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Short-term uncertainty versus long-term certainty

The danger of letting short-term market moves drive your decisions
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"If I ask you what's the risk in investing, you would answer the risk of losing money. But

April 2023 there actually are two risks in investing: One is to lose money and the other is to miss an

— Howard Marks

opportunity. You can eliminate either one, but you can't eliminate both at the same time."

During January we saw a healthy rebound in asset prices as inflation numbers globally started
to ease, China began reopening and Europe seemed to be more resilient than what the market
initially expected. Fast forward to March when the world was faced with a wave of headlines
about the biggest US bank failure since the global financial crisis, a takeover of Switzerland's
second-largest bank and the possible contagion to the rest of the markets.

Volatility is once again on the rise, with markets suffering a few large down days in the latter
part of March. The S&P 500 has faced a daily decline greater than 1% for 16 days year-to-date

and the All-Share Index (ALSI) has seen 15 days - both on track to exceed more than the average
Roné Swanepoel year. Coupled with this, the Volatility Index ($VIX) rose above 30 on 13 March for the first time
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since October 2022, signalling increased fear and uncertainty.

The stock market has quickly, and once again, reminded us that one of the few certainties in

markets is that there will always be uncertainty.
For Financial Advisors and their Clients

Most investors claim to be unphased by uncertainty but in reality, we all strongly dislike the
possibility of losing money. When we think about our behavioural biases this fits into the “loss

aversion bias”. In short, loss aversion means that we feel the pain of losing about twice as much
as the pleasure of gaining in the markets. It's one of the reasons that negative headlines seem

to make more sense when uncertainty is everywhere.

Itis, however, very important to put these feelings in the right long-term perspective. The graph
below shows the percentage of times the local market has been in positive territory over various
time periods as well as the percentage of times the market has been in negative territory over

the same periods.

If we consider these different periods for the All-Share Index (ALSI), we can see that daily returns
in the market are (more or less) a 50/50 occurrence. Since we know that being loss averse means
that losses (or negative periods) make us feel twice as bad as gains make us feel good, it simply
means that if you look at the value of your investment portfolios daily, you will feel bad just
about every single day. Any positive sentiment gained from the returns received will get
completely wiped out by the terrible feeling created by the down days.


https://www.morningstar.com/lp/impact-of-behavioral-biases
https://www.morningstar.in/posts/57002/loss-aversion-behaviour-can-destroy-wealth.aspx
https://www.morningstar.in/posts/57002/loss-aversion-behaviour-can-destroy-wealth.aspx
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Exhibit 1 | Percentage of positive and negative instances of the market over 20 years

FTSE/JSE All Share % Positive % Negative
Daily returns 44% 56%
Calendar Month 60% 40%
Calendar Quarter 69% 31%
Rolling 1 Year 86% 14%
Rolling 3 Years 99% 1%
Rolling 5 Years 100% 0%
Rolling 7 Years 100% 0%
Rolling 10 Years 100% 0%

Source: Momingstar Direct. Data from 07/31/2002 to 28/02/2023. FTSE/JSE All Share (TR). Returns in ZAR. Past performance is not a reliable guide to
future performance. For illustrative purposes only and not indicative of any investment.

If we lengthen the time horizon to just three years, the effects of loss aversion slowly start to
fade and the market is positive on a rolling three-year basis almost 100% of the time since 2002.

Loss aversion can have a big impact on our behaviour

A mistake investors frequently make is paying too much attention to our investment portfolio
moves over the short term. The moare frequently we look at our investment portfolio, the more
likely we are going to see losses and, in turn, the likelihood increases of suffering from loss
aversion.

With a wealth of information so readily available, it's extremely hard not to pay attention.
However, for most of us, our most meaningful investment milestones are years away and it is a
good reminder that paying too much attention to those daily moves can put us at risk of missing
our goals that are years away.

How to protect against volatility and uncertainty

The most powerful protection against market volatility and uncertainty is diversification within
portfolios. Both the Morningstar S.A. and Global Managed Portfolios have been constructed to
ensure exposure to areas of high conviction while maintaining diversification across different
regions, sectors and asset classes.

