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The Northstar asset allocation framework 

Each quarter we conduct an analysis on the relative value within each asset class available to us as investors.   

Asset classes include equities, commodities, property, fixed income (government and corporate credit) and cash and this 

granular, methodical and numeric exercise purposefully removes human intuition – we let the numbers do the talking. The 

output is an asset valuation matrix that directs us to the highest potential returning investments whilst accounting for risk 

taken.    

The Northstar buy list 

Although our asset allocation work is important, we attach greater credence to our bottom-up, fundamental valuation work 

which we conduct on each security (share, property, bond etc.) before making an investment. Over the years we have built 

valuation models on the majority of locally listed companies as well as a significant number of offshore stocks. This library of 

work provides us with a real-time view of what potential upside returns we think our funds offer.   

So what are the numbers telling us about potential returns in South Africa from both a bottom-up and top-down perspective?  

The Rand 

We appreciate that South Africa faces enormous challenges, many of which can fundamentally adjust the value of domestic 

assets. The modeling work, which we are demonstrating here, does not attempt to capture unforeseen events, it instead 

makes use of existing real data. 

Based on our purchasing power parity (PPP) model, Figure 3, which we use internally, the rand is undervalued. A conservative 

value for the ZAR is R12.35 to the US$. Whilst pin-pointing an absolute number with respect to the rand’s real value is a fool’s 

Figure 3. Implied PPP versus USD ZAR. Source: Northstar and Bloomberg. September 2019.  

2

4

6

8

10

12

14

16

18

1990 1992 1994 1996 1998 2000 2002 2004 2006 2008 2010 2012 2014 2016 2018

Implied PPP vs USD ZAR
USDZAR 14.63

PPP 1990 [9.05]

PPP 1994 [8.73]

PPP 20 yrs [11.88]

PPP 15 yrs [11.18]

PPP 10 yrs [10.76]

PPP Since Inflation targeting
introduced [12.35]

Rand cheap

Rand expensive



Northstar Market Report   Q3 2019 

Page 5 

game, we prefer to use the model as a reference for when the currency is showing extreme behavior – the present is such a 

time. 

South African equities – bottom-up 

The chart below tracks the discount to intrinsic value of the companies on our domestic ‘buy list.’ Currently, these shares by 
our calculation are on average, about 30% undervalued – unfortunately we are unable to say if or when this valuation gap will 
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Figure 4. Upside to intrinsic value of local equity portfolio. Source: Bloomberg, Northstar. September 2019. 

narrow. Our ‘buy list’ companies are trading as cheaply as they were in late 2018, the last time we communicated to our 
clients that an opportunity was emerging on the local market. 

South African equities – top-down 

Corroborating our bottom-up or fundamental valuation work on local companies is our asset allocation analysis (top-down) 

quantitative work on equities. In Figure 5 below, our calculation for prospective returns for the JSE Capped Swix index is 15.4% 

- a rational equity investor should demand a return of approximately inflation plus 7% for equities which we call a hurdle rate. 

With South African inflation just above 4% at present, the hurdle rate return for equities is 11%. With potential returns from 

the market significantly higher than that at 15.4%, domestic equities are once again a viable option for our clients.  
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Figure 5. South African equity expected returns. Source: Northstar. September 2019. 
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Fixed income assets – cash, bonds and property 

We use the same approach for cash, bonds and property. 

At current low levels of inflation in South Africa of 4%, the 7% yield offered by banks on deposits, is in our view, a very attrac-
tive low risk return that substantially outperforms the hurdle rate on cash, which we regard as inflation.   

The hurdle rate returns for bonds (Figure 6, indicated in red) does not need to be as high as equities – bond investors take less 
risk than equity investors and many bonds are shorter-duration investments, implying lower required returns. Elevated yields 
(cheap prices) in South Africa are a function of concerns of a credit downgrade as well as the fiscus issuing a disproportionately 
large amount of paper into the market to fund the budget deficit and parastatal bail-outs. Our work shows that potential re-
turns on bonds, for the most part, currently compensate investors well above the hurdle rate required.    

Finally, on property, for the past few years, our analysis has been directing us away from property – potential returns remain 
significantly lower than what a rational investor should demand from this relatively high risk asset class.  
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Figure 6. Asset class expected returns. Source: Northstar. September 2019. 

The Northstar Sanlam Collective Investments (SCI) Managed Fund 

Our ‘house-view’ balanced fund incorporates all this thinking into one product. Asset allocation adjustments within the fund 
are based on both our buy list expected returns together with our asset allocation framework outlined above. It is the ideal 
vehicle for clients that do not want to make asset class calls themselves.   

Until recently (July 2019), we have been overweight offshore assets and underweight South African risk assets, the likes of 
property and equities. Against this, we have been overweight bonds, which have performed superbly. During the last quarter, 
we have however reduced the fund’s total offshore exposure, the reasoning is two-fold, offshore equities are no longer cheap 
and the rand became undervalued (see above). Simultaneously, the domestic equity weighting of the fund has been increased 
as South African stocks have begun to offer more value.   

Each of these moves is consistent with the framework shown above, an approach we have followed consistently over time and 
which has been value enhancing to our clients.   

Scan QR code to 
watch this video
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CIS DISCLOSURES 

Collective investment schemes in securities are generally medium- to long-term investments. 

The value of participatory interests or the investment may go down as well as up. Past perfor-

mance is not necessarily a guide to future performance. Sanlam Collective Investments (RF) (Pty) 

Ltd (the manager) does not provide any guarantee, either with respect to the capital or the 

return of a portfolio. The manager has the right to close certain portfolios to new investors, in 

order to manage it more efficiently, in accordance with its mandate. Collective investment 

schemes are traded at ruling prices and can engage in borrowing and scrip lending. The collective 

investment scheme may borrow up to 10% of the market value of the portfolio to bridge insuffi-

cient liquidity.  

