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 we know costs matter. They 
fundamentally affect clients’ 
choices in financial products, 
their indebtedness, their 

overall preparedness for retirement and, of 
course, their ability to generate better returns on 
their investments.   

Yet submissions for this quarter’s edition of 
Collective Insight on costs were low in number, 
not particularly varied in subject matter and 
rather muted in content. And there were many 
who thought that the topic actually meant “let’s 
knock active investing”! So why has the industry, 
with the exception of a few brave individuals, 
not risen to the challenge of analysing and 
interpreting the cost debate on behalf of 
investors?  

Some will say that the focus has been on 
costs in recent years and there is nothing new to 
add. But, apart from the ultra-low-cost fundiSA 
savings product offered by three unit trust 
companies about 10 years ago, very little has 
been initiated by industry.

Indeed, most of the measures have been 
introduced or ushered through by government 
and the regulator. (Think of the tax-free savings 
products with their low fee structures that have 
been introduced, and the focus on disclosure 
of fees and costs through the proposed retail 
distribution review.) This has resulted in the 
investment industry mostly removing the rebate 
system on funds and moving to clean class 
funds instead, in anticipation of the greater 
disclosure and therefore more questions and 
understanding from investors.

Understanding costs  
The cost issue is, however, much broader than 
just investment costs. Most South Africans 
rely on debt to get through the month. How 
many know the true cost of their loans? And 
among the more well off, how many are keeping 
investments and policies going at the same time, 
when perhaps they would be better off paying 
off their debt first?

Worse still is the fact that the industry 

sometimes appears to offer guidance around 
cost comparisons – online sites being a good 
case in point – but often these sites end up 
being hosted by the same parent company 
and one is not really getting a holistic view of 
the comparative products on offer – only those 
within the house range. 

Bottom line: if consumers are confused or 
distrustful around the issue of costs and value for 
money, they have every reason to be.

Behaviour economists tell us that when faced 
with confusion about choice and complex pricing 
models (this is particularly true of insurance 
products), consumers will invariably pick those 
products that trumpet the lowest premium 
costs, with little thought as to whether there is 
actually value for money in the decision. The crux 
of the problem is the fact that the industry has 
done little to help individuals navigate their way 
through “the system”, as it were. When wallet 
size is limited, how does one determine the best 
value for money? How does one manage the 
trade-offs that are the natural by-product of 
having limited resources to address the myriad of 
complex financial decisions that individuals face 
throughout their lives?

What follows are a few brave attempts 
to initiate discussion. You may be pleasantly 
surprised to see that we have attempted to 
address topics in ways that break from the 
traditional financial services industry narrative.    

Lerato Mahlangu sets the scene for us with 
her description of the various types of South 
African investors, and the likely ways that they 
will choose to invest. All South Africans require 
cost-effective financial solutions – not just those 
with money.

From there we move on to Shivesh Maharaj’s 
thoughtful piece on banking, and what it 
actually costs to “bank” a customer. Too often 
the narrative around charges ignores the reality 
that providing these services does involve 
costs. He explains why banks should charge 
the consumer for their services, highlighting the 
complexities and intricacies involved behind 
your ability to use your credit card while on 
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Our next issue of Collective Insight will look at why the 
business culture of financial service providers matters, 
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publication and therefore market commentary or 
marketing materials will not be published.   
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holiday in Mozambique. But he also points out 
that banks thrive on the inactive or uneducated 
consumer. He offers some useful tips for taking 
back control of your banking costs, while still 
using the bank technology to seamlessly 
participate in the economy.

Our next insightful and practical article, by 
Anne Cabot-Alletzhauser, asks the question 
as to why we should assume that insurance is 
always sold, not bought. Insurance does play 
a role in creating financial security but, as she 
points out, it is hard enough for an individual to 
make a decision about what type of insurance is 
necessary or not, without also having to navigate 
the complex decision-making process required 
to determine where to make trade-offs between 
the different types of coverage. And of course 
the complexities of the charging structures.

Charting a decision-making path in regard 
to what we do and do not need is important 
if we are to ensure that when we purchase 
insurance coverage, it is on our terms as the 
consumer, and not just because of a good 
marketing ploy.

The cost of advice  
What about the cost of paying for 
advice? Advisers perform a most 
necessary service, because many 
investors find financial matters 
confusing and scary. But as with 
all things, a balance is required. 
Investors need to take some 
responsibility and make sure they 
know enough to ask their advisers the 
right questions, as Kevin Yeh explains.

This includes understanding how 
much they are paying for the service. This 
is perhaps best illustrated with a real example. 
Retired investors in a living annuity, who have 
chosen to draw 4% of their capital each year 
to live on, will lose a further, say, 0.5% to their 
adviser for the regular advice they give on the 
portfolio, meaning that they are in fact drawing 
down 4.5% of their capital each year. The adviser 
who tells their client that it doesn’t matter 
whether they are paying 0.5% or 1% for advice 
should be questioned.   

Likewise, too often investors suffer  
from the cost of over-diversification, as their 
advisers instruct them to invest in a wide range 
of funds, which often either invest in the same 
underlying shares, or quite frankly are so widely 
and thinly spread that it is very difficult to 
generate real returns.

What about investment guarantees? 
How many investors know that they pay for 
the privilege of the guarantee? Downside 
protection and peace of mind are important. 
That is a cost that some investors are only too 

happy to pay, proving that the cheapest option 
is not always the solution for all.

Investment costs  
Then we turn to those inevitable discussions 
around investing. What discussion of costs 
doesn’t eventually take us there? Here we have 
allowed three articles into the debate. The first, 
by Mxolisi Siwundla, introduces us to John 
Bogle’s Cost Matters Hypothesis. The basic 
idea here is that, whether investment markets 
are efficient or not (which is usually the debate 
that the active versus passive investment 
manager debate gets stuck on), costs still 
make a difference. This discussion needs to be 
understood by all investors. All things considered 
though, when it comes to retirement savings, as 
he wisely says, the greatest cost will be from not 
saving for retirement at all.

The second article, by Grant Locke, provides 
an insight into the whole robo-advice dynamic. It 

is worth remembering, for example, that DIY 
investing can cost the investor as much, 

if not more, than a traditionally actively 
managed investment, if small trades 

are done, and frequently. Robo-advice 
uses algorithms, usually based on 
rules-based strategies, to assist 
investors in constructing their 
portfolios. Therein lies the magic for 
cost reduction.

