
 

Glossary of Terms 
 
Active (or tactical) asset allocation  
This is when asset managers actively vary their allocation to certain asset classes based on economic and 
market data, asset class valuations, etc. This should lessen an investor's exposure to declining markets and help 
preserve capital.  
 
Active stock selection  
This is when asset managers actively and tactically vary their stock selections based on economic and market 
data, and fundamental valuations, etc. This should lessen an investor's exposure to declining markets and help 
preserve capital.  
 
Alpha generation  
Alpha is the returns a portfolio produces in excess of a pre-selected benchmark, on a risk-adjusted basis. 
Therefore, an alpha generator adds to portfolio returns without adding any additional risk, as measured by 
volatility or downside volatility. This follows modern portfolio theory in allowing investors to maximize returns 
while maintaining a certain level of risk. An alpha generator can be any share, including government bonds, 
foreign stocks, or derivative products such as stock options and futures.  
 
Annualised total returns  
Annualised return is the weighted average compound growth rate over the period measured.  
 
Asset allocation funds  
Also known as balanced or managed funds. A fund manager invests in a spread of assets such as equities, 
bonds and cash depending on market conditions.  
 
Balanced fund  
Also known as an asset allocation or managed funds. A fund manager invests in a spread of assets such as 
equities, bonds and cash depending on market conditions.  
 
Bond  
A bond is an interest-bearing debt instrument, traditionally issued by governments as part of their budget funding 
sources, and now also issued by local authorities (municipalities), parastatals (Eskom) and companies. Bonds 
issued by the central government are often called “gilts”. Bond issuers pay interest (called the “coupon”) to the 
bondholder every 6 months. The price/value of a bond has an inverse relationship to the prevailing interest rate, 
so if the interest rate goes up, the value goes down, and vice versa. Bonds/gilts generally have a lower risk than 
shares because the holder of a gilt has the security of knowing that the gilt will be repaid in full by government or 
semi- government authorities at a specific time in the future. An investment in this type of asset should be viewed 
with a 3 to 6 year horizon. 
 
Call deposits  
Call deposits or call deposit accounts allow investors to deposit and withdraw funds in several currencies, which 
commonly include the U.S. dollar, the euro and the British pound. This flexibility reduces investors' exposure to 
foreign exchange expenses and currency risk.  
 
Capital appreciation  
Capital appreciation is the profit made on an investment, measured by the increase in its market value over the 
invested amount or cost price. It is also called capital growth.  
 
Capital growth  
Capital growth is the profit made on an investment, measured by the increase in its market value over the 
invested amount or cost price. It is also called capital appreciation.  
 
Capital preservation  
This is an investment strategy where the primary goal is to preserve (protect) capital and prevent losses in a 
portfolio. Preserving capital is a priority for retirees and those approaching retirement, since they may be relying 
on their investments to generate income to cover their living expenses, and have limited time to recoup losses if 
markets experience a downturn.  
 
Capital protection  
This is a strategy which aims to protect investors against capital losses when the markets go down. It is often 
referred to as protecting against downside risk (the likelihood of a fund's potential to decline in value if market 
conditions change).  
 



Capital volatility  
Volatility is a measure of ‘risk’, and refers to the extent to which the price of an investment or capital value 
fluctuates over a certain period of time. Funds with a high volatility usually offer the potential for higher returns 
over the longer term than low volatility funds.  
 
 
Collective investment scheme (CIS)  
Collective investment schemes (also called unit trusts) are portfolios of assets such as equities, bonds, cash and 
listed property, in which investors can buy units. They allow private investors to pool their money together into a 
single fund, thus spreading their risk across a range of investments, getting the benefit of professional fund 
management, and reducing their costs.  
 
Credit instruments  
Debt instruments issued by non-sovereign issuers like banks and corporates.  
 
Debenture  
A debenture is a medium- to long-term debt instrument used by large companies (or corporates) to borrow 
money, at a fixed rate of interest.  
 
