business cycle and relatively low
capital volatility.

Our seasoned fixed income team is unrivalled in
size and experience. The managers are flexible,
dynamic and analyse the whole fixed income
market, to give us a broad view on opportunities
and risks. Whether it is the short or long end of
the curve, the team can take a view across the
fixed income spectrum, which gives us greater
flexibility to realise our investment ideas.

Flexible solution
The investment team actively manages exposure
to local and offshore cash, bonds and property in
line with Regulation 28.

STANLIB Fixed income Solutions

Victor Mphaphuli
Head of Fixed Income
Victor is a key member of STANLIB’s multiaward-winning Fixed Income team with
more than 22 years’ industry experience.

Sylvester Kobo
Senior Portfolio Manager
Sylvester is a Fixed Income Portfolio Manager with more
than 10 years’ industry experience, including a number of
years focusing on quantitative analytics.

Risk/Return Scatter Plot - 5 Years
Enhanced risk adjusted return
FUND AIMS:
10,0
9,0
8,0
7,0

STANLIB Flexible Income Fund

STANLIB Income Fund

Return

Yield / Total Return

STANLIB Bond Fund

STANLIB Flexible
Income
STeFi Composite

All Share Index (ALSI)

6,0

FUND DETAILS:

5,0
4,0

Inception:

3,0

Benchmark: 110% STeFI

2,0

Listed Property Index (SAPY)

1,0

Money Market Funds

Provide stable income with some capital
growth through active allocation to a
broad range of fixed income assets.

All Bond Index (ABLI)

0,0

2,0

Duration / Risk

4,0

6,0

8,0

10,0

Standard Deviation
Source: Morningstar, January 2020, Refer to disclaimer on slide 17
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Beside the POINT
10 of our favourite trends that defined the past decade
Looking back, it feels like nothing defining really happened in the 2010s. But maybe that’s just because so much happened.
How many times did you binge-watch a series only to forget its existence until a new season arrives? And if a new season never arrives,
then what?
To jolt your memory, here are 10 things that defined the decade:
Getting in the Steps
Did humanity’s recent interest in becoming healthier start with needing to get 10 000 steps a day? While the health benefits are still questionable, the past
decade saw Fitbit and Garmin turn being healthy into a competition that harvested personal information such as locations, heart rates, sleeping patterns
and exercise habits - let’s just not talk about who gets the most out of all that data.

Game of Thrones
Can you believe the HBO adaption of George RR Martin’s best-selling fantasy series has been with us since 2011? Along the way, it became the most illegally
downloaded TV show of all time, a favourite of rappers and politicians alike, and provided some of the most epic shocks ever seen on the small screen. Just
a pity its lacklustre ending early 2019 left a bitter taste with most.

The Gig Economy
As smartphones have gotten smarter, so has mobile technology, giving rise to platforms such as MrD, Uber, Airbnb, and Ikea’s TaskRabbit. In the past
decade, all kinds of industry freelancers and consultants, from drivers to bakers and candlestick makers, can connect more easily with work opportunities.
Going forward, an overhaul of regulations could change it all.

African Art
Over the past decade, the international ascent of work by contemporary African artists has been unquestionable. Across the continent and the globe, there
has been an emergence of new art fairs, galleries and auction departments dedicated to the 54 countries and their diasporas, an obvious response to a global
market demand for Africa’s aesthetic and political statements.
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Beside the POINT
10 of our favourite trends that defined the past decade
Streaming
Sure, file sharing and YouTube have for years been a way for us to watch videos on demand, but it wasn’t until this decade that the likes of Netflix and Spotify
upped the streaming game. Unlike television or radio, viewers are encouraged through algorithmic-based recommendations to follow their own trajectory,
leading to fewer household names and more cult figures – basically, the death of mainstream.

Echo Chambers
When a person gets all their news (and opinions) from their Facebook feed, they become a part of an epistemic bubble, and subconsciously distrust anyone
on the outside. A lot like a cult, this decade has given rise to figure heads such as Donald Trump, Jordan Peterson, and Jeremy Corbyn, with the latter
surprisingly losing an election because he had more online support than real life voters. Anyone say fake news?

Partnerships
In the age of transformation, partnering as a strategic priority for businesses has accelerated dramatically. Tapping into the skills and resources of partners
only creates a mutual benefit. From increasing their time to market, to leveraging the strengths of others or being differentiate in front of their customers,
partnering is much more than plugging the skills gap.

State Capture
Just over halfway through the decade, the term ‘state capture’ entered South African’s vocabulary and has still failed to leave it. Two families replaced
management with compliant management, and managed to steal over R1.5 trillion from the country, negatively impacting the country’s economy for years
to come. Along with the rise of xenophobia, a call for land expropriation without compensation and continued violence against women, it’s heart-breaking
to think what better ways the money could have been invested.

Instagram
The image and video-sharing social network has done a lot to alter the human digital experience. Since its launch in July 2010, fame has been democratised
and reality altered. It gave a new creative class (dubbed ‘influencers’) a platform to be discovered and changed the nature of celebrity and culture. While it
gave rise to mental health issues, Facetune and fake followers, the Instagram community has done a lot to use the platform to turn the conversation around.
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Beside the POINT
10 of our favourite trends that defined the past decade
Going Green
In many ways, the 2010s was the green decade. Few industries have changed as much as the medical cannabis sector – and for good reason. Long-term
studies, health revelations and legalisation are destigmatising the substance and are also opening doors for further decriminalisation or descheduling
of other mind-altering drugs like LSD and psilocybin that have the potential to treat anxiety, depression, and other mental health conditions.

And now to look forward – top 10 trends to get ready for:
•

Millennial values - “social good” will dominate future investment decisions

•

Streaming wars will start as new players enter the block and pay high prices to get big names (actors and producers) onboard

•

Fake news is going to get faker

•

Artificial intelligence is going to take over human, decision-making jobs, but won’t replace the human touch

•

Smaller economies are set to take centre stage as consumers focus on ‘buying local’

•

Tech giants may just fall

•

There will be more grandparents than grandchildren as people move to not having children

•

Smart everything will unlock massive databases of personal information, and smart eyewear is next

•

NASA is building a base on the Moon to possibly (2030s) make jet fuel to springboard to Mars

•

Domestic robots will become a prominent feature in affluent households
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