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Anet Ahern

Reassessing the risk narrative 
There is always some risk to investment – that is, after all, 
why investors demand a return when entrusting their money 
to others. As custodians of our clients’ capital, we aim to 
minimise these risks and help our clients build wealth in the 
long run by investing in companies of above-average quality 
at below-average prices. Our in-depth research process helps 
us identify quality companies, while our focus on a margin of 
safety helps us to pay less for these companies than they are 
inherently worth. Since an investor’s view of risk can influence 
their investment decisions, we believe it is always advisable to 
check in on the assumptions on which you base your decision-
making.

When we look at the story of investment risk, we have often 
said that the starting prices investors pay for their investments 
matter a great deal: the deeper the discount to intrinsic value 
we buy a quality company at, the surer we can be that the 
market will come around to our point of view in the future. But 
markets diverge from fair value for extended periods of time, 
and – in our estimation – we are currently in record territory. 

Prevailing narratives favour a narrow subset of assets which 
are perceived as offering ‘low risk’ returns. However, current 
valuations raise several red flags to these perceptions, even as 
valuations in other areas are increasingly signalling value. As 
anomalous market conditions drag on, we ask: how are our 
investors compensated when we take a different perspective on 
risk? Our analysis shows that there are in fact rich opportunity 
sets available for patient investors who are willing to look 
beyond the short-term noise. 

In the first article, our Head of Research Kevin Cousins explains 
why we view the current consensus ‘safe’ assets as actually 
being very risky destinations for capital. He elaborates on how 
applying our alternative view of risk has enabled us to identify a 
rich opportunity set of underpriced assets, both in South Africa 
and globally.
 
In the second article, Fund Managers John Gilchrist and 
Mikhail Motala explain that during the 2020 market sell-
off, traditionally high dividend paying companies globally 
faced a particularly severe sell-off as the dividend underpin 
evaporated. South African smaller cap value shares, the 
most unloved part of an unloved market within an unloved 
investing style, were particularly hard hit. As we look across the 
opportunities expressed in our funds, a common theme of high 
prospective dividend yields on offer in a post-Covid-19 world 
emerges.  
 
In our final article, Fund Manager Duayne Le Roux argues that 
the rate cuts associated with efforts to contain the economic 
fall-out of the Covid-19 pandemic, together with worries about 
South Africa’s fiscal position and investor preference for low 
risk options, have driven distortions in the local yield curve. 
The current environment offers opportunities for fixed income 
investors to secure equity-like returns at lower risk levels, 
provided they are willing to look further out along the yield 
curve. 

We trust that you will find these articles insightful, and their 
guidance valuable in these turbulent times.

Introduction 

Anet has over 30 years’ experience in investment and business management. After starting her career at Allan Gray in 1986, 
where she fulfilled various roles in trading and investment management, she worked as a portfolio manager at Syfrets, and 
later BoE Asset Management, where she was CIO and CEO. She also spent six years at Sanlam, where she was the CEO of 
Sanlam Multi Manager International. Anet joined PSG Asset Management as CEO in 2013.

Our analysis shows that there are in fact rich opportunity sets 
available for patient investors who are willing to look beyond the 

short-term noise.

https://www.psg.co.za/news/asset-management/angles-and-perspectives/2020/Q4/Alternative-view-of-risk?utm_medium=email&utm_campaign=Asset+Management+communication&utm_content=Angles+and+Perspectives+2020+Q4&utm_source=AM+AANDP+Email&utm_term=Alternative-view-of-risk
https://www.psg.co.za/news/asset-management/angles-and-perspectives/2020/Q4/Being-paid-to-wait-Q42020?utm_medium=email&utm_campaign=Asset+Management+communication&utm_content=Angles+and+Perspectives+2020+Q4&utm_source=AM+AANDP+Email&utm_term=Being-paid-to-wait-Q42020
https://www.psg.co.za/news/asset-management/angles-and-perspectives/2020/Q4/Fixed-income-investors-benefit-Q42020?utm_medium=email&utm_campaign=Asset+Management+communication&utm_content=Angles+and+Perspectives+2020+Q4&utm_source=AM+AANDP+Email&utm_term=Fixed-income-investors-benefit-Q42020
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An alternative view of risk

Kevin Cousins

Kevin has over 25 years’ experience in investment management. Kevin joined PSG Asset Management as an Investment 
Analyst in 2015. He was appointed Head of Research in 2017.

