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A tale of two quarters

Shamier Khan
Portfolio Manager
B Com, CA(SA), CFA

Dear fellow investors

We at Element hope you and your loved 

ones are healthy. and safe druing these 

uncertain and trying times.

The first half of the year was undoubtedly a tale of two 

quarters. The first quarter was a bloodbath for investors 

globally, with markets falling more than -30% in only a 

few weeks, mainly during March. This was the fastest 

sell off ever in the history of global markets. The second 

quarter saw the exact opposite performance with markets 

recovering significantly and almost reversing all the losses 

experienced in the first quarter. Thus, those investors that 

did not sell out at the end of the first quarter managed to 

recover a significant portion of their unrealized investment 

losses. What is interesting to note is that in terms of asset 

classes, equities and bonds have largely recovered the 

losses incurred in the first quarter but this is not true of the 

SA listed property shares.

In our first article titled “JSE Returns and Alphabet Soup”, 

our chief investment officer Terence Craig, covers two 

aspects, viz,

 how the scenario described above, i.e. equity returns 

reversing first quarter losses, might not apply to the 

majority of investors in SA equity funds because the 

majority of SA investment managers (based on size of 

assets managed) do not use the FTSE/JSE All Share 

Index (ALSI) as their benchmark, and 

 how the v-shaped recovery in share prices appears 

optimistic when considering the slow recovery being 

seen in the economy.

Our second article penned by portfolio manager Andrew 

Bishop, provides more colour on the main driver of the  

All Share Index (ALSI) over the past 12 months. He highlights 

that a few large shares have driven the performance of the 

ALSI and how this has led to a significant reduction in the 

breadth of the market.

We wish to inform you that Jeleze Hattingh has returned 

from her year-long sabbatical, taken to traverse the length 

of Africa by road, but has decided to pursue opportunities 

outside of Element. We wish her all the best for the future.

As always, we publish Element’s quarterly voting track record 

in this newsletter and our long-term voting track record may 

be viewed on our website (www.elementim.co.za). Element 

was the first SA investment manager to publish its voting 

track record on its website and has done so since 2001.  

We welcome any feedback you may have on our newsletter 

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

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

comments, suggestions or questions. 

We thank you for your continued support. 
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Terence Craig
Chief Investment Officer
B Bus Sc (Hons), CA (SA), CFA

We at Element hope you and your 

loved ones are safe and healthy. 

SA experienced an acceleration of 

Covid-19 cases over June/July 2020. 

A harsh lesson for us all, that virus infection probabilities 

do not change in line with changes in SA lockdown levels. 

Maintaining our health and well-being must remain the 

number one priority, for all of us. 

“Stay safe, Stay healthy, and Stay invested!”
 The last sentence from our previous quarterly investment 

commentary.

In our opinion, it was critical to emphasise to our fellow 

investors that they should “Stay invested!” at the end of 

March 2020. 1Q2020 was a bloodbath for investors globally, 

with markets falling more than -30% in only a few weeks, 

mainly during March. In SA, the impact of the corona virus 

crash felt even worse, as it followed a very poor 5-year 

period of returns for SA Equities and the majority of SA 

investment funds. Panic was widespread and emotions 

were at peak levels – always the worst possible combination 

on which to base rational investment decisions. 

Panic selling, when markets are crashing, is never a good 

idea. The only outcome that is certain – investment losses 
become realised. Opportunities for markets to recover 

unrealised investment losses are foregone – usually resulting 

in a permanent loss of capital (wealth) for the investor/seller.

2Q2020 saw stock markets recover the majority of their first 

quarter losses, bouncing back almost as quickly as they had 

fallen (see table below). We can thank algorithm trading for 

the speed and quantum of both the crash and the bounce 

back! Investors recovered the majority of their first quarter 

losses over the second quarter of 2020, if they “stayed 

invested”. Given the speed and extent of market recovery 

to date, along with the passing of time, even though short, 

it is easy to forget how dire things were towards the end of 

March 2020. For those who did not sell in panic and held on 

to their investments – well done! The monetary gain from 

staying invested will be easy to see – the gain in investment 

value between your 31 March 2020 and 30 June 2020 

quarterly statements. 

To understand 2020’s extreme roller-coaster ride for 

investments to date – a quick recap of SA’s investment 

scoreboard.