Costs come in other forms 
too. As supportive as Regulation 

28 is designed to be, protecting 
investors from themselves and their 

potential irrationality when saving for 
retirement, it can also come at a cost of a 

different kind. Young investors, for instance, 
are prevented from investing fully in the stock 

market, thereby suffering the cost of lower 
exposure to stocks and portfolios which are likely 
to outperform in the long term. And time is one 
thing that they do have on their side!

We end with Dr Michael Streatfield, an 
unapologetic active investor, who points out 
that highly concentrated indices can force low-
cost investors into unintended outsize stock 
bets. He believes that the bear market will truly 
divide active and passive investors. As always, 
investment decisions have to be a balance 
between risk and return.

Hopefully this quarter’s Collective Insight will 
make you stop and think about the overall cost 
impact of your choices in life, in a wider context 
than the costs of one or two of the financial 
products you are invested in. Enjoy. ■

All South Africans 
require cost-

effective financial 
solutions – not 
just those with 

money.

Retired investors in a living 
annuity, who have chosen to 

draw 

4% 
of their capital each year to live 

on, could lose a further 0.5% 
to their adviser for the regular 

advice they give on the portfolio.
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By Lerato Mahlangu

FROM STOKVELS TO SHARE PORTFOLIOS

Navigating the investment  
landscape as a beginner
As options abound, the investment world can be a confusing place for beginner investors. That is one of the reasons 
why many South Africans choose instead to save using stokvels. 

 t here are three types of investors: the uninformed, 
the beginner and the sophisticated. Examples 
are my grandmother, myself and my employer 
respectively.

Uninformed investors do not know the difference 
between saving and investing. As a result, they think 
they are investing – putting away money with the 
intention of growing their wealth in the longer term 
– when they are actually saving, or putting away 
money with the intention of spending it in the short or 
medium term. 

In the South African landscape, the majority of the 
population consists of low-income earners who happen to 
be uninformed investors, or savers. It is reported that 
there are currently 820 000 stokvels in South Africa 
with a combined membership of 11.2m. This 
segment of the population is comfortable with 
saving money through a stokvel, not because 
they are oblivious to savings or investment 
products, but because they are comfortable 
with pooling money in a stokvel. 

My 77-year-old grandmother, Lucky, 
has been part of stokvels for over 35 
years. She is a member of three stokvels 
that serve different purposes – groceries 
(used to go shopping in December), burial 
(to use when there is a death in the family), 
and chicken braai pack (used to buy chicken 
pieces for a family funeral, which are often 
attended by a large number of people who must 
be fed). My grandmother also borrows from Sis’ 
Joyce’s stokvel, even if it charges higher rates than a 
bank loan, as the money is readily available. All she has to do 
is call Sis’ Joyce and her money is sent to her within a day.

I am a beginner investor. Unlike my 
grandmother, I know the power of compound 
interest, hence I have a savings account that 
I don’t withdraw from every December. I 
understand risk diversification, hence I invest 
in a balanced-fund unit trust. Unlike my 
grandmother, I have only one funeral policy. 
Although I do not know how the total expense 
ratio (TER) is calculated or how to pick the best-
performing equity fund, I certainly know the 
importance of having a financial planner to help me.

I also know the importance of starting to save as early 
as possible. I prefer low-cost investments over high-cost 
offerings. If I cannot explain it to my grandmother, then I 

do not invest in it. As a result, I still have not invested in 
bitcoin even after attending countless seminars on the 
cryptocurrency. My investment decisions are based on 

common sense – not on the interest Sis’ Joyce from 
my granny’s stokvel gets from the latest Ponzi scheme.

The fact that the market is inundated with 
investment options makes it tricky for beginner 
investors to make a selection. There are currently more 
than 70 exchange-traded funds (ETFs) listed on the 
JSE, for example. Although the choice for investors  
has widened, the downside is that beginners may 
shy away from investing in these products as they do 

not know which one to pick. It is for this very reason that 
beginner investors would rather save their money in 

savings accounts.
My boss, an executive, is what I would call 

a sophisticated investor. He doesn’t belong 
to a stokvel, but owns a portfolio of shares 
in every asset class you can think of. 
Unlike the beginner investor, he is not a 
big fan of passive investment products 
like ETFs that track an index. His 
investment decisions are influenced 
by who is in control of his money, more 
than anything else. It is for this reason 
that he has an online trading account 

that he actively uses to trade. 
For laypeople like me and my 

grandmother, investment choice is driven 
by ease of access and word of mouth. We put 

our money into short-term savings accounts, 
stokvels and that Top40 ETF that everyone talks 

about. While my grandmother is probably more likely 
than I to fall for a Ponzi scheme, I have to admit that the 

bitcoin bug almost bit me. 
The fact is that we are desperately trying to 

get to the “sophisticated investor” stage. Tax-free 
savings accounts, which were introducted in 
2015, have proven to be very popular, with more 
than 461 000 accounts opened to date, nearly 
half as savings accounts at banks. 

This is certainly a step in the right direction, 
but in a country like South Africa, we need many 
more investment products that are tailored for 

low-income earners. How about an ETF that is linked to 
shisa nyamas? ■

Lerato Mahlangu is the founder of Powermani, which focuses on financial 
education. 

The fact that the market is 
inundated with investment 
products makes it tricky for 
beginner investors to pick 

investment products.

Sh
ut

te
rs

to
ck

 

There are currently 820 000 
stokvels in South Africa with a 

combined membership of

11.2m.
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 a s a young boy living in Durban, I 
vividly remember my Mom and I 
waking up extra early on a special 
Saturday morning, catching the 

inner-circle bus, dressed in our best, to visit a 
local bank branch, the closest of which was 
about 15km from home. I also recall watch-
ing her use an ATM for the first time – I was 
amazed at how far technology had progressed, 
and wondered: “What next?”

Those feelings that banking created in me 
stand in stark contrast to the thoughts that 
we as consumers have when we think banking 
today. Being close to the transactional finance 
world, this discrepancy has always amazed me.

I recently saw a reflection of my young self 
and the sense of awe I held in my young son, 
who for the first time used a point of sales 
(POS) terminal to pay for a video game he had 
saved up for, and the answer to this discrepancy 
seemed so obvious… the feelings that money 
gives us as kids are driven by the potential value 
created in our lives with the “stuff” money can 
buy, but as adults these feelings are overcome 
by the perceived rigmarole, effort and cost 
that managing one’s money brings, and most 
of these feeling are attached to banks as the 

BANKING FEES

collective insight 

By Shivesh Maharaj

Widely seen as a grudge purchase, it is nearly impossible to imagine a world without the convenience and security 
offered by modern-day banks.

