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The decision-making process around most product purchases usually involves four factors; brand or reputation, price, client 
service and performance.   

As consumers apply these factors, they often show weak persistency (loyalty), even for large ticket purchases such as 
vehicles – most own different brands during their lives and are remarkably disloyal. Disloyalty is usually even greater when 
service providers are selected, asset managers being prime examples. The decision making process can be more complex, 
less rational, quite ethereal with softer, hidden factors. Yet in the South African market, until recently, entrenched large 
managers have been impervious to an intensifying competitive landscape. The following reasons contextualise their 
resilience: 

 Exceptional results – our market is occupied by skilled investment professionals, over the years certain of these
individuals have been attracted and applied their trade within large investment houses, effectively putting these
companies on the map.

 Risk aversion – big is perceived as safe. There is supposed risk reduction in numbers even though herding is fatal in
markets.

 Anchoring – an irrational bias for a psychological benchmark – five years ago, entrenched ‘big brand’ managers were
clear outperformers, and although this is no longer the case, many investors continue to anchor on past performance.

 Asymmetry of information – assets within the industry are consolidating around asset aggregators due to legislative
reasons. Where aggregators are unskilled investors and fear the reputational damage as a result of underlying manager
selection choices, they default to risk aversion and anchoring, by buying incumbent managers, aggravating an industry
problem.

 Brand – brand traction is a tectonic force – big managers have the firepower to build big brands, which in turn reinforces
their place of dominance.

But fortunately for the industry, for consumers and for impactful, deserving specialist (smaller) managers such as Northstar, 
the concept that ‘big is better’ is losing its appeal. We provide insights below as to why. 

Liquidity risk 

The opposite of big being safe, liquidity risk is a significant factor acting against large managers and playing into the hands of 
smaller managers. Liquidity risk is particularly evident in non-trending, volatile markets, where corporate failures are rising.  

Considering good managers only get approximately six out every ten of their stock picks correct over time, it can be 
damaging to returns to be paralysed by size and be forced to retain perpetually underperforming companies within a 
portfolio. It should thus be of no surprise to investors that large managers seem to consistently be caught with businesses in 
deep trouble – Steinhoff and Aspen come to mind. 

To understand this risk, we analysed one of the portfolios of a sizable South African manager and calculated how long it 
would take to liquidate (sell out of) the top ten positions in the fund. We assumed this would account for 5% of the daily 
volume traded in each of these ten shares on the JSE. It takes one month, but our analysis fails to capture two issues; the 
first is that these ten shares are held across most of the asset base of the manager, an asset base 20 times the size of the 
sample fund, this has significant tail risk should selling be required. Secondly, the top ten shares are large capitalization 
stocks, the portfolio also holds many mid-sized companies, exiting these would take at best months, if not years. 

The same analysis applied to a smaller manager, yields a result that the portfolio can be traded out of in half a day.  

Liquidity risk is a significant issue for any manager, it should be equally important when choosing a manager. Smaller 
managers simply avoid this risk on behalf of their clients!  
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Figure 1. Excess five year rolling returns over sector. Source: Morningstar and Bloomberg February 2020. 

Big brand managers are no longer the best performers 

The idea that large managers are more skilled and better wealth creators is deeply flawed. Instead, the relationship between 
size and alpha generation (out performance) is an unhappy one. The larger the asset size of a manager, the harder it becomes 
to capitalise on market mispricing, particularly in lessor-owned stocks.   

Figure 1 shows the outperformance of a large manager and specialist (smaller) manager against their peers. Over time, the 
smaller manager continues to generate peer beating returns, whilst the large manager’s outperformance steadily diminishes 
and the fund begins to underperform peers. This is not an isolated example in South Africa, a core group of smaller managers, 
which includes Northstar, are making their mark on the local investment landscape, at the expense of large managers.  

Price versus value 

Price discounting is a theme within our industry, it is being driven by the largest asset managers. To be fair, their moat 
(competitive advantage) lies in their sizable asset bases. Large asset bases allow them to cut prices and still generate exorbitant 
profits. But why are they responding in this manner? 

Firstly, alternate products, particularly passive investments are stealing their lunch which is an industry problem, and as larger 
managers can no longer distinguish themselves through performance, price becomes a default weapon. Secondly, within the 
active industry, competition is intensifying, price discounting is less of an option for smaller rivals and consequently, large 
managers can flush-out competitors by adopting this approach.   

This tactic is being used to good effect on clients who obsess on cost alone, without accounting for net returns. The growing 
pool of smaller manager outperformers might cost clients marginally more, but their returns after costs are vastly higher. The 
outperformance trend by smaller managers will continue in the years ahead and savvy clients are recognizing this. 

Service – the ultimate differentiator 

Our final point revolves around service, where ‘Price is what you pay. Value is what you get’. Investors who are happy to ‘be a 
number’, where their individual voices are irrelevant, are likely to remain inside large investment businesses. Our experience at 
Northstar however, is that our clients are discerning, acknowledging personal relationships, and there is a deep distrust for 
ivory-tower-occupying managers who see the world from stratospheric heights. This is precisely why our business rests on 
investment competency and deep client connectivity!      

Conclusion 

The best smaller managers are increasingly coming into their own, but this journey is not without challenges in the form of risk 
aversion, anchoring, information asymmetry and large manager brand traction. Ultimately though, as outperformance from 
smaller managers continues and we combine this with our natural instincts for focused, sincere client relationships, the 
pendulum will permanently swing away from incumbent house-hold name asset managers towards Northstar and other great 
specialist firms. 
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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 

performance 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 insufficient 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 calculations are available for verification upon request by any person. 

Reinvestment of income is calculated 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 withholding 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 quarterly investor report (QIR) for each portfolio are available on Sanlam

Collective Investments’ website 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 information 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. Nothing 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 

information 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/



