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Stonewood Global Adventurous Fund – 1st  Quarter 2021 Review 
 

Table 1: Fund performance review – period ending 31st March 2021 

Return periods Adventurous Fund  
Morningstar ® Moderate Target 

Return Index*  

Latest month return 0.38% 1.57% 

Year to date return 1.15% 2.17% 

Rolling 6 months 9.33% 12.64% 

Rolling 1 year 25.40% 33.07% 

Annualised since inception* 4.30% 22.4% 

Largest rolling 12m return 23.90% 33.10% 

Lowest rolling 12 return (3.90%) 3.70% 

 

Source: FactSet, Stonewood Wealth     * inception date of the fund: 30 June 2019 

2021 started with some good news around the world as large scale COVID vaccination programs commenced. These 

have not been without their issues but overall, the world is a much better place than it was 6 months ago in terms of 

the trajectory of the virus and the expectation of a timeframe within which we will return to some semblance of 

normality.  

Of course, this optimism is not equally distributed. The same can be said about the rollout of the vaccine programs 

globally. The developed world on aggregate is likely to emerge from this far sooner than the emerging world.  

Equity markets have continued to be the primary drivers of returns in the last quarter. Although we have seen a 

rotation out of growth and tech counters into the value and smaller cap segments of the market.  This rotation is due 

to the sense that markets and economies are starting to resume normal activity globally and many of the industries 

and sectors that were impacted worst are now offering interesting entry points considering they are unlikely to 

become irrelevant or obsolescent.  

The big concern that seems to be top of mind is the risk of increased inflation across the globe. As a result of these 

concerns, we have seen yield curves across the globe steepen and fixed income/Treasury markets sell off during the 

first quarter. Duration has not been rewarded in the first three months of the year and traditional diversification 

assets like fixed income and gold have been detractors from market performance.  

The portfolio remains underweight equity relative to benchmark with an average exposure to global equities around 

the 45% mark relative to the 60% exposure in the benchmark. This underweight explains a large percentage of the 

underperformance relative to the benchmark. We have however created some security selections and style selection 

alpha over the period as the value positions within the equity allocation have outperformed their respective equity 

benchmarks. 

The portfolio is reviewing the long-term strategic allocations in the portfolio over the coming quarter and any 

changes will be communicated to investors in our next investor communication.  
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David or Goliath? 

The Case for Emerging Markets 
 

 

Source: chrisart.com 

 

A tale as old as time is the story of David and Goliath. We all know this story well and it is a feel-good story about the 

underdog defying the odds and defeating the incumbent champion.  

In modern investment markets the countries that make up the Emerging Markets (EM) basket are often considered 

the smaller, less developed and less attractive segment of the investable universe. The “David” in our metaphor. 

The “Goliath” on the other hand comprises of the large, Developed Markets (DM) that have been at the centre of 

trade, money and development for the better part of the last few hundred years.  

The quality of life and the per capita income of citizens in the DM’s is often incomparable to that one would find in 

most EM’s. Emerging markets are exactly as the name says, emerging. Which means they come with a host of issues 

(just to name a few):  

• Foreign Exchange Risks  

• Poor Liquidity 

• Governance Issues 

• Political Risk 

• Lack of transparency  

As a result of this, many investors often prefer to wait until the countries/companies that fall into the emerging 

market basket become developed or “investable.” 

The case for EM is however compelling and offers investors with an opportunity to harvest returns that have been 

seen in the earlier years of growth experienced by the now developed world.  