Banks are indispensable, 
but beware the charges
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1. Ensure that you are on the correct account type – you shouldn’t just be using 
a specific account because you earn a certain amount, it should suit you as 
an individual. A very relevant example is that all high earners are usually given 
“bundles” that cost in the region of R500 a month, giving access to a variety 
of benefits such as airport lounge access and extended travel insurance, while 
in fact very few customers actually use this feature on a basis that warrants 
the fee. Rather choose a cheaper account (usually gold at around R100 
incorporates all required features), and contribute the savings toward your 
travel budget where you could rather pay for the additional services and have 
lots left over. This could amount to annual savings of almost R4 800.
2. Always watch for “hidden” costs that you could manage. A very real 
example is the home insurance cover that you have signed for when taking 

out your bond. Make sure that the values that are included in the policy 
are accurate and valid, and shop around. You are bound to get it cheaper 
elsewhere if you look hard enough.
3. Consolidating debt into a single account/product saves you paying 
numerous monthly service charges. These usually cost R57 a month. 
Consolidate your debt under your cheapest product, e.g. your overdraft, and 
work on a plan to reduce the exposure. The savings from the higher interest 
and service charges can take years off the repayment period.
4. Shop around. All too often I have heard the argument, “My bank knows 
me, I did not go anywhere else when looking for my home loan.” In this day of 
centralised credit decisioning, tenure means very little. Most of the information 
used to determine your interest rate is contained in the likes of credit bureaus, 

ways to spend less on banking fees
HERE ARE A FEW TIPS THAT I HAVE GATHERED OVER THE YEARS:

middle man between us and our money. 
When you explore these negative 

connotations and their origins, almost always 
the first answer you get is: “I pay too much.” The 
idea of paying someone to manage your money 
almost seems absurd when you realise that you 
almost never get to enjoy your full take-home 
salary due to bank charges and fees.

Grudge purchase
Banking is commonly known as a grudge 
purchase, and most of us can relate to the 
first time we were asked to open an “adult” 
bank account, when we first started working. 
Someone insisted on a current or cheque 
account, and the youth account many of us 
used until then just did not make the cut. This 
introduced us to the real world of banking, 
where money management and budgeting 
actually cost something.

I was livid when I had to pay almost 
R80 out of my first pay cheque for my 
bank account, and they did not even ask, 
they just charged me. Over the years I have 
been “upgraded” as my salary grew, and the 
consultant always gave me some arbitrary 
reason such as, “You don’t qualify for the 

6
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blue/green/red account, you have to get a 
gold card now…”, and this always came with 
higher fees, which they said had to pay for the 
better “value” you receive.

When I started working at a bank, in 
the transactional space, this stayed with 
me. I was convinced that this was wrong 
and that I needed to do something to fix 
it – and then it hit me. Wading through the 
intricate processes, interbank agreements, 
card production schedules and cash handling 
costs, I realised that there is a lot that goes on 
under the proverbial tip of this iceberg.

A world without banks
I slowly realised that the negativity 
surrounding banks is somewhat unfounded. 
Imagine for a moment that banks and 
financial institutions did not exist, and that 
all financial transactions had to be conducted 
personally – how would your world look?

On payday, your manager walks past your 
desk with an envelope and drops it on your 
table. You would immediately have to open 
and count the contents for accuracy, and 
match this to your payslip to ensure that no 
mistakes were made. You would then first 
pay your taxes and then spend the next 
few days standing in a number of queues 
paying your bills. First clothing stores, then 
your vehicle and home (hope that’s one line), 
then move to your insurance company and 
telecoms providers (all three of them). Don’t 
forget your security company, and the money 
you send to your parents, as well as your car 
tracker and pay-TV account. Retirement 
annuity contributions come next, followed by 
the body corporate levy. We would then lastly 
have to pay school fees and hope that all 
these organisations have the correct change!

Imagine for 
a moment 
that banks 

and financial 
institutions did 
not exist – how 

would your 
world look?

Where would I then keep the excess cash, 
or who would lend me some if I needed it? 
How would I manage my security? And what 
happens if I needed more cash than I have on 
me in person in an emergency? Remember, 
no banks mean no ATMs or branches. I am 
sure that you all would agree that money 
management would take on a totally different 
meaning – and what about all those paper cuts 
from handling those notes!

You’re probably shaking your head and 
wondering what this crazy person is on about, 
as that’s quite a far-fetched thought seeing 
where we are at the moment, but I hope that 
you now have a bit of an appreciation for the 
service that is banking. The many systems 
that connect the local store and the garage 
that provides your petrol, to your personal 
bank balance, and connects the different 
banks so you can use another bank’s POS 
terminal or ATM if you cannot find one of your 
bank’s devices, the ability to swipe your card 
in Mozambique or Mauritius and have the 
currency convert real-time to buy an ice cream 
on the beach, all of which we hardly think about 
as these service are just expected to be there.

Several million transactions flow through 
a well-established payments system in South 
Africa on a daily basis. It is one of the most 
advanced in the world, even than that of the US, 
where chip cards are still relatively unheard of. 
These advances keep our assets safe and allow 
us to participate in the economy seamlessly.

This, however, is not a reason to roll over and 
just accept all bank charges that are thrown at 
us. We need to be constantly vigilant, to ensure 
that we are paying as little as possible and 
maximising value for the fees we do pay. ■

Shivesh Maharaj is head of product and business development 
at Alexander Forbes.

so shop around for the best rate and play banks off against one 
another. They all want your business.
5. Use free credit to your advantage. Most banks have 55 days credit 
free on their credit card. Pay off the card fully before the cycle ends. 
Know your credit cycle and make the most of it.
6. Shop around for savings rates. Many banks have specials that run 
for various periods, depending on their capital needs. Take advantage 
of higher rates when offered. Keep an ear to the ground, bookmark 
web pages of the various banks that contain these rates and visit 
them at least once a month to ensure that you are getting the best 
rate. If you are not, approach your bank to change your rate, which 
they would most probably do, or move your money.

Take your power back and actively manage your finances. 
Seemingly small changes in the short term, when compounded, 
can result in massive returns in the longer term. Banks thrive on the 
inactive consumer; do not be one. ■



 RETIREMENT SAVINGS  

By Mxolisi Siwundla  
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 only 6% of South Africans retire comfortably. The other 
94% generally depend on some form of societal or 
familial welfare. Why is this the case and what can 
retirement savers do to ensure that they fall on the right 

side of this statistic?
Most companies across the world have shifted from traditional 

defined benefit (DB) pension schemes to defined contribution (DC) 
schemes. In the former, the employer calculates a defined pension 
benefit that the employee will receive upon retirement (the criteria 
used to determine the actual benefit includes years of service, pension 
contributions, final salary, etc.). In the latter case, the pension benefit 
that the employee receives at retirement is predominantly defined by 
the contributions the employee makes during their years of service. 
The most important distinction between the traditional DB scheme 
and the modern DC approaches to pension schemes is that in the 
traditional case, the investment shortfall is covered by the employer 
while in the modern case, the employee covers their own investment 
shortfall.

