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Load shedding highlights the
importance of true
diversification. Investors
should spread risk across
asset classes, sectors,
currencies and geographies,
rather than simply using
multiple managers or
platforms, ensuring
portfolios remain resilient
when markets face pressure.
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WHAT
LOAD SHEDDING
TEACHES US ABOUT

DIVERSIFYING RISK

MARIA SMIT | CERTIFIED FINANCIAL PLANNER®, BRENTHURST PRETORIA

Just as households need a mix of solar, batteries and generators to stay
powered, investors need genuinely diversified assets to protect their
portfolios when markets come under pressure.

A PROPERLY SPREAD PORTFOLIO, ACROSS ASSET CLASSES, SECTORS
AND GEOGRAPHIES, IS WHAT KEEPS THE LIGHTS ON WHEN ONE
PART OF THE MARKET HAS A BAD DAY, SAYS THE AUTHOR.

Whenever the next electricity supply crisis hits, South Africans are soon
out looking for yet another backup system: solar, a battery, maybe a
generator too. You wouldn’t dream of relying on just one.

In investing, you should be doing the same thing: building in safeguards to
prevent a total blackout should financial markets plummet. And the best
way to do that is to build the same kind of backup mix in your portfolio.

KNOW WHAT AND HOW TO DIVERSIFY

Continuing the electricity analogy, | like to think of solar panels as the
listed shares in your portfolio. Just like solar panels make their own power
from something predictable — the sun’s power — so shares grow your
capital over time, powered by expanding economies.
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Batteries, on the other hand, don’t make power, they store it. That’s your cash and money market investments.
You need this close by for when things go wrong, but it’s not going to grow your wealth on its own. And then, a
generator gives you steady, reliable power for as long as you keep feeding it fuel. That’s bonds and other
income investments, which are known to be dependable when things get shaky.

But here’s what a lot of people get wrong with backup power and with money: buying panels from three
different installers or splitting your battery backup across three different suppliers might feel like you’ve
spread the risk of them failing. But if all you own is solar, a cloudy week affects every panel you have, no
matter which supplier installed it. Three invoices from three suppliers are not the same as three different
sources of power. And that’s a mistake some investors make too — believing that using different investment
platforms or managers will help spread the risk.

Real backup, at home or in your portfolio, comes from mixing genuinely different sources. How much you
hold in shares, cash and bonds should match your own goals and how much risk you can carry, not just
repeat whatever worked last year.

QUANTITY VS QUALITY

Proper investment diversification comes from what you own, not from the number of platforms or managers
you use. The real question you have to ask yourself is: will everything | own be hit by the same event, at the
same time?

So, instead of counting the number of different accounts, funds or unit trusts you hold, look at the underlying
sources of investment growth.

» Different asset classes, shares, bonds, property and cash, not just shares wearing different labels.

« Different sectors, to ensure that one industry’s bad year doesn’t take your whole portfolio down with it.

» Different currencies and geographies, so that a weak rand or a slow local economy isn’t the only risk your
money is exposed to.

A properly spread portfolio, across asset classes, sectors and geographies, is what keeps the lights on when
one sector of the market has a bad day. That’s worth checking this week. Not because your instincts about
diversifying were wrong, but because the real work happens in what you own, not in how many places
you’ve put it.
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