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2020: VISION or HINDSIGHT?
Dr Anwah Nagia
Chairman
DTech Publ Man (hc)

With this backdrop, Terence Craig, our Chief Investment
Officer, covers the strong equity returns of the past year
as well as our investment outlook in his commentary titled:
“Always look on the Bright side of Life”. This is a lengthy

Dear Fellow investors

article and goes into detail on several changes in the market
over the past couple of years and the potential opportunities

May 2020 be a happy, healthy and

in the market, currently. The relative performance of asset

prosperous year for us all – and may the

classes and sectors have been material and we expect

lights stay on (longer) this year!

this to continue, which we believe should benefit boutique
active investment managers.

To all our investors that were able to take a well-deserved
holiday recently, we trust you had a safe, peaceful time and

Element turns 22 in 2020

a relaxing break.
Element will pass another important milestone in 2020
Element nominated again for 2020 Raging Bull Awards

when our company turns 22 years old. As we have remarked
a number of times in the past – it has been an eventful,

Element is pleased to highlight that our Element Balanced

interesting, challenging, inspiring, emotional and (at times)

Sanlam Collective Investments Fund was one of three Unit

fun journey for all of us that have been part of the Element

Trusts nominated for:

fabric for all or part of the last 22 years. We would like to
thank all our stakeholders: Clients, Staff, Shareholders,

Certificate for Top Performance as the Best SA Multi-

Advisors, Consultants and Friends who have supported us

Asset High Equity Fund for the three-year period to the

through the years.

end of December 2019.
This is the largest ASISA Unit Trust category in terms

We look forward to the next 22 years of our Element

of asset-size and the most competitive with the highest

journey together.

number of funds.
Element Balanced Sanlam Collective Investments Fund

Proxy Voting Track Record

won the Certificate for Top Performance in this ASISA
Unit Trust category last year (i.e. for the three-year

As

period to the end of December 2018), with Element

track

Islamic

Investments

voting track record may be viewed on our website

Fund the second-best performing fund in this category

(www.elementim.co.za). Element was the first SA investment

last year.

manager to publish its voting track record on its website

Balanced

Sanlam

Collective

always,
record

we
in

publish
this

Element’s

newsletter

quarterly

and

our

voting

long-term

and has done so since 2001.
Equity markets rebounded in 2019
We welcome any feedback you may have on our newsletter
Negative news continues to dominate our minds both

or any other aspect of our business. Please e-mail us at

globally and locally. Globally we have seen tariff wars,

info@elementim.co.za or call 021-426 1313 if you have any

impeachment trials, Middle East tensions and Brexit.

comments, suggestions or questions.

Locally we have experienced load shedding, potential
downgrades and state-owned entities failing. Despite the

We thank you for your continued support.

negative noise, SA and Global Equities recovered from their
2018 losses and outperformed all the other corresponding
major asset classes in 2019, in some instances materially.
And the Rand was stronger over the year! News flow does
not determine share prices.
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“Always look on the bright side of life!”
– Terry Jones (RIP) of Monty Python, “Life of Brian”
Terence Craig
Chief Investment Officer
B Bus Sc (Hons), CA (SA), CFA

Investors that moved to cash out of fear that the poor Equity
returns, particularly after the short-term losses experienced
in 4Q2018, would continue into 2019, missed out on SA
and Global Equities’ recovery. In 2019, Equity total returns

Assassinations & Impeachment, Trump

had SA’s ALSI +12.0% in ZAR and +10.7% in US$; Global

& Tariffs, Boris & Brexit, Iran & Iraq,

Equities in US$: +27.3% (MSCI All Countries World Index),

Russia & China, Middle & East, Corona

US Equities +31.5% (S&P500) and Emerging Markets +18.9%

& Virus, Eskom & Stage 6, SAA &

(MSCI Emerging Markets Index) outperforming all the other

Business Rescue, SOEs & Solvency, Moody’s & Downgrades,

corresponding major asset classes (Bonds, Property, Cash)

Land & Expropriation, Emigration & Taxes, Incompetence

– in some instances, materially.

&

Corruption,

Municipalities

&

Provinces,

Audits

&

Qualifications, Tito & Twitter, Cyril & Backbone… and so on

In SA, 2019 proved to be a year of two halves for Equity

and so on!

investors with the entire year’s 12% return of the ALSI
coming in the first 6 months, with returns flat for the second

Negative news is easy to find and usually it finds us! However,

half of the year with losses in Q3 offset by a recovery in Q4.

by far the majority, is ultimately “noise” with respect to
successful long-term investing. Admittedly very loud noise

We remain wary of Global Equity valuation levels and

at times. It is worth reminding investors that the volume

highlight that the tremendous gains in 2019, led by US

of noise is not limited to those of us at the Southern tip of

Equities, were primarily as a result of the expansion of

Africa, it is noisy everywhere! Despite the negative noise,

PE multiples (i.e. PE ratings moved higher) and were not

SA and Global Equities recovered from their 2018 losses

supported by underlying earnings growth in most cases,

and outperformed all the other corresponding major asset

if at all. Stock market rallies as were experienced in 2019,

classes in 2019, in some instances materially. And the Rand

seldom continue for long without underlying earnings

was stronger over the year! News flow does not determine

growth as support. Rallies built on PE multiple expansion

share prices.

alone can turn as quickly into negative returns if PE
multiples contract, which is likely at some point if earnings

2019: A recovery from 2018’s losses

growth fails to materialise.

2019 proved to be a recovery year for investors in most

There is much to cover. As a result, this will be the only

Global and SA Equity markets, after the negative equity

investment commentary for Element’s 4Q2019 Quarterly

returns of 2018. A quick reminder of what we said one year

Report and will read longer than usual.

ago in our 4Q2018 Investment Commentary (“Fallen Angels
and Investment returns”):

SA Equities: 2019 better than the previous 5 years

“…investors who have longer-term horizons of 5 years or

As can be seen in the table on page 3, SA Equity markets

more, should not abandon SA Equities in favour of Cash

recovered in 2019 with the ALSI outperforming Bonds,

as a result of the recent poor equity returns. We are not

Property & Cash for the year. The SA Equity recovery was

at a starting point where we would recommend being

not material enough to outperform Cash and Bonds over

aggressive and materially overweight SA Equities… but it

the rolling 2, 3, 4 & 5-year periods. SA Bonds provided the

is highly probable that SA Equities will outperform Cash

best return over the rolling 2, 3, 4 & 5-year periods.

returns over the next 5 years.”
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To 31 Dec 2019
Index

Switched its SA Equity benchmark from ALSI to Capped

Performance as % p.a. return
1
year

2
years

3
years

4
years

5
years

SWIX at the beginning of the 3-year period (i.e. effective
1 January 2017). Capped indices restrict the maximum
weight of any share to 10% of the Index.