As someone saving for retirement, you are more likely to be 
saving within a DC scheme (unless you work for the South African 
government, in which case you are most likely still in a DB scheme). 
This places a greater emphasis on the choices you make to ensure that 
you secure a comfortable retirement.   
In this regard, there are broadly four important decision areas that 
you must be aware of:  
1. The choice to start saving toward retirement.
2. The decision to remain invested (instead of withdrawing) when 
changing jobs.
3. The types of assets your retirement savings will be allocated toward.
4. The fees charged by your default (or individually selected) 
investment manager.  

While all the above are crucial, the focus of this article will be on 
point number four. 

In the default regulations for retirement funds published by 
National Treasury in August 2017, the high cost of access within the 
retirement ecosystem was cited as one of the largest contributors to 
South Africans retiring with inadequate retirement benefits. This cost 
conversation matters more than most people care to realise.

Anyone who has taken a financial economics or investment 
management course would have heard of the Efficient Market 
Hypothesis (EMH). Developed in the 1960s by Nobel Laureate 
Eugene Fama, it makes the assumption that it is “impossible to 
beat the market”, as financial markets are perfectly efficient and any 
inefficiencies are eliminated as soon as they arise to ensure that no 
arbitrage opportunities can persist.

In 2003, the Vanguard Group developed what it called the Cost 
Matters Hypothesis. Its basic thesis is that whether the Efficient 
Market Hypothesis is valid or not – whether markets are efficient 
or not – the costs that you pay in gaining access to the market will 
always matter. A 2% fee charged on your savings will always reduce in 

Does low cost equal low value?
Some investors might fear that their investment products will not perform well if the costs are on the cheaper side. But 
it is wise to consider the impact of high total expense ratios on your retirement capital. 

your savings by 2%, regardless of the market environment. So strong 
is the logical and mathematical grounding of this idea that perhaps a 
more accurate name for it would be “Cost Matters Fact”.

In most industries, people are familiar with the phrase, “You get 
what you pay for.” In the investment management industry, Vanguard 
founder John Bogle is famous for saying: “You get what you don’t 
pay for.” He meant that, as a retirement saver, what you pay your 
investment manager goes to your investment manager. What you 
don’t pay your manager goes to you. 

A simple table illustrates this point. We took the universe of unit 
trust funds in South Africa’s largest and most popular multi-asset 
category (Association for Savings and Investment South Africa [Asisa] 
MA High-equity category) and ranked them by the total expense 
ratios (TER) that they each charge. What is clear from the table is that 
the more expensive funds tend to have lower net returns compared to 
the less expensive funds. 

According to research from Morningstar, which the firm has also 
replicated for the SA market, costs are the most important determinant 
of the success of a fund. This makes the point that the more expensive 
a fund or retirement solution tends to be, the more the manager gets to 
keep. And what the manager keeps, the client does not.

Another observation from Morningstar data is that, as a group, 
investment managers tend to underperform the market (the latest 
S&P indices versus active (SPIVA) report also provides good evidence 
of this). This calls for another look at the Cost Matters Hypothesis. 
Given that there are costs involved in investing in the market (these 

Quartile Average Average return (annualised)
 TER 10 years 7 years 5 years 3 years
Most expensive 2.44% 7.6% 8.6% 7.6% 3.3%
Least expensive 0.47% 9.6% 9.9% 9.4% 6.1%
Total 1.49% 8.5% 9.6% 8.5% 4.5%  

HOW TOTAL EXPENSE RATIOS INFLUENCE RETURNS

SOURCE: Morningstar (as at 28 February 2018)  

Total expense ratio you pay 
(Assumes retirement at age 65, with savings starting at age 25) 
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A LOWER FEE PAID FOR RETIREMENT SAVINGS 
 RESULTS IN LONG-TERM BENEFITS  



include analysts to research shares, brokerage costs, regulatory fees 
and statutory exchange charges), investment managers as a group 
will generally underperform the market in any given year. This reality 
has led to the rise of index funds. These are commonly referred to as 
passive funds because they invest in shares according to a set of rules, 
thus eliminating the need for analysts and portfolio 
managers who make judgments and predictions about 
the future potential of a share.

Index funds can be combined with traditional active 
funds to create what is called a core-satellite portfolio. 
This combines the benefits of both traditional/
active and index/passive investing. The benefits of 
the former include the potential to outperform the 
market and protect against negative movements in market prices. 
The latter provide you with market returns at low cost and are typically 
more diversified and transparent. If your investment manager in your 
retirement fund charged you the typical fee of 1.49% and you equally 
blended this with an index fund that charged a TER of 0.4%, your 
investment management charges could come down from the original 
1.49% to 0.95%.

With a vehicle that has lower costs, you would undoubtedly be in 
a better position to meet your goal of a comfortable retirement. The 

graph illustrates this point. All else equal, the less you pay in fees, the 
higher the probability of achieving being your retirement goals. (This is 
not to say some managers don’t offer the requisite value that their  
costs promise.) 

As shown in the table, paying lower fees does not mean that one 
gets lower value for money, particularly if this lower fee 
is achieved by making an allocation to index/passive 
funds. In fact, the difference in your retirement savings 
by the age of 65 when you pay 0.4% versus 1.49% in 
fees is an additional R2.8m (37% more value).

An important point is that the greatest cost in the 
retirement discussion is not the explicit investment 
costs mentioned above. Although these can become 

so exorbitant that they detract from the investor’s future welfare, the 
most prevalent cost comes from not saving for retirement at all!

We encourage investors to take more deliberate steps to inform 
themselves about their state of retirement condition. They should 
also ask for full disclosure of all the costs that they are paying. Speak 
to your workplace benefits consultant or your financial adviser for 
comprehensive guidance on matters relating to how you can get the 
best value for your retirement savings. ■

collective insight

Mxolisi Siwundla is investor relations and product analyst at CoreShares Asset Management.  

The most prevalent 
cost comes from 

not saving for 
retirement at all!



INSURANCE

collective insight 

By Anne Cabot-Alletzhauser

Life, health, car, home, phone: What should you insure and when?