The trajectory over the last 10 years however has not been in favour of EM relative to their DM peers, as evidenced 

in the charts below.  
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Chart 1: EM performance relative to DM (Prices in USD, Last 10 Years) 

 

Source: FactSet, Stonewood Wealth 

Chart 2: DM’s and EM Performance (Prices in USD, Last 10 Years)  

 

Source: Factset, Stonewood Wealth 

To summarize the two charts above. EM has not rewarded investors over the course of the last 10 years. Before the 

case for EM’s is dismissed, it is worth pointing out that over certain periods EM’s have delivered on their potential, 

as evidenced by the charts below.  
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Chart 3: EM Outperformance vs DM – 1991 to 1997 

 

Source: Factset, Stonewood Wealth 

Chart 4: EM Outperformance vs DM - 2001 to 2008 

 

Source: Factset, Stonewood Wealth 

Over the long-term, the differentiating characteristics of EM’s relative to DM’s are likely to add to investment 

portfolio returns. We argue that the period ahead offers some support for why David may get the better of Goliath. 

A few of the structural, fundamental or sentiment related reasons why we believe this may be the case are covered 

here:  

A. USD Weakness  

The USD has been the global safe-haven currency since the end of the Gold Standard in 1976. It coincided with 

the US rising as the world’s most dominant economy. The US has maintained that position ever since. The USD 

has gone through periods of weakness and strength since but overall has remained a very strong currency. In 
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recent years, the unprecedented amount of economic stimulus that has been put into the US system via the 

Federal Reserve since the 2008 GFC has created some cause for concern. The ability for the US to continue to 

print money indefinitely and for that money to hold its value is being questioned. This coincides to some extent 

with the rise of China as the possible new global economic superpower and the fact that the US seems to be very 

late in its long-term debt cycle.   

The USD displayed some weakness through the course of 2020. Despite a slight bit of USD strengthening in early 

2021, the amount of stimulus both monetary and now the possibility of large-scale fiscal stimulus, leads the 

world to believe that the Dollar may continue to decline relative to a basket reserve and trade currencies in the 

years to come.  

Chart 5: USD Index Relative to a basket of foreign currencies (April 2020-April 2021) 

 

Source: Factset, Stonewood Wealth 

EM’s tend to do exceptionally well when the USD weakens as evidenced by the chart/images below. If the Dollar 

continues to weaken as a result of the increase in money supply and stimulus measures deployed by the US we 

could see the valuation gap between DM/US markets and EM close considerably.  
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Chart 6: USD Dollar Strength and EM Relative to DM Equity Performance 

 

Source: Factset, Stonewood Wealth 

Table 2: Average annual return of various asset classes in appreciating or depreciating USD environments.  

The Dollar’s impact on Asset Classes (average annual returns, 1974 – 2019) 

Asset Class Years when the Dollar is up Years when the Dollar is down 

Gold -0.8% 17.6% 

S&P 500 10.8% 12.9% 

Foreign Stocks 2.0% 18.6% 

Emerging Markets 2.7% 22.5% 
 

Source: A Wealth of Common Sense, Ben Carlson 

B. Demographics  

DM’s on aggregate are aging populations. The problem with that is that an older population is a less productive 

population, and less productivity leads to lower growth and often deflationary forces.  

This has long been the case and the wheels of motion move slowly on this point for obvious reasons but the 

average age of the two buckets will play a large role in the growth potential of the respective buckets over the 

coming decades.  

In India the working population aged 20-64 will likely grow by around 20%-30% in the next 40 years. The 

opposite is true for Japan where the working population is expected to plummet by around 35% over the same 

time period. See a breakdown of DM vs EM working population in the chart below: 
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Chart 7: Change in % of working age population between 2020-2060 

 

Source: Visual Capitalist, The problem of an aging global population 

Although before we draw any conclusions the starting point of a given population is also an important point to 

consider.  

Chart 8: Change in number of elderly persons per 100 people in the work force between 2020 & 2060 

 

Source: Visual Capitalist, The Problem of an aging global population 

For example, chart 8 above shows that the Brazilian working age population is likely to shrink by around 10% in the 

next 40 years. The starting point however is key. Brazil will only have around 50 people older than 65yrs per 100 

working age people by 2060 and is currently around 20 per 100. If you compare this to Italy that already has around 

40 per 100 and will have around 75 per 100 in the same timeframe you can see the demographic boost EM’s have in 

terms of labour’s contribution to growth potential. There is a very clear drag expected that will be imposed on DM 

economies which will have to shoulder the increased costs of supporting an older population. EM on the other hand 

will have an increasing working age population which should have a material positive impact on consumption and 

growth. 
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C. Superior Growth Expectations 

EM have always garnered a higher return expectation relative to DM. This is due to the fact that there is so much 

latent growth potential in these countries and markets as they modernize and pull their populations into the 21st 

century.  