What is safe and what is risky?
At current multiples and yields, we believe the consensus ‘safe’ 
assets are actually very risky destinations for capital. In addition, 
extrapolating past economic trends may be a very poor guide to 
what lies ahead, especially regarding inflation, interest rates and 
currencies. Applying our alternative view of risk has enabled us 
to identify a rich opportunity set of underpriced assets, both in 
South Africa and globally.

What price for safety?
There is a massive bifurcation between the price levels of those 
assets generally perceived as being low risk and everything 
else. Many commentators have highlighted the extreme out-
performance of the growth factor over the value factor, but this 
is just one of several ‘themes’ highlighted below. 

‘Safe’ assets ‘Risky’ assets

US equities Japanese, UK and emerging market (EM) equities

Large cap equities Mid- and small cap equities

Index funds or quasi-index funds Actively managed funds with off-index positions

FAANG stocks Financials, resources and other cyclical sectors

Growth and momentum factors Value and free cash flow factors

US treasuries SA government bonds

US dollar (USD) SA rand and other EM currencies

Table 1: The matrix of conventional wisdom: circa Q3 2020

Source: PSG Asset Management 

Let’s be clear: the popularity of the perceived ‘safe’ assets 
shown on the left above has not been easily earned. It has been 
built up steadily due to a long period of price appreciation and 

returns. For example, the table below shows the total returns 
of US government bonds and US large cap equities over various 
time frames.

Table 2: Total returns of US government bonds and US large cap equities

Annualised total returns in USD 2020 3 years 5 years 10 years

US treasury bonds* 10.0% 6.3% 4.4% 4.5%

US large cap equities (S&P 500 Index) 18.3% 14.1% 15.2% 13.9%

* Total return of iShares 7-10 year treasury ETF (IEF)

Source: Bloomberg

Given this performance, it is not surprising that over the past 
decade substantial capital has flowed into the ‘safe’ assets. 
The excellent returns have reflexively encouraged more funds 
to follow. This process has continued until the perceived safe 
assets are the majority of positioning, with investors crowded 
into a handful of themes. That these themes delivered in an 
extraordinary year like 2020, further supports their validity.

However, there is a catch. The ‘low risk’ assets are at extreme 
ratings and provide miniscule, if any, yields. The current dividend 
yield on the S&P 500 is 1.5% and the 10-year treasury bond 
yields about 1%. How does that compare to history? On the 
following page we show various long-term rating measures for 
the S&P 500 Index, based on Bloomberg data.
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Graph 1: S&P 500 Index price/earnings ratio for the past 66 years

Source: Bloomberg
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Graph 2: S&P 500 Index dividend yield for the past 50 years

Source: Bloomberg
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The dangers in the prevailing ‘safe’ asset narrative
We know that medium- and long-term subsequent returns are 
very dependent on the entry multiple. Asset manager GMO’s 
latest forecast real returns for US large cap equities is -6.6% per 
annum for the next seven years (source: GMO). The S&P 500 is 
at a generational extreme rating based on the various valuation 
measures shown above. While on a dividend yield basis the 
yield was briefly lower from 1998 to 2000, an investor investing 
at those levels would have to wait some 13 years before seeing 
a capital gain, and weather two drawdowns of more than 45% 
in the interim. 

Many investors are not deterred by these record multiples. 
A typical response to sky-high ratings of the popular equity 
assets, is that any multiple is justified with interest rates this 
low. Like many compelling narratives, there is a grain of truth 
in that, stemming from the potential to use lower discount 
rates in valuations. However, work done by both Goldman 
Sachs and Bernstein shows the equity risk premium expands 
during periods of very low bond yields (due to weak growth 
expectations) and, consequently, implied discount rates remain 
relatively stable. Therefore, this at best has a muted impact.