Let’s stop selling insurance and rather 
help people know when to buy it
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The result is that people often see 
insurance as a grudge purchase. Why should 
anyone buy an insurance product that costs 
a fortune, and provides only the promise of 
a benefit on the off-chance that the insured 
event happens at some point in the future?

That said, there is something hugely 
important in terms of managing financial 
stress in knowing that should an unfortunate 
event ever unfold, you are protected from 
financial loss – at least to some extent. And 
therein lies the problem. Most purchasers of 
insurance products have only a vague sense 
of how expensive those protections are. 

Bottom line: consumers tend to do a lousy 
job of really thinking through their options in 
a rational, effective manner. And that often 
ends up with people paying far too much 
for something they don’t really need – or, 
conversely, paying too little for something 
that could have been a lifesaver.

Simplifying decision-making
The behavioural economist George 
Loewenstein and his colleagues uncovered 
an important insight about how we humans 
typically respond when faced with complex 
questions around insurance. Instead of being 
able to rationally weigh up deliberations around 
cost, need, and risk, the bulk of decision-
making focuses on one parameter: which 
option appears to require the lowest premium 
contribution. And not: “Where can I get the best 
value for what my family needs?” Clearly, we 
need a better way to help consumers navigate 
their way through the maze.

A decision-making framework that would 
allow us to determine what we really need, 
how much we need, and what our options 
could be, would be really helpful to identify 
the lowest cost solution that still provides us 
with the requisite protection.

This framework asks two questions: “What 
is the probability of that event happening?” 
and: “Should the event occur, would my family 
be able to cope with the financial/emotional/
inconvenience impact?” 

The probability insight is unquestionably 
the hardest to get right, because individuals 

 i drive an 11-year-old Toyota Yaris. It looks 
as though someone rolled it down the hill 
– sideways. There are dents and unsightly 
scratches pretty much everywhere. I pay for 

full comprehensive insurance, but am reluctant 
to make claims on the cosmetic stuff for fear of 
what that might do to my premiums. 

I’m also in a bit of a financial pickle 
because I know full well that I haven’t 
remotely saved up enough money to survive 
the lean years when frail-care costs could 
wipe me out in the blink of an eye. 

Finally, at the ripe old age of (no, I’m not 
going to put that in print), I’m in a quandary 
about what I should be doing about my 
health coverage. On the one hand, there are 
simply a lot more things going wrong with my 
body than have gone wrong before. But it’s 
also getting harder to know what’s likely to 
start going amiss next. 

Making trade-offs
These three sets of financial concerns leave 
me in a position of vulnerability that I estimate 
many South Africans are in too: when money 
is tight, what insurance coverage can I afford 
to let go of, in terms of coverage and costs? 
What should I consider as non-negotiable in 
terms of too much risk exposure? And, finally, if 
I have to make trade-off decisions, where am I 
likely to get the biggest bang for buck given my 
limited wallet size? 

The problem is, it’s hard enough for an 
individual to make a decision about what is 
and isn’t a necessary expenditure for one 
form of insurance, much less navigate the 
complex decision-making process required to 
determine where to make trade-offs between 
the different types of coverage. 

The industry tends to just complicate 
matters even further every time it adds new 
bells and whistles to the package. 

Insurance products, in general, are tough 
to wrap your head around. In most cases you 
get nothing out unless the worst happens. 
If insurance was viewed like an investment, 
policyholders would rationally feel like this 
was one investment with little prospect of a 
great return. 

do not have sufficient information to assess it 
accurately. People also tend to be very poor at 
quantifying the financial impact of an event. 
As a result, they may underestimate how 
much money they may need to absorb losses. 
People in general have an optimistic bias, i.e. 
bad things only happen to other people, or, if 
and when it happens, it will not be as severe.

The more manageable discussion is the 
one around whether you and your family could 
effectively cope, should the event occur. The 
good news here is that we can construct a 
particularly useful decision tree to help us 
navigate the different options at our disposal. 

At the start, let’s accept that individuals and 
their families have four different options at 
their disposal for mitigating risks in their lives:
■ They can look to government to provide 
them with protections. (No retirement 
savings? Don’t worry, if you pass the means 
test, government will provide you with R1 650 
a month to live on. Will that do it for you?)
■ They can self-insure. (This just means that 
you have enough savings to cover the loss 
yourself.)
■ They can use informal support systems for 
risk mitigation. (These include burial societies 
for funerals, stokvels for emergency savings  
to cover the cost of an accident, theft, or death 
– with the hope that these investments will  
be secure.)
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Ask now, 
buy later
A financial product can be a bank account, credit 
card, home loan, vehicle finance, life insurance 
policy, medical aid membership, car and household 
insurance, retirement annuity, retirement fund or 
investment product. Most of the financial products 
are by their very nature complex, having a long list of 
benefits, terms and conditions. Ask the provider or 
your financial adviser the following questions about 
a financial product, to understand it and decide 
whether to buy it:
1. What are the benefits? The benefits can be about 
the safekeeping of your money, the convenience 
of not having to carry cash, the ability to buy an 
asset of substantial value, growing your money, 
covering expenses or paying out a lump sum when 
certain events occur. Are the benefits tangible or 
unattainable?
2. What are all the costs, and how do costs change 
over time? Is the cost once-off, or, as in the case of 
most financial products, monthly or annual? Will 
the costs increase with inflation, change with the 
interest rate, remain the same, or decrease over 
time? Are there hidden costs? Ask for the costs in 
percentage terms, as well as in rand. Are the benefits 
I will receive from the product worth the cost?
3. What is the term  (duration)? Is it month-to-
month, one-year, five-year, 20-year, or for life? Can 
you afford the cost in later years? 
4. Is it simple to understand? There are a lot of 
details you need to understand about a financial 
product, but is it simple to understand, or is it quite 
complicated, with many moving parts?
5. Is it flexible? When can you upgrade or 
downgrade? Can you make changes to the product? 
Can you cancel the product at any time? Are there 
penalties for early cancellation? What is the notice 
period for cancellation?
6. Is it doing social good? More and more people 
are asking this question. It’s not just about personal 
benefit, but whether a certain product also has a 
social or community benefit.
7. Your service level: What is your turnaround 
time on a query, a complaint, a claim? One day, 
three days, a week or a month? Do you have 
an online portal I can log in to? Do you have an 
app that allows me to interact with you and my 
financial product? Do you have a call centre? Will I 
have a dedicated consultant?
8. Tell me the bad stuff: Such as what’s not 
covered, what’s not paid, exclusions, do I lose 
everything if I miss a payment? What if I can’t 
keep up with the payments due to changes in my 
circumstances? What if the stock market goes 
down 30%? ■
Kevin Yeh is a certified financial planner and private 
wealth manager at Daberistic Financial Services.
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■ They can buy formal insurance products. 
(Paying a premium to an insurance company 
in return for a protection from a predefined 
event that can cause a financial loss.)

