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Trustee Daily Bread    
 Daily one-liners to empower trustees
Trustees should ensure arrangements are made to measure the performance of the fund, the effectiveness of their own decision-making and that of the advisors and managers.





LOCAL NEWS
Beneficiary funds not just for the lower income market

A cost-effective alternative to a testamentary or inter vivos trust for minor children
Retirement fund members need to know more about beneficiary funds as a way of ensuring their minor children's upkeep and education should they die.
Speaking at a trustee roadshow in Johannesburg, Fairheads CEO Richard Krepelka said there was a perception that beneficiary funds catered for lower income earners but in fact any retirement fund member could consider a beneficiary fund as a cost-effective alternative to a testamentary or inter vivos trust for minor children.
All that retirement fund members need to do is stipulate on their nomination form that the fund's trustees consider the option of a beneficiary fund when allocating death benefits to minor dependants. 
At the same time, they should remember to appoint and stipulate a guardian for their minor children in the event of their death.  Members have the right to know the retirement fund's policy regarding beneficiary funds, including the appointed service provider and information on such funds.
Commenting on costs, Mr Krepelka said that beneficiary funds are umbrella funds and individual member accounts therefore benefit from economies of scale.  A beneficiary fund administrator such as Fairheads is able to negotiate favourable rates with tier one banks on account of its size, with some R6.2 billion under administration.
A further advantage of beneficiary funds over testamentary trusts is their tight regulation. Beneficiary funds are governed by the Pension Funds Act, with stringent governance standards such as PF130. 
They were introduced by government in 2009 as a unique tax-effective South African savings vehicle to accept death benefits in terms of section 37C.  Mr Krepelka said: "Beneficiary fund members have two primary needs: subsistence needs which are met through monthly income payments and other needs such as education which are met largely through capital payments. 
"About 75% of all capital payments to our members are related to education and we have thousands of thank-you letters from guardians and beneficiaries reporting their completion of secondary or tertiary education."
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By Lucy Reyburn

Revisions to regulation 28

Regulation 28 of the Pension Funds Act ensures that no irresponsible decisions are taken in investing your retirement savings, which you accumulate using the tax incentives provided by the government. 
For example, in terms of a revised regulation 28, which comes into effect on July 1 this year, a fund may not invest more than 75 percent of its portfolio in equities, whether inside or outside South Africa, and there are limits on the number of shares a fund can hold in a single company, depending on the company’s size. For instance, a fund may invest no more than 15 percent of its portfolio in a company that is worth R20 billion or more (see “The new prudential limits”, below). 
The government argues that if it is giving you tax incentives to save for retirement and in retirement, then it has the right to ensure that your money is invested responsibly. The incentives range from not applying capital gains tax to retirement savings and allowing you to deduct contributions from your taxable income (up to certain limits), to providing you with favourable tax rates on taking lump sums at retirement and deferring taxing you on your investment returns in retirement until you withdraw the money as a pension. 
The government relies on what is called modern portfolio theory to ensure the prudential investment of your money. This simply means that your money must be spread across all the asset classes of cash, bonds, property and equity. It achieves this by setting maximum limits on what may be invested in any class or sub-class. 

The regulation also aims at preventing employers from looting your retirement savings – as happened in the infamous collapse of American oil giant Enron – by limiting how much of your money in an occupational retirement scheme may be invested in your employer’s business. 

Other aims of the regulation are: 
* Ensuring that your savings are invested in ways that support economic development and growth; and 

* Giving stronger direction to retirement fund trustees by way of guiding principles to comply with the spirit of the law, overlaid with well-defined rules. The government believes this will help to overcome the shortcomings of trustees, many of whom do not have expertise in investment and the liquidity requirements of a fund, good governance and risk management. 

Currently, the regulations cover about R1.1 trillion of the R5.2 trillion of household savings in South Africa, according to the National Treasury. Another R1 trillion held in the Government Employees Pension Fund could soon be brought into the net. 

The Treasury is not saying that it wants such low risk that you receive pedestrian or no growth on your savings. It wants younger fund members to achieve “inflation-beating capital growth”, and “inflation-matching income for older and retired members”. 

