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Artificial intelligence can help to
materially improve the consistency
of achieving investment goals with
reduced downside risk, says Sanlam
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O ver the past 200 or so years the world
has been through significant change,
thanks to the advancement and

disruption of technology.
Starting with the industrial revolution of the

late 1700s through to the advent of the home
computer in the 1980s, the world wide web in
the 1990s and the mobile revolution of the
mid-2000s. These disruptions have shaped the
world we live in today.

TThe future is nowhe future is now
We are now moving into a new era that has
artificial intelligence (AI) at its core.
According to Forbes: “If there’s one thing the
world’s most valuable companies agree on, it’s
that their future success hinges on artificial
intelligence.”

The majority of industries are embracing AI
and machine learning (ML) to ensure their
client’s experience is the best it can be.
However, the mainstream asset management
industry is way behind the curve in
implementing AI.

The financial markets have been through
significant change in recent years and with
bond yields at all-time lows and equity
markets at all-time highs, an investment
strategy that worked in the past may not work
going forward, as has already been witnessed.

The financial markets have been through
significant change in recent years and with
bond yields at all-time lows and equity
markets at all-time highs, an investment
strategy that worked in the past may not work
going forward, as has already been witnessed.
Now is the time to challenge the status quo

of investing and take a closer look at an
investment strategy that automatically adapts
to deal with the new paradigm in markets.

To paraphrase a quote from Albert Einstein:
‘We cannot solve the problems of the future
with the solutions of the past.’

With this in mind, we believe that, as an
industry, we must embrace the technology of
the present and the future, and that is artificial
intelligence and machine learning.

Flawed assumptionsFlawed assumptions
There can be a structural disconnect between
what an investor expects and what asset
allocators/portfolio constructors provide.

An investor usually considers real capital
loss to be the number one risk. However, asset
allocators typically consider variation of
returns (often referred to as volatility/
standard deviation) to be their primary risk
measure.

‘IF THERE’S ONE THING THE
WORLD’S MOST VALUABLE
COMPANIES AGREE ON, IT’S THAT
THEIR FUTURE SUCCESS HINGES
ON ARTIFICIAL INTELLIGENCE’
Forbes



As an example of this, the Financial Express
Mixed Asset Cautious, Balanced and
Aggressive Sector volatilities over the past
decade have been 4%, 7% and 10% yet their
maximum drawdowns (possibility of capital
loss) were 16%, 30% and 40%*.

That is four times worse than investor
expectations.
It is also widely accepted that asset

allocation is responsible for the majority of
portfolio risk and return, not stockpicking.
Depending on the article, journal or other
research the number can be north of 90%*.

But in many cases asset allocation models
have wrongly assumed past and future asset-
and correlation risk to be the same and have
underestimated potential capital losses.

As an example of this, the MSCI World
Equity Index and Barclays Global Aggregate
Bond Index correlation 10 years prior to Sep
2008 was -0.21 but during the global financial
crises became 0.97*, nearly 100% correlated.

Therefore, what a client expects may not
always be achieved with traditional portfolios
as has been evidenced by the failure of
traditional portfolios during the crisis.

Addressing the discAddressing the disconneconnectt
To address these issues takes a fundamental
shift in the way portfolios are managed.

The client’s needs must come first, and that
means managing portfolios that actually
address their number one risk – loss of capital.
Complements of regulation, compliance and
adviser responsibilities like investor
suitability, portfolios will typically need to
conform to certain asset allocation boundaries
to be classified as conservative, balanced, and
aggressive etc.

As a result, the key to generating optimal
outcomes in terms of return and risk usually
comes down to the accuracy of asset
allocation, instrument selection and cost
management within those boundaries.

As a result, the key to generating optimal
outcomes in terms of return and risk usually
comes down to the accuracy of asset
allocation, instrument selection and cost
management within those boundaries.

AI provides a next-generation solution to
dynamically manage the asset allocation of
portfolios. Through a fully automated
investment process that uses multiple ML
technologies, an AI capability constantly
learns from large sets of data, deducing
evolving relationships and predicting expected
prices with a high degree of accuracy.

The ‘special sauce’ comes with the
introduction of an AI risk manager which
attributes weights intelligently across
instruments and asset classes. Its ultimate goal
is to achieve a certain minimum level of return
while also minimising expected portfolio
capital loss.