Annualised returns are period returns re-scaled to a period of one year. This allows investors to 

compare returns of different assets that they have owned for different lengths of time. Actual 

annual figures are available to the investor on request. Income distributions, prior to deduction 

of applicable taxes, are [included/not included] in the performance calculations. NAV to NAV 

figures have been used for the performance calculations, as calculated by the manager at the 

valuation point defined in the deed, over all reporting periods. Investment performance calcula-

tions are available for verification upon request by any person. Reinvestment of income is calcu-

lated on the actual amount distributed per participatory interest, using the ex-dividend date NAV 

price of the applicable class of the portfolio, irrespective of the actual reinvestment date. The 

performance is calculated for the portfolio. The individual investor performance may differ, as a 

result of initial fees, the actual investment date, the date of reinvestment and dividend withhold-

ing tax. 

Different classes of participatory interests apply to these portfolios and are subject to different 

fees and charges. A schedule of fees, charges and maximum commissions is available on request 

from the manager, or is available on the website at www.sanlaminvestments.com. Forward 

pricing is used. The portfolio valuation time is 08h00 for fund of funds and 15h00 for all other 

portfolios and the transaction cut-off time is 14h00. The transaction cut-off time should be 

14h00, for portfolios except fund of funds, but execution is not always guaranteed. If execution 

could not take place on the same day, it will take place the next business day, or at the earliest 

possible opportunity. For fund of funds, the cut-off time for the execution of trades is 14h00 on 

the day preceding the pricing date. 

Foreign securities within portfolios may have additional material risks, depending on the specific 

risks affecting that country, such as: potential constraints on liquidity and the repatriation of 

funds; macroeconomic risks; political risks; foreign exchange risks; tax risks; settlement risks; and 

potential limitations on the availability of market information. Fluctuations or movements in 

exchange rates may cause the value of underlying international investments to go up or down. 

Investors are reminded that an investment in a currency other than their own may expose them 

to a foreign exchange risk. 

The terms and conditions, a schedule of fees, charges and maximum commissions, performance 

fee frequently asked questions as well as the minimum disclosure document (MDD) and quarter-

ly investor report (QIR) for each portfolio are available on Sanlam Collective Investments’ web-

site at www.sanlaminvestments.com. Associates of the manager may be invested within certain 

portfolios and the details thereof are available from the manager.  

Northstar Asset Management (Pty) Ltd, registration number 1996/001423/07 and FSP number 

601, is the co-named partner and investment manager of the co-named portfolios within the 

Sanlam Collective Investments Scheme and is an authorised discretionary financial services 

provider under the Financial Advisory and Intermediary Services Act (No. 37 of 2002). This infor-

mation is not advice, as defined in the Financial Advisory and Intermediary Services Act (No. 37 

of 2002). Please be advised that there may be representatives acting under supervision.  

The manager retains full legal responsibility for the co-named portfolios. 

 

THE FINANCIAL ADVISORY AND INTERMEDIARY SERVICES ACT, 2002  

Northstar Asset Management Proprietary Limited is an authorised financial services provider in 

terms of the Financial Advisory and Intermediary Services Act 2002. All information contained in 

this document should not be construed, or relied upon, as advice. If you require financial and/or 

investment advice, please engage the services of an independent financial adviser.  

 

INFORMATION AND CONTENT  

The information and content (collectively 'information') accessible in this document are provided 

by Northstar as general information about the company and its products and services. Northstar 

does not guarantee the suitability or potential value of any information or particular investment 

source. Any information in this document is not intended nor does it constitute financial, tax, 

legal, investment, or other advice. Nothing contained in any service or any other content in this 

document constitutes a solicitation, recommendation, endorsement or offer by Northstar. Noth-

ing contained in any service or any other content in this document constitutes a solicitation, 

recommendation, endorsement or offer by Northstar.  

Illustrations, forecasts or hypothetical data are not guaranteed and are provided for illustrative 

purposes only; returns or benefits are dependent on the performance of underlying assets or 

other variable market factors; there are risks involved in buying or selling a financial product; 

past performances are not necessarily indicative of future performances; and no guarantees are 

provided. 

NORTHSTAR ASSET MANAGEMENT 

Northstar Asset Management (Pty) Ltd 

Registration No. 1996/001423/07 | FSP number 601 

Suite 1A, Madison Place, Alphen Office Park, Constantia Road,  

Constantia PostNet Suite #784, Private Bag X16, Constantia 7848 

Tel +27 (0)21 810 8400 | Fax +27 (0)21 794 2885 

info@northstar.co.za | www.northstar.co.za 

 

SANLAM COLLECTIVE INVESTMENTS 

Sanlam Collective Investments (RF) (Pty) Ltd 

Registration No. 1967/00865/07  

2 Strand Street Bellville, 7530 PO Box 30, Sanlamhof, Bellville, 7532 

Tel +27 (0)21 916 1800 Fax +27 (0)21 947 8224 

service@sci.sanlam.com, www.sanlaminvestments.com 

Please refer to our website for directors & company secretary details 

 

DISCLAIMER 

Northstar Asset Management (Pty) Ltd, registration number 1996/001423/07 and FSP number 

601, is the co-named partner and investment manager of the co-named portfolios within the 

Sanlam Collective Investments Scheme and is an authorised discretionary financial services 

provider under the Financial Advisory and Intermediary Services Act (No. 37 of 2002). This infor-

mation is not advice, as defined in the Financial Advisory and Intermediary Services Act (No. 37 

of 2002). Please be advised that there may be representatives acting under supervision. 

Legal Information http://northstar.co.za/page/legal-information/ 

http://northstar.co.za/page/legal-information/