It is determined to maintain tight controls over the way in which retirement savings are invested so that fund members are protected and so that savings grow, thereby stimulating economic growth. 

The Treasury says these objectives for retirement fund members can be achieved by the right mix of low-risk but low-return “safe” assets and higher-risk but higher-return innovative products. 

It says the rules to achieve this should strike a balance between “regulatory paternalism” and empowering those who manage your retirement savings to make decisions that are appropriate for your fund. 
Over the past few years, regulation 28, which goes back to 1956, has been undergoing a major overhaul. This has been sparked primarily by the lifting of exchange controls (which now allow retirement funds to invest up to 25 percent of their assets offshore) and the industry exploiting loopholes in the regulation, but also by major developments in the asset management industry, which has created a new set of investment instruments based mainly on derivatives such as futures and options, which can be used to protect a retirement fund from losing money. 
In the process of the review, many in the industry agitated for a more lenient, principles-based rather than rules-based approach to investing retirement fund money. Asset managers, in particular hedge fund managers – many of whom have failed in the past two years, with survivors providing fairly pedestrian performance but reaping big profits – have been lobbying for more scope to use derivatives to gear their investment portfolios. 
The government is allowing hedge funds to be included as an investment for retirement funds, but with strict requirements that a hedge fund be defined as such (whereas previously a hedge fund could be reported as a debenture or anything else). Added to this there are strict diversification limits placed on retirement funds, so that if a hedge fund investment goes bad, the retirement fund can lose at most 2.5 percent of its total asset base. 
The “look-through” principle, meaning that funds must reveal their underlying assets, does not apply to hedge funds. The hedge fund itself is seen as the “final” asset. 
Although exposure to derivatives and gearing (borrowing money to invest) by asset managers has been relaxed, the use of derivatives is generally limited to hedging against losses, and gearing is still limited because, while used to increase potential profits, it can also multiply losses. 
In briefings in Pretoria and Cape Town in December, after the release of the second draft of the revised regulation 28, Katherine Gibson, the director of financial markets and competitiveness at the Treasury, rejected a more laissez faire approach to regulation, reflecting the government’s wariness of the retirement fund service industry for not sticking to both the letter and the spirit of the law. 
The government also adamantly sticks to its guns that retirement funds should “never borrow” for the purposes of investing. The only time a fund is allowed to borrow is if it runs into liquidity problems and needs money to pay members leaving the fund. 
Pointedly, Gibson says the regulations do not absolve your retirement fund trustees from carefully considering their own investment policy statement, which prescribes how the fund’s assets must be invested and any limitations on those investments. 

A new preamble to the revised regulation 28 highlights the fiduciary responsibility of retirement fund trustees to invest your savings in a way that promotes the long-term sustainability of the asset values, taking into account environmental, social and governance consequences of the investments. 

An accompanying memorandum provides better guidelines for trustees deciding on an appropriate investment strategy for their particular fund. 
The preamble also promotes: 

* Trustee education; and 

* The monitoring by trustees of compliance by the fund and its service providers, while ensuring that the liabilities (your pension benefits) match the assets held by the fund, performing due diligence on investments, and not relying entirely on credit rating agencies for assessing credit risks. 

The regulations come into effect on July 1. Funds that are out of kilter with the regulations and cannot re-adjust their holdings by July 1 must apply for an extension before May 31. 

Individual retirement fund contracts bought before April 1 this year will be exempt from the new provisions, but if you make any changes to the contract, the revised regulations will then apply. 

The revision includes: 

* A requirement that the regulations are applied at both member and retirement fund level. Until now, with industry funds such as retirement annuities, preservation funds and umbrella retirement funds, the limits have been set at fund level, leaving members out of kilter with the requirements of regulation 28. This has resulted in some members being able to “cherry pick” assets to the disadvantage of others - for example, some members have been fully invested offshore, closing out other members. This negated the main objective of regulation 28 in that it let individual members channel more investments into high-risk options than the regulation allowed. 

* The regulation no longer provides for the automatic exemption of assets invested through life assurance policies that offer a partial guarantee (but that are otherwise linked to the performance of underlying investments). Full exemption is allowed only when there is a full capital guarantee provided by the life assurance company. The Treasury is relying on the Long-term Insurance Act to ensure that the underlying investments will be prudentially invested. The tightening up is a consequence of the broader asset management industry using the Long-term Insurance Act to create structures to side-step the requirements of regulation 28. 

