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PERFORMANCE SUMMARY

After a dismal first three months of the year for local equity and property markets many investors de-risked and parked 
their monies in cash and bonds. Listed property had plummeted 19.67% and local listed equity lost 5.97%. The Rand 
appreciated by more than 4% against the USD and as a result all offshore asset classes produced negative returns.
 
The problem with a cash strategy is that investors may miss out on the upside once the markets return back to its 
longer-term return path. 

For investors which moved to low risk assets such as local inflation linked bonds and nominal bonds they subsequently 
lost 4.99% and 3.78% over the following quarter to end June 2018. Foreign investors sold more than R30 billion of local 
bonds – one of the largest sell offs on record and such put downward pressure on these low risk fixed income asset 
classes. Listed property also continued its slide and lost another 2.19% in value. Local money market assets produced 
positive returns of 1.76% but note how local equities produced a strong recovery of 4.54%.

CHIEF EXECUTIVE OFFICER

QUATRE

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

“PATIENCE, PERSISTENCE AND PERSPIRATION MAKE AN 
UNBEATABLE COMBINATION FOR SUCCESS.” 

- Napoleon Hill

SA Inflation (y-o-y) 4.4%
ALSI Level   57,610.98
Prime Rate  10.00%
Overnight Call  6.46%
Gold Price (R/kg)  R 553,155.74

Dollar / Rand Exchange Rate         R13.73
Euro / Rand Exchange Rate          R16.04 
British Pound / Rand Exchange Rate  R18.13
Brent Crude Oil ($ / Barrel)         $79.24
Gold Price ($/OZ)                        $1,252.70
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Offshore bonds, a safe haven for conservative investors, also lost ground during the second quarter declining by 2.75% 
in Dollar terms whereas offshore listed property and listed equities produced 5.21% and 0.53%. In Rand terms offshore 
assets produced a strong result in local currency as the Rand depreciated materially against the greenback. Offshore 
bonds yielded 12.91%, offshore property 22.20% and offshore equities 16.76% in local currency terms. Whilst the 
Rand has been a poor performer over the quarter it has faired much better than the extreme depreciation, which the 
Argentinian Peso, the Turkish Lira and the Brazilian Real experienced.

It has been another quarter, which simply emphasized the importance of diversification across asset classes and also 
across both low risk as well as growth assets. It was also a quarter during which investors were reminded that investing 
is not about timing the markets but time in the market.

For the 12 months ending June 2018 local inflation linked bonds and nominal bonds yielded 1.51% and 10.19%. Local 
listed property shares had now lost 9.94% on average. The pull back in the listed property sector could now be seen as 
an opportunity to increase exposure to this asset class and we have done so for our clients. Whilst the asset class is still 
not yet cheap it does offer a lower entry point at this stage. 

In terms of the local stock market we know such has been one of the top three equity markets over the past century 
and we were again reminded of its strength during the past 12 months as it rose by 15.02%. A local cash investment 
would have only yielded 7.35% over this period.

Looking abroad, all major offshore asset classes produced positive returns in Dollar terms over the quarter ending June 
2018. Previously we witnessed how the S&P 500 (a measure for the largest 500 shares in the US) produced a positive 
return in every single month of 2017.  Whilst offshore listed equity is flat for the year to date it has still been a strong 
performing asset class if measured over 12 months to end June 2018, yielding 10.73%. 

The tables below outline the performance of the major local asset classes. The table below depicts the performance 
of local asset classes in Rand terms. The results show that it certainly has not been the best of times when looking at 
the numbers over the past 4 years.

ABSOLUTE PERFORMANCE

SA Inflation
SA Money 

Market
SA Inflation 

Bonds
SA Fixed Rate 

Bonds
SA Listed 
Property

SA Equities

3 MONTHS 1.32% 1.76% -4.99% -3.78% -2.19% 4.54%

6 MONTHS 2.88% 3.54% -1.21% 3.97% -21.37% -1.70%

1 YEAR 4.38% 7.35% 1.51% 10.19% -9.94% 15.02%

2 YEARS 4.94% 7.49% 0.52% 9.05% -3.77% 8.15%

3 YEARS 5.33% 7.28% 3.25% 7.77% 0.93% 6.69%

4 YEARS 5.14% 7.03% 3.72% 7.88% 6.90% 6.21%

5 YEARS 5.43% 6.70% 5.31% 7.38% 6.71% 11.05%

10 YEARS 5.55% 6.94% 7.48% 9.76% 15.96% 9.80%
*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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The table below depicts the performance of the major offshore asset classes in USD terms. With rates moving up in the 
US it has now had an immediate negative impact on global bonds. Even the past 5 years shows that global bonds have 
not yielded returns in excess of US inflation. Offshore Dollar cash has consistently underperformed US inflation over all 
periods over the past 10 years. Offshore property and equities produced real returns over most periods and have been 
the preferred asset classes for most investors. 

ABSOLUTE PERFORMANCE

US Inflation USD Cash Global Bonds Global Property Global Equities

3 MONTHS 1.04% 0.50% -2.78% 5.21% 0.53%

6 MONTHS 1.99% 0.92% -1.46% 0.37% -0.43%

1 YEAR 2.80% 1.58% 1.36% 5.46% 10.73%

2 YEARS 2.34% 1.18% -0.43% 2.61% 14.68%

3 YEARS 1.90% 0.90% 2.58% 6.63% 8.19%

4 YEARS 1.41% 0.72% 0.07% 4.84% 6.27%

5 YEARS 1.55% 0.61% 1.50% 6.39% 9.41%

10 YEARS 1.51% 0.53% 2.58% 5.86% 5.80%
*Returns exceeding one year are annualised

The table below depicts the performance of offshore asset classes in Rand terms. It can be seen that the Rand has 
depreciated by 5.78% per annum versus the Dollar over the past 10 years. The results also shows that it is not always a 
one way bet against the Rand as it actually strengthened versus the Dollar if measured over the past 2 years.  