The critical questions
Now let’s look at our decision tree and work 
our way through four fundamental questions 
that can guide my decision-making with each 
of these areas of risk in my life. 

Is the liability associated with the 
insured event limited?

If my 11-year-old, paid-off Yaris gets into 
another scrape, how important would it really 
be for me to make sure that I could get every 
little ding out of my car? Obviously this is 
not a high priority in my life. As such, one 
clear-cut area for saving is not to purchase 
comprehensive insurance on my car. I could 
redeploy those savings to address some other 
risk concern.

But… should the car roll down the hill and 
smash into a Ferrari with a baby strapped 
in the back seat, I could become liable for 
millions of rand in compensation, which could 
instantly wipe me out. In this instance, the 
non-negotiable would 
be that I need third-
party insurance. The 
upper limit of this type 
of liability is not known 
and you can therefore 
never know with 
certainty whether you 
have enough savings at 
your disposal. 

Here is another 
consideration: what 
if I still owe money to 
the bank for the car? If 
I crash the car, I'll still owe that money and I 
won't have a car. So if that's something I can't 
manage, I should insure.

Do you have enough emergency 
funds to absorb the loss associated 

with the insured event?
Here, we’re talking about self-insurance. 
Given that I owe nothing on my car or 
personal effects, I will be opting to “self-
insure” any damages to my car or belongings. 
I simply haven’t got enough emotionally 
invested here to make this purchase make 
economic sense for me. But could I possibly 
“self-insure” myself against potential third- 
party damages or frail-care costs? Not with 
the amount of savings I have. 

Let’s apply the same line of thinking to 
something like life cover. Here we’re able 
to determine how much you need to leave 

behind so that your family members can 
cover their daily living costs. You should 
include expenses like the outstanding 
bond on the house so that your family has 
somewhere to live, the cost of education, 
estimated medical costs, and the cost of food, 
to name a few. Know these amounts and 
then look at your existing asset holdings to 
see if you have enough to act as a substitute 
for insurance. Here you might count the value 
of your retirement fund savings, emergency 
savings, existing cover from your employer, 
and so on. The decision as to the appropriate 

amount of life insurance 
to buy depends on the 
assets that will be available 
to family members to use 
upon your death.

Note, however, that it 
isn’t always easy to assess 
all the costs that you could 
face if you experienced the 
loss event. When it comes 
to disability insurance, for 
example, there are many 
costs you may have to pay 
for, like physiotherapy, that 

you don’t think of when assessing whether 
you have enough money to offset the risk. 

Or, what if I have a critical illness or a 
disability where the condition is permanent 
and affects one’s ability to generate income? 
These types of events may demand a rethink 
if I don't have enough available funds to 
support me over the time.

Do you have social  
structures to support you  

should you incur the loss?
My daughter is a doctor. She already knows 
that if I get into trouble in old age, whether 
I need frail care or a place to live, she will be 
my default option. It’s not ideal, but I’ll be 
looking to her for the support I need here 
simply because no economic miracle in the 
investment markets is going to make up for 
the power of compounding that I’ve missed 
out on with my retirement savings. 

The probability insight 
is unquestionably the 

hardest to get right, as 
individuals do not have 
sufficient information 

to assess it accurately.

2.

Kevin Yeh 
Private wealth manager at 

Daberistic Financial Services
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By Kevin Yeh



Elsewhere throughout South Africa, 
communities have strong social ties and the 
sharing of medical costs and income support 
are common. If you’re comfortable relying on 
this support system to protect your family 
when you’re gone, you may be less inclined 
to buy large amounts of life insurance. 
However, two factors are making this option 
more problematic. 
■ Urban migration in search of employment is 
making it increasingly difficult for families to 
stay together and support one another. 
■ The costs you may incur are difficult to 
estimate with accuracy and can sometimes 
be unlimited.

While social support may help, this option 
may have unintended ramifications. Those 
providing the social support may find that 
their own financial position may become 
compromised and vulnerable to adverse 
events. Maybe the question should be: “Do 
you feel comfortable around this and can the 
social structure withstand the impact of the 
losses that will be transferred to them?”

Will you be able to live your life 
as you wish if the insurable event 

occurs, or could you adapt your lifestyle?
Humans are much more adaptable to losses 
than we think we are. If your cellphone is 
stolen, you could probably adapt and buy a 
cheaper one if your finances did not allow for 

collective insight 

a question about insurance coverage need. 
It’s a great way to keep yourself from simply 
succumbing to fear (or marketing spin) when 
considering whether you need a specific form 
of insurance coverage. 

One thing that’s clear from the above 
analysis is that a more deliberative approach 
is needed when making an insurance 
decision. While in our everyday lives 
we have grown accustomed to making 
automatic decisions based on our subjective 
assessment of probabilities, insurance 
decisions are far more complex and 
consumers need assistance to help them 
make these decisions so that they can follow 
the right principles to ensure that they make 
measured, deliberative decisions.

But what the decision tree doesn’t  
solve is how to navigate the complexity 
of pricing models (think especially health 
insurance here). 

We also don’t have a sense of what we 
should prioritise if we had only one or two 
insurance options that we could afford. 
Here we categorically need to appeal to 
the industry and ask insurers to apply their 
minds to both of these questions if we are 
going to move beyond simply selling people 
insurance to helping them buy it where it is 
most needed. ■

Anne Cabot-Alletzhauser heads up the Alexander Forbes 
Research Institute.

replacing it with like for like. However, if you 
don’t insure your car and it is stolen, would 
you be able to adapt to taking the bus? 

Another way of looking at this could be to 
say, to what extent would your life be affected 
if the event occurs and no cover is in place? If 
an uninsured cellphone gets stolen, it may be 
a big blow for someone who does business on 
their telephone. 

Other questions to ask when you are 
considering whether to insure a possession: 
Would its loss…
■ affect my ability to generate income?
■ affect my normal day-to-day functioning?
■ have an impact on my dependants’  
well-being?
■ affect my ability to retire?

These are not just questions about the 
financial consequences, they also relate to 
questions of convenience. If I had to queue 
at a state hospital to get care for a family 
member who had become disabled, would 
this impact my ability to keep my job? 
Bottom line: you have to think about whether 
you could adjust your lifestyle without 
compromising you or your family’s well-being. 