Morningstar Investment Management's 90-strong investment team continue to prioritise
research over reaction, digging deeply into the risks and opportunities presented by the 500+
asset classes we cover to identify those that are unusually attractive or unattractive. Alongside
this, our portfolio managers are continually testing the portfolios by simulating different
scenarios to ensure that they remain robust to a broad range of potential economic outcomes
rather than simply those that dominate the headlines today.
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Portfolios are also rebalanced and restructured to take advantage of the cyclical nature of
markets to ultimately provide investors with consistent, top-quartile performing portfolios over
the long term as shown in the table below.

Exhibit 2 | Performance of the Morningstar Portfolios

1Year QRank 3 Years Q Rank 5 Years Q Rank 7 Years Q Rank

Morningstar Cautious Portfolio 15% © 97% @ 18% @ 11% @
South African MA Low Equity 6.2% 8.3% 6.9% 6.5%
Morningstar Balanced Portfolio 15% @ 139% @ 99% @ 8.7% ©
South African MA Medium Equity 6.2% 10.1% 7.2% 6.7%
Morningstar Adventurous Portfolio 19% @ 155% @ 10.1% @ 88% ©
South African MA High Equity 6.5% 11.6% 7.4% 6.9%

Source: Momingstar Direct. Data as at 28 February 2023. Past performance is not a reliable guide to future performance. For illustrative purposes only
and not indicative of any investment.

Investing is a long-term pursuit

Consistent, top-quartile performance over the long term to match your investment objectives
should be the main goal when assessing yourinvestment portfolio. Focussing too much attention
on the short-term market moves can only lead to stress and future pain from chasing the wrong
types of investments.

So, when you find yourself worrying about the uncertainty and volatility in markets, reach out to
your financial adviser and ask yourself these questions:

1.  What sources am | using for my financial advice? Is it my financial adviser or news and
social media headlines?

2. Has the market volatility and uncertainty changed my time horizon or investment
goals?

3. Has my risk tolerance changed?

4.  Have my circumstances changed?

Building a strong portfolio foundation is one of the mostimportant things you can do to maximise
your odds of investment success. That means setting an asset allocation appropriate for your
risk tolerance and making sure your portfolio is cost-effective, broadly diversified and that you
invest for the long term.

It's hard to predict when the market will make these big moves. So, it's best to find an allocation
that lets you sleep at night and stick with it. Uncertainty is a certainty, so don't get caught off
guard by it. Il
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Risk Warnings

This commentary does not constitute investment, legal, tax or other advice and is supplied for information purposes only. Past
performance is not a guide to future returns. The value of investments may go down as well as up and an investor may not get back
the amount invested. Reference to any specific security is not a recommendation to buy or sell that security. The information, data,
analyses, and opinions presented herein are provided as of the date written and are subject to change without notice. Every effort
has been made to ensure the accuracy of the information provided, but Morningstar Investment Management South Africa (Pty) Ltd
makes no warranty, express or implied regarding such information. The information presented herein will be deemed to be
superseded by any subsequent versions of this commentary. Except as otherwise required by law, Morningstar Investment
Management South Africa (Pty) Ltd shall not be responsible for any trading decisions, damages or losses resulting from, or related
to, the information, data, analyses or opinions or their use.

This document may contain certain forward-looking statements. We use words such as “expects”, “anticipates”, “believes”,
“estimates”, “forecasts”, and similar expressions to identify forward-looking statements. Such forward-looking statements involve
known and unknown risks, uncertainties and other factors which may cause the actual results to differ materially and/or substantially
from any future results, performance or achievements expressed or implied by those projected in the forward-looking statements for
any reason.

Morningstar Investment Management South Africa Disclosure

The Morningstar Investment Management group comprises Morningstar Inc.’s registered entities worldwide, including South Africa.
Morningstar Investment Management South Africa (Pty) Ltd is an authorised financial services provider (FSP 45679) regulated by
the Financial Sector Conduct Authority and is the entity providing the advisory/discretionary management services.

+1:(0)21 201 4645 + e: MIMSouthAfrica@morningstar.com + 5th Floor, 20 Vineyard Road, Claremont, 7708.
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