Debt instrument  
A debt instrument (e.g. a bond) is an electronic promise to repay a debt. It is issued by a corporation or 
government and sold to investors. A bond is an interest-bearing debt instrument, traditionally issued by 
government as part of their budget funding sources, and now also issued by local authorities (municipalities), 
parastatals (Eskom) and companies. Bond issuers pay interest to the bondholder every 6 months. The 
price/value of a bond has an inverse relationship to the prevailing interest rate, so if the interest rate goes up, the 
value goes down, and vice versa. Bonds generally have a lower risk than shares because the holder has the 
security of knowing that it will be repaid in full by government at a specific time in the future.  
 
Derivatives  
Derivatives are instruments generally used as an instrument to protect against risk (capital losses), but can also 
be used for speculative purposes. Examples are futures, options and swaps. 
 
Derivative strategies  
A derivative strategy employs financial instruments (like futures and options) that are derived from other financial 
instruments, known as underlying instruments. For example, the Dow Jones Industrial is an indicator of whether 
the stock market is going up or down. You can 'bet' on the direction of the Dow by selling a 'futures' contract on it. 
This futures contract is a derivative as it derives from the Dow Index. If you think the market will go up, you will 
buy the Dow futures contract, and vice versa. 
  
Distributions  
The income that is generated from an investment and given to investors through monthly or quarterly distribution 
pay-outs.  
 
Diversification  
This is a strategy designed to reduce risk within a portfolio by combining a variety of investments (or asset 
classes) such as equities, bonds, cash or property, which are unlikely to all move in the same direction. This is 
designed to reduce the risk (and protect against capital losses) within a portfolio. Diversification allows for more 
consistent performance under a wide range of economic conditions as it smoothes out the impact of negative 
market events. The positive performance of some investments or asset classes should neutralize the negative 
performance of others.  
 
Dividend income  
The investor's share of a company's profits, given to him or her as a part-owner of the company.  
 
Downside protection  
This is a strategy which aims to protect investors against capital losses when the markets go down. It is often 
referred to as protecting against downside risk (the likelihood of a fund's potential to decline in value if market 
conditions change).  
 
Downside deviation  
A measure of downside risk that calculates the volatility on fund returns below a defined minimum. In this case, 
negative returns i.e. any monthly return below 0%.  
 
 
Downside risk  
The likelihood of a fund's potential to decline in value if market conditions deteriorate.  
 



 
Duration  
A measure of the sensitivity of the price (the value of principal) of a fixed-income investment to a change in 
interest rates. Duration is expressed as a number of years. Rising interest rates mean falling bond prices, while 
declining interest rates mean rising bond prices.  
Dynamic capital protection techniques  
These are risk management strategies used to protect one's capital against losses due to the negative effects of 
market downturns. How we do this in the market allocator fund, is we allocate alternately between equities and 
fixed-interest instruments (i.e. cash and bonds) as the markets rise and fall. In other words, cash is increased in 
declining markets and decreased in rising markets.  
 
Equities  
An equity or share represents an institution/individual’s ownership in a listed company and is the vehicle through 
which they are able to “share” in the profits made by that company. As the company grows, and the expectation 
of improved profits increases, the market price of the share will increase and this translates into a capital gain for 
the shareholder. Similarly, negative sentiment about the company will result in the share price falling. 
Shares/equities are usually considered to have the potential for the highest return of all the investment classes, 
but with a higher level of risk i.e. share investments have the most volatile returns over the short term. An 
investment in this type of asset should be viewed with a 7 to 10 year horizon. 
 
Fixed deposits  
A fixed deposit or term deposit is an amount of money held at a financial institution for a fixed amount of time. It 
pays higher interest than a savings account but imposes conditions on the amount, frequency, and/or period of 
withdrawals.  
 
Fixed-interest investments  
Fixed interest funds invest in bonds, fixed-interest and money market instruments. Interest income is a feature of 
these funds and, in general, capital should remain stable. A fixed-interest investment aims to offer investors a 
regular income at a set interest rate, which can be fixed over a specified term. If interest rates fall, the fixed-
interest investment typically becomes more valuable. Conversely if interest rates rise, the value of the investment 
will fall.  
 
Fixed-interest securities  
A fixed interest security is basically a loan to the government or a company. With most, you get interest payments 
for as long as you hold the security. The amount of interest you will get (called the coupon) is expressed as a 
percentage of the nominal value. Since the nominal value is typically R100, if a security has a coupon of 6%, you 
will get R6 a year interest for each nominal unit (R100) of stock that you have. The interest provides you with a 
fixed amount at regular intervals. So this is usually a very predictable way of getting an income from your 
investment.  
 
