
ALTERNATIVE EQUITY INVESTING ON THE RISE AS ACTIVE FUND 

MANAGERS DISAPPOINT 

Traditional active asset managers have added very little value relative to their market 

capitalisation weighted benchmarks over the last 10 years. As little as 25% of the unit trust 

funds in the ASISA South African Equity General Sector outperformed the FTSE/JSE All 

Share Index (ALSI), while a disappointing 12% outperformed the FTSE/JSE Shareholder 

Weight Index (SWIX) 

Funds that did outperform over the last 10 years were only a touch above market returns. 

This has resulted in the rapid growth of alternative equity index investing – an innovation that 

fills the gap between active and passive investing. This trend has significant implications for 

both investors and active investment managers. 

The popularity of passive investing has traditionally been driven by the low fees that come 

with a promise to simply track the performance of a market index, and the fact that the 

majority of active asset managers battle to consistently outperform the market. 

The shift to passive investing has continued given that unit trust index tracker funds are good 

building blocks that offer cost effective diversification while eliminating the risk of 

underperforming the market index. Index tracker ETFs have been another recipient of flows, 

however, these vehicles have many hidden costs that are not reflected in the total expense 

ratio (TER). 

As the next stage in this process, alternative equity index investing offers the benefit of 

active returns with the diversification and low cost advantages of passive investing. 

New generation products that span the middle ground between pure passive and active 

investing include so-called “smart beta” funds that track a bespoke index. 

These funds will consider anything other than market capitalisation in weighting their 

holdings, compared with passive strategies that use the market capitalisation of a share to 

determine its size in the index. 

Mario Fisher, Portfolio Manager and Analyst at Prescient Investment Management, 
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commented: “Being concentrated in the largest market cap shares leads to poor 

diversification and an inefficient allocation of risk. Also, market cap indices do not take 

cognisance of the valuation of shares, leading to expensive stocks being overweight and 

cheap stocks being underweight. 

“So, while beta is exposure to market risk, smart beta moves away from cap weighting to 

selecting shares according to factors that bring enhanced diversification and which have 

proven to outperform market cap weighted indices – for example, dividends, earnings, free 

cash flow, volatility and sentiment. 

He says smart beta is not a new concept, and there is nothing new about investing based on 

differentiated factors and weightings, a process Prescient Investment Management has 

followed since inception of the Prescient Equity Fund more than eight years ago. 

It is important to understand that while smart beta strategies do outperform market indices 

over the long-term, they won’t always outperform over the short-term. The performance of 

value and sentiment strategies is cyclical, and high dividend funds also have their cycles of 

out and underperformance. 

In terms of managing the cyclical tendencies of these strategies, the Prescient Equity Fund 

provides a solution to investors by employing and combining strategies to manage risk and 

performance relative to the market benchmark. 
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 Prescient’s subsidiaries include: Prescient Investment Management (SA), Prescient

Securities, Prescient Management Company, Prescient Life, Prescient Fund

Services, Prescient Fund Services (Ireland) Prescient Wealth Management,

Prescient Profile, and EMHPrescient Investment Management.

 Prescient Investment Management is a signatory to the United Nations Principles of

Responsible Investing (UN PRI) and pledged to the Codes for Responsible Investing

in South Africa (CRISA). 

 The Prescient Global Income Fund, now known as the Prescient Global Income

Provider Fund, was ranked by Morningstar as the 7th top performing fund for 2015.

 More recently, the Prescient Income Provider Fund won the Raging Bull Award

for the Best South African Multi-Asset Income Fund, Best South African

Interest-Bearing Fund as well as a certificate for the Best South African Multi-

Asset Income Fund on a risk – adjusted basis over five years to December 31,

2016. 

 Morningstar data also confirmed that The Prescient China Balanced Feeder Fund

has been the top performing South African domiciled fund for the second year in a

row.

 Prescient Investment Management was the first institution in Africa to be granted a

Qualified Foreign Institutional Investor (QFII) licence by the China Securities

Regulatory Commission (CSRC).

 Prescient Investment Management was named Overall Investments/Asset Manager

of the Year at the Imbasa Yegolide Awards 2011, Absolute Return Manager of the

Year in 2013 and Bond Manager of the Year and Responsible Service Provider of the

Year in 2015.

 The full details and basis of the award can be obtained from the fund manager.

 For any additional information such as fund prices, brochures and application forms,

email info@prescient.co.za or visit www.prescient.co.za

 Prescient Investment Management Ltd, is an authorised financial services provider

(FSP 612). Collective Investment Schemes in Securities (CIS) should be considered

as medium to long-term investments. The value may go up as well as down and past

performance is not necessarily a guide to future performance. CIS’s are traded at the

ruling price and can engage in scrip lending and borrowing. Performance has been

calculated using net NAV to NAV numbers with income reinvested. There is no

guarantee in respect of capital or returns in a portfolio. Prescient Management

Company (RF) (Pty) Ltd is registered and approved under the Collective Investment

Schemes Control Act (No.45 of 2002). For any additional information such as fund

prices, fees, brochures, minimum disclosure documents and application forms please

go to www.prescient.co.za
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