SA Equity
ALSI

12.0

1.2

7.4

6.2

6.0

Its SA Equity Fund returned 7.0% p.a. before fees for the

SWIX

9.3

-1.7

5.4

5.1

4.8

3 years ending 31 December 2019.

Capped SWIX

6.8

-2.5

3.5

3.9

3.7

SA Listed Property
(SAPY)

1.9

-12.7

-3.7

-0.4

1.2

actual SA Equity indices’ returns for the 3 years ending

10.3

9.0

9.4

10.9

7.7

31 December 2019, in the table opposite:

7.3

7.3

7.4

7.4

7.2

All Bond
Cash (STEFI)

If we compare the Fund’s 7.0% p.a. performance with the

Source: Factset, SBG Securities

FUND PERFORMANCE AFTER BASE FEE
6.5% p.a. (7.0% less 0.5% p.a.)

It is worth noting that SA Listed Property has been the

BENCHMARK PERFORMANCE (CAPPED SWIX)

worst performing asset class over all rolling periods from

3.5% p.a.

1 to 5 years, with negative returns over most of the last
5 years. SA Listed Property was the best performing
asset class over all rolling 1 to 5-year periods to the end
of December 2017, a mere two years ago! A reminder that
asset classes perform in cycles and all cycles rotate.

FUND OUTPERFORMANCE OF BENCHMARK
3.0% p.a.
PERFORMANCE FEE (20% OF OUTPERFORMANCE)
0.6% (3.0% x 20%)
PERFORMANCE FEE ON A R1BN FUND IS R6M

We note that the ALSI benchmark has outperformed

(or R60m on a R10bn Fund)

the two other major SA Equity benchmarks (SWIX and
Capped SWIX) materially over the rolling 1, 2, 3, 4 and
5-year periods ending 31 Dec 2019. This includes the ALSI
outperforming the Capped SWIX by +2.3% p.a. over the
last 5 years. We highlight this, as many investment
managers moved from ALSI to SWIX around 17 years ago
and many moved from SWIX to the Capped SWIX for their
SA Equity benchmark over the last 3 years. While some
may comment that their own c4% p.a. SA Equity return has
“beaten” its Capped SWIX benchmark over the last 5 years,
it is worth noting that at 4% p.a. they were still -2% p.a.
behind the ALSI!

The Fund has earned a performance fee of 0.6% p.a.
(effectively) resulting in the total fee paid to the investment
manager more than doubling (+120%) from the base fee of
0.5% to a total fee of 1.1%.
However, the only reason that the investment manager
earned any performance fees in the first place was as a
result of the change in benchmark from ALSI to Capped
SWIX (and the same would have applied if the manager had
changed benchmark from SWIX to Capped SWIX as well).
If the manager kept the ALSI benchmark, the Fund’s 7.0%

A quick word on Performance Fees and Benchmarks

p.a. return would have underperformed the ALSI which

Investors should be wary of investment managers that

manager would not have earned any performance fees at

change benchmarks, particularly where performance fees

all (never mind R60m in fees on a R10bn fund)!

returned 7.4% p.a. over the 3-year period. As a result, the

may be involved.
Something for investors who have paid performance fees
As an example, let us assume that an investment manager

to a manager using Capped SWIX as a benchmark to

charges a base fee on its SA Equity Fund of 0.50% p.a.

question. We don’t buy the “Naspers is too big” excuse

and a performance fee of 20% of the outperformance of

for changing benchmarks – it doesn’t hold over the long-

its benchmark (after deducting the base fee) over a rolling

term! The SWIX was created as a benchmark in July

3-year period (ignoring VAT for this example). In addition,

2003, only as a majority of investment managers at the

we assume that the investment manager:

time had underperformed the ALSI materially over the
previous 3 years, as they had been underweight Resources
(specifically Anglos and BHP) and overweight Financials
and Technology shares when both bubbles burst in SA.
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The SWIX resulted in the weights of Anglos and BHP

Element Balanced Sanlam Collective Investments Fund

dropping materially compared with their ALSI weights (as

Returns & Risk Stats:

did all other shares with primary offshore listings) which

The Element Balanced Sanlam Collective Investments Fund

allowed the investment managers to change SA Equity

(“Element Balanced”) was one of the top-3 performing

benchmarks to SWIX and show backdated performance to

Unit Trusts for the 3 years ending December 2019 in the

their new (SWIX) benchmark. Using the SWIX rather than

“SA-Multi Asset–High Equity Funds” Unit Trust classification

ALSI made their relative historical underperformance look

(the largest Unit Trust category in terms of Assets under

better than if it had been compared with the ALSI, although

Management with the highest number of funds) as it was

still poor. Yes, that is what happened!

one of the three Unit Trusts nominated for the Raging Bull
certificate for best performance over 3 years to end 2019.

Element Funds outperformed their peers over the last

This is the same category in which Element Balanced won

3 and 5 years

the Raging Bull certificate a year ago for best performance
for the 3 years ending December 2018.

Despite

the

challenging

roller-coaster

investment

environment over the last 5 years, which witnessed

Element Islamic SCI Fund Returns & Risk Stats:

multiple Fallen Angels, Element was able to generate

Element had the best-performing Islamic Equity Fund

outperformance over our peers for the majority our SA Unit

and the best performing Islamic Balanced Fund out of

Trusts, over 3 and 5 years to end Dec 2019 (i.e. including

all SA Shari’ah compliant Unit Trust peers for the 3 years

Element Equity, Multi-Asset and Islamic Unit Trust Funds).

ending 31 December 2019. This can be seen clearly on the
chart below from the Alexander Forbes Shari’ah Survey at

SA Equity Fund Returns & Risk Stats:

31 December 2019. In addition, Element Islamic Balanced

The Element Earth Equity Sanlam Collective Investments

Sanlam Collective Investments Fund had the highest

Fund (“Element Earth Equity”) – a SA Equity-only fund

information Ratio of all Islamic Balanced Funds in the

with zero global equity exposure – outperformed its peers

survey over 5 years (out of 10 Funds) and 2nd highest over

over the last 3 years to end 2019. The chart below shows

3 years (out of 12 funds) in the same survey. Similarly,

the Risk/Return scatterplot for Active SA Equity Managers

Element Islamic Equity Sanlam Collective Investments

(“Not Benchmark Cognisant”) for the 3 years ending

Fund had the highest Information Ratio of all Islamic

31 December 2019. Element was placed 5 in performance

Balanced Funds in the survey over 5 years (out of 10

out of 25 SA Equity investment managers with the 2nd

Funds) and 2nd highest over 3 years (out of 12 funds) in the

lowest volatility, in this Alexander Forbes survey.

same survey.

th

SA Equity Managers (“Not Benchmark Cognisant”)

Shari'ah Compliant Funds

12.6%
11.2%
9.8%

14.3%
13.2%

Element

12.1%

5.6%

11.0%
ALSI
SWIX

4.2%
2.8%

Return (p.a.)

