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It is fair to say that 2021 was an extraordinary year in so many ways. Ex-US
president Donald Trump refused to admit defeat in the US presidential election,
the US finally withdrew its forces from Afghanistan, the Olympics took place in
Tokyo two years later than planned and chaos erupted when one of the world’s
largest container ships blocked the Suez Canal for six days - to name but a few
examples (and not even including the continued Covid-19 lockdowns globally).
From a market perspective, there were definitely a few landmines but there was also
ample opportunity and money to be made. Overall markets were kind to investors
and 2021 had one of the lowest annual volatility levels and performance drawdowns
on record.
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Fast forward to four months into 2022 and we are back to a period where market
volatility and uncertainty are the order of the day. Investors are navigating their way
through a time when it feels like everything is going up (and not in a good way) –
inflation, interest rates, the oil price, geopolitical tension and possible rate hikes, to
name a few. Understandably, clients are asking “where to from here?”.
Today, more than ever, there are enormous pools of capital that are driven by
sophisticated algorithms and aided by leverage. Should sentiment be swayed in any
one direction, be it via a constant flood of news headlines and/or Robinhood traders,
price movements can be amplified in magnitude and speed from one day to the next.

For Financial Advisors and their
Clients

Howard Marks once said that no one can succeed in predicting things that are heavily
influenced by randomness. And the world today is filled with randomness. Over time,
humanity has developed highly sophisticated financial models to predict anything
from currencies to GDP and so too, very comprehensive risk management tools
which are widely used. Still, none of these sophisticated systems could predict that
Covid-19 would bring the world to its knees, or that Russia would invade Ukraine and
the massive repercussions that would follow for capital markets.
It is easy to fall into the trap of thinking the world is unusually complicated these days
and to long for simpler times. At times like this I think back to lyrics from a song by
famous country singer Kenny Rogers - “They don’t make ’em the way they used to”.
While the troubles of today usually seem very difficult at the time, and we often like
to remember the halcyon ‘earlier’ days, the past certainly wasn’t as comfortable as
we remember it, and there were often more challenges than we recall.

Page 2 of 4

Take the long view | May 2022

Page 2 of 4
Page 2 of 4
Page 2 of 4

What to do about short term volatility?
Markets are inherently unpredictable in the short term; the range of outcomes is
wide and investors have very little advantage in trying to predict what will happen
from one day to the next.
The chart below shows you the range of possible outcomes over any rolling one-year
period per asset class that is broadly investible from a Rand perspective. The green
dot is the average annual one-year rolling return per asset class. What is quite clear
is that the variability in returns is far greater than one would think. Emerging market
equities for example have gone from -40% to +60% in one year, giving it a 100%
variability rate. That is pretty extreme.

Source: Morningstar Direct. Data as at 31 March 2022. Past performance is not an indication of future returns. For
illustrative purposes only. *Note: Emerging markets equity data ranges from the earliest track record data available
from 31 March 2012 to 31 March 2020.

What about the long view?
If you look at the same graph, but on a rolling 10-year basis instead, the picture looks
materially different. Two observations that can be made from the graph below 1.
All asset classes are positive over any 10-year rolling period.
2.
The variability in returns is drastically reduced.
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Are markets more predictable over the long term?
Yes, markets are more predictable over the long term and the reason for this is that
ultimately the price of securities is driven by fundamentals (earnings growth,
inflation, starting valuation). That is why at Morningstar we spend very little time
trying to predict the near-term future, and we don’t try and forecast geopolitics or
macro factors.
We rather choose to invest our time in understanding the fundamental drivers of
companies, sectors, asset classes and regions through our Capital Markets
framework.
So where does that leave us?
Markets are and will always be complex. There is a constant oscillation between
euphoria and depression and/or celebrating positives and obsessing over negatives.
Markets are inherently unpredictable over the short term and driven by factors no
machine or person can predict accurately.
If, however you extend your timeframe, the behaviour of the market and asset
classes look much more certain and the range of outcomes mostly always narrows.
So, take the long view on your investments and ensure your portfolio is diversified to
withstand bursts of volatility that may be experienced in the short term and accept
that you will find very little advantage in trying to predict the future from one day to
the next. Patience, perseverance, good savings habits and a good sense of value will
help you reach your financial goals. K

Risk Warnings
This commentary does not constitute investment, legal, tax or other advice and is supplied for information purposes
only. Past performance is not a guide to future returns. The value of investments may go down as well as up and an
investor may not get back the amount invested. Reference to any specific security is not a recommendation to buy
or sell that security. The information, data, analyses, and opinions presented herein are provided as of the date
written and are subject to change without notice. Every effort has been made to ensure the accuracy of the
information provided, but Morningstar Investment Management South Africa (Pty) Ltd makes no warranty, express
or implied regarding such information. The information presented herein will be deemed to be superseded by any
subsequent versions of this commentary. Except as otherwise required by law, Morningstar Investment Management
South Africa (Pty) Ltd shall not be responsible for any trading decisions, damages or losses resulting from, or related
to, the information, data, analyses or opinions or their use.
This document may contain certain forward-looking statements. We use words such as “expects”, “anticipates”,
“believes”, “estimates”, “forecasts”, and similar expressions to identify forward-looking statements. Such forwardlooking statements involve known and unknown risks, uncertainties and other factors which may cause the actual
results to differ materially and/or substantially from any future results, performance or achievements expressed or
implied by those projected in the forward-looking statements for any reason.
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Morningstar Investment Management South Africa Disclosure
The Morningstar Investment Management group comprises Morningstar Inc.’s registered entities worldwide,
including South Africa. Morningstar Investment Management South Africa (Pty) Ltd is an authorised financial services
provider (FSP 45679) regulated by the Financial Sector Conduct Authority and is the entity providing the
advisory/discretionary management services.
+ t: (0)21 201 4645 + e: MIMSouthAfrica@morningstar.com + 5th Floor, 20 Vineyard Road, Claremont, 7708.
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