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The year has been off to a busy start, keeping investors at the edge of their seats. One can’t
help but feel like everything is ‘increasing’ or being hiked – whether it be interest rates,
the price of diesel and petrol, rates, taxes and/or geopolitical tensions, the trend seems to
be upward.
During times like these – when everything thing else is increasing in cost - clients drawing an
income are often impacted the hardest, as these rising costs eat away at their hard-earned
savings.
Managing funds and investments require time, money and expertise. As with any service
provider, you are expected to pay a reasonable charge for the use of a company’s services. The
same rule applies in the world of investments and fund management. It is therefore important
that an investor knows how much they are paying and decide if it is good value for the service
and investment performance they are getting and/or expecting in return.
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At Morningstar Investment Management South Africa, minimising costs is something that we
focus on extensively. Price is one of the five pillars that we consider when evaluating a fund
during the research process. If a fund manager charges higher fees, they will need to
demonstrate that their process can produce meaningful outperformance relative to their peers.
Impact of fees on living annuities
To put the cost of investment fees and the impact it has on a client’s portfolio over time into
perspective, we compared the Morningstar Moderate Income Portfolio’s fee to that of the ASISA
MA High Equity category average as well as the average fee of the top 10 balanced funds.
To achieve an equal comparison, we simulated three portfolios using the below target asset
allocation of the Morningstar Moderate Income portfolio:
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Asset Allocation
50% Equity
0% Property
16% Bonds
34% cash
(35% offshore)

Proxy used for “fee portfolios”
FTSE/JSE All Share TR
FTSE/JSE All Bond Index TR
STEFI composite
MSCI World NR (for global equity)
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The following fees were used:
We used a fee of 1,03% for Portfolio 1 (this is the fee of the Morningstar Moderate Income
Portfolio)
We used a fee of 1.50% for Portfolio 2 (this is the average fee of the top 10 local Balanced
funds)
We used a fee of 1.77% for Portfolio 3 (this is the average fee of the ASISA MA High
Equity category)
The following assumptions were used in the three simulated investment portfolios:
The investor retired with R10,000,000 at age 60
The investment term is 10 years
5% annual income drawn monthly; increased by 6% inflation annually
Income is withdrawn proportionately from all the underlying holdings
Monthly rebalancing of the portfolios
The results:
Investment Growth of R10 000 0000 over 10 years
19 000 000,00
18 000 000,00
17 000 000,00
16 000 000,00
15 000 000,00
14 000 000,00
13 000 000,00
12 000 000,00
11 000 000,00
10 000 000,00

Portfolio 1 (1,03% fee)

Portfolio 2 (1,50% fee)

Portfolio 3 (1,77% fee)

Source: Morningstar Direct. Data as at 30 March 2022. For illustrative purposes only.

Total future value at the end of 10 years –
Fee

1.77% fee impact

1.50% fee impact

1.03% fee impact

Amount in the bank
after 10 years

R 16 112 045,58

R 16 703 796,82

R 17 776 786,50

Impact

R 1 664 740,92
less in the bank than
with a fee of 1.03%

R 1 072 989,68
less in the bank than
with a fee of 1.03%

©2022 Morningstar. All Rights Reserved. The Morningstar name and logo are registered trademarks of Morningstar, Inc. This document includes proprietary materials of Morningstar. Reproduction,
transcription, or other use, by any means, in whole or in part, without the prior written consent of Morningstar is prohibited. Morningstar Investment Management South Africa is a subsidiary of Morningstar,
Inc. All data sourced from Morningstar Direct as at March 2022 unless stated otherwise.
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Some noteworthy results:
If we look at the results it becomes clear that the investor in the Morningstar Moderate Income
portfolio (with a total TIC of 1,03%) has a higher chance of success during retirement given the
lower fees they are paying when compared to the average balanced fund or sector. The impact
of the difference in fees is immaterial over the short term but as the investment term increases
the impact becomes more pronounced.
•

•

When comparing the Morningstar Moderate Income portfolio’s fee impact to that of the
fee of the ASISA MA High Equity category average, it enables the investor to earn
R1 664 740,92 more over 10 years.
When comparing Morningstar Moderate Income portfolio’s fee impact to that of the fee of
the top 10 average balanced funds, it enables the investor to earn R1 072 989,68 more
over 10 years.