‘AI PROVIDES A NEXT-GENERATION
SOLUTION TO DYNAMICALLY
MANAGE THE ASSET ALLOCATION
OF PORTFOLIOS’
Piers FPiers Foox,x, head of marketing, Sanlam



Optimal instrumenOptimal instrumentsts
To provide the optimal outcome for clients, a
portfolio needs the right mix of performance
and fees from the assets it utilises.

• AActictivve fundse funds – trade once a day or less
and could be seen as expensive, many
also don’t often beat their benchmark.

• PPassiassivve fundse funds – trade once a day or less.
Are less expensive than active but are
generally more expensive than ETFs
due to the trading costs from the
constant rebalancing that needs to take
place.

• ExExcchanghange-traded funds (ETFs)e-traded funds (ETFs) – trades
throughout the day and are the most
liquid and lowest-cost investment fund
(not instrument). They can be traded as
easily as stocks, meaning they have
margin and trading flexibility that is
unmatched by passive or active funds.

‘MACHINES ARE NOT EMOTIONAL
AND, THEY LEARN ALL THE TIME
AND DO NOT FORGET’



We believe AI management combined with
cost-efficient ETFs provide an optimal mix to
help investors maximise their chance of
achieving the desired investment outcomes.

Adviser benefitsAdviser benefits
Apart from all the above-mentioned investor
benefits, AI portfolios provide an adviser with
a truly differentiated and next-generation
investor proposition.

Furthermore the portfolios can simplify the
client engagement process as the adviser does
not necessarily need to discuss global or
regional outlooks as politics, economic,
markets or instruments.

The reason for this is that the ML process
focuses on predicting week-on-week price
behaviour in a similar manner to how Google
or Amazon might predict an online search and
has the ability to process information far
above human ability.

The reason for this is that the ML process
focuses on predicting week-on-week price
behaviour in a similar manner to how Google
or Amazon might predict an online search and
has the ability to process information far
above human ability.

The machines (in ML) are not emotional, do
not suffer behavioural biases and, importantly,
they learn all the time and do not forget.

How SHow Sanlam is embracing AIanlam is embracing AI
At Sanlam, we have launched five AI
portfolios, which advisers can utilise as
standalone or complementary portfolio
solutions. They offer genuine diversification of
manager risk due to their material
differentiation and low correlation to other
traditional portfolio solutions.

The investment process focuses on the
minimisation of the depth and breadth of
portfolio drawdowns and derives its returns in
a different way to other investments as it
focuses on price analysis and prediction.

The investment process focuses on the
minimisation of the depth and breadth of
portfolio drawdowns and derives its returns in
a different way to other investments as it
focuses on price analysis and prediction.
Each portfolio’s objective is to provide peer-

group-leading risk-adjusted returns
irrespective of market conditions with a focus
on capacity for loss.

To adhere with regulation, compliance and
adviser responsibilities such as investor
suitability profiles, the Sanlam AI portfolios
have been designed within the asset allocation
categories of numerous jurisdiction specific
boundaries, including the UK, South Africa
and Australia, as well as the world-renowned
Morningstar Target Risk Indexes.

* Ibbotson, Roger G, and Paul Kaplan, 2000. 'Does Asset Allocation

Policy Explain 40, 90, or 100 Percent of Performance?'

For more information on the Sanlam AI portfolios, please contact

Gideon Nell, global head of sales.

T: +447825501195 (UK) E: GideonN@sanlaminvestments.com

https://www.sanlam.co.za/wealthsmiths/




THE ROAD AHEAD
Momentum is building in the arena of investment
outsourcing as the increasingly sophisticated solutions
on offer are driving change for good and freeing up
managers to do what they do best, says Mark Battersby
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M any financial advisers in international
jurisdictions are still at an early stage
when it comes to outsourcing parts of

the business so they can concentrate on what
they do best.

While light-touch regulations in certain
parts of the world mean advisers’ business
models are under less scrutiny than ‘tier one’
markets, there is no reason why this concept
should not be more widely adopted.

One obvious area to address is the
investment proposition and how to achieve
returns that will consistently match or exceed
client expectations.

AdvAdvanantage alttage alternaernativtivee
The resources required to do in-house
investment processes properly can make it
unrealistic for advisers to choose this option.

