
As a general rule investors seek to maximise investment returns, while minimising 
any associated risk. In so doing they need to address a number of key questions:

 – Which asset class(es) should they invest into?

 – When should they invest offshore?

 – How much should they invest offshore?

 – Who can they trust to manage a truly unconstrained fund?

We examine each question in turn.

Which asset class or classes should we invest in?

While financial studies show that investing in growth assets (equities and 
property) is the best way to beat inflation over the long term, determining the top 
performing asset class over the shorter term is extremely difficult. 

The following table details the annual performance of various local and international 
asset classes for the period 1995 to date. The relative ranking of the annual performance 
of these asset classes appears random; during this 21 year period all asset classes - bar 
South African cash - have been the top performing asset class at least once, and all 
asset classes have been the worst performing asset class at least once.

Figure 1: Local and offshore asset class returns in ZAR1 

Source: Morningstar as at 31.01.16
1BofAML USD Libor used as proxy for Offshore Cash; Citi WGBI used as proxy for Offshore 
Bonds; MSCI ACWI used as proxy for Offshore Equities; STeFI Composite used as proxy for  
SA Cash. Returns based in ZAR
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ALSI ALBI SA CASH
OFFSHORE 
EQUITIES

OFFSHORE 
CASH

OFFSHORE 
BONDS

2015 5.1% -3.9% 6.5% 30.8% 34.1% 29.2%

2014 10.9% 10.2% 5.9% 15.1% 10.6% 9.9%

2013 21.4% 0.7% 5.2% 51.6% 23.6% 18.5%

2012 26.7% 16.0% 5.5% 22.0% 5.3% 6.8%

2011 2.6% 8.9% 5.7% 13.1% 22.2% 29.8%

2010 19.0% 15.0% 6.9% 1.2% -10.0% -5.5%

2009 32.1% -1.0% 9.1% 7.2% -20.2% -18.3%

2008 -23.2% 17.0% 11.7% -21.8% 38.5% 50.0%

2007 19.2% 4.2% 9.4% 8.2% 2.2% 7.5%

2006 41.2% 5.5% 7.4% 34.5% 16.9% 18.0%

2005 47.3% 10.8% 7.1% 24.8% 16.4% 4.8%

2004 25.4% 15.3% 8.0% -2.7% -14.4% -6.9%

2003 16.1% 18.1% 12.3% 4.2% -21.3% -10.6%

2002 -8.3% 16.0% 11.6% -42.3% -27.2% -14.5%

2001 32.6% 17.8% 10.2% 32.8% 65.1% 56.9%

2000 0.4% 19.2% 10.9% 5.5% 31.0% 24.9%

1999 70.8% 29.4% 15.6% 32.4% 10.2% 0.2%

1998 -5.9% 4.8% 17.3% 50.3% 27.7% 39.4%

1997 -6.9% 28.7% 17.0% 20.4% 10.0% 4.3%

1996 9.5% 6.3% 15.2% 45.6% 35.4% 33.0%

1995 8.8% 29.7% 13.7% 24.2% 9.1% 22.4%

This is the copyright of Investec and its contents may not be re-used without Investec’s 
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It is also worth noting the magnitude of the movement in asset class returns from one year to the next. 
Consider, for example, that the return for South African equities was -5.9% in 1998, making it the worst 
performing asset class, whereas the best performing asset class, offshore equities, delivered a rand 
return of 50.3% in the same year. The following year (1999), South African equities returned 70.8%, 
making it the top performing asset class, and then in 2000 SA equities only returned 0.35%, once 
again making it the worst performing asset class!

The table clearly demonstrates how difficult it is for the average investor to select the best performing 
asset class in the shorter term. In recognition of this, professional investors, including Investec Asset 
Management, offer what are termed managed or balanced portfolios, where this complex asset 
allocation decision is made by the portfolio manager on behalf of the investor.

When should we invest offshore?

The impact of exchange rate risk on a foreign investment is an important consideration, as rand 
weakness can work in your favour but, critically, it is not a one-way bet. This is illustrated in the 
following chart, which shows the performance of the rand versus the dollar. Unfortunately, many South 
Africans got burnt when they invested offshore in 2001 and 2002, when the rand traded at around R12 
to the US dollar. The rand then appreciated back to around R6 to the US dollar, resulting in significantly 
negative rand returns for these investors.