* The introduction of the “look-through” principle, so that trustees and members can actually see where the money is eventually invested and the risks to which they are exposed. Complex pyramid structures have been increasingly used by asset managers to hide costs and higher-risk investment vehicles from fund trustees and fund members. 

* Easing restrictions on debt to allow more investment in corporate debt issued by listed companies and regulated entities where the government does not provide a guarantee on the debt. 

* Easing restrictions on alternative investments including hedge funds and unlisted equities. The easing on unlisted equities, including private equity funds, is to ensure that investment into this “pro-development funding channel” is not impeded. There is an overall limit of 15 percent of retirement fund assets in hedge funds and private equity funds (alternative investments). Investment in a single hedge fund or private equity fund is restricted to 2.5 percent, but the limit is higher (five percent of retirement fund assets for each entity) if the investment is through a fund of funds. 
Linked to the revised regulation 28 will be legislation to exert greater control on credit rating agencies, which also have a role to play in assuring the prudential investment of money by rating the risk of different assets, particularly cash instruments. 

Following the questionable role of some credit rating agencies in the current global economic crisis, both in South Africa and abroad, the agencies are to be subject to greater oversight, including registration and controls on conflicts of interest, such as acting as both consultants and risk-raters on products.  Full Reports: http://www.iol.co.za/business/personal-finance/financial-planning/investments/revisions-to-regulation-28-1.1105151
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By Bruce Cameron

Achieving balance for less

In the head-to-head battle for your custom, a small number of financial service companies are using the cost of investment as a major marketing tool – mainly as a consequence of the launch and increasing popularity of exchange traded funds (ETFs).

With the success of the ETFs mainly in the retail market, passive investment managers are now turning their eyes to the retirement savings market. 

The ETF market has also opened the eyes of South African investors, both individuals and retirement funds, to the advantages of passive investment in the broader sense. The main attraction is that costs can be dramatically reduced by merely replicating pre-selected investment market indices, and there is no need to pick out an active asset manager from the myriad available. 

Historically, the South African investment market has been dominated by active investment managers, who seek to out-perform markets by paying an army of analysts and fund managers to manage your savings. 
Working in favour of passive managers is the increasingly confusing array of actively managed investment portfolios and the fact that over a 20-year period less than five percent of active managers actually out-perform their asset class benchmarks. 

And over a one-year period less than 40 percent of asset managers beat their benchmarks - and much of their under-performance can be attributed to their costs, according to Steven Nathan, the chief executive of passive asset manager 10X Investments. 
The new move by passive asset managers into the retirement market is likely for the first time to put significant downward pressure on the high cost of active investment, particularly in the retirement arena. 
Bringing the cost factor into the marketing mix of retirement products in particular comes almost seven years after actuary Rob Rusconi chose the rarefied air of the 2004 annual conference of the Actuarial Society of South Africa to blow the whistle on the exceptionally high costs of saving for retirement in South Africa. 
The focus on costs has been stimulated by a number of factors: 

* Government concern. The National Treasury is worried about costs in the broader financial services industry and particularly in retirement savings, with Finance Minister Pravin Gordhan giving notice in his national Budget in February that he has ordered a major review of the financial services sector, which will include a close look at costs. 

* The cost of choice. Wide and confusing investment choice, with almost 1 000 unit trust funds available as well as numerous investment vehicles provided by the life assurance companies. Very few retirement fund members exercise choice when offered but end up paying for the facility, thereby reducing their savings. 

* Better policing. The introduction of the Financial Advisory and Intermediary Services (FAIS) Act and its associated Ombud for Financial Services Providers, who can order financial advisers to make up losses suffered by investors as a consequence of bad advice. This means that many advisers have started to advise on the side of caution. There have, as yet, been no determinations by the ombud purely on the issue of costs of a product, but it is something that can be expected. 