Floating rate note  
This is a debt instrument with a variable interest rate. A floating rate note’s interest rate is tied to a benchmark or 
the prime lending rate. Floaters are mainly issued by financial institutions, corporates and governments. Floaters 
protect investors against a rise in interest rates. Because interest rates have an inverse relationship with bond 
prices, a fixed-rate note’s market price will initially drop if interest rates increase.  
 
Fund of hedge funds  
A fund of hedge funds is a fund of funds that invests in a portfolio of different hedge funds to provide broad 
exposure to the hedge fund industry and to diversify the risks associated with a single investment fund.  
 
Fundamental analysis  
This is a method of evaluating a share that involves attempting to measure its intrinsic value by examining related 
economic, financial and other qualitative and quantitative factors. Fundamental analysts attempt to study 
everything that can affect the share's value, including macroeconomic factors (like the overall economy and 
industry conditions) and company-specific factors (like financial statements, cash flow and management).  
 
Hedge fund  
This is an aggressively managed portfolio of investments that uses advanced investment strategies such as 
leveraged, long, short and derivative positions in both domestic and international markets with the goal of 
generating high returns (either in an absolute sense or over a specified market benchmark). Investments in 
hedge funds are liquid as they often require investors keep their money in the fund for at least one year.  
 
High income portfolio  
This is a portfolio that has a primary goal to produce a high level of income by investing in higher-risk asset 
classes such as equities.  
 
 



 
Income funds  
Income funds are invested in a variety of interest-bearing assets such as bonds and fixed deposits.  
 
Index  
An index is an imaginary portfolio of underlying funds representing a particular market or a portion of it. Stock and 
bond market indexes are used to construct index mutual funds and exchange-traded funds (ETFs) whose 
portfolios mirror the components (underlying funds) of the index.  
 
Inflation-linked bonds  
Inflation-linked bonds, also called inflation-indexed or real return bonds, enable investors to avoid the adverse 
side-effects of higher inflation while maintaining the safety of holding bonds. They guarantee a return higher than 
the rate of inflation if it is held to maturity. Inflation-linked bonds link their capital appreciation, or coupon 
payments, to inflation rates. Investors seeking safe returns with little to no risk will often hold inflation-linked 
bonds.  
 
Instruments  
Financial instruments can be defined as any asset purchased by an investor. In general, this could be a bond, 
stock, etc. Money market securities (such as treasury bills, government bonds, etc.) and capital market securities 
(such as mortgages or long-term bonds) are also referred to as instruments.  
An instrument could also be any tool used to implement economic policy. For example, the government may use 
interest rates as an instrument for implementing monetary policy, and taxes as an instrument for implementing 
fiscal policy.  
 
Interest bearing instruments  
An interest bearing instrument is any asset, such as a corporate or government bond, stock or money market 
instrument that pays regular, periodic interest to the investor.  
 
Liquid assets  
Liquid assets are shares that can easily be bought or sold.  
 
Liquid instruments  
Financial instruments / any asset (bond, stock or money market securities) purchased by an investor that can be 
easily sold.  
 
Liquidity  
The ability to easily turn assets or investments into cash.  
 
LISP (Linked Investment Service Provider)  
A Linked Investment Service Provider is a financial institution which packages, distributes and administers a 
broad range of unit trust based investments. Any investment made through these products gives an investor a 
single point of entry into a selection of different investments.  
 
Market cap weighted index  
A market cap weighted index is created by giving weightings to shares according to the company's size (or 
capitalisation). The larger the company's market capitalisation, the larger it’s weighting in the index. In other 
words, a fund will increase the amount it owns in a particular company as that company's stock price increases. 
Conversely, as that company's stock price falls, its market capitalisation decreases and the fund will 
automatically own less of that company.  
 
Market capitalization (or market cap)  
Market capitalization (or market cap) is the total value of the issued shares of a publicly listed and traded 
company. It is calculated by multiplying the share price by the number of ordinary shares in issue. It is used to 
determine a company's size and value as a listed entity on the South African stock exchange, as opposed to 
sales or total asset figures.  
 