The traditional security market line (SML) on assets assumes that equities should earn a higher return over time 

relative to bonds in order to compensate investors for the additional risks of investing in equity.  

The same can be said for EM’s. Investors should expect to receive greater reward for taking the additional risk of 

investing in markets that carry risks that EM's carry relative to DM’s. These risks include foreign currency risk, 

illiquidity, political risk and a host of others.  

This does not always play out as expected or in a linear fashion and therefore investors need to ensure that they 

understand the long-term thesis in order to hold the investment even in periods where the increased risks manifest.  

This is evidenced below in the last 10 years, despite the expectation of higher returns for investing in EM. The last 10 

years we have seen DM outperform EM and therefore one could argue that the thesis has not in fact played out.  

Table 3: Select global equity index returns (April 2011 – April 2021) 

Historical returns for the last 10 years 

Index Name Cumulative return (%) 

MSCI World 122.9% 

MSCI World (ex-USA) 32.6% 

MSCI Emerging Markets 15.6% 

Source: Stonewood Wealth, Factset 

This period of underperformance can perhaps be explained by the strength of the USD over this period which 

appreciated 21.6% as represented by the US Dollar Index.  

The other detracting factor is the sublime performance of the US equity market over the same period. A point that 

will be covered below.   (Section D : The US has been a Proxy for DM’s) 

As a result of this return disparity DM valuations are well beyond their long-term averages. This is especially true for 

the US equity market.  

The chart below shows the relative CAPE Ratios (Cyclically Adjusted Price Earnings Ratio) for the major equity 

markets as of March 2021. Current valuations are depicted by the blue triangles and the light red candle/box shows 

the valuation normal ranges, with the white bar in the red candle/box showing the long-term median.  
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Chart 9: CAPE Ratio for Equity Markets  

 
Source: Research Affiliates, Asset Allocation Tool 

 

The conclusion from this chart is relatively intuitive in our view. US markets overall are at heightened valuations 

relative to their past. While DM’s outside of the US do provide a more realistic valuation entry point, they remain 

exposed to  the headwinds that DM equity markets are likely to face in the coming decades. EM markets are very 

close to their long-term average valuations and because of the higher economic growth expectations, the possibility 

of a weaker dollar and increased search for yield we expect EM markets to be a much more attractive equity 

investment despite the last 12 months of good performance experienced in EM equities.  

 

D. The US has been a Proxy for DM’s 

 

The US Market makes up roughly 65% of the Develop Market basket with Japan making up about 7,5%, the UK is 

around 4,3%, France 3,3% and a host of other countries that make up the remainder. These are not insignificant on a 

global scale but relative to the US they simply don’t move the needle.  

Our concerns around equity valuations overall are well understood by most that have been invested with us for a 

while. Our concerns although valid across almost the entire broad equity market spectrum are more serious when 

you look at the US Market. If one looks at the often-cited Shiller CAPE Ratio and the return regression of the US 

Market from various CAPE Ratio starting valuations(below) there is certainly good reason to believe that the US 

Equity Market is unlikely to deliver above average outcomes in the next decade. In fact, one could comfortably it is 

easy  make a case for negative real-returns from current valuations over the next decade (although that is a 

discussion for another day)  
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Chart 10: Shiller cyclically adjusted PE multiple (CAPE) over time 

 

Source: Factset, Stonewood Wealth 

Chart 11: Correlation of Cyclically Adjusted PE ratio and subsequent ten-year returns 

 

Source: Factset, Stonewood Wealth 
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to look at the impact that China has had on other EM’s via their “Belt and Road” initiative which has seen huge 

amounts of FDI in other EM’s which ultimately will benefit China at the expense of DM’s.  