ABSOLUTE PERFORMANCE

US Inflation USD Cash Global Bonds
Global 

Property
Global Equities ZAR/USD

3 MONTHS 17.36% 16.72% 12.91% 22.20% 16.76% 16.14%

6 MONTHS 13.17% 11.98% 9.34% 11.37% 10.48% 10.96%

1 YEAR 8.08% 6.80% 6.56% 10.87% 16.41% 5.13%

2 YEARS -1.09% -2.21% -3.76% -0.82% 10.85% -3.34%

3 YEARS 6.08% 5.05% 6.80% 11.01% 12.63% 4.11%

4 YEARS 8.11% 7.37% 6.69% 11.77% 13.29% 6.61%

5 YEARS 8.49% 7.48% 8.43% 13.65% 16.88% 6.83%

10 YEARS 7.38% 6.35% 8.52% 11.98% 11.92% 5.78%
*Returns exceeding one year are annualised

“To invest with success, you must be a long-term investor.” 

 - John Clifton Bogle
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LOOKING AHEAD

As South Africans we should continue to be cautiously optimistic about the future. We’re a country with so much 
potential and so many possibilities – 2018 can still be our year. 

Yes, the latest fuel price hikes (petrol is up 24.6% over the past year) and the VAT increase makes us, as consumers 
feel grim. At least we could expect the Reserve Bank to keep interest rates on hold for the rest of the year. Hopefully 
structural reforms shift South Africa to a higher growth rate for the rest of the year. Also, at least we have more policy 
certainty under President Ramaphosa and the major risk of a credit downgrade to junk have faded. 

If we continue to invest smartly our clients investments will continue to grow. For example, at current levels our bond 
markets offer attractive real returns and well priced versus other classes. Further, since the recent sell off of local 
listed property shares have we increased our client allocations. It may continue to produce muddle through short term 
results on the back of disappointing local economic growth numbers and concerns about a medium term rising interest 
rate environment but for the longer term it should produce strong real returns. 

The JSE has experienced a really difficult period over the past 4 years – the market has been a minefield with so many 
shares halving in value (almost a fifth of the shares). Many investors would argue they have had it and would rather 
just invest their monies in cash. They must just remember that there has never been a 5-year period in South Africa 
where local equities have underperformed cash. Investors should also remember Warren Buffets’ most famous words 
“be fearful when others are greedy and be greedy when others are fearful.” 

THE OUTLOOK GOING FORWARD IS BRIGHTER THAN IT HAS BEEN IN 
A WHILE FOR LOCAL EQUITIES AS WE MAY JUST SEE A REBOUND IN 

ECONOMIC ACTIVITY IN THE SECOND HALF OF THE YEAR. SO, IT’S NOT ALL 
BAD NEWS – THERE ARE ALWAYS INVESTMENT OPPORTUNITIES. 

Looking abroad, the concern remains that US equity valuations remains extended. The business life cycle of the equity 
market may likely slow down in the next 12 to 18 months. Continued trade uncertainties between the US and China 
may continue to have a negative impact on the markets. As the saying goes “When elephants battle, the grass suffers.”

We also have to keep a close watch on our clients’ emerging market exposures as such has come under pressure due to 
concerns about a potential global economic slowdown. Unexpected monetary tightening by major central banks and 
slowing economic growth could result in further weakness across emerging market assets. A continuous rising Dollar 
will further squeeze emerging markets with large external debts. The latest weakness in our own exports could also 
intensify if global trade protection increases and leads to a global slowdown in trade. What we at least do know is that 
most emerging markets are in better shape today than during past crises periods and therefore these markets should 
sustain the pressures better than in the past.

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

- Joshua J. Marine
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In terms of currency exposures, while the Rand is now trading at much weaker levels, investors should not assume that 
the currency will continue to weaken but should be aware of the potential of Rand strength. At R13.73 to the Dollar it 
seems to be decent levels to yet again implement currency hedging strategies which protects investor’s offshore assets 
against Rand strength but which allows them to participate in adequate Rand weakness should the Rand slide further.

In summary, looking forward the range of possibilities, macro uncertainty and possible return and risk scenarios has 
widened. Higher interest rates, a strong Dollar and less easy monetary policy may reduce liquidity into the markets. 
Also US – China economic tensions are heating up and such may be around for a prolonged period. 

INVESTMENT STRATEGY 

We remain pro growth assets but are cognizant that the current ebb and flows of the markets will continue as macro 
risks rise. Whilst we expect steady global growth ahead and don’t see any major flashing red lights we know that we 
have to build in greater resilience into our clients portfolios. As a result we favor protection strategies across our clients 
growth assets as well as currency exposures. 

Also we favour short duration in fixed income assets. We also believe that thematic investing in companies that excel 
on environmental, social and governance (ESG) metrics may provide increased resilience to our clients listed equity 
portfolios. We have been a strong supporter of the ESG theme over the past 5 years and such has benefited our clients’ 
portfolios. 

On the back of higher short term yields offshore we are now looking to find flexible fixed income offshore portfolios 
which produces a decent cash plus type return and such producing a positive real yield.

  

CONTACT US

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

NAVIGATE THE MARKETS WITH 
GRAYSWAN AS YOUR LONG TERM 

STRATEGIC THINKING PARTNER
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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 90 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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