Importantly, studies have shown that when considering the historical returns of foreign investments, the 
impact of the exchange rate is uncertain and volatile, and that when measured over shorter time 
horizons, the exchange rate can have a significant impact on the investment return in rands. Research 
indicates that it is only over longer time horizons that the underlying investment contributes more to the 
return than the exchange rate. Therefore, we are of the opinion that when investing offshore, investors 
need to take a long term view to fully benefit from the return potential of the international assets in 
which they are invested.

Figure 2: rolling 12 month % change of rand/US$

Source: I-Net as at 31.01.16

So, while we believe there are compelling reasons for South Africans to invest offshore, which include 
diversification benefits, reduced emerging market and currency risk and the maintenance of hard 
currency spending power, deciding on when to invest offshore is a critical and difficult decision and 
also best left to a professional investment manager. 
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How much should we invest offshore?

While this is not an easy question to answer, as there have been times when South African assets have 
outperformed global assets and vice versa, the short answer is that for many individuals it is more than 
the somewhat arbitrary 25% allowed in terms of Regulation 28 of the Pension Funds Act. While this 
may seem intuitive, it is supported by research conducted by Professor Dave Bradfield, et al2 based on 
40 years of data. Following much analysis, they concluded that for all real return mandates a strategic 
allocation of at least 29% to foreign assets, rising to above 40% as the required return rises, is optimal. 
These results are illustrated in the following chart.

Figure 3: Optimal blend for 3-year investment horizon

Source: Professor Dave Bradfield, Brian Munro and Dieter Hendricks, Cadiz Securities, 2010

Clearly, while the optimal strategic allocation to foreign assets will depend on each investor’s personal 
circumstances, risk profile and longer-term financial planning objectives, the evidence suggests that, 
for many, it is at least a third of their assets and therefore a Regulation 28 compliant multi-asset high 
equity fund may not be the most efficient solution.

Worldwide flexible funds: the optimal solution?

The Regulation 28 current hard limit of a maximum of 25% exposure to offshore assets effectively ties 
the portfolio manager’s hands. This is evident in the following chart, which illustrates how an 
unconstrained mandate improves the return characteristics of a multi-asset (balanced) portfolio at 
marginally higher risk. In short, by applying the same investment philosophy and process, investors can 
achieve a higher return at similar risk, as diversification benefits are not constrained.

Figure 4: Risk/return characteristics of offshore constrained and unconstrained portfolios

Source: Investec Asset Management. For illustrative purposes only.
2Source: Professor Dave Bradfield, Brian Munro and Dieter Hendricks, Cadiz Securities, 2010 
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In fact, the following Morningstar risk / return scatterplot further illustrates this point. The chart shows 
that the average Worldwide Multi-Asset Flexible fund has outperformed the average South African 
Multi-Asset High Equity fund by almost 3% pa over the 10 years to 31 January 2016, albeit at slightly 
higher risk. Worldwide flexible funds, on average, also outperformed the average General Equity fund at  
significantly lower risk.

Figure 5: 5-year risk/return scatterplot

Source: Morningstar; 31.01.16. For illustrative purposes only. Past performance is not necessary a guide for future 
performance.

This unconstrained approach therefore potentially offers investors more upside than traditional 
balanced funds.

Why the Investec Worldwide Flexible Fund?

The Investec Worldwide Flexible Fund is a multi-asset solution that is not constrained by geographical 
or asset class limits. The process and philosophy of the Fund is the same as that the Investec 
Balanced strategy (the best performing balanced mandate over the past 10 years as per Alexander 
Forbes Large Manager Watch, 31 December 2015), which to date has only been available to large 
institutional investors. It harnesses Investec Asset Management’s best ideas from multiple local and 
global strategies. The fund is managed by an experienced investment team with a consistent long term 
track record, being the SA Multi-Asset & Equity team, with Rhynhardt Roodt and Rüdiger Naumann as 
portfolio managers, who leverage off a global research framework.