Return (p.a.)

8.4%
7.0%

9.9%
8.8%
7.7%

5.5%

0.0%

4.4%

-1.4%

3.3%
9.0% 9.9% 10.8% 11.7% 12.6% 13.5% 14.4% 15.3% 16.2% 17.1%

Source: Alexander Forbes, 31 December 2019, (Performance is gross of fees)

Balanced

Equity

Global Equity

6.6%

1.4%

-2.8%
8.1%

Element Islamic Sanlam Collective Investments Funds

2.2%
5.0% 6.0% 7.0% 8.0% 9.0% 10.0% 11.0% 12.0% 13.0% 14.0% 15.0%
Source: Alexander Forbes, 31 December 2019, (Performance is gross of fees)
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Equity sectors perform in cycles and cycles rotate!

Over the last 2 years, Resources moved from being the
worst performing sector to the best performer and Listed

Investment Managers that were overweight Resources

Property went from being the best to worst, over the rolling

and were underweight Financials, Industrials and Property

3-year periods ending 2017 and 2019, respectively.

outperformed over the last 1, 3 and 5-years. The charts
below highlight the cyclical nature and rotation of different

We recall many investors and peer investment managers

sectors’ out/(under) performance by illustrating the material

disagreeing with Element’s overweight Resources call three

swings in JSE sector returns over 3 years to 31 December

years ago, some very aggressively. Although Resource

2019 as compared with the same returns only 2 years ago

shares are generally higher risk than Financials and

i.e. 3 years to 31 December2017.

Industrials, investors should remember that they are cyclical
shares and will offer attractive valuation entry points near

JSE Sector Returns: Resources and Property rotate as

the bottom of a cycle, even when adjusting for the relatively

Best/Worst in 2 years

higher risk. The above charts showing the changes in
fortunes of the Listed Property and Resources sectors over
the last 2 years serve as a clear reminder to investors that

3 year performance (p.a.) to 31 December 2019

Equity sectors perform in cycles and cycles rotate, always

20.5

and sometimes quickly!
8.3

7.4

7.4

5.4

3.5

3.9

3.5

Impala Platinum: “Dying Dog” to Star

3.2

SPAY

Industrials

Capped SWIX ALSI

Mid Cap

Financials

SWIX ALSI

ALSI

Top 40

Csh

ALBI

Resources

-3.7

Within the broader Resources sector, the Platinum sector
-5.5

was regarded as the “Dying Dog” – a mere 18 months ago!

Small Cap

9.4

Looking at individual Platinum shares, Impala Platinum
(“Implats”) was being priced for failure – a “dying dog with
mange, fleas and about to be put down”, if you will. One of
SA’s largest and highest profile investment managers wrote
on Implats in their 2Q2018 quarterly (released in July 2018)

Source: FactSet, SBG Securities

and ended the article “But there are clearly risks… thus the
modest position of 0.5% of Fund”. We noted that no mention
JSE Sector Returns (2 Years ago)

was made of the % position in Implats when the manager
first bought the original position a few years previously
– most likely a 2-3 times higher weight! Why bother? A 0.5%

3 year performance (p.a.) to 31 December 2017

position implies zero conviction and would add little to the

11.7
9.7

9.7

9.3

total portfolio’s performance even if Implats outperformed
9.2

8.0

7.1

6.9

materially, which is what happened. In a case of classic
6.1

contrarian timing, Implats began its spectacular current rally

Source: FactSet, SBG Securities

-0.1

When sectors, such as Platinum and their component

SA Resources

Small Cap

ALBI

Cash

Mid Cap

Top 40

ALSI

SA Industrials

SA Financials

SA Listed Property

in August 2018, a few weeks after the abovementioned article.

shares, such as Implats, become completely unloved
and are being priced for failure, it can provide contrarian
managers, such as Element, a classic “once in a decade”
investment opportunity by buying at an extraordinarily
cheap valuation level, close to the bottom of the sector and
share’s cycle. At these points, the volume of “noise” from
negative news flow, about the sector and share, is “cranked
up to 11” (immense)! In platinum’s case: Emissions scandals,
declining diesel vehicle sales, electric vehicles (with no
emissions), declining productivity, rising production costs,
militant labour, new Mining Charter etc. kept investors away
and share prices plummeting.
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The challenge for the investment manager at these points,

Implats rose almost 10 times in only 17 months from its

is to research in enough detail to understand whether there

August 2018 low to its recent January 2020 high. As a

have been structural (permanent) changes to the sector

result of this spectacular rally, Element has cut its Implats

or share that would affect future cash flows negatively,

and other platinum share portfolio weights materially over

therefore impairing valuation levels permanently, or whether

the last 8 months. It is worth noting, however, that in its

the sector is close to a cyclical low point, but future cash

previous 10-year boom cycle (1998-2008), Implats rallied

flows and valuations are likely to recover “normally” when

1 430% in the first 46 months, before declining over the

the cycle turns and the sector recovers. We would argue

next 3 years and then blowing-off to its all-time high over

that the SA Construction sector has gone through certain

the last 3 years of that boom decade. Implats’ current

material structural changes, negatively affecting future cash

share price rally is not unprecedented, therefore. We have

flows and valuations, although investment opportunities

reminded ourselves, however, that, no two cycles are exactly

may arise in future. The Platinum sector has made a cyclical

the same and “you never go broke taking profits”!

recovery, largely on the back of sky-rocketing palladium
and rhodium prices (material by-products of SA platinum

The long-term outlook for Equity returns

mines) and not the platinum price itself...
Average of the four valuation indicators

The Implats share price chart below (shown in log scale)
highlights the extraordinarily long boom/bust cycles of
approximately 10 years each, that Implats (and the SA
Platinum sector) has gone through over the last 22 years.
Implats share price performed as follows (note that the
returns on the chart and below are unannualized):

200%
149%

150%

3SD
132%

100%

126%

2SD
88%

73%
38%

50%

SD
44%

MEAN
-13%

BOOM

-50%

1998 (low) to 2008 (high)

-61% -58%

+5 952% (10 years)

