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MARKET OVERVIEW

The general market trend for the quarter ending March 2017 was Rand strength and 
falling bond yields. The Cabinet reshuffle however put an immediate halt to this. 

It was one of the most comprehensive Cabinet reshuffles since 1994 and it came as a 
major shock to investors. Whilst many investors were dreaming of a “no confidence” 
vote most expected the most probable event to be some form of reshuffle. The reshuffle 
finally happened and it was more material than ever expected. 

It immediately caused immense damage to the country’s reputation. S&P downgraded 
our long-term foreign debt rating to junk status, whilst maintaining our local debt rating 
at one notch above junk but changed the outlook to negative. Fitch downgraded both 
our local and foreign debt. Moody’s will review both our ratings in the next 90 days. 

The consequence has been a weaker Rand. Fortunately it has not been as severe as 
“Nenegate” (December 2015). This time the market expected the reshuffle so investors 
were somewhat prepared. Further, the shock was buffered by the positive sentiment 
towards emerging markets and more specifically emerging market bonds. Offshore 
investors hunting for extra yield overlooked our problems and continued investing in 
our bond market due to our favorable annual returns of between 8.5% and 9%. 

Looking forward, it will take a while for markets to settle and for investors to figure 
out how to position their portfolios. Uncertainty about the much needed and widely 
expected economic recovery this year and beyond will be the key talking point.

CHIEF EXECUTIVE OFFICER

 “In investing, experience is not only the best teacher, it’s the only teacher.”

- Charles D. Ellis

QUATRE

A french ballet term meaning, four of something. GraySwan provides their perspective 
on each of the four financial quarters.

WE CREATE WEALTH FOR OUR CLIENTS BY 
DOING THE RIGHT THINGS, THE RIGHT WAY, 

WITH A COMMITMENT TO EXCELLENCE, ALWAYS.
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“Knowledge has become the key resource of the world economy.” 

- Peter Drucker

We simply have to accept that we are now due for yet another period of material market volatility. The main reason 
is that South Africa’s inclusion in major bond indices is dependent on an investment grade rating of South Africa’s 
local currency debt. If our local currency rating is downgraded to non-investment grade, we may experience material 
capital outflows and such would put pressure on our bond market and our currency. Offshore investors will simply then 
look elsewhere for opportunities. The essence of a sub-investment grade status is that offshore investors, especially 
offshore pension funds who are by law not allowed to invest in sub investment grade bonds, will have to sell our bonds. 
If our currency then depreciates as a result of offshore investors selling our Rands, inflation and short-term interest 
rates will rise sharply. The impact on our government’s debt servicing requirement would become more onerous. 
Finally the man in the street, the consumer, would feel the pinch. 

Quite worrying is that history shows that it takes much longer for a country to regain a lost investment grade rating 
than to lose it. Only a minority of countries that have lost their investment rating over recent decades have succeeded 
in gaining it back. If our local rating is therefore downgraded below investment grade later this year then we have a 
long and tough path to recovery.

On every investor’s mind is the ANC’s National Policy Conference in June as well as their Elective Conference in 
December. The results should provide some insight into the direction, which the economy and our investment market 
may move to in the medium term. We dream on…

PORTFOLIO POSITIONING

Our robust portfolio management and investment manager selection process ensure that our clients’ portfolios are 
well diversified and positioned to not only, protect against capital losses but also to capture investment opportunities 
that may arise. 

Whilst our portfolio construction has recently reflected more exposure to growth assets such as equities and listed 
property against a backdrop of improving economics and because local equity valuations have improved after a flat 
market over the past two years we have still been relatively cautious and conservative.

We remain bullish on our local bonds despite all the political noise and uncertainty and the impact thereof on our bond 
markets. The real yield on our bonds offer remains attractive relative to that of other developed and emerging markets. 

We have been marginally below our maximum allowed offshore exposure. Whilst this part of our portfolios has been 
negatively impacted on the back of Rand strength, such exposure is now acting as a portfolio hedge against adverse 
political events. A synchronized global recovery in corporate earnings is supporting offshore equities and we favor this 
asset class to offshore cash and bonds. We are however cognizant that the Dollar may have reached the peak of the 
short-term bull market and the “Trump trade” appears to be taking a breather. 

WE SIMPLY HAVE TO ACCEPT THAT WE ARE NOW DUE FOR YET ANOTHER 
PERIOD OF MATERIAL MARKET VOLATILITY“

“
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FINANCIAL PLANNING

If there is one thing we know it is not to panic when market events beyond our control occur. We understand what we 
can control and what we can’t. We can’t control the economy, interest rates, exchange rates or the political climate. 
Also, making decisions based on the outcomes of politics is simply speculation. Whilst politics have an impact on 
financial markets these are mostly short-term and we are long-term investors. We can’t control the wind but we can 
set our sails to adjust to the wind.

The optimal wealth management strategy for investors over time has been to stick to their well-constructed financial 
plans and to stay invested throughout short-term volatility. When “Nenegate” happened in December 2015, markets 
immediately fell sharply in the next few days. The Rand and our local bonds depreciated by about 10%, listed property 
by 15% and, within equities, banks lost as much as 20%. However, investors who remained invested in these assets 
have since then more than recouped these losses. 

A last thought about long-term investing - our local stock market has delivered the best long-term equity returns in the 
world. Our corporates have therefore proven that they outlast periods of extreme economic and political environments. 
It’s about time in the investment markets and not timing the investment markets.

“When it is obvious that the goals cannot be reached, 
don’t adjust the goals, adjust the action steps. ” 

- Confucius

TAKING THE FIRST STEPS TO PRE PLAN YOUR 
INVESTMENTS WILL MAKE ALL THE

DIFFERENCE IN SETTING YOURSELF A WELL 
STRUCTURED AND ORGANISED PORTFOLIO
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OUR INVESTMENT 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 or senior members of the team 
making us one of the most stable and experienced investment teams in the industry.

KOBUS FOUCHE
Head of Reporting

Senior Investment Consultant
kobus@grayswan.co.za

KARLIEN DE BRUIN, CFA
Head of Responsible Investing

Senior Investment Analyst
karlien@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.