* Ensuring a pension for life. Insistence from the South African Revenue Service (SARS) and pressure from the Treasury that investment-linked living annuities (illas) must last for the lifetime of the annuitant. Initially, when these products (which transfer all risk, including investment risk, onto the annuitant) became available to pensioners, many were left facing destitution as a result of two main factors: 

* Pensioners were initially allowed to draw down any amount up to 20 percent – but now up to 17.5 percent – of the annual value of their savings. Research over the past few years has shown that any amount in excess of five percent is likely to be unsustainable if a pensioner has a lengthy retirement. 

* Pensioners were given exceptionally wide investment choice and the ability to switch between funds. The pensioners relied heavily on financial advisers and sales people who did not have the asset management skills, with the consequence that disastrous decisions were made. 

As a consequence of the warning to the industry by SARS, industry body the Association for Savings & Investment SA (Asisa) issued a code of conduct to product providers to encourage restraint. This included ensuring that underlying investment portfolios met the prudential investment requirements of regulation 28 of the Pension Funds Act. 

The big winner in all this has been the renewed popularity of what are called balanced portfolios or asset allocation funds, where the investment decisions are made by an asset manager and not an unskilled financial adviser or investor. 
By the end of December 2010, the domestic asset allocation sector, after money market funds, had the bulk of assets under management in the collective investments (unit trust funds and ETFs) space, with just over R262 billion invested. Altogether there were 323 asset allocation funds with a track record of more than six months at the end of December 2010. 
The sector has six sub-sectors: there are 68 flexible funds, 18 high equity prudential funds, 41 medium equity prudential funds, 69 low equity prudential funds, 78 variable equity prudential funds and 49 targeted absolute and real return funds. 

The popularity of balanced/asset allocation portfolios is likely to increase for a number of reasons. 
These include: 

* The Asisa requirement that illa portfolios meet the requirements of regulation 28 of the Pension Funds Act; and in the recent revision of regulation 28 the Treasury has insisted that it be applied at investor rather than at fund level. Prudential unit trust sub-sectors provide ready access to investments in which the asset allocation meets the requirements of the regulation. 

* The fear of financial advisers that they may be found wanting in playing asset manager when deciding in what asset classes and funds their clients should invest. There is more than sufficient evidence that many financial advisers have undermined the value of their clients’ investments rather than having added value. 

* The passive manager crusaders have chosen balanced/asset allocation funds as the new battlefield on costs, aiming mainly at retirement savings. 

The current problem with index tracker funds such as ETFs is that individual investors have to do their own portfolio construction to diversify their risk across asset classes. There have been limited opportunities to access index tracker funds through most of the linked investment services provider (Lisp) companies, which provide access mainly to the unit trust funds of a wide range of management companies as well as to retirement fund legal umbrellas, such as retirement annuity and preservation funds. 

The reason most Lisp platforms do not provide access to ETFs with their retirement savings, illa and discretionary savings products is that most of them have not upgraded their technology to provide investors with direct access to securities markets. 

Momentum Administration Services, Absa Investment Management Services (AIMS), and AOS’s ITransact are among the few Lisps that offer ETFs on their platforms. 
It is into this mix that some of the passive managers are now intending to enter the fray by offering their version of balanced funds, namely multi-index tracker portfolios. 
The Old Mutual Investment Group SA (Omigsa) passive manager, Dibanisa, which has the capacity, in association with Omigsa, to provide balanced tracker portfolios, is strangely staying out of the fray, even though it does market unit trust index tracker funds and passive portfolios for retirement funds. 
Multi-index tracker portfolios come in a number of different forms, with a number of these diverse structures being used by the providers of the first of these portfolios. 

The options range from putting together a portfolio of ETFs without the portfolio being an ETF, providing an ETF in which the underlying investments are tracker portfolios but are not necessarily ETFs, and providing portfolios in which the underlying investments may or may not be ETFs but are passively managed investments. 

The first entrants into the multi-index tracker market are Absa Capital, etfSA.co.za (in association with Nedbank Capital) and 10X Investments. 

Absa Capital 

Absa Capital has launched two new ETFs with underlying passively managed portfolios tracking various asset classes. These products are the first of their kind in the South African market. The underlying portfolios are not ETFs. 

