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MARKET OVERVIEW

As anticipated, the final quarter of 2017 lived up to its expectations and was in many ways a watershed one for our 
rainbow nation.

President Zuma kicked off proceedings by announcing yet another Cabinet reshuffle. All eyes then turned to Finance 
Minister Gigaba as he delivered his maiden Medium-Term Budget Policy Statement (MTBPS) late October. The Minister 
provided an assessment of the challenges we face and highlighted, inter alia, a larger than expected budget deficit and 
a sharp jump in the overall debt to GDP ratio. The news was worse than expected and the markets reacted by losing 
earlier gains.

November saw one of the global credit rating agencies downgrading our local credit into junk and our foreign credit 
another notch deeper into junk. Recall that one of the other agencies already has both our local and foreign credit 
ratings one notch below investment grade. The significance of this is simply that if we had to become non-investment 
grade then our bond investments would fall out of these indices and then many foreign investment managers would 
be forced to sell our bonds as their mandates only allow them to invest in investment grade bonds. Such sales will put 
enormous pressure on our bond market and investors may experience losses.

It is, however, the last month of the year which provided the bulk of the fireworks. The JSE recorded the highest ever 
equity trading activity for December. This was primarily influenced by the Steinhoff International news and the ANC 
elective conference.

Steinhoff International announced an investigation into accounting irregularities which prevented the company from 
releasing their 2017 audited results on the scheduled date. This was shortly followed by the immediate resignation 
of the CEO, Markus Jooste, which saw the global retailer’s share price collapse. Fortunately the Fund had very little 
exposure to Steinhoff and was underweight the benchmark as well as those of their peers.
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A french ballet term meaning, four of something. 
GraySwan provides their perspective on each of the four financial quarters.

“PLANING IS BRINGING THE FUTURE INTO THE PRESENT 
SO THAT YOU CAN DO SOMETHING ABOUT IT NOW.” 

- William J Bernstein
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There was, however, light at the end of the tunnel as to the delight of most local and global investors Cyril Ramaphosa 
won the ANC presidency, albeit within a compromised top six.

Turning attention to our local investment markets, growth assets such as equities and listed property enjoyed another 
solid quarter. The JSE All Share Index (ALSI) strengthened by 7.44% for the quarter and our local listed property index 
(SAPY) ended up another 8.32%. Our fixed rate bonds and money market rates yielded 2.22% and 1.80%, respectively, 
for the quarter. All in all a wonderful quarter and a welcome Christmas gift for any investor! The Fund handsomely 
benefited from its exposure to these asset classes.

When reflecting on the markets for the 2017 calendar year, there are a number of points worthwhile mentioning:

• The local equity market gained 20.95%. Such good returns were on the back of strong earnings growth. This is 
exceptional if one considers how pessimistic most investors have been with regards to our country’s economics 
and politics. It simply reminds investors that politics and market fundamentals are two different parts of the coin. 
However, it must be emphasized that approximately half of these gains was attributed to one share namely Naspers. 
Thus, excluding Naspers our local equity market would have only gained around 11% for the year. 

• SA Property had a very strong and satisfactory year returning 17.15%.
• Our fixed rate bonds returned an impressive 10.22%. However, more than half of this return can be attributed to 

the last 2 weeks of 2017.
• Our currency strengthened 9.59% against the greenback USD for the year. Again, most of these gains came through 

during December as a result of Ramaphosa’s victory.
• Inflation settled at 4.62% for the year well within the inflation targeted range of 3% to 6%.

The chart below reflects our local market performance for the 2017 calendar year:

Financial planning is about more than just good advice or investment returns.
It’s about providing guidance that you can trust.
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The tables below provide a snapshot of the local market gains over the longer term: 

PERFORMANCE IN ZAR

ABSOLUTE PERFORMANCE

SA Inflation
SA Money 

Market
SA Fixed Rate 

Bonds
SA Listed 
Property

SA Equities

1 YEAR 4.62% 7.54% 10.22% 17.15% 20.95% 

3 YEARS 5.33% 7.13% 6.92% 11.71% 9.28% 

5 YEARS 5.42% 6.49% 6.27% 13.86% 11.93% 

10 YEARS 5.94% 7.13% 8.58% 14.87% 10.66% 
*Returns exceeding one year are annualised

The US Fed hiked their benchmark rate by 25 basis points in December, completing a third hike for 2017 and taking the 
total hike to 1.50%. 

Staying with the US, President Trump has signed into law the most sweeping overhaul of the U.S. tax code in 31 
years. Most importantly, among other things, lowering corporate tax rates from 35% to 21%. Equity markets reacted 
positively to this news as investors see this as an opportunity for companies to increase their bottom line.

Global growth assets capped the year with additional gains in the last quarter of the year. The MSCI All Country World 
Index (ACWI), a proxy for global equities, strengthened by 5.73% for the quarter and global property yielded 3.71%. 
Gains on Emerging Market Equities were exceptional.  The MSCI Emerging Market Index (EM) Index returned 37.28% 
in 2017, all in US dollars. 

The Barclays Global Aggregate Bond Index, a proxy for global bonds, was up 1.08% for the quarter and dollar cash 
yielded 0.35%. For the calendar year these asset classes returned 7.40% and 1.14% respectively. With developed 
share and bond markets being fully valued due to central bank interventions the Fund’s overweight Emerging Markets 
exposure was a major value add to the Fund’s performance.