More importantly, the secondary impact of the “any multiple 
is justified given low rates” narrative is that all your so-called 

‘safe’ assets become a correlated bet on future developed 
market bond yields. Is that appropriate positioning for a prudent 
manager, let alone from a ‘low risk’ portfolio? After 40 years 
of declining yields, is it reasonable for investors to extrapolate 
more of the same many years into the future?

Betting everything on still lower yields
The current US 10-year treasury bond yield is about 1%. 
Inflation is expected to be just over 2% for the next decade (per 
inflation-protected security or ‘TIPS’ pricing). The idea that a 10-
year government bond yielding roughly half the inflation rate is 
a safe asset, is entirely based on the belief that the bonds can be 
sold at an even lower yield (higher price) in the future. Holding 
the bond to maturity is a guaranteed losing strategy. Here, a 
really long-term view can help to provide perspective. Bernstein 
has put together a time series showing US government bond 
yields going back an incredible 220 years.

It is very difficult to make the case for a very substantial bet on 
sustained lower yields from where we currently are. In fact, the 
chart shows that the current levels are anomalous. Given that 
the continued decline in bond yields is an essential backdrop 
to the future performance of all the so-called ‘safe’ assets, 
even an ambivalent view on future yields calls into question the 
consensus of what is safe and what is risky.

Graph 4: US 10-year treasury bond yield: 220 years from 1800  
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Forming an alternative view of risk
We believe investors needs to take an alternative view of risk. In 
this alternative view we are:
• prepared to look ahead a few years to a post-Covid-19 

world
• careful not to base expectations on naive extrapolation of 

the past
• cognisant of where we stand with many markets at 

generational or all-time extremes

Most importantly, we explicitly consider the role of the price 
paid in the risk of permanent capital loss.

When we take this alternative view, the opportunity set changes 
dramatically. At current multiples and yields, the consensus safe 
assets, are, in our view, very risky destinations for capital. In 
addition, extrapolating past economic trends may be a very 
poor guide to what lies ahead, especially regarding inflation, 
interest rates and currencies. Finally, if we also consider the very 
crowded positioning in these so-called safe assets, in terms of 
our alternative view they actually represent risk for conservative 
portfolios focused on long-term returns.
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Extreme PEs and 
yields

Crowded
positioning

Uncertain 
future rates

'Safe assets'

Layered risk: An alternative view of the so-called ‘safe’ assets 

Getting paid to wait: Attractive opportunities away 
from the consensus
Applying our alternative view of risk has enabled us to identify a 
rich opportunity set of under priced assets, both in South Africa 
and globally. Focusing our research efforts on uncrowded or 
unloved regions and sectors raises our odds of finding ‘quality 
on sale’. Being prepared to look out several years enables us 
to consider opportunities created by the impact of the global 
pandemic response on businesses and the economy. 

We believe the local and global buy lists that underpin all our 
portfolios contain very attractive assets at substantial discounts 
to their intrinsic values. The forward dividend yield on our local 
buy list is 6.5% and our global buy list 4.0% (using the 2-year 
forward DY based on Bloomberg consensus or PSG research, 
if no coverage). John Gilchrist and Mikhail Motala elaborate 
further on dividend income in their article Being paid to wait. 

A catalyst for performance is likely to be an inflection in the 
long-term interest rate cycle. In the future, when we look 
back, we might conclude the inflection point of the yield curve 
started in November 2020, but we must acknowledge we have 
no certainty on the timing of macroeconomic variables, and do 
not attempt to forecast them.

What if it takes several more years before the cycle 
turns?
In the meantime, we are ‘paid to wait’, with good yields from 
the assets that look attractive via our alternative risk view. Our 
current buy lists represent what we believe to be well-diversified 
and resilient portfolios for long-term investors.