Vladimir Nedeljkovic, the head of investments at Absa Capital, says the ETFs from Absa Capital’s Multi-Asset Passive Portfolios Solutions (MAPPS) are structured within the requirements of regulation 28 of the Pension Funds Act. The MAPPS Growth ETF is aimed at individuals or retirement funds seeking capital growth, while the MAPPS Protector ETF is aimed at helping people nearing retirement or in retirement to protect their capital. 
The MAPPS Growth ETF holds 75 percent of its portfolio in domestic equities (tracking the FTSE/JSE Swix index), 10 percent in nominal government bonds, 10 percent in inflation-linked government bonds and five percent in cash or a cash equivalent. 
The MAPPS Protector ETF holds 40 percent in domestic equities, 15 percent in nominal government bonds, 35 percent in inflation-linked government bonds and 10 percent in cash or a cash equivalent. 
In all asset classes the funds track various vanilla indices to keep costs as low as possible. 

Nedeljkovic says the MAPPS ETFs will “about halve the costs from providers of balanced funds”. 

He says that at a later stage several other products in the MAPPS range will be brought to market. 

Nedeljkovic says the products should be attractive to individuals as well as to smaller pension funds, which “have not been served well by current service providers. The MAPPS ETFs will be very cost-effective for smaller funds.” 
Nedeljkovic says that Absa Capital is not using other ETFs as underlying investments because this adds another layer of costs. 
Absa Capital will not directly offer products using legal wrappers such as retirement annuities, but such products will be offered by third parties. He says Absa Capital is an investment product provider and does not do the administration that is required for providing legal wrappers. 

etfSA.co.za/Nedbank Capital 

The etfSA.co.za product is a range of risk-adjusted balanced portfolios made up of underlying ETFs that are initially being made available to individuals under the legal wrapper of a retirement annuity or a preservation fund. 
Nedbank Capital will blend available ETFs into the etfSA.co.za-exclusive portfolios using the retirement fund licence of etfSA.co.za, which provides access to all ETFs through the AOS Lisp administration platform.   Full Report: http://www.iol.co.za/business/personal-finance/financial-planning/investments/achieving-balance-for-less-1.1105161
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INTERNATIONAL NEWS

Pension funds to increasingly focus on emerging market debt

Emerging market debt can provide superior risk-adjusted returns and excellent diversification benefits.
Baring Asset Management (Barings), the international investment management firm, believes that the ongoing structural change in global asset allocation following the financial crisis will favour emerging market local bonds. In particular, it predicts both emerging market pension funds and OECD-based pension funds will significantly increase their exposure to emerging market local debt.

Thanasis Petronikolos, Head of Emerging Market Debt and manager of the Baring Emerging Markets Debt Local Currency Fund, comments: “Emerging market local debt has produced attractive risk-adjusted returns so far this year and has proved resilient, despite a risk-averse environment due to the concerns surrounding the European sovereign debt crisis and the sustainability of global growth. Capital inflows to emerging markets are strong and rising, and improving fiscal and debt profiles continue to underline the credit quality of most emerging market economies.”
“Furthermore, the fundamentals in many emerging market economies are favourable due to the region’s strong economic growth potential as well as the relative strength of the banking systems and sovereign balance sheets. A lack of yield in alternative areas of fixed income means that investor demand for emerging markets assets remains strong.”
Barings believes that, relative to their developed market peers, many emerging market currencies remain undervalued. It expects currency appreciation to be a main source of outperformance in the future, along with the income and capital gains potential that come from investing in emerging market debt.
Thanasis continues: “In terms of current asset allocation of the Baring Emerging Markets Debt Local Currency Fund, we continue to see value in Hungary, Mexico and Brazil government debt ahead of Russia and Turkey. In the case of Hungary, the higher spreads on offer over German bunds have proved attractive. We also believe that the Mexican peso has further room for appreciation against the US dollar in the coming months and our country exposure is running at 14.5% as a consequence. We remain underweight Russia and our small position here reflects our view that the market’s full potential has yet to be realized.
Thanasis concludes: “With modest correlations against most developed fixed income and equity markets and a track record of delivering superior risk-adjusted returns, emerging market debt can improve the return to risk profile for investors when held as part of a global diversified investment portfolio.”
Barings has a strong history and presence in emerging markets. It was one of the first investors in Greater China and Eastern Europe and was also early in both US dollar and local emerging market currency debt. With US$163 million* assets under management, the Baring Emerging Market Local Debt fund follows a top-down scenario approach.  The fund targets strategic core positions with a medium/long term investment horizon. It employs tactical positions to exploit short term opportunities.
The fund, which has a four star Morningstar rating, uses the JPM GBI-EM Global Diversified benchmark. On a country basis, the top holdings include Mexico (14.4%); Brazil (13.5%); Poland (12.3%); Hungary (11.5%); and South Africa (10.0%)*.
Director Of Finance Online News