SA Asset Class Returns

In the table below, we have included the short-term 

performances for each of 2020’s first two quarters (1Q2020 

& 2Q2020) and the first six months of 2020 (1H2020).  

We would not include such short-term returns usually, 

but they provide a perspective on the rollercoaster ride 

investors have been on, in 2020 to date. 

The speed and materiality of the market crash in 2020’s 

first quarter (ALSI lost -21.4%) and its subsequent rally in 

the second quarter (ALSI gained +23.2%), are exceptional 

market moves in very quick succession. The magnitude of 

2020’s sell-off and the speed of subsequent recovery, have 

not been experienced by investors before. By definition, this 

creates uncertainty about whether markets have recovered 

“too much, too soon”. 

What was the JSE’s return exactly? 

The answer depends entirely on which SA Equity index we 

use as a benchmark to define the JSE’s performance. When 

we read, hear or watch SA business news, we are presented 

with the “JSE’s” move as the SA Equity market performance, 

for the day/week/month/quarter/year etc. – as in “the JSE 

JSE Returns and Alphabet Soup

At 30 June 2020 Performance (%) Performance (% p.a.)

SA Asset Class Index 1Q 2Q 1H2020 1 year 3 years 5 years

SA Equity (ALSI) -21.4 23.2 -3.2 -3.3 5.1 4.2

SA Listed Property (SAPY) -48.2 20.4 -37.6 -40.0 -18.3 -9.1

All Bond (ALBI) -8.7 9.9 0.4 2.9 8.1 7.5

Cash (STEFI) 1.7 1.5 3.2 6.9 7.2 7.2

Source: Factset, SBG Securities
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At 30 June 2020 Performance (%) Performance (% p.a.)

SA Equity Index (JSE) 1Q 2Q 1H2020 1 year 3 years 5 years

ALSI -21.4 23.2 -3.2 -3.3 5.1 4.2

SWIX -23.3 22.1 -6.3 -6.1 2.0 2.1

Capped SWIX -26.6 21.6 -10.7 -10.8 -0.8 0.1

ALSI less Capped SWIX 5.2 1.6 7.5 7.5 5.9 4.1

Source: Factset, SBG Securities

was up +1% (or down -1%) today”. The “JSE” or “SA Equity 

Market” referred to by the financial media is based on the 

FTSE/JSE All Share Index (ALSI) performance. The ALSI 

has been used as the “JSE benchmark” for the last 60 years 

since the index was first created – and is what we showed 

in the table above.

Unfortunately, ALSI returns provided by the financial 

media to us, the investing public, are no longer relevant 

to the majority of investors in SA Equity funds. Even more 

concerning, is that the ALSI (JSE) returns we are all familiar 

with, have become misleading as an indicator of our own 

investment returns. Simply put, the ALSI return has been 

much higher than what most investors have received from 

the JSE, over many years now and the gap is widening! How 

and why did this happen? 

The ALSI is no longer the preferred JSE Equity index that 

the majority of SA investment managers (based on size of 

assets managed) use to benchmark the JSE’s performance 

when compared with their own returns. It follows then,  

that investors need to be aware of (and pay attention 

to) the fact that the JSE’s (ALSI) returns are no longer a 

good indicator of their own SA Equity investment returns. 

Despite the ALSI return being the “JSE’s return” over the last  

60 years and still to this day, many investment managers 

changed their JSE Index benchmark from the ALSI to the 

SWIX over the last 15 years. More recently, the majority of 

investment managers changed their JSE benchmark yet 

again, from the SWIX to the Capped SWIX. 

What’s the difference - surely one JSE Equity Index is the 

same as the others? To answer that, let’s look at the JSE 

(SA Equity) return again, this time showing the difference 

between the main 3 JSE Index returns in the table below.

Is the JSE the ALSI, SWIX or Capped SWIX? They gave 
investors very different returns!

What stands out is that the JSE return presented by the 

financial media, the ALSI, has outperformed both the SWIX, 

but in particular the Capped SWIX, materially over the last 
1, 3 & 5 years. In addition, the ALSI has outperformed both 

other indices over the last 9 years, which is as far back as the 

JSE’s theoretical Capped SWIX calculations go (as Capped 

SWIX was only created in 2016). In addition, the gap of ALSI 

outperformance has widened over the last 5 years. 