China has its critics and its own issues but in terms of looking at the case for EM, looking at China is very important.  

China has become a net importer and “Made in China” has fast become “Consumed in China.” As a result, China is 

importing goods and the demand emanating from China is growing other EM’s. This is because of the fact that many 

of the EM countries provide the good and services demanded by China.  

This is not only commodities/resources, but commodities do tend to benefit from increased Chinese demand. The 

chart below shows that when Chinese imports increase EM Markets tend to perform well.  Although not perfectly 

correlated it is interesting to see the directional nature of these two chart lines.  

 Chart 12: Net Chinese Imports and EM Price Performance (Last 20 years) 

 

Source: Factset, Stonewood Wealth 
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Chart 13: Commodity Prices and EM Market Performance  

 

Source: Factset, Stonewood Wealth 

 

Conclusion 

The case for EM is a compelling in both the short term and long term. Often it tends to be one or the other but as a 

house we believe an increased allocation to EM in the current valuation and economic environment is logical.  

Over the long run EM should provide higher returns as compensation for the increased risks that come with 

investing in these areas while benefitting from the tailwinds of being an emerging market.  

In the foreseeable future EM offers a far more reasonable entry point than DM or US equity markets based upon 

various measures. So, even if only, on a relative basis EM looks like a much more prudent equity segment to deploy 

capital.  

The case for EM is further boosted by: 

• the possibility of continued USD weakness which could continue while stimulus measures in the US remain in 

place and Debt/GDP continues to grow or remains at elevated levels.  

• The perception that commodity prices will rise as demand in the post-COVID economy picks up and supply 

remains constrained. Infrastructure projects are expected to be required across global economies in both 

the public and private sectors. Infrastructure expenditure is also expected to be part of the planned fiscal 

stimulus measures implemented by governments to stimulate the recovery and create economic growth 

multipliers. 

• The continued rise of China as the global economic superpower and the consumption expectations coming 

out of China.  

• The ability for EM’s to leapfrog DM’s in many aspects due to demographic and technological adoption 

making convergence of EM to DM faster than we have experienced in the past.  

 

While we believe there are some nuances that make EM more difficult to navigate, we believe that an increased 

allocation to this broad asset class within the equity bucket is difficult to argue against other than by perhaps 

pointing at historical returns of the last 10 years or so.  
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The exposure to this asset class will be achieved via a combination of passive and active exposures. Passive for 

market beta and active management where we believe country specific or region-specific alpha opportunities exist.  

The metaphor of David and Goliath assumes that David is the underdog and achieves the almost impossible. Our 

view is that David (EM Markets) have been materially underappreciated and the odds are not correctly calculated. 

Therefore, the probability of David beating Goliath is probably higher than it has been for much of their histories. I 

guess this makes it as a good a time as any.  
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Notes and Disclaimers 

STONEWOOD WEALTH MANAGEMENT INTERNATIONAL LIMITED is a private company incorporated in Guernsey with registration number 53174 and is licensed 
by the Guernsey Financial Services Commission under The Protection of Investors (Bailiwick of Guernsey) Law, 1987, as amended to carry out the restricted 
activities of promotion, subscription, registration, dealing, management, administration, and advising for category 1 (collective investment schemes) and category 
2 (general securities and derivatives) controlled investments with license number 2011371 

Stonewood Global Adventurous Fund is a cell of Stonewood Global Fund PCC Limited, which is an open-ended collective investment scheme, constituted as a 
protected cell company under the Companies (Guernsey) Law, 2008, as amended, registered with limited liability with registration number 59227. The Fund is 
only available to qualified investors. The Fund is not available to US Persons and US based investors. This document does not constitute an offer, solicitation or 
recommendation to invest or buy shares in the Fund.  