Decision tree
Note the diagrammatic representation of 
the decision tree above, and try the exercise 
for yourself the next time you ask yourself 

4.

Is the maximum 
potential loss 

uncapped?

Do you rather 
wish to avoid any 

uncertainty?

Do you have sufficient emergency 
funds to absorb the loss?

Do you have social structures to 
support you should you incur the loss?

Will you feel comfortable 
relying on this?

Will you be able to live your life as you 
wish if the insurable event occurs?

Do you need the peace of mind that 
you are protected from this risk? 

Is the probability of the event insignificant?

Yes

Insure

Insure

Self insure
Self insure

Self insure
Insure

Insure

Yes

Yes Yes

Yes
Yes

Yes

Yes

No

No

No

No

No
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TO INSURE OR NOT  TO INSURE:  
A DECISION TREE 
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By Grant Locke

ROBO-ADVISERS

Reduce the cost of investing without 
becoming a bore at parties 
If do-it-yourself investing is too daunting for you, but you also don’t want to give up control of your portfolio to an 
adviser, there is a third option that is gaining in popularity. 

 s o you are already ahead of most of 
the population when it comes to your 
finances. First, you realise that to 
invest is the only reliable way of being 

financially secure (seriously). Second, you know 
that reducing the cost of investing is a big part 
of getting your investment strategy right. 

So you decide to become a DIY investor 
and spend evenings and weekends watching 
the markets, learning portfolio construction 
techniques and becoming an expert in 
stock and asset class valuation, and finding 
the cheapest instruments to execute your 
strategies. At parties you cannot wait for the 
conversation to turn to money so you can show 
everyone how big your portfolio is. And then 
you stop being invited to parties altogether.  

It’s good to have control of your 
investments, but it takes lots of time and 
effort to create investment solutions that 
find the right balance between return, 
diversification and cost efficiency. 
Even DIY investing can cost 
you as much as – if not more 
than – a traditional actively 
managed unit trust if you 
trade shares in small 
amounts and trade a lot, 
or if you cannot access 
institutional share 
classes for collective 
investment schemes. 

However, a third way is 
emerging – it might offer a 
better alternative between doing 
it yourself or handing your entire 
investment over to a financial adviser. 

As is the case with most other industries, 
technology is also changing the way we do 
things. New investment businesses that are 
building systems which support investment 
decision-making are being launched. The result 
is the ability to build and control a professional-
grade investment plan without having to know 
everything about investment.

This new blend between investment and 
technology is known as a robo-adviser. It’s 

worth mentioning in this article, and I say this 
with unfortunate personal experience, that 
those building robo-advisers are almost never 
invited to parties. They are even worse than DIY 
investors because they tend to talk in statistics 
and mention the word “algorithm” a lot. 

These new robo-advisers embed the 
investment knowledge contained in the head 
of your typical investment professional into an 
online algorithm (or system) in such a way that 
anyone can use it. 

Good robo-advisers typically blend efficient, 
low-cost passive investment strategies and 
high-quality digital advice algorithms to deliver 
a balanced risk and return profile from the 
capital markets (the share and debt markets) 
to help consumers achieve their investment 
goals. These algorithms are incredibly difficult 
to build well. They require actuarial, investment 
and financial planning skills. In addition, the 
maintenance of these algorithms is regulated 

by the Financial Services Board. This 
should help ensure that, as this 

industry emerges, only good 
quality robo-advisers are 

available to everyone. 
The best digital advice 

algorithms are designed 
to work exclusively with 
pre-selected investment 
strategies, but the 

investment fund is only 
part of the solution. This 

isn’t about outperforming 
benchmarks, or returns relative 

to a benchmark; it is about creating 
suitable outcomes for consumers using the 
most efficient and cost-effective investment 
exposures in the market, which at this stage 
are typically rules-based strategies. It is an 
evidence-based approach to investment 
that uses statistics as well as investment 
and financial planning knowledge to create 
investment solutions at extremely low cost. 

Creating a tailored investment plan during 
sign-up is only part of the solution. The vast 
majority of advice and decision support is Sh
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needed once a person has an investment and 
this is where great robo-advisers use qualified, 
neutral human advisers who are not paid on a 
commission basis to deliver objective advice. 

Robo-advisers should be much cheaper 
than the traditional face-to-face engagement 
with a financial adviser. The costs however 
do vary, and I have seen costs from around 
0.7% to 1.5% all in (this should include the 
cost of the investment product, plus the 
cost of ongoing advice and administration). 
Robo-advisers typically do not charge upfront 
advice fees and with good robo-advisers, the 
fees you pay should reduce the more you 
invest with them. 

If you compare this to a typical engagement 
with a financial adviser, which is around 2.5% 
all in, then you could save from between 40% 
to 80% of the fees you would be paying with a 
traditional adviser. 

But before you decide to put all your money 
into a robo-adviser, make sure it actually gives 
advice – both upfront and ongoing – and that 
this service is included in the costs. Also, you 
must see all of the costs upfront – and your 
outcomes should be shown net of all fees. 
Otherwise it is just a pretty website. ■
Grant Locke, a certified financial analyst, is head of OUTvest. 

GET ROBO ADVICE
OUTvest
www.outvest.co.za
Smartrand
www.smartrand.com/
Advicement
www.advicement.co.za/
Sygnia 
www.sygnia.co.za/ 
roboadviser/sygnia-roboadviser
Bizank 
www.bizank.co.za/
Absa Virtual Investor
www.absa.co.za/personal/save-invest/
products/virtual-investor/

SOUTH AFRICAN ROBO-ADVISERS 
INCLUDE THE FOLLOWING:



 ACTIVE VS PASSIVE 

By Michael Streatfield 
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Investors are rushing to buy low-cost investment products like exchange-traded funds, but they must be cautious 
in their search for ever lower costs.

Low-cost investing through the  
looking glass

How will buying 
overcrowded and 

expensive assets work 
out for you five to 

10 
years from now?  

 investors are being lured down the rabbit hole of lower 
costs. Replacing managers in portfolios by low-cost 
exchange-traded funds (ETFs) one and one and one...

Lowering costs at first glance seems a no-brainer. 
Less drag on returns must surely be commendable. But 
in this article, I urge you to go through the looking glass, 
and question what are you ADDING to your portfolio 
when you do that? Successful investors look deeper 
at second- and third-order effects. How will buying 
overcrowded and expensive assets work out for you five 
to 10 years from now?   

Does the maths of DIVIDING low-cost 
investors from active approaches, 
corralling them into a valuation-
insensitive herd, when margin debt 
is at unprecedented highs, and 
asset-liquidity risk and index 
concentration is increasing, 
make sense?