Maturity date  
This refers to the actual date a bond is "cashed out" by the issuer and an investor receives the face value of that 
bond. Or, this could be the length of time until a fixed income investment returns its original investment at the 
date mentioned above. For example, someone might say that a bond has "a 5-year maturity."  
 
Money market funds  
Also known as cash funds, these allow investors to "park" their money in the short-term. These are highly liquid 
investments that offer capital preservation with minimum volatility.  
 
 
 



Money market instruments  
A money market instrument is a low risk, highly liquid, short-term (one year or less) debt instrument, issued by 
financial institutions or governments, that tend to have lower returns than high-risk investments.  
 
Multi-asset class funds  
Multi-asset class funds invest in a combination of asset classes (such as cash equities, property or bonds). This 
increases the diversification of an overall portfolio and reduces risk (volatility) compared to holding one class of 
assets only. 
  
Net asset value (NAV)  
Net asset value (NAV) is the value of a fund's asset less the value of its liabilities per unit.  
 
Optimization techniques  
The process of continuously improving the performance of the underlying fund by mirroring the performance of 
the index. 
 
Participatory interests  
When you buy a unit trust, your money is pooled with that of many other investors. The total value of the pool of 
invested money in a unit trust fund is split into equal portions called participatory interests or units. When you 
invest your money in a unit trust, you buy a portion of the participatory interests in the total unit trust portfolio. 
Participatory interests are therefore the number of units that you have in a particular unit trust portfolio.  
 
Preference shares  
Preference shares rank higher than ordinary shares in terms of dividends and capital, if the company goes into 
liquidation. They do not have voting rights. Dividends on preference shares are normally a predetermined 
percentage of the nominal value of the share.  
 
Price to earnings ratio  
Price to earnings ratio or p: e ratio is calculated by dividing the price per share by the earnings per share. This 
ratio provides a better indication of the value of a share, than the market price alone.  
 
Property loan stock (PLS)  
A property loan stock is a way for investors to buy shares in commercial, retail or industrial property, listed on the 
JSE. These property portfolios are managed on behalf of shareholders by professional property managers. 
Investors buy units and share in the income stream from that property portfolio. However, the modern trend is 
that PLSs are being replaced by internationally recognised Real Estate Investment Trusts (REITs).  
 
Property unit trusts (PUTs)  
Property unit trusts (PUTs) allow investors to buy and sell shares in commercial, retail or industrial property on 
the JSE. They are listed unit trusts invested in professionally- managed property portfolios that specialise in 
different sectors of the market – offices, retail or industrial property. The modern trend is that PUTs are being 
replaced by internationally recognised Real Estate Investment Trusts (REITs).  
 
Pure equity fund  
This is a fund that invests primarily in higher-risk asset classes such as equities (stocks or shares) and aims to 
achieve aggressive capital growth over the long term. This type of fund will experience volatility in the short term.  
 
Rand-hedge protection  
A Rand-hedge is a way of maximising returns on your investment in rand terms, through an offshore investment. 
The rand value of your investment increases if the currency declines (when the rand depreciates, the rand value 
of your offshore investment appreciates).  
 
Real swaps  
A real return swap is a swap that changes the cash flow of an instrument from nominal cash flow (i.e. normal 
bond or cash instrument) into real (inflation-adjusted) cash flow. 
 
Regulation 28  
Regulation 28 of the Pension Funds Act sets out prudent investment limits on certain asset classes in investment 
funds. It applies specifically to investments in Retirement Annuities and Preservation Funds.  
The allowed maximum exposures to certain asset classes is:  
75% for equities  
25% for property  
30% for foreign (offshore) assets.  
 
 
 
 



Real Estate Investment Trust (REITs)  
A financial instrument that sells like a stock on major stock exchanges and invests in real estate directly, either 
through properties or mortgages. REITs receive special tax considerations and typically offer investors high 
yields, as well as a highly liquid method of investing in real estate.  
 
Replication strategy  
This is a strategy used by index investors that tries to replicate or copy the performance of a specific benchmark, 
i.e.it will hold exactly the same underlying funds as the benchmark in exactly the same proportions and puts 
together a cost-effective product that replicates the benchmark over times. An investment vehicle such as index 
tracker is a good example of a fund that closely tracks the performance of a particular index.  
 