The ALSI (+5.1% p.a.) outperformed the Capped SWIX 

(-0.8% p.a.) by +5.9% p.a. over the 3 years to 30 June 2020. 

Not only did the ALSI provide a significantly higher return 

p.a. - but the Capped SWIX would have lost you money 

over the last 3 years, before deducting any investment 

manager fees, which would have resulted in an even bigger 

loss! Which JSE return would you have preferred – the ALSI 

that made 5.1% p.a. over the last 3 years, or the Capped 

SWIX that lost you money? Obviously, the ALSI would be 

preferred, but the reality is that most investors would be 

using an investment manager that would have lost them 

money by giving them the Capped SWIX return. 

What led to the creation of the SWIX, Capped SWIX  

& Capped ALSI as alternative benchmarks to the  

long-standing ALSI is informative. At Element, we have 

always been wary of changes being made to long-term 

indices and/or data sets to suit short-term vested interests. 

In our opinion, this is what happened with the creation of 

the 3 other JSE alternatives to the ALSI, although currently 

the SWIX and Capped SWIX are the de facto two alternative 

benchmarks used by investment managers instead of the 

ALSI. A summary of the major index differences follows.

SWIX (FTSE/JSE Shareholder-Weighted Index)

The SWIX reduced the index weights of companies that 

had/have their primary listing offshore and a secondary 

listing in SA, where this dual listing structure was in place 

before 2013. For these companies, the shares on the SA 

shareholder register only are counted towards its index 

weight in SWIX, whereas all issued shares, regardless of 

where they are listed, are counted in the ALSI index weight. 

What this meant is that the index weights of BHP, Anglos & 
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Richemont, in particular, were/are much lower in the SWIX 

index than the ALSI. These 3 JSE “heavyweight” shares 

remain listed currently, in the same form as when SWIX 

was created. The differences in their respective ALSI/SWIX 

weights as at 30 June 2020 are shown in the table below 

– and the differences are material. Cutting through the 

rhetoric – the SWIX was created as it lowered the weights of 

BHP & Anglos compared with their ALSI weights materially 

- the two resource shares that were the largest weights 

in the ALSI at the time. Too much index concentration in  

2 Resource shares was the justification mantra for creating 

the SWIX. The majority of SA investment managers 

switched their JSE benchmarks from ALSI to SWIX after 

it was created in 2003, as they had been underweight 

Resources and their losses relative to the ALSI were  

eye-popping at the time. Using SWIX allowed them to  

show “lesser” historical underperformance against their 

new benchmark compared with the ALSI. 

When decisions are made based on short-term fundamentals, 

particularly to suit certain vested interests at the time, 

they run the risk of having unintended consequences that 

can be material (or backfire) over the long-term. This was 

exactly the case for the JSE and the investment managers 

that began using SWIX as their benchmark instead of the 

ALSI. While SWIX reduced the weights of BHP, Anglos & 

Richemont, as a result of not including their offshore share 

listings, this meant that the weights of companies that 

were only listed in SA (on the JSE) were increased. When 

SWIX was created, Naspers was an insignificant share, with 

an immaterial weight in both the ALSI and SWIX. Things 

change over time, including share prices.

Naspers’s phenomenal price appreciation over the last  

15 years, is owing to the performance of its holding (currently 

31%) in Chinese tech giant Tencent, which went public in 

2005. As Naspers was only listed in SA, all of its issued 

shares were on the SA register and counted in its index 

weight calculation for both the ALSI & SWIX benchmarks. 

As Naspers’ share price kept on rising faster than the rest 

of the market over the last 15 years, so too did its weight 

in the ALSI & SWIX. The law of unintended consequences 

meant that Naspers’ weight increased materially more in 

the SWIX over time compared with the ALSI, as the ALSI 

included the offshore share registers in calculating its 

higher index weights for BHP, Anglos & Richemont, which 

SWIX excluded. Sounds complicated, but it is easy to see 

the major differences, when looking at the different index 

weights for those four shares in the table below.