-54%

-57%

-100%

1900 1910 1920 1930 1940 1950 1960 1970 1980 1990 2000 2010 2020

BUST

Crestmont P/E from its Arithmetic Mean
Cyclicial P/E 10 from its Arithmetic Mean
Q Ratio from its Arithmetic Mean
S&P Composite from its Regression
Average of the Four

2008 (high) to 2018 (low)
-95%(10 years)
BOOM

148%
82%
144%
130%
126%

Source: Dshort.com, 31 December 2019

2018 (low) to Jan 2020
+872% (17 months to date)

We highlighted a year ago that expensive Global Equity
Valuations warranted continued investor caution over the
long-term. The proof that the short-term is impossible

Impala Platinum Holdings LImited
-

+1 430%
(46 months)

- 10 000
- 5 000
- 4 000
- 3 000

+5 952%
(c10 years)

- 2 000
-

to forecast with any reasonable probability was born out
in 2019, with a spectacular rally in US Equities returning
over 30% for the year. However, as can be seen from the
US Equity valuation cart above, current levels are just shy of
3 standard deviations above the 120-year valuation mean.
Only the dot-com peak was higher – elevated valuation
levels indeed.

1 300
1 100
900
700
600

2019

2017

2018

2015

2016

2013

2014

2011

2012

2010

2009

2007

2008

2005

2006

2003

2004

2001

2002

2000

1998

-95%
(c10 years)

1999

35 000
30 000
25 000
20 000
15 000

Source: Element Investment Managers, Iress, 24 January 2020
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SA Equities appear more reasonably priced than Global
HIGH VALUATIONS (ALSI PE AT START)

Equities

imply lower 5-year returns
5 Year ALSI Total return vs Starting PE

LOW VALUATIONS (ALSI PE AT START)

5yr Annualised Total Return

imply higher 5-year returns

5 year ALSI TRR Forecast at
31 December 2019: 10.1% p.a.

The Table below the chart shows the forecast vs actual
5-year ALSI total returns over 6 separate 5-year periods, 4
of which have been completed. Two of these forecasts were
at very low starting points after major SA Equity declines
– where the ALSI PE was <10 at the start of the 5-year
period (at end April 2003 and end Feb 2009). Owing to
the low valuations as starting points, the 5-year total return
forecasts were extremely bullish for the ALSI (>24% p.a.) –
i.e. based on this forecast tool, investors would have moved

PE at Inception

Dec 19

Model
Dec 14

Actual Outcomes
Feb 09
May 08

overweight SA Equities aggressively at those starting
points. The actual outcomes (in line and higher than the two

Apr 03

forecasts) highlighted that being bullish and overweight

Source: Element Investment Managers, Reuters

SA equities was the correct call to have been made based
on the forecast returns at the start of both 5-year periods.
The chart above highlights the expected 5-year Total Return

The other two completed 5 year periods (starting month-

(incl. Dividends) for the JSE ALSI based on the ALSI PE

ends May 2008 and Dec 2014) had moderate forecast total

Ratio at the starting point for the 5-year forecast period.

returns for the ALSI and the actual 5-year returns reflected

The dots represent all the actual 5-year total returns of

the forecast outcomes (although all three actual total

the ALSI since 1960, given the ALSI PE at the beginning

returns were c-2% p.a. lower than what had been forecast).

of each 5-year period. The solid line is the trend line of the
ALSI 5-year total returns, given the ALSI’s starting PE ratio,

The 5-year Total Return forecast for the ALSI at 31 December

based on all the actual results. This is a basic forecast tool

2019, based on the starting ALSI PE of 16.3, is 10.1% p.a.,

that is both intuitive and easy to understand.

coincidentally the same as at the end of 2018. We are one
year down of the 5-year forecast at Dec 2018, with the ALSI

The starting valuation (i.e. the buying price using the ALSI

returning 12% in 2019 (the first year).

PE) of the SA Equity Market is (generally) the most critical
determinant of future investment returns over the longer-

It should be emphasised that the above model is a basic

term. This is the case with all asset classes. Simply put:

forecasting tool for ALSI total returns over a rolling 5-year
period. As with most models, there is better predictability
of outcomes when starting at extreme valuation levels (i.e.
starting at a very low or very high ALSI PE) and having
even longer time periods. Although this model provides a
reasonable forecast for ALSI 5-year total returns, it should

Start of 5 Year Period
Date

5 Year Total Return p.a.

Difference p.a.

ALSI PE

Forecast*

Actual

% Return

% Actual/Forecast

30-Apr-03

8.3

24.3%

36.1%

11.9%

48.9%

31-May-08

16.0

10.5%

8.9%

-1.7%

-15.8%

28-Feb-09

8.2

24.6%

24.1%

-0.5%

-2.1%

31-Dec-14

17.0

9.4%

6.0%

-3.4%

-36.1%

31-Dec-19

16.3

10.1%

Source: Element Investment Managers, Reuters
* Based on ALSI PE Ratio at start of 5 year period
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not be used in isolation. It is only one of many valuation/

SA Equities and Bonds: 5-year total return forecast

return measures for SA Equities. That Global Equities

comparison

(driven mainly by the US) are still in an 11-year bull market,
starting in March 2009, highlights that market cycles can
SA RISK-FREE RATE

extend much longer than a 5-year period.

8.1% p.a. (RSA 5-year Bond return)
What cannot be determined from the above model is the

EQUITY RISK PREMIUM

path of investment returns within the 5-year period (e.g.

3%-6% p.a.

positive returns in one year could be followed by negative
returns in another or vice versa). In addition, it provides
an estimate for ALSI/SA Equity returns only, not for any

THEORETICAL EQUITY RETURN
11.1% - 14.1% (compensation for higher risk)

underlying sector returns, which as the earlier sector

SA EQUITY FORECAST RETURN

tables highlighted, continue to provide materially divergent

10.1% p.a. (forecast model shown above)

returns. For example, Resources outperformed Industrials
by >17.3% p.a. over the 3 years ending Dec 2019.
The 5-year total return forecast for SA Equities, using
SA Asset Allocation

the starting PE model above (10.1% p.a.) is below the
Theoretical Equity Return range (11.1%-14.1%). If correct, the

According to investment (financial) theory and long-

SA Equity forecast of 10.1% p.a. over the next 5 years would

term risk and return data, Equities are a higher risk asset

not compensate investors for the higher risk of SA Equities

class than Bonds (or Cash). All things being equal, the

as an asset class. Based on this example Element would

benchmark 10-year sovereign Bond for any country is

not recommend being materially overweight SA Equities

(almost always) regarded as its risk-free asset. For all

(as represented by the ALSI) relative to SA Bonds as the

Global investments, the de facto risk-free rate benchmark

estimated ALSI total return over the next 5-years does not

is the real yield (return) on US 10-year Treasuries. As

compensate for the Equity Risk Premium over the risk-free

Equities carry a higher risk as an asset class, investment

rate. In the above example, 5-year ALSI returns of >15% p.a.

theory holds (and historical returns show) that, in general,

would warrant a more aggressive or overweight SA Equity

Equities should (and do) provide a total real return greater

portfolio allocation.

than the risk-free rate over the long-term, in order to
compensate investors for the higher risk. The difference

A reminder that the 5-year model forecast above of 10.1%

between the long-term theoretical total return Equities

p.a. is an estimate for the ALSI. Therefore, it would be more

should generate and that of the risk-free rate is known as

appropriate as a comparison for ETFs, passive investors

the Equity Risk Premium. The Equity Risk Premium (“ERP”)

and low-tracking error investment managers using the

can and does vary over time according to the corresponding

ALSI as their SA Equity benchmark. As an active manager,

level of the risk-free rate.