No responsibility can be accepted for any consequential loss arising from the use of this information. The information is expressed at its date and is issued only to 
and directed only at those individuals who are permitted to receive such information in accordance with Guernsey laws and regulations. In some countries the 
distribution of this publication may be restricted, and it is your responsibility to find out what those restrictions are and observe them. Stonewood Wealth 
Management International Limited cannot be held liable for a breach of such restrictions. Please always refer to the Fund’s prospectus. The Commission has not 
reviewed this document and does not vouch for the financial soundness of the Fund or for the correctness of any of the statements made or opinions expressed 
with regard to it. This publication is directed solely at qualified investors. Investors of the Fund are not eligible for the payment of any compensation under the 
Collective Investment Scheme (Compensation of Investors) Rules 1988 made under the Protection of Investors (Bailiwick of Guernsey) Law, 1987 as amended. 

Any offer can only be made subject to the terms and conditions of the Offering Memorandum and only in any jurisdiction where it is lawful to do so. Past 
performance is no guarantee of future returns. The value of investments and the income from them may go down as well as up and investors may not receive 
back their original investments. 

All statistical data and Fund performance in this document is unaudited and has been extracted and calculated from the records and reports of the Fund’s 
Administrator. 

Risk and Reward Profile 

The Summary Risk Indicator table is a guide to the level of risk and volatility of this product compared to other products. It shows how likely it is that the product 
will lose money because of movements in the market or the type of underlying assets in which the fund invests. The shaded area in the table below shows the 
Fund’s classification on the Summary Risk Indicator. 

 

This Fund is classified as 3, which is a medium-low risk class. This rates the potential losses from future performance at a medium-low level, and poor market 
conditions are unlikely to impact the amount you could get back. The risk and reward profile is calculated using historical data which may not be a reliable indicator 
of the fund’s future risk profile. The risk and reward category may shift over time and is not a target or guarantee. 

Investment in the fund carries with it risks which may not be adequately captured by the indicator. These include market risk, currency risk, operating risks and 
custodial risks amongst others. For more details, please refer to the section in the fund’s Scheme Particulars entitled “Risk Factors”.  

South African Investors 

Stonewood Global Adventurous Fund is approved in terms of section 65 of the Collective Investment Schemes Control Act (2002) for marketing and distribution 
in the Republic of South Africa. This Factsheet is a Minimum Disclosure Document (“MDD”) as required by the Financial Sector Conduct Authority (“FSCA) of South 
Africa.  

Collective Investment Schemes are generally medium to long term investments. The value of shares in the Fund may go up or down and past performance is not 
necessarily an indication of future performance. Neither The Manager nor the Fund provides any guarantee with respect to the capital or the return of the Fund. 
Collective Investments are traded at ruling prices and can engage in borrowing and scrip lending. A schedule of fees, charges and maximum commissions is available 
on request. The Manager reserves the right to close the Fund to new investors and reopen the Fund from time to time in order to manage the Fund most efficiently 
in accordance with its mandate. Additional information, including application forms and annual or quarterly reports can be obtained from the Manager free of 
charge. Should a performance fee be applicable, the performance fees will be calculated and accrued in accordance with the Funds Offering Memorandum. The 
Performance fee shall be calculated and accrued weekly in arrears and paid to the Manager out of the Fund’s assets by the Administrator within 14 days. The 
performance is equal to the agreed percentage of the total amount by which the net asset value per share exceeds the high-water mark adjusted by the Benchmark 
Return compounded for each period since a Performance Fee was last paid. The Fund has a higher risk and potentially higher reward profile and there are 
substantial risks attached to investing in the Fund which are disclosed in the Fund’s Offering Memorandum. In addition Investments in foreign securities may 
include additional risks such as potential constraints on liquidity and repatriation of funds, macroeconomic risk, political risk, foreign exchange risk, tax risk, 
settlement risk as well as potential limitations on the availability of market information. 
 

Performance figures quoted for the portfolio are calculated by the Manager based on data provided by the Administrator as at the date of this document for a 

lump sum investment, using NAV-NAV with income reinvested and does not take any initial fees into account. Income is reinvested on the re-investment date. 