As mentioned above, at Morningstar we are committed to minimizing costs. One of the ways in
which we achieve this is by negotiating preferred fee classes from the asset managers we work
with as well as by using selective passive funds, where appropriate.
Morningstar’s Moderate Income Portfolio
At Morningstar, we believe it is important to build a robust portfolio with a diverse range of
return drivers. The Morningstar Moderate Income, created specifically with living annuity clients
in mind, produces a high yield while keeping volatility and costs low. Each of the underlying
funds in the portfolio has been handpicked to fulfil a very specific purpose - whether it is to
produce yield, reduce volatility or bring down the overall cost of the portfolio.
The portfolio offers protection against rising inflation with exposure to value sectors,
commodities, and high-quality companies with pricing power. To protect against interest rate
hikes, we have exposure to financials. Our portfolios have sufficient exposure to SA Government
Bonds to benefit from the high yields on offer. In the offshore allocation of the portfolio, we are
underweight the US market and allocated to cheaper parts of the market like the UK, EM and
China. There is exposure to offshore markets in the portfolio which will help to offset Rand
weakness and act as diversifier to the local holdings within the portfolio, helping protect against
market downturns.
Let’s compare some of the other details of this portfolio

Cost (Total Investment Charge)
Volatility (Standard deviation)
Current yield before portfolio fees

Morningstar
Moderate Income
Portfolio
1,03%
7,27%
7,30%

Multi Asset
High Equity

Average Balanced
Fund

1,77%
9,53%

1,50%
10,28%

Source: Morningstar Direct. Data as at February 2022.
©2022 Morningstar. All Rights Reserved. The Morningstar name and logo are registered trademarks of Morningstar, Inc. This document includes proprietary materials of Morningstar. Reproduction,
transcription, or other use, by any means, in whole or in part, without the prior written consent of Morningstar is prohibited. Morningstar Investment Management South Africa is a subsidiary of Morningstar,
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A few important characteristics to highlight about the portfolio is that it is not a Regulation 28
portfolio, returns are not guaranteed, and the target income withdrawal is 4% - 5%.
Since its inception, the Morningstar Moderate Income portfolio has generated a 10.4%
annualized return for clients.
Asset Allocation and underlying fund managers for the Morningstar Moderate Income
Portfolio:
Underlying fund managers
•
Aylett Equity Prescient
•
Fairtree Equity Prescient
•
Methodical Equity Preserver
•
Coreshares S&P SA Top 50
•
Coronation Strategic Income

•
•
•
•

Ninety One Diversified Income
Nedgroup Inv Core Bond
Ninety One Global Franchise FF
Nedgroup Inv Core Global FF

Asset Allocation:

Source: Morningstar Investment Management. Data as at February 2022 Figures are for illustrative purposes only, based on target
asset allocation, and are subject to change. Allocation of portfolios at the individual account level may vary.

In Closing
As we move through this latest period of market volatility, make sure you know how much you
are paying and decide if it is good value for the investment performance you are getting and/or
expecting in return.
When it comes to retirement planning, we encourage investors to speak to their financial
adviser, who will be best suited to help them get the most out of their hard-earned savings and
investments.
At Morningstar, extensive research has been done over the years to show that good financial
advice can add around 2% per annum in additional returns to investors. Morningstar termed this
value added by good financial advice as “gamma”. Please see our research report “Alpha, Beta
and now...Gamma” for more detail. K
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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.
+ t: (0)21 201 4645 + e: MIMSouthAfrica@morningstar.com + 5th Floor, 20 Vineyard Road, Claremont, 7708.
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