25 July 2011 

By Gary Howes 
Reform pension, insurance sectors

Pension fund membership and insurance policyholders can now make reasonably fair assessments of whether or not insurance companies and their regulator should be held to account for lower-than expected pension and insurance entitlements — thanks to the media efforts. 
Apart from the largely flawed defensive stance taken by the Zimbabwe Association of Pension Funds, the conduct and/or “body language” of insurance companies and the Insurance and Pensions Commissioner (Ipec), their regulator — in the face of the allegations — has apparently been one of reticence, essentially. 
There is no question that it is written all over their “actions” they had a direct part in prejudicing pensioners of their entitlements. The involvement of Afre’s First Mutual Life in funds misappropriation by Patterson Timba at ReNaissance Financial Holding (RFHL), is only a tip of the iceberg in a huge pension and insurance funds scandal that may open up fully when it is too late.
It is, however strange the same management and mal-practices that saw pensioners being prejudiced are still being applied to what remains of pension and insurance funds. 
To date, the same insurance business management can still look for new money from unsuspecting members of the public by soliciting for more pension contributions and selling more insurance policies.
Apart from the announcement of the Ipec board chairperson at the Africa Insurance Organisation conference that Acts would be reviewed, there has been no direct response to refute the allegations made by the pensioners — another instance of reticence, but nevertheless lending support to pensioner allegations. 
The alleged collusion could be far worse than apparent when it is considered at least 90% of pension funds in Zimbabwe, are managed in insurance companies that are “privately” owned by three or four larger holding companies and in a loose regulatory framework, that is already being discredited by pensioners. Most of them are a result of the spate of demutualisation of mutual life insurance companies in Zimbabwe. 
Empirical evidence that privately owned (proprietary) insurance companies are operationally more efficient and provide higher returns to their policyholders than mutual set-ups, fuelled this demutualisation. Evidence in Zimbabwe that the latter is actually the case is however lacking. 
Objective and comparable transparent assessment of insurance company investment performance, relative to the company’s obligations to pension fund members and policyholders and incorporating the expenses the insurance companies run in managing pension and insurance funds is evidently lacking.   Full Report: http://www.newsday.co.zw/article/2011-07-25-reform-pension-insurance-sectors
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By MARTIN TARUSENGA

Evaluating Hedge Fund Performance

Hedge funds have become a hot topic over the past decade or so, as the number of funds has grown seemingly exponentially along with the increased media attention they've received. While most people have a basic understanding of what they are, many investors are not familiar with the underlying types of hedge funds and their opaque risks. 
Types of Funds

While the hedge fund universe is wide, and often funds can fit into multiple categories, funds are generally classified as either equity-focused or fixed-income. Past this very basic definition, funds can be broken down into any number of sub-categories, depending on their investment strategies. Some common fund types include:

1. Long-Short Funds: Take both long and short positions in securities in hopes of using superior stock picking strategies to outperform the general market.
2. Market-Neutral Funds: A sub-type of a long-short fund, however fund managers attempt to hedge against general market movements (thus the name "market neutral").
3. Even-Driven Funds: An attempt to capture gains from market events, such as mergers, natural disasters or political turmoil.
4. Macro Funds: Take directional bets on the market as a whole, either long or short, based upon research and/or the fund's philosophy.
5. Fund of Funds: A hedge fund that holds a diversified portfolio of investments in other hedge funds.
Regardless of the type of hedge fund, there are numerous universal risks which basically every fund investor must take into careful consideration. 
Hedge Fund Risks
While every type of fund may have a different set of risks for its investors to consider, there are three basic types of risks which are shared by the entire hedge fund industry. 