Element’s SA Equity portfolios can (and do) differ materially
from the ALSI, as is the case currently. Therefore, we would

Without delving into the detailed research on the SA Equity

substitute our in-house 5-year Element SA Equity portfolio

Risk Premium, it has been averaged between 3%-6% p.a.

total return forecast for the ALSI in the comparison example

for the majority of the last 20 years, with occasional short-

above. Element’s SA Equity portfolio has a lower PE and

term spikes above/below this range (Source: Market-Risk-

higher dividend yield than those of the ALSI currently, so

Premia.com). In the example below we use a range of 3%-

the above model would recommend a higher weighting for

6% p.a. for the SA ERP.

Element’s SA Equity portfolio than that for the ALSI.
Small Caps appear to offer better long-term value than
Large Caps
Equity markets, sectors and company returns move in
cycles, as the Implats chart above highlighted very clearly.
This allows active (not passive) investment managers to
research and invest more in companies in a specific sector
that could be offering very cheap valuation entry points
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over the long-term on not only an absolute return basis

The ALSI 40 and Mid-Cap shares have shown similar

(e.g. sector return estimated to beat inflation and/or Cash/

positive returns per annum over all periods (i.e. short and

Bonds), but also on a relative basis (e.g. sector returns

long-term), with the exception over 3 years where Mid-

estimated to beat ALSI and/or other sector returns). A

Caps (although positive) returned less than half of the

recent example of active manager investment opportunity

ALSI 40’s return per annum.

at a very cheap valuation entry point, on both an absolute

Small Caps, however, have shown negative returns over

and relative basis, would have been taking material

the last 5 years with Small Cap relative underperformance

overweight positions in the Platinum sector two years

deteriorating materially over the short-term (1 and 3

ago or, similarly, having zero investments in the expensive

years), compared with both ALSI 40 and Mid-Caps.

Food & Clothing Retail sectors at the same time (i.e. a

The bottom row in the table above (“ALSI 40 less Small

material underweight position relative to ALSI). Platinum

Cap”) shows the difference in the two index returns over

outperformed spectacularly and Food & Clothing Retailers

each period.

underperformed miserably, on both an absolute and relative

ALSI 40 has outperformed Small Caps over all periods

return basis.

for the last 10 years.
ALSI 40 outperformance is narrowest over 10 years at

Every once in a decade (or longer), material absolute and

1.2% p.a.

relative value opportunities arise within SA Equities, not

While a 1.2% p.a. difference in returns over 10 years

based on relative valuations between sectors, but based

would be material to an investor, it is immaterial relative

on the size of the underlying companies as determined

to the much wider underperformances over the last 5

by market cap (i.e. listed valuations). At some points, for

years (-16.5%, -13.8% and -6.5% over 1, 3 and 5 years,

a multitude of reasons, the JSE’s ALSI 40 can offer better

respectively).

absolute and relative value (is cheaper) than the Mid or
Small cap indices, or vice versa. At current valuation levels

Small Caps appear to offer better long-term investment

the JSE’s Small Cap Index appears to offer better long-

opportunities at this point than the ALSI 40 as a result of

term value (is cheaper) than the ALSI 40 Index.

their material underperformance over the last 5 years. Small
Caps would outperform the ALSI 40, if (and it is a big IF)

The table below shows the performance of SA Equities

the Small Cap returns revert to their long-term relative

according to the 3 primary JSE classifications based on the

returns of -1.2% p.a. (10 years) compared with the ALSI 40.

size of the underlying listed companies, as determined by
market cap (i.e. company valuations based on current share

This Size Bias return opportunity in favour of Small Caps is

prices). ALSI 40, Mid-Caps and Small Caps are shown - the

best illustrated by comparing the historical index returns of

returns p.a. are for 1, 3, 5, 7 & 10 years.

Small Caps vs ALSI 40 - as per the chart below.

To 31 Dec 2019
Index

Performance as % p.a. return
1
year

Small Caps/ALSI 40

2
years

3
years

4
years

5
years

SA Equity
ALSI

12.0

7.4

6.0

8.8

10.8

ALSI 40 (Large Cap)

12.4

8.3

6.1

8.7

10.5

Mid Cap

15.6

3.9

5.6

8.6

12.1

Small Cap

-4.1

-5.5

-0.4

5.9

9.3

ALSI 40 less Small Cap

16.5

13.8

6.5

2.8

1.2

-

Small Caps
underperform

Small Caps
underperform

1.62
1.5
1.4
1.3
1.2
1.1

-1
- 0.9
- 0.8

Small Caps
outperform

- 0.7
- 0.6
- 0.565
- 0.54
- 0.5
2019

2017

2018

2015

2016

2013

2014

2011

2012

2010

2009

2007

2008

2005

2006

2003

2004

2001

2002

1999

2000

1997

1998

1996

Source: Factset, SBG Securities

Source: Element Investment Managers, Iress, 24 January 2020
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Small Caps have reached this level of underperformance

i. If the large manager wants to have a 5% weight in

relative to the ALSI 40 only once before (1999/2000) as

AFH across all its SA Equity portfolios of R200bn,

the current underperformance is lower than the Small caps
underperformance level of 2008. The challenge for investors
is to determine whether Small Caps will outperform quickly

this would require an investment of R10bn.
ii. This is not possible as the AFH free-float is only
R3.5bn.

as in 2008, or whether they will continue to underperform

iii. Even if the large manager bought 20% of AFH

the ALSI 40 for a longer period as they did from early 2000

(i.e. 40% of its free-float), this would amount to

to 2002 (i.e. more pain to come). It is worth noting, however,

cR2.8bn, but when spread across R200bn, it would

that from this level of Small Cap underperformance, they

end up being only a 1.4% weight across all the SA

outperformed the ALSI 40 (if investors held on through the

Equity portfolios.