Capped SWIX/ALSI

As Tencent’s share price appreciated into the stratosphere 

and it became one of the top 10 companies in the world 

by value, Naspers’ weight came to dominate the JSE’s 

SWIX, as well as the ALSI (but less so) over the last 5 years. 

Once again, investment managers would complain about 

the single share concentration risk of Naspers in the JSE 

indices, just as they had complained about the dual share 

concentration risk of Anglos and BHP, over a decade 

Weight (%)

Rank Company SWIX Capped SWIX ALSI Capped ALSI

1 Naspers 27.06 10.60 20.12 10.63

2 Prosus 3.98 4.80 2.96 3.43

3 Anglo 3.81 4.60 7.47 8.65

4 BATS 3.67 4.43 2.73 3.16

5 FirstRand 2.44 4.30 1.82 2.10

6 Stanbank 2.71 3.27 2.01 2.33

7 Anglogold 2.69 3.25 3.17 3.67

8 Sanlam 2.09 2.53 1.56 1.80

9 BHP Group 2.04 2.47 11.31 9.92

10 MTN Group 1.92 2.32 1.43 1.66

11 Richemont 1.91 2.31 8.48 9.82

12 Bidcorp 1.91 2.30 1.42 1.64

13 Implats 1.73 2.09 1.29 1.49

14 Sibanye 1.66 2.00 1.23 1.43

15 Gold Fields 1.65 1.99 2.11 2.45

Source: SBG Securities, Factset, Iress
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before. Once again, the JSE would bow to pressure and 

create another somewhat arbitrary index to accommodate 

the wishes of investment managers – and so the Capped 

SWIX was created.

The Capped SWIX and the Capped ALSI that came before 

it, follow the same index weight rules as the SWIX and ALSI, 

respectively, except that the maximum individual stock 

weight is capped at 10% of the index. The other shares are 

then up-weighted in the index, by definition. Why the cap 

was chosen at 10% of the index and not at 8%, 12%, 15% or 

any other weight, gives an indication as to how arbitrarily 

the Capped indices were created. It is notable that the 

Capped ALSI was created in 2003, a full 13 years before 

the Capped SWIX was created in 2016. Most investment 

managers did not bother to use the Capped ALSI, however, 

even though Naspers’ weight was limited to a maximum of 

10%. Instead they lobbied the JSE 13 years later, to create 

the Capped SWIX as another JSE index.

We have highlighted the four shares with the largest 

differences in index weights in the table below.

 

At 30 June 2020 Index Weight (%)

SA Equity Index SWIX Capped 
SWIX

ALSI

Naspers 27.1 10.6 20.1

Anglo American 3.8 4.6 7.5

BHP 2.0 2.5 11.3

Richemont 1.9 2.3 8.5

Total Weight (4 Shares) 34.8 20.0 47.4

Source: SBG Securities, Element Investment Managers

 

What is very clear from the table is that the ALSI (47.4%) 

and Capped SWIX (20%) are very different indices, based 

on the weights of these four shares alone. As a result, the 

returns from these two indices will be very different over 

time, as has been the case over the last 5 years. As all four 

shares are rand hedges, they benefit from a weakening 

Rand, but this benefits the ALSI much more in terms of 

return than the Capped SWIX. 

The majority of SA investment managers elected to change 

their SA Equity benchmark from SWIX to “Capped SWIX” 

during the first half of 2017. This period to date coincides with 

the last 3 years where the Capped SWIX underperformed 

ALSI by -5.9% p.a. 

It is worth remembering that next time you read, hear  

or watch the financial news, that the “JSE return” is  

probably a very different return to the one realised on your 

own JSE investments..

Alphabet Soup

Investment analysts appear obsessed with forecasting 

economic, stockmarket and any other recovery, based on 

which letter of the alphabet (when viewed on a graph) 

will best illustrate the effect of the 2020 Covid-19 sell-off/

decline and its subsequent or forecast recovery. V, W, U, L & 

M are the letters used most often to describe any (potential) 

recovery as would be depicted graphically.

By way of example, as can be seen clearly in the graph 

below, the US stockmarket (S&P 500) has shown a clear 

V-shaped recovery from the March 2020 bottom, following 

its subsequent rebound to end June 2020. 

 

The concern for investors is whether the V-shaped recovery 

in the US equity market to date is sustainable, given the 

underlying fundamentals for company cash flows and 

earnings, based on the shape of the economic recovery. 

