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MARKET OVERVIEW

At the beginning of 2018 the stage looked set for synchronized economic expansion and the potential for further gains 
for growth assets in a risk on environment. We saw the S&P 500 (a measure for the largest 500 shares in the United 
States) end every single month of the calendar year in 2017 with a positive return. It came very close three times 
before: in 1958, 1995, and 2006, when it had 11 positive months. It had been a wonderful 12 months for global equity 
markets. 

As South Africans we also had many reasons to be optimistic about the future since the rise of the “Cyril Spring”. We’re 
a country with so much potential and so many possibilities – potentially 2018 was going to be our year. Even Goldman 
Sachs, the world’s third-biggest investment bank singled out South Africa as country with massive ‘emerging market’ 
potential. 

The fact that the credit rating agency Moody’s came out with a statement to confirm they’re not dropping our credit 
rating but rather, they’re changing the outlook from negative to stable was a big positive for us. A drop in credit rating 
would have caused a $16 billion forced sale of South African bonds by international investors. We’ve steered past this 
significant obstacle so things are looking up from a macro perspective. Analysts commented that the change in political 
leadership appears to have halted the gradual erosion of the strength of South Africa’s institutions.

The pertinent question during the first quarter of 2018 was, however how long the “goldilocks” conditions would 
continue i.e. strong global economic growth with low inflation supporting risky assets such as equities and emerging 
market assets?

As we all know the markets are volatile and unpredictable. Some of the biggest winners in 2017 were the FAANG 
stocks (Facebook, Apple, Amazon, Netflix, and Alphabet’s Google), which have been a favorite of many. The question 
is where these big names go from here in 2018. These FAANG lost around $400 billion during the first quarter of 2018 
as investors took profits. In less than two weeks after the Cambridge Analytica disclosures, Facebook alone fell by $75 
billion – in a local context, that’s the combined value of FirstRand, Standard Bank and Absa.
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“SETTING GOALS IS THE FIRST STEP IN TURNING
THE INVISIBLE TO VISIBLE.” 

- Tony Robbins
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Furthermore, the broader market reacted negatively to the tit-for-tat trade policies between China and the US as such 
was potentially threatening the prospects for global growth and trade. Our market also felt the brunt of such. As the 
saying goes “When elephants battle, the grass suffers.” US President Donald Trump denied that the US was in a trade 
war with China.” We are not in a trade war with China, that war was lost many years ago by the foolish, or incompetent, 
people who represented the US,” Trump wrote in a post on Twitter.

Locally, investors were also rattled by the passing of a motion to amend the Constitution to explicitly allow the 
expropriation of land without compensation. Furthermore, scathing allegations reports about Resilient (a large local 
listed property share) bruised the local property sector performance. The share dropped more than 50% over the 
quarter and such pulled down the broader listed property index which lost as much as 20% from its peak.

Whilst the market correction over the quarter ending March was greater than anticipated, it was not unexpected. 
We’ve had a good run in 2017 and we should never be greedy but rather always balance our portfolios with investments 
that compensate us for the risks taken. It was also a reminder that returns don’t come in a straight line – we have to be 
patient long-term investors. When opportunities arise we should also not be scared to buy back in.

PERFORMANCE SUMMARY

Local growth assets such as the listed property market and the equity market lost 19.61% and 5.97% over the quarter, 
and global listed property and equity markets also sold off by 4.60% and 0.96% in Dollar terms. 

For the 12 months ending March 2018 the local property market had now lost 7.09% whilst the All Share Index was 
still positive with a 9.60% return. Global listed property and equities remained in positive territory for the 12 months 
yielding a 2.85% and 14.85% return in USD terms.  

Cash and bonds were the place to be over the quarter – local money market assets yielded 1.76% and local government 
bonds a very strong 8.06%. Offshore cash and government bonds yielded 0.43% and 1.36% respectively in USD terms.
Over the 12 months, local money market assets yielded 7.45% and local government bonds 16.23%. Offshore cash and 
government bonds yielded 1.36% and 6.97% in USD terms.

The tables below outlines the major local asset classes in Rand terms and the offshore asset classes in USD terms. 

ABSOLUTE PERFORMANCE

SA Inflation
SA Money 

Market
SA Fixed Rate 

Bonds
SA Listed 
Property

SA Equities

3 MONTHS 1.54% 1.76% 8.06% -19.61% -5.97%

1 YEAR 4.03% 7.45% 16.23% -7.09% 9.60%

2 YEARS 5.16% 7.51% 13.60% -2.91% 6.01%

3 YEARS 5.77% 7.21% 8.65% -0.48% 5.05%

4 YEARS 5.30% 6.94% 9.58% 8.66% 6.87%

5 YEARS 5.43% 6.60% 7.72% 7.11% 10.02%

10 YEARS 5.70% 7.04% 9.63% 13.70% 9.67%
*Returns exceeding one year are annualised

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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ABSOLUTE PERFORMANCE

US Inflation USD Cash Global Bonds Global Property Global Equities

3 MONTHS 0.94% 0.43% 1.36% -4.60% -0.96%

1 YEAR 2.21% 1.36% 6.97% 2.85% 14.85%

2 YEARS 2.47% 0.99% 2.44% 2.20% 14.94%

3 YEARS 1.99% 0.75% 3.14% 2.25% 8.12%

4 YEARS 1.48% 0.60% 1.40% 5.56% 7.44%

5 YEARS 1.41% 0.52% 1.49% 4.46% 9.20%

10 YEARS 1.64% 0.55% 2.57% 4.43% 5.57%
*Returns exceeding one year are annualised

INVEST ALL ASSETS IN CASH?