pain) for a number of years thereafter.

iv. Large managers cannot take advantage of Small
Cap opportunities to the same extent as smaller

If it is reasonable to assume the following at this point:

managers, by definition.
v. For the record, Element held a 4.8% position in

Small Caps offer better long-term value vs ALSI 40
shares, and
Small Caps have a high probability of outperforming
over the next 5 years

AFH in our SA Equity portfolios at 31 December
2019.
vi. We would highlight that the majority of the
current large investment managers in SA achieved
material benchmark outperformance mainly when

This should provide the following opportunities for
investment managers that moved overweight Small Caps
(all things being equal):

they were boutique managers, with materially
smaller AuM.
vii.For many of the now larger managers, the
period when they were able to generate material

1. Active managers could outperform Passive (ALSI ETFs/

outperformance

was

from

2002-2006

when

Index-trackers).

they were boutique managers and Small Caps

a. If an active manager is overweight Small Caps and

outperformed ALSI 40 shares materially (as is

they outperform the ALSI 40, then by implication the

shown clearly in the chart above).

active manager outperforms all passive managers,
ETFs etc. that use the ALSI as their benchmark, as

Element’s

well.

opportunities in certain Small Cap shares. Our SA Equity

b. Owing to the ALSI 40 having an 81% weight in ALSI
(31 December 2019).

research

indicates

long-term

valuation

portfolios are materially overweight Small Caps relative to
ALSI 40 shares as a result. Element’s current Small Cap
positions are unable to be replicated by either passive

2. Boutique (smaller) managers could outperform larger

managers, nor large active managers. Current valuations

managers.

appear to be tilting in favour of active boutique managers

a. Larger investment managers are unable to take

for the first time in over a decade (although we are aware

positions in SA Small Cap shares, that can become

that Small Caps may take more pain over the short-term).

material weights in their Equity portfolios (and hence

We have invested based on our long-term contrarian

can contribute materially to overall portfolio returns),

philosophy and process for over two decades at Element.

a result of their total size of Equity assets under

We believe this approach to be the best way to generate

management.

real wealth for our clients over the long-term.

b. By way of example, a manager with R200bn in SA
Equities under management (AuM) is unable to
take a material position in Alexander Forbes (AFH)
which has a cR6.9bn market cap, but only around a
50% free-float of cR3.5bn (the value of the number
of shares that trade if one excludes the controlling
shareholder’s holding).
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Fund Reports

Portfolio Manager
Inception date
Classification
Benchmark

31 DECEMBER 2019
Element Earth Equity
Sanlam Collective
Investments Fund

Element Flexible
Sanlam Collective
Investments Fund

Element Real Income
Sanlam Collective
Investments Fund

Terence Craig
Andrew Bishop*

Terence Craig
Andrew Bishop*

Terence Craig
Andrew Bishop*

October 2001

October 2001

October 2002

SA General Equity

SA Multi-Asset Flexible

SA Multi-Asset Low Equity

FTSE/JSE All Share Index

CPI+5%

CPI+3%

TER

1.86%

Performance (Net of fees)

1

Unannualised since Inception

FUND

BENCHMARK

FUND

1.64%

BENCHMARK

FUND

BENCHMARK

2

655.9%

1056.6%

652.8%

531.5%

399.8%

290.7%

Annualised since Inception

11.7%

14.4%

11.7%

10.7%

9.8%

8.3%

Annualised 10 Year

4.0%

10.8%

6.7%

10.2%

7.9%

8.2%

Annualised 5 Year

2.9%

6.0%

6.0%

10.1%

7.2%

8.1%

Annualised 3 Year

5.3%

7.4%

7.0%

9.5%

7.1%

7.5%

1 Year

6.6%

12.0%

8.4%

9.1%

8.2%

7.1%

HIGH

12m rolling total rate of return

LOW

HIGH

37.4%

-17.1%

LOW

23.2%

HIGH

4.9%

LOW

15.1%

-2.2%

Element Balanced Sanlam
Collective Investments Fund2

Element Specialist Income
Sanlam Collective
Investments Fund2

Element Global Equity
Sanlam Collective
Investments Fund

Portfolio Manager

Terence Craig
Andrew Bishop*

Terence Craig
Andrew Bishop*

Terence Craig
Andrew Bishop*

Inception date

November 2009

December 2013

February 2011

Classification

SA Multi-Asset High Equity

South African
Multi-Asset Income

Global General Equity

Benchmark

Average of total return
of Multi-Asset High Equity
category

110% STEFI

MSCI World Index Total Return
(in ZAR)

3.14%

0.96%

2.35%

TER
Performance (Net of fees)1

Unannualised since Inception

FUND

BENCHMARK

FUND

BENCHMARK

FUND

BENCHMARK

96.6%

128.5%

44.8%

56.8%

245.1%

342.9%

6.9%

8.5%

6.3%

7.7%

14.9%

18.2%

Annualised 10 Year

7.1%

8.4%

Annualised 5 Year

6.8%

4.6%

8.1%

7.9%

9.3%

13.6%

Annualised 3 Year

9.5%

4.8%

6.4%

8.1%

10.6%

13.9%

1 Year

7.7%

9.2%

6.3%

8.0%

18.7%

25.2%

Annualised since Inception

HIGH

12m rolling total rate of return
1

2.09%
2

LOW

21.1%

-3.3%

Performance figures for Class A except Global Equity for Class B.
Performance figures include weighted ABIL Retention Fund performance.

No 10 year performance yet

HIGH

12.3%

LOW

No 10 year performance yet

HIGH

0.9%

61.3%

LOW

-11.4%

Source and Date: MoneyMate, 31 DECEMBER 2019

2
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Element Islamic Equity
Sanlam Collective
Investments Fund

Element Islamic Balanced
Sanlam Collective
Investments Fund

Element Islamic Global Equity
Sanlam Collective
Investments Fund

Portfolio Manager

Shamier Khan

Shamier Khan

Shamier Khan

Inception date

February 2006

April 2010

October 2012

SA General Equity

SA Multi-Asset High Equity

Global General Equity

Average of Shari'ah
General Equity Funds
with a 1 year track record

Average of Shari’ah
Balanced Equity Funds
with a 1 year track record

Dow Jones Islamic Market
World Index Total Return
(in ZAR)

1.98%

2.05%

2.32%

Classification
Benchmark
TER
Performance (Net of fees)