This is the same concern for investors in SA and across 

all other global markets. Referring back to the V-shaped 

recovery in the S&P graph above – if the US Equity market 

had another sell-off over the next 6-12 months, then market 

commentators would be announcing their expectation of 

a W-shaped economic recovery. I.e. markets crashed in 

March, but recovered too quickly by end June (forming the 

V on the graph), only to fall back down again at some point, 

based on a re-assessment of the fundamental reality of  

the long-term investment outlook. Markets would then 

recover again over time (to complete the right-hand side 

of the W move).

Source: Element Investment Managers, Iress, 8 July 2020
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Therefore, the critical issue for investors to consider is 

whether the V-shaped recovery in Equity markets to date 

has been “too much, too soon” and whether we should 

position ourselves for another sell-off, as a result of the 

underlying economic and earnings recovery taking much 

longer than the bounce seen over 2Q2020 appears to 

anticipate. We urge caution – markets appear to have run 

ahead of themselves.

 There appears to be too much optimism about a 

“V-shaped” economic recovery globally. Output levels 

are still materially below that of the start of 2020 and 

the pandemic is not yet under control in the US, Latin 

America and Emerging markets – particularly in SA.

 Companies are uncertain as to when earnings are likely to 

recover and generally cannot provide specific guidance, 

given the uncertain outlook, yet share prices are pricing 

earnings normalisation in 2021, which appears optimistic.

 There are a number of warning flags that are  

usually associated with extreme market exuberance 

close to a market top. Two of such warning flags are 

highlighted below. 

Chinese Tech IPO euphoria is back

 Chinese stocks have shot to multi-year highs in 2020 

to date. The current bull market euphoria has material 

similarities to the previous market boom/bust of 2015-

2016, which was fuelled by illegal margin lending. That 

did not end well, with the benchmark Shanghai index 

falling over -40% from its peak in a few weeks in 2016. 

 Fast-forward to 2020: China's securities regulator 

published a list of 258 illegal margin lending platforms 

and their operators on 8 July 2020. Looks like they are 

trying to rein in the 2020 bull and avoid a similar bust.

 An IPO (Initial Public Offering) happens when a private 

company becomes a public company by listing on a 

stock exchange, offering its shares to be traded by the 

general public for the first time. Its IPO day is its first-day 

of trading on a stock exchange (i.e. its listing debut). 

 The Shanghai Star market was started in June 2019 as a 

stock exchange with less restrictive regulatory processes 

than the main Chinese stock exchanges in Shanghai and 

Shenzhen. 

 The Star market is intended to fast-track Chinese 

tech start-ups to an IPO by lowering the entry barrier 

compared with the main Chinese exchanges. 

 Perspective on Chinese Tech IPO euphoria in 2020:

• Shares in Chinese tech company, QuantumCTek, spiked  

+924% on its first-day of listing, on 9 July 2020.

• It broke the Shanghai Star market's record for a  

first-day gain of +614%, set only 2 days before in the 

same week. 

• After its first-day record, QuantumCTek’s market cap 

was >110 times its sales and 600 times its net income 
(i.e. a 600 PE ratio). 

• Quite the bargain – if valuations have become  

irrelevant. Why go gambling in Macau with share 

returns like these?!

 This looks a lot like the dotcom listing boom on Nasdaq 

in 1999.

 That did not end well and neither will this. It never does.

Day Traders: Boom to Bust

As with Chinese share euphoria, day traders can look good 

(and make money) when the only way seems to be up. 

When making money seems so easy by day trading shares, 

or some other investment, it is only a matter of time before 

day traders tell you how easy it is to make money their way. 

A 2020 example of day trading’s boom-bust follows:

 31-year old Richard Dobatse told the New York Times 

he initially funded his day trading account by taking out 

$15,000 credit and two $30,000 home-equity loans to 

fund early losses. 

 He turned those loans and credit into about $1 million by 

day trading shares.

 However, within months he lost almost everything with 

only $6,956 left in his account at the beginning of July.

 "They make it so easy for people that don't know 

anything about stocks. Then you go there and you start 

to lose money." Really?!

 Dobatse said he is planning to appeal his case to financial 

regulators for arbitration!