Many investors are now thinking to just take profits after a good 2017 and to park their monies in cash. The problem 
with that strategy is that you may just miss out on further upside. The recent pull back may just have been as a result 
of profit taking and not so much off the back of fears of a potential trade war. Remember, it’s not about timing the 
markets but time in the market. 

Old Mutual recently produced interesting research -  “The return from cash in South Africa over the last 88 years has 
been 6.9%, compared to inflation of 6.2%. That is before tax. To combat inflation, what investors need is exposure to 
higher growth assets such as equities and listed property. Over the same 88-year period local equities have produced 
returns in excess of inflation of 7.8% per year on average.”

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

- Napoleon Hill

It’s not about timing the markets
but time in the market.
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INVEST ALL ASSETS OFFSHORE?

Other investors are thinking that now that the Rand has strengthened so much against other major currencies now is 
the time to take as much assets offshore as possible. Many investors think offshore investments have a better chance of 
outperforming local markets, as the Rand should now most probably depreciate against major world currencies. These 
perceptions, can tempt investors to take more capital offshore than their risk profile justifies. But a mistake like this can 
have significant financial consequences.  

While the Rand is now trading at much stronger levels, investors should not assume such has had its run and will now 
most surely weaken again, but should remain aware of further potential Rand strength. With a risk on environment, a 
positive commodity cycle and the Ramaphosa effect, the Rand has potential to strengthen even further and if it does 
it could trade below R12 to the US dollar in the next 12 months. On the downside, the Rand could weaken to around 
R13.50.

Furthermore, developed offshore equity markets, especially the US is trading at expensive valuations (even post the 
recent pull back) and could see further profit taking. It is therefore important to size an investor’s offshore allocation 
appropriately to cater for such all scenarios. 

Investors should keep in mind that South African listed equity markets still deliver competitive returns. Our stock 
market has been one of the top three equity markets over the past century and we were again reminded of its strength 
during 2017 when it rose by 21%. Over the past 10 years our equity market performed in line with global developed 
equity markets in rand terms, returning 11% per year in Rand terms. 

FOR ALL THESE REASONS, WE BELIEVE IT IS PRUDENT TO NOT ALWAYS 
BLINDLY MAXIMISE ONE’S OFFSHORE ALLOCATION. IT IS IMPORTANT TO 
SIZE THE ALLOCATION OPTIMALLY ACCORDING TO YOUR RISK PROFILE. 

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

- Joshua J. Marine
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SELL LISTED PROPERTY 

Many investors are fearful that listed property markets are now too volatile and that monies can be invested better 
elsewhere. As noted, the recent Resilient sell of scared many investors. 

For us, we see the recent pull back in the listed property sector as an opportunity to overweight our clients’ portfolios 
to this asset class. Whilst the asset class is not yet cheap it does offer a lower entry point at this stage. Our meetings 
with more than ten investment managers which we believe are specialists in the field of listed property valuations 
reflects that Resilient is not another Steinhoff matter and that most of the downside is now priced in and opportunities 
now present itself for the longer term investor.

“Rule No. 1: Never lose money.
Rule No. 2: Don’t forget rule No. 1.” 

- Warren Buffet

DIRECTION DETERMINES DESTINATION
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LOOKING AHEAD 

The concern going forward remains that global equity valuations remains extended (especially in the US as depicted by 
the S&P 500 Index), There are also potential warning signs that the business life cycle of the equity market may likely 
slow down in the next 12 to 18 months.

Despite such concerns, we maintain our broader optimistic outlook for global growth and for risky assets both locally 
and abroad as we see more potential investment opportunities than challenges. We remain bullish on Emerging Market 
Equities as their earnings and valuation profiles look more attractive than their developed market peers. Where our 
mandates allow us we have towards the end of 2017 started hedging our client US exposures and we will continue to 
do so going forward when the markets reach new highs.

Further, as noted post the recent sell off of local listed property shares have we increased our allocations to an 
overweight position. We have been waiting for an entry point to increase our allocations and believe that at current 
levels, albeit that the ride may remain bumpy, will compensate our clients over themed to longer term. 

“An investment in knowledge pays the best interest.” 

- Benjamin Franklin
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Of course, we remain vigilant as continued trade uncertainties between the US and China may reduce our positive 
outlook for risky assets. Hopefully, the initial trade actions between the US and China are simply the start of further 
negotiations rather than a trade war. 

In conclusion, as Benjamin Graham, one of the fathers of value investing, said: “The essence of investment management 
is the management of risk and not the management of returns.”  Risk can be managed well if one is aware of the risks 
and makes decisions about diversification based on fundamentals rather than emotion.

WE CONTINUE TO BALANCE 
OUR CLIENT’S PORTFOLIOS 

ACROSS ASSET CLASSES AND 
INVESTMENT MANAGERS 

AND FUNDS TO ENSURE THAT 
WE MEET OUR CLIENT’S 

INVESTMENT OBJECTIVES 
OVER THE LONGER TERM BUT 

TO TAKE COGNIZANCE OF 
SHORT-TERM RISKS. 

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.
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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.
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