Research-driven investment process  
This is a rigorous screening process for sifting through the available universe of asset managers and selecting 
specific funds on which to perform further, more in-depth research. This allows a more accurate way of valuing 
shares or funds, and allows a portfolio manager to tailor clients’ asset allocation tactically to changing market 
conditions. This process involves evaluating the macroeconomic environment to quantify the level of risk in the 
market, and assessing the investment styles of the different asset managers we invest in to identify true skill, 
which will ensure a repeatable investment process and long-term outperformance.  
 
Rolling returns  
These returns show annualised returns for a given number of years. Rolling returns are useful as they can give 
the returns over holding periods similar to those actually experienced by investors.  
For example, a rolling return over 5 years will show you the moving average of returns including the previous 5 
years. So if you sold your investment on 1 January 2014 or 1 March 2014, it will include the average performance 
of the fund 5 years back from these dates (i.e. the 1 January 2014 rolling 5 year return will include the average 
returns from 1 January 2009 to 1 January 2014; similarly if you sold your investment on 1 March 2014, the rolling 
return will be a figure that is the average of the funds returns from 1 March 2009 to 1 March 2014).  
 
Securities  
A general term for shares, bonds, money market instruments and debentures.  
 
Sharpe ratio  
The Sharpe ratio measures risk-adjusted performance of an investment or portfolio. It measures the amount of 
risk associated with the returns generated by the portfolio and indicates whether a portfolio’s returns are due to 
excessive risk or not. The greater a portfolio’s Sharpe ratio, the better its risk-adjusted performance has been (i.e. 
a higher return with a contained risk profile, where the portfolio manager is not taking excessive risk to achieve 
those returns). 
 
Sortino Ratio  
The Sortino Ratio is similar to the Sharpe ratio in that it indicates the risk/reward profile of a fund based on past 
data. The difference is that the Sortino Ratio takes into account harmful volatility by taking into account the 
standard deviation of negative returns (downside deviation). A large ratio indicates a low probability of a large 
loss.  
 
Standard deviation  
Standard deviation (also called monthly volatility) is a measure of how much the returns on an investment change 
from month to month. It is typically used by investors to gauge the amount of expected volatility in an investment.  
 
Tactical (or active) asset allocation  
This is when asset managers actively vary their allocation to certain asset classes based on economic and 
market data, asset class valuations, etc. This should lessen an investor's exposure to declining markets and help 
preserve capital.  
 
Traditional asset classes  
The three main traditional asset classes are equities (shares), fixed-income (bonds), cash (money market 
instruments), listed property and alternatives.  
 
Total Expense Ratio (TER)  
This is the total costs associated with managing and operating an investment (excluding administration, financial 
planning and servicing fees). These costs consist primarily of management fees and additional expenses such as 
trading fees, legal fees, auditor fees and other operational expenses. The total cost of the fund is divided by the 
fund's total assets under management to arrive at a percentage amount, which represents the TER.  
 
 
 
 
 



Unit trusts  
Unit trusts (also called a collective investment scheme) are portfolios of assets such as equities, bonds, cash and 
listed property, in which investors can buy units. They allow private investors to pool their money together into a 
single fund, thus spreading their risk across a range of investments, getting the benefit of professional fund 
management, and reducing their costs.  
 
Upside potential  
The amount by which analysts expect the price of a share or asset class to increase.  
 
Value investing  
This is a strategy of selecting shares that trade for less than their intrinsic values. Value investors actively seek 
stocks that they believe the market has undervalued. They believe the market overreacts to good and bad news, 
resulting in stock price movements that do not correspond with the company's actual long-term fundamentals. 
The result is an opportunity for value investors to profit by buying when the price is deflated. 
Glossary of Terms  
Value stock  
A stock that tends to trade at a discount relative to its fundamental intrinsic value (i.e. dividends, earnings, sales, 
etc.) and is therefore considered to be undervalued.  
Common characteristics of such stocks include a high dividend yield, low price-to- book ratio and/or low price-to-
earnings ratio; healthy balance sheet; little or no debt.  
 
Volatility  
Volatility is a measure of ‘risk’, and refers to the extent to which the price of an investment or fund fluctuates over 
a certain period of time. Funds with a high volatility usually offer the potential for higher returns over the longer 
term than low volatility funds.  
 