On balance it appears time for caution.

Stay safe. Stay healthy. Stay invested! 
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Andrew Bishop
Portfolio Manager 
B Bus Sc, CA (SA), CFA

In terms of stock markets and life 

in general, the COVID-19 pandemic 

continues to have an unprecedented 

impact globally and locally. Tito 

Mboweni did not shy away from the bad news in the 

Supplementary Budget Speech in June 2020, noting 

that “the pandemic is expected to lead to the sharpest 

economic downturn since the Second World War and the 

biggest overall decline in countries’ per capita incomes in 

150 years”. The National Treasury is expecting the South 

African (SA) economy to decline by 7.2% this year. This is 

expected to result in large job losses and business failures 

despite the government’s monetary (e.g. lower interest 

rates) and fiscal (e.g. additional social grants and UIF 

payments) support provided to the SA economy. 

Nasdaq back to All Time Highs

This weak economic outlook has not deterred the 

continued strong performance by global financial markets. 

Certain market indices are trading at higher levels than their  

pre-COVID levels. A good example of this is the Nasdaq, 

the technology heavy index in the USA, which is trading at 

all-time highs (see graph below) and on a Price Earnings 

(PE) ratio of 32x (Reuters, 30 June 2020). A PE of 32x 

simplistically means that it would take 32 years to recover 

the purchase price assuming all the earnings are paid out 

as dividends! This Nasdaq index is made up of well-known 

technology companies such as Apple, Microsoft, Amazon, 

Facebook and Google. These companies experienced 

strong growth prior to COVID, but also benefited due to the 

need to social distance. We have seen the impact of some 

of these products in our own lives with the need to work 

from home (Microsoft Teams), school from home (Google 

Classrooms), shop from home (Amazon/Takealot) and 

socialize from home (Facebook/Instagram/Whatsapp). 

Naspers drives the ALSI

The rise of these global technology giants has had an 

impact on the local exchange with Naspers (NPN) and 

Prosus (PRX) now representing a combined weight of 

c.23% in the All Share Index (ALSI) as per chart below. 

Naspers key investment is its stake in Tencent, a Chinese 

internet and gaming company. Prosus was unbundled from 

Naspers in September 2019 and holds Naspers investment 

in Tencent as well as its global technology investments.  

The phenomenal growth in Naspers over the past 10 years 

has resulted in its index weight increasing from c.3% in  

June 2010 to c.20% in June 2020. The weight increases to 

c.23% if you combine both the NPN and PRX weights. 

  

The ALSI has delivered poor returns over the medium-

term with a 4.2% p.a. return over the past 5 years  

(see table below). But if you exclude Naspers from this 

period then the ALSI is flat, i.e. zero growth over the past 

5 years. Naspers phenomenal growth of c.21% p.a. over the 

past five years has overshadowed the weak share price 

performance of companies which generate their bulk of 

their earnings from the South African economy. 

Naspers to the Rescue

NPN and PRX Combined Index Weight

Source: Element Investment Managers, 30 June 2020
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Source: Element Investment Managers/Reuters, 30 June 2020

Nasdaq

Source: Reuters, 30 June 2020
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Naspers and COVID-19

COVID-19 has caused increased volatility in financial 

markets. Initially the market was focusing on the impact 

of the epidemic on the Chinese market and certain 

commentators were concerned about the impact on 

Naspers. With the benefit of hindsight, we can see that the 

epidemic turned into a global pandemic and technology 

stocks benefited from social distancing regulations. Global 

internet and online gaming companies (such as Naspers) 

were well positioned when people were forced to spend 

more time at home. 

NPN has continued to outperform during the COVID-19 

crisis (see table above) with a strong relative performance 

of 41.2% year-to-date (YTD). The ALSI is only down -3.2% 

with strong performances from Naspers (Naspers and 

Prosus), Diversified Resources (BHP and Anglo American), 

Gold (AngloGold, Goldfields and Harmony), Global 

Consumer Companies (BAT and Richemont) and Aspen. 

If you exclude these companies, the performance of the 

ALSI reduces from -3.2% year-to-date (YTD) to -25.4% 

YTD. The breadth of the market has been poor as a handful 

of large global companies, which happen to be listed on 

the JSE, have performed well. The breadth of the market 

has also been affected by the fact that a large number of 

smaller companies have performed poorly, both in terms 

of economic and share price performance. As noted 

previously, these companies have been impacted by the 

weak performance of the South African economy. 