But the good news is there is an array of
outsourcing alternatives, including model
portfolios, risk-rated solutions and
discretionary fund management (DFM)
providers providing a way forward.

This guide drills down into what to look for
in a DFM service and how to avoid the pitfalls,
from the perspective of providers, financial
advisers and some seasoned independent
business consultants operating in this space.

The advantage of using risk-targeted
portfolios is also under the spotlight, with
insight into some sophisticated tools that look
at a multitude of scenarios before plumping
for the one that works best. We also look at
how to overcome the problem of bonds that no
longer seem able to perform that traditional
supportive role in a diversified portfolio when
equities fall back.

‘THE OVERARCHING MESSAGE IS
THAT EXPERTS CAN NAVIGATE THE
INVESTMENT DECISION PROCESS
WITH THEIR DEDICATED AND
SPECIALIST CAPABILITY SO MUCH
BETTER THAN AN IN-HOUSE MODEL’



The advantage of using risk-targeted
portfolios is also under the spotlight, with
insight into some sophisticated tools that look
at a multitude of scenarios before plumping
for the one that works best. We also look at
how to overcome the problem of bonds that no
longer seem able to perform that traditional
supportive role in a diversified portfolio when
equities fall back.

The overarching message is that experts can
navigate the investment decision process with
their dedicated and specialist capability so
much better than an in-house model.
However, the fees involved must also be

very carefully considered alongside the value
to the clients, and the ultimate benefits to the
financial adviser’s business model.

Multi-asset investing has had its share of
both good and bad publicity during recent
years and, as always, it is vitally important to
do all the necessary diligence in order to get to
grips with those strategies that are
intelligently managed.

Getting into the detail of which asset classes
have performed well or badly over various
timescales, such as gold and emerging market
equities is a further way of understanding how
to achieve a meaningful diversification.

VVenenturing fturing forthorth
One angle getting ever-increasing coverage is
the rise of so-called robo-advice and other
technology-related changes that are expected
to transform the financial services industry at
some point in the future.

There is still a way to go on this front but
this guide also ventures forth with a look at
how artificial intelligence can be used to
manage investment portfolios.

The financial services industry has not
always been at the forefront of technological
change in comparison with other sectors
where dramatic strides have taken place. But
some companies always stand out and there is
a definite momentum building, not only in
relation to the white heat of technological
change but also in the important arena of
investment outsourcing. LW

http://www.international-adviser.com

‘THE RISE OF ROBO-ADVICE IS
EXPECTED TO TRANSFORM THE
FINANCIAL SERVICES INDUSTRY AT
SOME POINT IN THE FUTURE’
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Thank you for reading

GUIDE TO
OUTSOURCING
INVESTMENT
To sign up to the International Adviser website and receive
email news bulletins, click the link below and fill out the
required details.

register.lastwordmedia.com/registration/internationaladviser

Cookies Terms Privacy P O W E R E D  B Y

http://register.lastwordmedia.com/registration/internationaladviser
/companies/58d933222adde4526c519001/info/cookies
/companies/58d933222adde4526c519001/info/terms
/companies/58d933222adde4526c519001/info/privacy
http://www.international-adviser.com

	Guide to outsourcing investment
	April 2017

	The road ahead
	Momentum is building in the arena of investment outsourcing as the increasingly sophisticated solutions on offer are driving change for good and freeing up managers to do what they do best, says Mark Battersby
	Advantage alternative

	‘The overarching message is that experts can navigate the investment decision process with their dedicated and specialist capability so much better than an in-house model’
	
	Venturing forth

	‘The rise of robo-advice is expected to transform the financial services industry at some point in the future’
	


	A view from the top
	Multi-asset investments can be easily matched to client risk profiles but managers must take an intelligent and forward-looking approach to get the most out of them, says Parala
	Multi-benefits

	‘Net flows to multi-asset products exceeded both equity and fixed income in 2013, 2014 and 2015’
	Steven Goldin, managing partner, Parala Capital
	 
	Skill set
	Best-in-class approach


	Redefining safe havens
	As riskier assets defy doomsday expectations amid global economic uncertainty, GAM warns investors not to be blindsided against opportunity in the search for a safe place to hide
	‘We all understand the logic of buying low and selling high but following this simple mantra in terms of investing is a very different matter’
	Douglas Branson, head of UK distribution, GAM
	Skewed logic
	Strange times

	‘Gold gets dug out of the ground in Africa, or someplace. Then we melt it down, dig another hole, bury it again and pay people to stand around guarding it’
	Warren Buffett
	Swings and roundabouts

	‘Safe haven investing provides guaranteed mediocrity in times of uncertainty. But this comes at a significant cost when riskier assets defy doomsday expectations’
	
	Guaranteed mediocrity?