Given the broad, unconstrained mandate of a worldwide flexible fund, we believe it is critical that the 
portfolio manager have the proven expertise and track record to manage both local and global multi-
asset mandates. As a global specialist asset manager with investment hubs and 178 investment 
professionals (analysts and portfolio managers) in London, Cape Town, Hong Kong, Singapore and 
New York, we believe Investec Asset Management is ideally positioned to manage such an 
unconstrained mandate. 
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Important information

All information and opinions provided are of a general nature and are not intended to address the circumstances of any 
particular individual or entity. We are not acting and do not purport to act in any way as an advisor or in a fiduciary 
capacity. No one should act upon such information or opinion without appropriate professional advice after a thorough 
examination of a particular situation. We endeavour to provide accurate and timely information but we make no 
representation or warranty, express or implied, with respect to the correctness, accuracy or completeness of the 
information and opinions. We do not undertake to update, modify or amend the information on a frequent basis or to 
advise any person if such information subsequently becomes inaccurate. Any representation or opinion is provided for 
information purposes only. 
Collective investment schemes (‘CIS’) are generally medium to long term investments. Performance shown is that 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. CIS are traded at ruling prices and can engage in borrowing, 
up to 10% of Fund net asset value to bridge insufficient liquidity, and scrip lending. Quantifiable deductions are the initial 
fee whilst non-quantifiable deductions included in the net asset value price may comprise brokerage, MST, auditor’s 
fees, bank charges, trustee and custodian fees. A schedule of charges, fees and adviser fees is available on request 
from the Manager, Investec Fund Managers SA (RF) (Pty) Ltd, which is registered under the CIS Control Act. Additional 
adviser fees may be paid and if so, are subject to the relevant FAIS disclosure requirements. Fund prices are published 
each business day at www. investecassetmanagement.com and in select media publications. Different classes of units 
apply to the fund and the information presented is for the most expensive class. This Fund may be closed in order to be 
managed in accordance with the mandate. The Manager outsources its portfolio management to Investec Asset 
Management (Pty) Ltd (‘Investec’), a member of the Association for Savings and Investments SA (ASISA). All information 
provided is product related, and is not intended to address the circumstances of any Financial Service Provider’s (FSP) 
clients. In terms of the Financial Advisory and Intermediary Services Act, FSPs should not provide advice to investors 
without appropriate risk analysis and after a thorough examination of a particular client’s financial situation. Investec is an 
authorised financial services provider. This is the copyright of Investec and its contents may not be re-used without 
Investec’s prior permission. Collective investment schemes (CIS) are traded at ruling prices and can engage in 
borrowing, up to 10% of portfolio net asset value to bridge insufficient liquidity, and scrip lending. A schedule of charges, 
fees and advisor fees is available on request from the manager. Additional advisor fees may be paid and if so, are subject 
to the relevant FAIS disclosure requirements. CISs are generally medium to long term investments and the manager 
gives no guarantee with respect to the capital or the return of the Fund. Performance shown is that 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 and past performance is not necessarily a guide to the future. Different 
classes of units apply to the Fund and the information presented is for the most expensive class. Fund valuations and 
transaction cut-off time are 16h00 SA time each business day. Performance figures above are based on lump sum 
investments, using NAV to NAV figures net of fees with gross income reinvested, in South African rands. This portfolio 
may be closed in order to be managed in accordance with the mandate. Fluctuations or movements in exchange rates 
may cause the value of underlying international investments to go up or down. A higher Total Expense Ratio (TER) does 
not necessarily imply a poor return, nor does a low TER imply a good return. Where portfolios invest in the participatory 
interests of foreign collective investment schemes, including Investec’s foreign funds, these may levy additional charges 
which are included in the relevant TER. The ratio does not include transaction costs. The current TER cannot be 
regarded as an indication of the future TERs. Fund prices are published each business day in selected media. Additional 
information on the Fund may be obtained, free of charge, at www.investecassetmanagement.com. Investec, PO Box 
1655, Cape Town, 8000, Tel: 0860 500 100, is a member of the Association for Savings and Investment SA (ASISA) and 
is registered under the CIS Control Act. The scheme trustee is FirstRand Bank Limited, PO Box 7713, Johannesburg, 
2000, Tel: (011) 282 1808. All information provided is product related, and is not intended to address the circumstances 
of any Financial Service Provider’s (FSP) clients. In terms of the Financial Advisory and Intermediary Services Act, FSPs 
should not provide advice to investors without appropriate risk analysis and after a thorough examination of a particular 
client’s financial situation. 
Investec Asset Management is an authorised financial services provider.
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CONTACT INFORMATION

36 Hans Strijdom Avenue
Foreshore, Cape Town 8001

Telephone: +27 (0)21 416 2000
Client service support: 0860 500 100

Email: comcentre@investecmail.com
www.investecassetmanagement.com

Follow us on Twitter
@investecam_sa