1. Investment Risk
The biggest and most obvious risk is the risk of investors losing some or all of their investment. A key quality of hedge fund investment risk is the virtual Wild West landscape of the hedge fund industry (though strides have been made since the 2008 financial crisis). Fund managers for the most part have free-reign over the investment decision they make in chasing alpha with their portfolios. Unlike many other types of institutions, hedge funds are not regulated. While a fund may be tagged as a global blue-chip equity fund, and in most respects would be considered a relatively "safe" hedge fund investment, the strategies implemented by fund management, such as the use of excessive leverage, can create levels of investment risk not expected by investors. Some specific types of investment risk include:

Style Drift: Style drift occurs when a manager strays from the fund's stated goal or strategy to enter a hot sector or avoid a market downturn. Although this may sound like good money management, the reason an investment was made in the first place in the fund was due to the manager's stated expertise in a particular sector/strategy/etc, so abandoning his or her strength is probably not in the investors' best interests.
Overall Market Risk: Both equity and fixed income funds, and overall directional move by the equity markets, can play a big role on the returns of a fund. For equity funds, although many may claim to be market neutral or have a zero beta, it is very difficult in practice to achieve such a balance, as the equity markets can move very quickly in either direction - especially down. In time of crises, correlations go to one, so even the most diversified portfolio will not be safe from a market crash.
Widening credit spreads are the biggest threat to the performance of fixed income funds. Since most fixed income funds take long positions in corporate bonds and short positions in comparable treasuries, adverse economics movements can cause the simultaneous increase in corporate yields while the Treasury yields to fall, thus widening the spreads between positions and hurting the funds' performance. Full Report: http://www.sfgate.com/cgi-bin/article.cgi?f=/g/a/2011/07/25/investopedia6379.DTL
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INTEREST NEWS

Volatile liquidation statistics

The 58.8% year-on-year fall in June 2011 liquidations to 156 from 379, following the dramatic 72.1% y-o-y fall seen in May, still raises some doubts in our minds. The volatility in the figures of late is ascribed to the business rescue provisions of the new Companies Act and the fact that voluntary liquidations have shrunk spectacularly. We are not aware of any body, be it the Companies and Intellectual Property Commission or Stats SA, that is formally monitoring the numbers of firms considering or indeed entering business rescue. Our own experience indicates 11 firms and that the key factor negatively affecting businesses potentially opting for this option, is the dearth in the approval of business rescue practitioners. 

We have to treat the latest figure with incredulity given that Credit Guarantee’s leading default payment indicator for June depicts a 5.6% rise in overdue payments although our July figure is 19.3% lower, bringing the year-to-date decline to 12.2%. Similarly our claims experience for the year to date July depicts an improvement to the order of 16%. Certainly monthly volatility in these figures can be expected but yearly swings above 20% are uncommon; they would usually reflect either a sharp deterioration or improvement in the underlying economy and hence in trading conditions. 
Therefore, our expectation of an improvement in liquidations, taking account of business rescue provisions, is in the 15-25% region for 2011 and if this is realised it would be a significant achievement. It must be borne in mind that some business may consider rescue application solely as a means to delay contractual payments, thereby causing distress for creditors. If indeed such a ploy is behind the extraordinary fall in liquidations, it implies pain down the road.
Given that the first half 2011 liquidations are 22.9% lower than in the first six months of 2010, there were only a few sectors that fared poorly in the January – June 2011 period:

· mining and quarrying saw 18 failures compared to the 8 seen in the first 6 months of 2010

· electricity, gas and water experienced 8 liquidations vs. 3 a year earlier

· transport, storage and communication had 121 closures compared to 2010’s 73, reflecting very tight operating margins

· 398 liquidations were seen in the community, social & personal services industry vs. 174 last year.

Most indicators, be they retail sales or manufacturing production as well as many confidence indicators, point towards a weak second quarter 2011 with more to follow. Indeed, we would argue that trading conditions – order books, costs and margins – are all under extreme pressure. Further, strike season is hampering numerous industries. If indeed we are incorrect in our scepticism of the recent trend, then we look forward to a significant fall in payment defaults with a concomitant sharp reduction in ultimate liquidations.
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