	‘The alternative is to seek to reduce portfolio volatility through diversification, effectively making the issue of safe havens redundant in a medium-to-long term context’
	


	Relationship counselling
	Nicola Brittain talks to four consultants about the indomitable rise of investment outsourcing and discovers that finding the right DFM is a lot like dating
	Pressure points

	‘Artificial intelligence and technology will become a solution for advisers wanting low-cost investment management outsourcing’ 
	Brian Foster, coach and consultant
	System addict
	Relationship management
	Perfect fit

	‘Finding the right DFM is a lot like dating. Monitor the relationship and don’t underestimate the importance of taking the time to talk’ 
	Michelle Hoskin, founder and director, Standards International


	Kindred spirits
	When choosing a discretionary fund manager, says MitonOptimal, it’s all about shared values
	The great enabler

	‘A good DFM service should enable an IFA to delegate the decision-making of their clients’ portfolios’
	Simon Sharrott, director (Guernsey) and portfolio manager, MitonOptimal
	Economies of scale
	 
	A global perspective

	‘We consider the IFA-client relationship as sacrosanct. Our role is to enhance and complement this alliance’
	


	Take aim
	Risk-targeted portfolios can help clients make informed decisions based on a better understanding of the relationship between risk and return, says Old Mutual Wealth
	 
	The role of vol

	'A misunderstanding of risk is likely to lead to irrational investment decisions that result in poor outcomes relative to people’s hopes'
	Anthony Gillham, co-investment director, multi-asset, Old Mutual Wealth investment division
	Genuine diversification

	‘Investors must remain vigilant and aim to identify those relatively scarce assets with the scope to perform in a way that is truly uncorrelated with the major traditional asset classes, even as risk-aversion rises’
	
	Philosophy and tools
	 
	Changing circumstances

	‘Our investment philosophy is to generate consistent returns; offer investors some downside defence; and deliver genuine diversification’
	


	Let the good times roll
	A boon of outsourcing investment is that it frees up that most precious of commodities for an IFA – time. Dan Judge finds out more
	Leave it to the experts

	‘Outsourcing allows us to differentiate ourselves by bringing world-class managers to the client’
	Anthony Palmer, director of investments and products, Carrick Wealth
	 
	Performance anxiety
	Play to your strengths

	‘Outsourcing gives us more credibility and additional income. Tech companies, too, are beginning to offer new outsourcing solutions’
	Phil Neilson, chief executive and founder, Just Service


	The shape of things to come
	Artificial intelligence can help to materially improve the consistency of achieving investment goals with reduced downside risk, says Sanlam
	The future is now
	 
	Flawed assumptions

	‘If there’s one thing the world’s most valuable companies agree on, it’s that their future success hinges on artificial intelligence’
	Forbes
	Addressing the disconnect

	‘AI provides a next-generation solution to dynamically manage the asset allocation of portfolios’
	Piers Fox, head of marketing, Sanlam
	Optimal instruments 

	‘Machines are not emotional and, they learn all the time and do not forget’
	
	Adviser benefits
	 
	How Sanlam is embracing AI


	Rise to the challenge of change
	Market changes and regulatory pressures mean more advisers are seeing outsourcing as a way to help with the heavy lifting. Joe Tennant at Schroders looks at what else is behind the trend
	‘Is history anything to go by? While it doesn’t repeat, it does sometimes rhyme’
	Joe Tennant, product manager, Multi-Manager Diversity team, Schroders
	 
	The central bank effect

	‘More clients are moving to outsourcing as they recognise it can offer a much more agile approach’
	

	‘Outsourcing can help advisers provide a level of assurance to their clients that they are getting genuine diversification’
	
	Providing sanctuary


	Guide to outsourcing investment