The latest returns are calculated on a rolling basis, using the independently verified price that is nearest to the required starting period. Annualised returns show 

longer term performance rescaled to a 1 year period. Annualised return is the average return per year over the period. Actual annual figures are available to the 

investor on request. Actual investment performance may differ as a result of initial fees, the actual investment date, dividend withholding tax and other costs 

specific to the investor and past performance is not necessarily an indication of future performance or returns. The Manager has taken all reasonable care to 
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ensure that the information contained in this promotion is accurate at the time of publication and no representation or warranty express or implied, is made as 

to the accuracy, reliability or completeness of such information. 

The Total Expense Ratio (“TER”) is a measure of how much of a fund’s assets are relinquished as payments for services rendered in the administration of the 

fund. Transaction Costs (“TC”) are a measure of the costs incurred in buying and selling the underlying assets of the fund. Both the TER and TC are expressed as a 

percentage of the monthly NAV of the fund calculated over the last 12 months. A higher TER does not necessarily imply a poor return, nor does a low TER imply 

a good return. The current TER and TC may not necessarily be an accurate indication of future TERs and TCs. A schedule of fees and charges and maximum 

commissions is available on request from the Manager. 

The Fund does not pay a dividend and there have been no distributions since inception of the Fund. 

The Fund’s share prices are obtainable weekly from the Manager on request and are published weekly on Morningstar. 

Representative Office: Boutique Collective Investments (RF) (Pty) Ltd, 81 Dely Road, Hazelwood, Pretoria, 0081, South Africa with registration number 

2003/024082/07 and Telephone Number +27 21 001 7500. 

Benchmark information 

The Benchmark for the Fund is the Morningstar® Moderate Target Risk Total Return Index. Index performance is hypothetical and is shown for illustrative 

purposes only. You cannot invest directly in an index. The Morningstar Target Risk Index family is designed to meet the needs of investors who would like to 

maintain a target level of equity exposure through a portfolio diversified across equities, bonds and inflation-hedged instruments. The Morningstar Moderate 

Target Risk Index seeks approximately 60% exposure to global equity markets. 

Sources 

© 2020 Morningstar, Inc. All Rights Reserved. The information contained herein: (1) is proprietary to Morningstar; (2) may not be copied or distributed; and (3) 

is not warranted to be accurate, complete or timely. Neither Morningstar nor its content providers are responsible for any damages or losses arising from any 

use of this information. Past performance is no guarantee of future results. 

MSCI World Index: MSCI Inc. “MSCI” is a trademark of MSCI Inc. and is used by Stonewood Wealth Management International Limited under license. Neither MSCI 

nor any other party involved in or related to compiling, computing or creating the MSCI data makes any express or implied warranties or representations with 

respect to such data (or the results to be obtained by the use thereof), and all such parties hereby expressly disclaim all warranties of the originality, accuracy, 

completeness, merchantability or fitness for a particular purpose with respect to any of such data. Without limiting any of the foregoing, in no event shall MSCI, 

any of its affiliates or any third party involved in or related to compiling, computing or creating the data have any liability for any direct, indirect, special, punitive, 

consequential or any other damages (including lost profits) even if notified of the possibility of such damages. No further distribution of the MSCI data is permitted 

without MSCI’s express written consent. 

PLEASE NOTE ALL INFORMATION CONTAINED HEREIN IS FOR INFORMATION PURPOSES ONLY AND IN NO WAY SHOULD BE CONSTRUED AS SOLICITATION FOR 
INVESTMENT. PLEASE SPEAK TO YOUR FINANCIAL ADVISORY IF YOU WISH TO INVEST IN ANY OF THE PRODUCTS REFERRED TO HEREIN. 
Stonewood Asset Management (Pty) Ltd is a company incorporated under the laws of the Republic of South Africa with registration number 2010/014548/07 and 
is licensed by the Financial Sector Conduct Authority in South Africa as an authorised financial service provider with license number 45170 
 

 


