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“Market volatility and market
pullbacks, in this day and age,
remain the best opportunity
for investors to get a good
entry position into the financial
markets. The current pullbacks
should be seen as a good time
to increase certain market
positions, especially
for the long run.”
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During the last six to eight months, market volatility was the order of the day.
More so for clients who had investment portfolios with strong offshore exposure. This is nothing out of the ordinary and being invested in a global investment portfolio will require investors to sometimes stomach extreme market
volatility, as seen recently.
Tech stocks, which have by and large been the darlings of the global market for
the last 10 years, gave away almost half of their value from the recent all-time
highs. Rising inflation in the US and supply chain backlogs have caused numerous
economic problems, and as you could probably have predicted, the pain from
the initial hard lockdowns in 2020 is only starting to burst through the cracks
now. The money-printers in the US also started to cool off, meaning the ‘easy
money’ is being taken out of the economy and the cash that was thrown at these
tech darlings has dried up.
Investors who are currently invested in cash (both locally and offshore) are
stuck between a rock and a hard place. Leaving your money in cash will make it
susceptible to the inflation wolves and exposing your capital to the financial
markets seems like a sure way to lose your money as well. It is almost as
though investors need to make the following decision:
1.
LOSE 7% PER YEAR IN CASH, OR
2.
LOSE 17% A YEAR ON THE STOCK MARKET.
Building wealth for the long term eliminates option 1 above because inflation
is a guaranteed way of losing the purchasing power of your money. Keeping
capital in cash will get you nowhere. You are not taking on any risk and, hence,
will be rewarded as such. You must play the hand you are dealt.
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Investors looking for above-par returns will need to move their asset allocation higher up the risk curve to
avoid a stagnant portfolio. After all, the biggest risk is taking no risk at all.
THE ANSWER TO THIS PROBLEM? A STRUCTURED PRODUCT PROVIDES A CAPITAL GUARANTEE WHILE
PRESENTING UPSIDE EXPOSURE TO THE GLOBAL EQUITY MARKET.

WHAT IS A STRUCTURED PRODUCT?
A structured product is a five-year equity-linked investment product linked to growth in diversified
global equity markets. This structure is run by a given company (Investec, Momentum, etc.) and varies in its
structure and constitution. Various structured products are available in the market, some with more equity
exposure than others. Some products also have a different participation rate on the upside to their competitors. The initial investment period for these products is a term of five years.
Investec provides principal preservation of investors’ capital through its bond issuance, but only if held to
maturity. Profits on the product are locked in at each phase, meaning that when new shares are issued in the
company, whatever investors have earned until that point is preserved should they elect to hold the shares for
a second phase and not sell them.
For example, a structured product offered by Investec via the East Asian Growth Basket provides a 100% capital
guarantee at the maturity date after five years with a 40% basket growth cap. In simple terms, your return on
investment for the following three scenarios will be as such:
ASSUMED INDEX
LEVEL (INITIAL)

ASSUMED INDEX
LEVEL (CLOSE/ FINAL)

DEBT RETURN

BASKET RETURN %

OPTION RETURN WITH AT
LEAST 100%.
PARTICIPATION UP TO A 40%
BASKET GROWTH CAP

TOTAL SHARE
VALUE AT
MATURITY

100

50

100

-50

0

100

100

130

100

30

30

120

100

150

100

50

40

140



THE FIRST ROW:
Represents a downside scenario; the index returns -50% after five years, but the investor still has 100%
returned, due to the principal preservation.


THE SECOND ROW:
Represents a total return of 30%, and as such, the investor is provided with 130% of their starting capital.


THE THIRD ROW:
The index provided a 150% return over five years, and the client received 140% of their starting capital.
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WHAT IS THE GOAL OF A STRUCTURED PRODUCT?
The biggest competitive advantage of using a structured product is that the initial capital is guaranteed,
even if the investment value at the termination date is lower than the initial investment amount. See below
for a depiction of what happened to investors in the Investec Structured Product during the market correction in 2009.
MXWD INDEX—LAST PRICE 721.11

The value of a 100% capital protection at expiry.
The graph illustrates the volatility of the equity
markets. The red rectangular arear on the graph to the
left indicates a previous basket term (2007 to 2012).