Unannualised since Inception

FUND

BENCHMARK

BENCHMARK

FUND

BENCHMARK

139.0%

180.8%

74.2%

119.0%

127.0%

231.1%

Annualised since Inception

6.5%

7.7%

5.9%

8.4%

12.1%

18.2%

Annualised 10 Year

4.9%

7.7%

Annualised 5 Year

4.5%

3.5%

6.3%

4.9%

6.9%

13.9%

Annualised 3 Year

7.7%

3.9%

7.5%

5.2%

5.7%

15.0%

1 Year

11.8%

8.0%

9.6%

9.2%

16.3%

25.5%

HIGH

12m rolling total rate of return
Performance figures for Class A
* Under supervision
1

FUND

21.5%

LOW

-13.3%

No 10 year performance yet

HIGH

15.6%

LOW

-5.5%

No 10 year performance yet

HIGH

39.9%

LOW

-10.8%

Source and Date: MoneyMate, 31 DECEMBER 2019

Figures quoted are from Element Investment Managers (Pty) Limited, for the period ended December 2019, for a lump sum investment, using
NAV-NAV figures net of fees with income distributions reinvested on the ex-dividend date.
The Total Expense Ratios (TERs) are calculated for the most expensive Retail classes, and for the period 1 April 2018 to 31 December 2019.
higher TER does not necessarily imply a poor return nor does a low TER imply a good return. The current TERs cannot be regarded as indicative of
future TERs.
An annualised rate of return is the average rate of return per year, measured over a period either longer or shorter than one year, such as a month,
or two years, annualised for comparison with a one-year return.
The highest and lowest 12-month returns are based on a 12-month rolling period over 10 years or since inception where the performance history does
not exist for 10 years.
More performance related information is available from the Manager, or alternatively on the publically available Minimum Disclosure Documents.
This includes cumulative performance figures, as well as the highest and lowest annual figures over a rolling 12 month period.
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Shari’ah Investment Track Record
2000
Element awarded Futuregrowth Pure Equity Fund Mandate
- In June 2000 Element becomes the investment manager of the
Futuregrowth Pure Equity Fund (currently named the Old Mutual
Albaraka Equity Fund - a unit trust with a restricted mandate based
on Islamic principles). Element was the investment manager of this
fund until March 2005.
2003
Element establishes a joint venture with Futuregrowth and
Albaraka Bank
- In June 2003 Element established a joint venture with Futuregrowth,
Albaraka Bank and Channel Islam to market the newly named
Futuregrowth Albaraka Equity Fund to the SA Islamic community.
2004
Element wins 3 Raging Bull Awards in the Unit Trust General
Equity Sector
- In January 2004 the Futuregrowth Albaraka Equity Fund managed
by Element was awarded the ACI/Personal Finance Raging Bull
Awards for the three years ending 31 December 2003 in the General
Equity sector:
- Top Performing Fund
- Most Consistent Performing Fund
- Best Sortino Risk-Adjusted Performing Fund
2005
- Element earns a further Raging Bull Award and establishes
SA’s first Sukuk
- In February 2005 the Futuregrowth Albaraka Equity Fund managed
by Element was awarded the ACI/Personal Finance Raging Bull
Award for Most Consistent Performing Fund in the General Equity
Sector for the three years ending 31 December 2004.
- Futuregrowth decides to manage the Futuregrowth Albaraka Equity
Fund internally from April 2005.
- Element Establishes an Independent Shari’ah Supervisory Board
(“SSB”) and Internal Head of Shari’ah
- Mufti Mohammed Ali (Chairman)
Senior Lecturer: Darul Uloom Zakariyya
- Mufti Ashraf Qureshi
Member of the SA Board of Muftis
- Mufti Ahmed Suliman
Aalim & Ifta’ completed at Darul Uloom Zakariyya
- Mufti Yusuf Suliman (Internal)
CSAA (AAOIFI) and Head of Markaz Al Noor

- Element co-founds the first SA Institutional Islamic Balanced Fund
- both Reg 28 and Shari’ah compliant
- Element becomes the First SA Investment Manager to launch a
Murabaha Sukuk (a Shari’ah compliant cash investment product) in
conjunction with Nedbank.
2006
Element establishes its Islamic Equity Unit Trust
- Element launches its Islamic Equity Unit Trust Fund in February 2006.
2007
Element awarded Full AAOIFI Membership
- Element becomes the first SA Investment Manager to be awarded
Full Membership of the Accounting and Auditing Organisation for
Islamic Financial Institutions (AAOIFI).
2010
Element establishes its Islamic Balanced Unit Trust
- Element launches its Islamic Balanced Fund (Reg 28 compliant) in
April 2010.
2012
Element establishes its Islamic Global Equity Unit Trust
- Element launches its Islamic Global Equity Fund in October 2012.
2013
- Shamier Khan becomes Shari’ah Portfolio Manager in October 2013.
2014
- We invested in South Africa’s inaugural global US dollar-based
sukuk based on an attractive valuation and in order to diversify
portfolio risk.
- We entered into our first Shari’ah compliant forward exchange
contract (FEC) in order to reduce currency risk.
2015
- Element rated by PMR Africa as the best “asset management
company” in the Shari’ah sector.
2016
- Best performing Shari’ah Balanced Fund for the year.
2017
- Best performing Shari’ah Balanced Fund for the year.
- Best performing Shari’ah Equity Fund for the year.
2018
- Best performing Shari’ah Balanced Fund for the 3 years ended
December 2018.
2019
- Per the Alexander Forbes survey: Best performing Shari'ah Equity
and Shari'ah Balanced Fund for the 3 years ended August 2019.
Full details and basis of the awards are available from the Manager.

Responsible Investment – Fourth Quarter 2019
Element’s Voting Record: 4Q2019
No. of meetings voted at during 4Q2019
Voted against/abstained on at least 1 res.
Meetings attended
Number of resolutions
Voted FOR management
Voted AGAINST management
Abstentions
Withdrawn resolutions

Voting Against – Selected Examples 4Q2019
18

100%

15

83%

0

0%

260

100%

167

64%

92

35%

1

1%

0

0%

Growthpoint

Director

Voted against the appointment of
Mrs Teixeira due to the permanent loss
of shareholder value at Group 5 while
she was the CFO.

RCL Foods

Director

Voted against the appointment of
Mr Msibi. Msibi is currently CEO of
Stanlib Asset Management – a potential
shareholder of RCL Foods.

Remuneration

Voted against Remuneration Policy as it
continues to favour management at the
expense of shareholders. Examples of this
include FY2019 targets being set lower than
FY2018 results as well as using “continuing”
diluted heps instead of total heps.