HOWEVER, FOR A SOUTH AFRICAN 
INVESTOR, A SIGNIFICANT PORTION OF 
THE ABOVEMENTIONED GLOBAL GAINS 

WOULD HAVE BEEN ERODED DUE TO 
OUR CURRENCY APPRECIATING ALMOST 
10% AGAINST THE US DOLLAR FOR THE 

2017 CALENDAR YEAR.

“Patience, persistence and perspiration make an 
unbeatable combination for success. ” 

- Napoleon Hill
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The tables below provide a snapshot of offshore market gains over the longer term in both US dollar and in local 
currency. 

PERFORMANCE IN USD

ABSOLUTE PERFORMANCE

US Inflation USD Cash Global Bonds Global Property Global Equities

1 YEAR 2.20% 1.14% 7.40% 10.17% 23.97% 

3 YEARS 1.46% 0.62% 2.02% 5.42% 9.30% 

5 YEARS 1.39% 0.44% 0.79% 6.94% 10.80% 

10 YEARS 1.61% 0.58% 3.09% 4.43% 4.65% 
*Returns exceeding one year are annualised

PERFORMANCE IN ZAR

ABSOLUTE PERFORMANCE

US Inflation USD Cash Global Bonds Global Property Global Equities

1 YEAR -7.60% -8.56% -2.90% -0.40% 12.09% 

3 YEARS 4.13% 3.26% 4.70% 8.19% 12.17% 

5 YEARS 9.57% 8.54% 8.92% 15.57% 19.74% 

10 YEARS 7.87% 6.77% 9.43% 10.85% 11.09% 
*Returns exceeding one year are annualised

It is clear from observing the performance tables above, that over the long term an investor can expect the weakening 
of the Rand translating into higher returns from offshore investments. However, our currency has proven resilient 
of late which reminds investors that it’s not always a one-way bet against the Rand. Fortunately, the Fund’s offshore 
allocations have been underweight relative to the longer term strategic allocation and significantly lower than their 
peers and such has been one of the major contributors to the Fund’s top performance over the past 12 months. It has 
been a contrarian position as most investors banked on a weaker Rand but the Fund’s view paid off. 

LOOKING FORWARD 

The election of Cyril Ramaphosa as the new ANC president has provided investors with much needed initial confidence 
and hope. Ramaphosa will have a major task on his hands to try and restore business and investor confidence within 
our economy, which in turn will create more sustainable long-term investment into our country and result in economic 
growth and much needed job creation.

“Challenges are what make life interesting. 
Overcoming them is what makes life meaningful.” 

- Joshua J. Marine
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Local political developments will remain closely watched especially a potential recall of President Jacob Zuma in the 
first quarter of 2018. Arguably, the most important event for the first quarter of 2018 will be Finance Minister Gigaba’s 
maiden February budget speech (or whoever provides such speech as it is not a given that he will still be the Minister 
at such time if Ramaphosa implements changes). 

Globally, geopolitical risks will remain a topic for 2018 as US president Trump recently tweeted that he too “have a 
nuclear button” but one that actually works. He was of course responding to North Korea’s leader who claimed that he 
has a nuclear button on his desk at all times and that their nuclear weapons can reach the US.

LESSONS LEARNED 

If there is one lesson that investors can take away from 
2017, it is that we should not get caught up in the daily 
noise of politics but rather focus on fundamentals and 
stay the course.

Despite all the local and global uncertainty, growth assets 
such as equities and property handsomely rewarded 
investors over the past year with double digit returns. 

WHEN YOU ARE INVESTING 
FOR THE LONGER TERM, 

DO NOT MAKE SHORT TERM 
DECISIONS BASED ON 

SENTIMENT AND NOISE.

CONTACT US

If you have any questions regarding our Research, Investment Consulting, 
Wealth Management or Reporting services please contact us today.
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OUR CORE TEAM

The core of our investment team has been working together for more than a decade. Our collective investment 
experience exceeds a 110 years of advising to and managing institutional client’s and private client’s assets in South 
Africa. Since the inception of GraySwan have we not lost any investment consultants thereby making our team one of 
the most stable and experienced investment advisory and wealth management teams in the industry. 
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UN PRI is an international investor 
initiative sponsored by the UN and 
based on six principles for responsible 
investments. The aim is to help investors 
actively to incorporate environmental, 
social and governance issues into their 
investments.

KOBUS FOUCHE
Head of Reporting

Senior Investment Consultant
kobus@grayswan.co.za

ROBERT ROBINSON
Senior Investment Analyst

robert@grayswan.co.za

TANIA THERON
Head of GraySwan Wealth

Senior Investment Consultant
tania@grayswan.co.za

DUNCAN THERON
Chief Executive Officer

Executive Investment Consultant
duncan@grayswan.co.za

DAVID MAETLA
Head of PeerGroup Surveys

Senior Investment Consultant
david@grayswan.co.za

GREGOIRE THERON
Head of Manager Research

Senior Investment Consultant
greg@grayswan.co.za
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UN PRI is an international investor 
initiative sponsored by the UN and 
based on six principles for responsible 
investments. The aim is to help investors 
actively to incorporate environmental, 
social and governance issues into their 
investments.

SOMERSET WEST OFFICE

JOHANNESBURG OFFICE

PHYSICAL ADDRESS:
A2, The Beachhead   
10 Niblick Way 
Somerset West 
7130

CONTACT DETAILS:
Advisor:      Tania Theron
Advisor:      Mart-Marie de Jongh
Tel No:        021 852 9092

PHYSICAL ADDRESS:
Ground Floor, Building 5   
299 Pendoring Road 
Blackheath
2195

CONTACT DETAILS:
Advisor:      Gregoire Theron
Assistant:   Bailey Dewing  
Tel No:        011 431 0141