Benchmarks move to CAPI

Naspers’ large weight in the index causes problems for asset 

managers, as holding c.23% of your portfolio in one security 

is seen as increasing the risk profile of the portfolio, as one 

cannot fully utilize  the  benefits of a diversified portfolio. 

Furthermore, it is difficult for an asset manager to take 

positive active bet on a security that makes up c.23% of an 

index as the manager would need to hold more than the 

23%, an even riskier move from a diversification perspective.  

The creation of the CAPI (Capped Swix) index was 

intended to solve this problem, as the security weights 

are limited to 10% in the index. Many asset managers 

changed their benchmarks to the CAPI as it appeared 

more reasonable. The table below shows that the CAPI 

has materially underperformed the ALSI over the past  

5 years (4.1% p.a. over the past 5 years). An asset manager 

could have outperformed their benchmark (CAPI) but 

still underperformed the ALSI materially. The divergence 

between the ALSI and CAPI is more extreme over the 

past year when the ALSI dropped by -3.3% while the CAPI 

dropped by -10.8%.

6 Months to 30-Jun-20 Biggest Contributors to ALSI Performance

ALSI YTD Return: -3.2% 1 2 3 4 5 6 7 8 9 10

Share NPN BHP PRX ANG GFI AGL BTI CFR APN HAR

Weight 13.8% 9.6% 2.4% 1.8% 1.1% 6.9% 2.4% 7.8% 0.6% 0.3%

Relative Performance 41.2% 14.7% 55.8% 63.8% 74.0% 6.3% 17.6% 3.9% 23.5% 43.5%

AlSI Performance Without -9.8% -12.4% -14.5% -16.4% -17.7% -20.0% -21.3% -24.4% -25.0% -25.4%

Source: Element Investment Managers/Reuters, 30 June 2020

To 30 June 2020 Performance as % p.a. return

Index 1 year 2 years 3 years 4 years 5 years

SA Equity

ALSI -3.3  0.5  5.1  4.2  4.2 

SWIX -6.1 -2.5  2.0  1.6  2.1 

Capped SWIX -10.8 -5.0 -0.8 -0.8  0.1 

SA Listed Property (SAPY) -40.0 -22.2 -18.3 -13.5 -9.1 

All Bond  2.8  7.1  8.1  8.1  7.5 

Cash (STEFI)  6.9  7.1  7.2  7.3  7.2 

Source: Reuters,  30 June 2020
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Where to from here?

Naspers has experienced phenomenal growth in share 

price over the past 10 years and an investor would have 

been well rewarded for owning the share over this period. 

This phenomenal growth, as well as the underperformance 

of the local economy, has resulted in its weight increasing 

to c.23% in the ALSI. This is an unusually large weight for 

any company and is higher than the peak for the resource 

companies in 2008 (Anglo America and BHP’s weight 

peaked at c.17% and c.15% in June 2008).

This significant share price performance has resulted  

in elevated valuation multiples, which implies high  

growth expectations by the market and does represent a 

source of concern for us. While acknowledging that the 

pandemic has increased the need for increased online 

experiences, we need to weigh this potential benefit 

against the investment risk. The Environmental, Social and 

Governance (ESG) risks are an aspect of risk that we believe 

the market is underappreciating and thus underpricing in its 

investment case.  
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Fund Reports 30 JUNE 2020

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)

TER 2.80% 0.94 % 2.36%

Performance (Net of fees)1 FUND BENCHMARK FUND BENCHMARK FUND BENCHMARK

Unannualised since Inception 84.1% 124.2% 38.0% 62.3% 267.4% 418.2%

Annualised since Inception 5.9% 7.9% 5.1% 7.7% 14.9% 19.1%

Annualised 10 Year 6.3% 8.2% No 10 year performance yet No 10 year performance yet

Annualised 5 Year 5.8% 3.3% 6.4% 8.0% 9.0% 15.4%

Annualised 3 Year 1.3% 3.4% 2.5% 7.9% 11.0% 17.8%

1 Year -4.5% 0.4% -2.0% 7.6% 13.7% 27.3%

HIGH LOW HIGH LOW HIGH LOW

12m rolling total rate of return 18.9% -6.7% 12.9% -2.0% 46.1% 3.2%

1Performance figures for Class A except Global Equity for Class B.
2Performance figures include weighted ABIL Retention Fund performance.