Murray and
Roberts
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Minimum Disclosures
STATUTORY INFORMATION
• Collective Investment Schemes in Securities (CIS) prices are calculated on a Net Asset Value (NAV) basis, which is the total value of all assets in the Fund,
including any income accrual and less all permissible deductions in terms of the Act, divided by the number of units in issue. Permissible deductions include
brokerage, MST, auditor’s fees, bank charges, trustee fees and service charges of the manager. Different classes of participatory interests apply to this Fund and
are subject to different fees and charges. Performance is shown for the most expensive class of the Fund and individual investor performance may differ as a
result of initial fees, actual investment date, date of any subsequent reinvestment and any dividend withholding tax. A schedule of fees, charges and maximum
commissions is available on request from the manager. The annual management fee is levied monthly on the daily value of the Fund, and no performance fees
are charged. Commission and incentives may be paid and if so, would be included in the overall costs.
• Performance is based on NAV to NAV calculations with income reinvestments done on the ex-div date. Performance is calculated for the portfolio and the
individual investor performance may differ as a result of initial fees, actual investment date, date of reinvestment and dividend withholding tax. The manager
has the right to close the portfolio to new investors in order to manager it more efficiently in accordance with its mandate. The Manager retains full legal
responsibility for the co-brand portfolio.
• CIS are traded at ruling prices and can engage in scrip lending and borrowing (except for the Element Islamic Sanlam Collective Investments Funds). Transaction
cut-off time is at 14h00 daily, and the Fund is valued daily at 15h00 using forward pricing. Fund prices are published each business day at www.elementim.co.za
and in select media publications.
• CIS are generally medium- to long-term investments. The value of participatory interests may go down as well as up and past performance is not necessarily a
guide to the future. The manager does not provide any guarantee with respect to the capital or the return of the Fund. Fluctuations or movements in exchange
rates may cause the value of underlying international investments to go up or down.
• The Minimum Disclosure Documents are available both on Element Investment Managers’ website (www.elementim.co.za) as well as Sanlam Collective
Investments’ website (www.sanlaminvestments.com). Alternatively investors can contact either Element Investment Managers or Sanlam Collective Investments
directly. These documents contain key information which should assist investors in understanding the respective collective investment scheme product.
• Prior to 8 July 2017 the portfolios were administered by Element Unit Trusts Limited.
• Element Investment Managers is committed to handling client complaints in a timely and fair manner and has implemented systems and procedures to satisfy
this commitment. The detailed Complaints Handling and Resolution Procedure is available on www.elementim.co.za, or can be requested directly from the
manager. Any complaint should be lodged, in writing, with the Compliance Officer at Element Investment Managers at utclientservices@elementim.co.za
• Sanlam Collective Investments’ trustee is Standard Bank of South Africa Ltd, Tel: +27 (21) 441-4100, E-mail: Compliance-SANLAM@standardbank.co.za
• Sanlam Collective Investments (RF) (Pty) Ltd is an approved Manager in terms of the Collective Investment Schemes Control Act, 2002.
2 Strand Road, Bellville 7530. P.O. Box 30, Sanlamhof, 7532. Tel: +27 (21) 916-1800, Fax: +27 (21) 947-8224
Email: service@sanlaminvestments.com. Website: www.sanlamunittrusts.co.za
GENERAL RISKS
• Macro-economic risk: Investments are sensitive to the developments in the economy, such as changes in interest rates, the value of the currency, the inflation
rate, government policies, tax rates, and the Reserve Bank’s policies, amongst others.
• Liquidity risk: The liquidity of a security (whether a share or income instrument) is a function of its trading volume. A compression in the volume of securities
available for trade could affect the manager’s ability to transact, which in turn, could lead to substantial losses for the fund.
• Third party operational risk: The Fund’s operations depend on third parties. The operational failure of a third-party may have an adverse effect on investors.
RISKS ASSOCIATED WITH INVESTING IN EQUITIES
• Non-diversification risk: The Fund aims at minimising company-specific risks through diversification. However, at times, a particular sector may comprise a
sizeable proportion of the Fund’s total assets and expose it to the risk of non-diversification.
• Corporate performance risk: When determining the intrinsic value of a company, we attribute a certain level of future operational performance for this
company.
• However, the company might not perform as per our expectations and this could negatively impact the share price and thus our fund. In the event of a company
default, the owners of the company’s shares rank last in terms of any financial payment from that company and may receive nothing upon liquidation.
• Derivatives risk: The use of derivatives may increase the overall risk in the Fund by multiplying the effect of both gains and losses.
RISKS ASSOCIATED WITH INVESTING IN INCOME INSTRUMENTS
• Market / interest rate risk: Fluctuations in the market value of the securities in which this Fund invests may have a negative impact on the fund. The income
instruments are likely to be especially sensitive to changes in interest rates or changes in market participants’ expectations of how interest rates will change
in future.
• Credit risk: There is a risk that certain corporate and other counterparties with whom the manager invests or through whom the manager transacts run into
financial difficulty, and are unable to honour their commitments in full, which will lead to a potential loss of capital.
• Loss of purchasing power of capital: There is a risk that in a high inflation environment, the securities in the Fund may appreciate at a rate lower than the
inflation rate, and as such, the purchasing power of an investor’s capital may decline.
RISKS ASSOCIATED WITH INVESTING IN INTERNATIONAL MARKETS
• Foreign currency risk: This Fund invests a proportion of its capital in stocks, which are priced in foreign currencies, and is thus exposed to the risk of currency
movement. Therefore, the value of the fund is affected by any changes in the value of foreign currencies relative to the South African Rand.
• Country and political risk: This Fund invests in stocks listed both in developed and emerging markets, across multiple jurisdictions. This gives rise to potential
macroeconomic risks, political risks, different tax regime implications, settlement risks and the potential limitation on the availability of market information.
There are risks associated with the potential deteriorating relationships between countries, which may lead to the potential of freezing of overseas financial
assets and the introduction of extraordinary exchange controls. The risk also exists that a country defaults on its financial obligations to its funders. All of the
above could adversely affect the value of the fund.
RISKS ASSOCIATED WITH INVESTING IN SHARI’AH INVESTMENTS
• An investment has to meet certain quantitative and qualitative criteria in order to qualify as a Shari’ah compliant investment. If an investment subsequently fails
to meet all these requirements then the fund will be forced to exit this position, notwithstanding the investments’ attractiveness relative to our intrinsic value.
RELATIVE PERFORMANCE RISK
• The Funds may from time to time perform significantly differently to their benchmark.
The information contained within this document has been prepared by Element Investment Managers (Pty) Ltd, does not constitute financial advice
as contemplated in terms of the Financial Advisory and Intermediary Services Act, and should be read in conjunction with the MDD and Upfront
Disclosure Document. Use of or reliance on this information is at own risk. Independent professional financial advice should be sought before making an
investment decision.
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