Investors are responding 
to financial repression by 
trying to lower costs in a 
low-interest environment. 
But in this Wonderland of 
wishful thinking, now is the 
time for caution.  

“She can’t do Subtraction,” 
said the White Queen. “Can 
you do Division? Divide a loaf 
by a knife – what’s the answer 
to that?”   

We have witnessed an international 
stampede of capital into ETFs into an 
overheated market. The flows have been 
relentless with global ETFs slicing another 
$633bn in 2017 from actively managed assets, up 
67% from the year before.

But has it been the right time to buy? US market 
valuations are very stretched irrespectively of the metric 
you choose. For example, the S&P 500 price-to-sales 

ratio at the end of February 2018 was 2.2, close to highs 
last seen in the dot-com 2000s.   

Market commentators, like GMO and Hussman, 
caution prospective returns for general equity from these 
heady levels could be negative over the next decade. Yet 
Blackrock’s ETF study shows a $196bn flood of flows into 
US ETFs in 2017. I urge investors to resist the siren calls of 
cost, and ask “when” and not just “what” to buy. Buying 
high and selling low is not a recipe for investment success.  

The market now has a greater proportion of investing 
money lying with uninformed investors. Many of these 
passive funds have no discretion to build cash buffers. 
Every net redemption is a sale. Every sale ignores price. 
Post-2008, there is significantly less prop-desk activity and 
appetite to provide shock-absorbing liquidity in times of crisis 

and uncertainty. (Prop-desk activity refers to proprietary 
trading, when large financial institutions use its 

own capital to conduct financial transactions, 
e.g. trade shares. These trades are often 

speculative in nature, according to 
Investopedia.) Adding to this 

precariousness, investors 
are highly leveraged with 
margin debt at never 
before seen highs.  

The massive shift 
to price-insensitive 

investing means more 
investor portfolios are 
unwittingly exposed to the 
unintended risks of an asset 
liquidity spiral, where forced 
selling drives down asset 

prices. Markus Brunnermeier 
and Lars Pedersen outline 

these mechanics where a 
downward spiralling pattern of 

losses impacts trading capital, 
leading to tighter risk management – 

further pressurising asset sales, creating 
a destructive cycle of drying up of liquidity 

feeding lower asset prices. However, low-cost 
managers are valuation agnostic and have no asset 

management discretion to protect investment values in 
a crisis. Bear markets will truly divide active and passive 
investors, and the lure of initial cost savings versus actual 
returns will cut like a knife.  

 “And can you do Addition?” the White Queen asked. 
“What’s one and one and one and one and one and one 
and one and one and one and one?”  
“I don’t know,” said Alice. “I lost count.”   
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SOME PRACTICAL THOUGHTS  
FOR PORTFOLIOS
■ Separate fad from fiction 
ETFs shooting the lights 
out will get lots of media 
attention, but that does 
not make them the right 
investment for you. These 
funds may hide complex 
risks. The inverse VIX trade 
(XIV) made money for 
years until it lost a crippling 
90% (after hours) and soon 
closed!   

■ Drink Me, Eat Me
Just as Alice had to 
“right-size” herself with 
growth and shrinking 
potions, investors need to 
restructure their portfolio 
with the right blend of 
both valuation and cost. 
This might mean phasing 
in low-cost strategies 
across a business cycle. 
Avoid going all in. ■

“...but the Red Queen answered for her. “Bread-
and-butter, of course.”    

The bread and butter of low-cost investing are broad 
market indices, which are generally market-capitalisation 
weighted. In times of market exuberance, excessive 
price momentum (as witnessed by the FANG stocks – 
Facebook, Apple, Netflix and Google’s parent company 
Alphabet) and excessive capital issuance can distort 
valuations and dilute index investors. As an active equity 
investor, I would rather focus my capital on undervalued 
counters and reward company management who protect 
shareholder interests.  

Second-order effects are more sinister in the bond 
indices, where market-cap weightings mean investor 
capital is being channelled into issuers who are more and 
more indebted. The Bank of International Settlements 
(BIS) recently cautioned that passive investors are 
“weakening market discipline”.  

Closer to home, highly concentrated indices can force 
low-cost investors into making unintended outsized 
stock bets. Naspers* dominates South African indices 
with around 17% of the FTSE/JSE All Share Index 
(Alsi) and 21% of the JSE’s Shareholder Weighted Index 
(Swix), yet their prudential legislation Regulation 28 
has a maximum limit of 15% in stock. In international 
markets, Apple is the counter that dominates US indices, 
and is an outsized holding in popular tech, growth and 
value sub-indices. So low-cost investors’ expectations 
of a well-diversified low risk “bread-and-butter” portfolio 
might find they have a bit more spice than expected!  

“…Try another Subtraction sum. Take a bone from a 
dog: what remains?”   

I fear it is not just retail investors that are getting sucked 
down the road to potential “worsification”. As the market 
melts up, Harvard University, in a desperate attempt 
to play catch up with peers, is proposing switching to a 
S&P 500 ETF for half of its assets. This is less looking 
glass, and more rear-view mirror – fighting over a bone 
from yesteryear’s war.

“Wrong, as usual,” said the Red Queen: “the dog’s 
temper would remain.”   

The burden of saving is increasingly being placed on 

the shoulders of individuals, with defined contribution 
arrangements, less employer engagement, and state 
benefits (and past promises) being cut back. And with 
the next generation of savers being burdened with 
student debt, and at times underemployed, their capital 
could be viewed as even more sacred. 

I believe that low-cost investing certainly has a place 
in one’s portfolio as an effective modest core, enabling 
a complement of more diverse, truly active investments. 
However, investors should be “buying the index” when it 
is cheap, and with regard to market structure.

When the dust settles at the end of the next bear 
market, the unintended consequences of this headlong 
rush into low-cost (price-insensitive, valuation-unaware) 
investing will be revealed. We face the potential of 
crippling sequence risk for an investing generation 
who bought cheap but suffered the worst case of 
market timing ever seen. In an environment of growing 
populism and well-coordinated social media activism, it 
won’t just be a dog’s temper but a pack of wolves’ fury 
that will remain. ■

Dr Michael Streatfield, a chartered financial analyst (CFA),  
is founding partner and chief scientist of the global hedge fund advisory 
Fortitudine Vincimus Capital. He writes in his personal capacity.

Quotes in bold italics from Alice Through the Looking-Glass by  
Lewis Carroll (1872).

*finweek is a publication of Media24, a subsidiary of Naspers.
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