Element Earth Equity  
Sanlam Collective  
Investments Fund

Element Flexible  
Sanlam Collective  
Investments Fund

Element Real Income  
Sanlam Collective  
Investments Fund

Portfolio Manager Terence Craig
Andrew Bishop

Terence Craig 
Andrew Bishop

Terence Craig 
Andrew Bishop

Inception date October 2001 October 2001 October 2002

Classification SA General Equity SA Multi-Asset Flexible SA Multi-Asset Low Equity

Benchmark FTSE/JSE All Share Index CPI+5% CPI+3%

TER 1.81% 2.21% 1.68 %

Performance (Net of fees)1 FUND BENCHMARK FUND2 BENCHMARK FUND2 BENCHMARK

Unannualised since Inception 525.6% 1020.1% 575.6% 558.6% 374.7% 303.7%

Annualised since Inception 10.1% 13.8% 10.8% 10.6% 9.2% 8.2%

Annualised 10 Year 2.1% 10.9% 5.3% 10.1% 6.9% 8.1%

Annualised 5 Year 0.4% 4.2% 4.0% 9.8% 5.9% 7.8%

Annualised 3 Year -1.7% 5.1% 0.7% 9.2% 2.7% 7.2%

1 Year -16.5% -3.3% -8.1% 8.8% -2.4% 6.8%

HIGH LOW HIGH LOW HIGH LOW

12m rolling total rate of return 50.7% -16.5% 35.2% -8.1% 24.3% -2.4%

Source and Date: MoneyMate, 30 June 2020
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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  
Terence Craig

Shamier Khan  
Terence Craig

Inception date February 2006 April 2010 October 2012

Classification SA General Equity SA Multi-Asset High Equity Global General Equity

Benchmark
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)

TER 2.03% 2.11 % 2.26 %

Performance (Net of fees) FUND BENCHMARK FUND BENCHMARK FUND BENCHMARK

Unannualised since Inception 132.9% 167.0% 72.8% 116.6% 145.3% 319.3%

Annualised since Inception 6.0% 7.0% 5.5% 7.9% 12.4% 20.5%

Annualised 10 Year 4.8% 7.4% 6.0% 8.4% No 10 year performance yet

Annualised 5 Year 5.5% 2.3% 7.0% 4.6% 6.9% 17.8%

Annualised 3 Year 5.8% 2.4% 6.0% 4.6% 8.2% 21.7%

1 Year 2.5% -3.1% 3.7% 2.0% 17.0% 38.7%

HIGH LOW HIGH LOW HIGH LOW

12m rolling total rate of return 25.1% -13.8% 17.6% -5.6% 25.9% -3.5%

1 Performance figures for Class A

Figures quoted are from Element Investment Managers (Pty) Limited, for the period ended 30 June 2020, 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.

Source and Date: MoneyMate, 30 June 2020
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Element’s Voting Record: 2Q2020

No. of meetings voted at during 2Q2020 16 100%

Voted against/abstained on at least 1 res. 15 94%

Meetings attended 0 0%

Number of resolutions 307 100%

Voted FOR management 172 56%

Voted AGAINST management 135 44%

Abstentions 0 0%

Withdrawn resolutions 0 0%

Voting Against – Selected Examples 2Q2020

Anglo 
American Director

Voted against the appointment of Hixonia 
Nyasulu as Director. She was previously 
the Chiarman of Sasol and she had a poor 
record of capital allocation during her 
tenure at Sasol.

Anglo 
American Remuneration

Remuneration targets lowered in 2016 
due unfavourable economic conditions. 
Remuneration targets have not been 
raised in line with improving economic 
conditions. 

Glencore CEO

Voted against the appointment of Ivan 
Glasenberg as CEO due to the multiple 
investigations into corporate governance 
breeches during his tenure as CEO.  

Responsible Investment – Second Quarter 2020

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 December 2019.

Full details and basis of the awards are available from the Manager.

Shari’ah Investment Track Record



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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