Investors received their 100% capital back at expiry
even though there was a market correction and at
the end of the product term investors who owned
the indices in our share was some 44% down adding dividends back they would have been some
38% down.

Volatility affects investment returns, especially when investors react irrationally during volatile market
conditions, as we are currently experiencing. If an investor had to purchase protection on a Global Equity
Index, it would cost investors some 18% of their initial capital. Investors in structured products such as the
East Asian Growth Basket will not incur this cost.

WHO SHOULD CONSIDER THIS INVESTMENT PRODUCT?
Investors currently invested in cash are busy diminishing the buying power of their capital at approximately
6-8% per year, or even higher, in the current market and economic conditions. With the current spikes in
fuel price, inflation will most likely be higher for the short to medium term.
Therefore, alternatives need to be looked at from an investor’s point of view. Current market volatility is said
to remain a factor, at least in the short to medium term, and investors with a long-term investment horizon
who stick to their plan will reap the rewards. However, some investors are more risk averse by nature and do
not want to expose their capital to the full force of the financial markets. This is where these structured products add immense value to investors, by protecting their initial capital against the said volatility and giving
them excellent exposure to the upside risk in the portfolio.
Below is an excellent indication of the historical performance (November 2004 – March 2022) of a similar
structured product by Investec (the Optimal Investment Growth Basket). The graph indicates that with every
maturity/roll of the share the investor managed to lock in profits and reduce risk as the new expiry value at
maturity becomes the new 100% protected value of the new share at maturity (if investors elected to roll the
investment forward).
Because the investor has a known expiry worst-case value, he/she can avoid mid-term volatility. If markets
collapse, the investors can avoid loss by being paid out the minimum capital protected value.
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HISTORICAL SHARE PERFORMANCE
Optimal Investment Growth Basket Limited

£2,042
Min 105%
Even if the markets don’t recover
from the current levels the share
will mature at a minimum if £2,042
(105% of the Nov 18 maturity
value) as indicated by the red line
above.

INVESTORS ARE USUALLY FACED WITH TWO TYPICAL INVESTMENT CHOICES:
•
•

Investment in shares, which have historically provided a better return than interest, but with volatility
along the way and capital at risk; or
Investment in an interest-bearing investment or fixed deposit account in the bank.
The latter provides capital protection and known interest payments.

SUMMARY
Market volatility and market pullbacks, in this day and age, remain the best opportunity for investors to get
a good entry position into the financial markets. The current pullbacks should be seen as a good time to
increase certain market positions, especially for the long run.
Nevertheless, structured products also provide an excellent opportunity for the risk-averse investor who
does not want to expose all their capital to equity markets, especially on a global scale. Other investors might
have a short to medium investment objective and might simply not be able to expose their capital, in full, to
financial markets. The structured nature of these products mentioned above provides these investors with
the perfect opportunity to cash in on rising market opportunities while giving them the peace of mind of
protected capital at maturity, in the worst-case scenario.
Investing in these products should be done in conjunction with a professional financial/investment advisor,
as various structured products are available at different asset managers, with each having its own technical
differences.
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RUAN BREED IS AN ADVISOR AT BRENTHURST WEALTH STELLENBOSCH
BCom. Fin Science | CIMA Adv Dip MA | PGDip Investment & Portfolio Management
Ruan joined the Brenthurst Wealth Team in 2021 as an advisor/paraplanner and
currently works under the direct supervision of Sonia du Plessis and André Basson in
our Stellenbosch office.
He obtained his BCom (Financial Sciences) degree at the University of Pretoria in
2018. Consequently, he also enrolled with CIMA (Chartered Institute for Management
Accountants) as a prospective CGMA candidate and will complete all the relevant
CIMA exams.
He is also currently studying towards his Diploma in Investment Management at the
University of the Free State.
Ruan's previous experience includes "tax and advisory" at Crowe Tax and Advisory
Services in Stellenbosch.

Email: ruan@brenthurstwealth.co.za Tel: + 27 21 882 8706 | Cell: +27 82 551 3299
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