Source: PSG Asset Management

https://www.psg.co.za/news/asset-management/angles-and-perspectives/2020/Q4/Being-paid-to-wait-Q42020?utm_medium=email&utm_campaign=Asset+Management+communication&utm_content=Angles+and+Perspectives+2020+Q4&utm_source=AM+AANDP+Email&utm_term=Being-paid-to-wait-Q42020
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Dividends provide an underpin for attractive future 
returns from unloved companies
During the 2020 market sell-off, traditionally high dividend 
paying companies globally faced a particularly severe sell-off 
as the dividend underpin evaporated. South African smaller 
cap value shares, the most unloved part of an unloved market 
within an unloved investing style, were particularly hard hit. At 
PSG Asset Management, we are looking beyond the short term 
to the attractive dividend yields we believe will be on offer in 
a post-Covid-19 world. Importantly, we believe these dividend 
yields can be achieved even if overall South African economic 
activity remains subdued.

2020 was characterised by disappearing dividends
In early April 2020, as the economic and financial effects of 
Covid-19 and the related lockdown started to take hold of 
the South African economy, the South African Reserve Bank 
(SARB), acting in its capacity as the Prudential Authority to 
South African banks, issued a Guidance Note recommending 
that banks withhold their upcoming dividend declarations. This 
recommendation was designed to help banks conserve their 
capital resources and thereby ensure they were in a position to 
both support the economy by advancing loans to corporations 
and individuals as and when required, and absorb losses 
stemming from potential bad debts. The regulator instructing 
banks not to pay a dividend to its shareholders is an extreme 
move and one that was unprecedented in South Africa, but 
it followed on the heels of global banking regulators such as 
the Bank of England and European Central Bank, who issued 
similar guidelines. 

Investors in these banks, many of whom would have assumed 
ongoing attractive dividends, were faced with the prospect of 
a year of zero dividend income. Other corporates elected to 
suspend dividend payments over the next few months – not as 
a result of regulatory intervention but rather out of prudence in 
the wake of extreme uncertainty caused by Covid-19. Dividend 
expectations are often a key driver of share prices, providing an 
underpin for investors’ valuations. Therefore, traditionally high 
dividend paying companies suffered a particularly severe sell-off 
in 2020, as the dividend underpin evaporated. 

A case of investor myopia
While few South African companies are expected to pay 
dividends this year, dividend payments will eventually resume. 
Some investors can become myopic and increasingly short-term 
focused when faced with large market moves or higher levels 
of uncertainty. However, as Kevin Cousins writes in his article 
An alternative view of risk, for investors who have the discipline 
and fortitude to look further into the future, short-term setbacks 
can be a rich source of opportunity. We anticipate that certain 
companies will resume paying dividends as soon as next year 
and, in many cases, will return to pre-Covid-19 dividend levels 
the following year. 

These dividend projections incorporate conservative 
assumptions on the recovery in revenues – they do not rely on 
a buoyant economic environment, significant pent-up demand 
or market share gains. We cannot say for sure when earnings 
and dividends will match pre-Covid-19 levels, and the glidepath 
will look very different from sector to sector and company to 
company. However, if you calculate a dividend yield using the 
dividends companies declared before any effects of Covid-19 
against current share prices, you get an indication of the level 
of income investors could potentially expect to earn on shares 
once earnings and dividends return to pre-Covid-19 levels. 

Notwithstanding the uncertainties that surround future dividend 
payments, there are many companies that have reasonable 
prospects of achieving close to pre-Covid-19 dividend levels in 
2021. As shown in Graph 1, a number of the companies held 
in our portfolios have forward dividend yields of close to 8%, 
and in some cases in excess of 10%. Starting dividend yields 
of this magnitude provide very good entry points and usually 
correspond to attractive expected returns, both in nominal and 
real terms. If we consider a 10% starting yield and assume that 
the dividends only grow by the current inflation rate of 3.2% 
(SARB, November 2020), the expected annual return (without 
real growth or a re-rating) is an extremely attractive 13% p.a.

Mikhail Motala

John has 20 years’ investment experience and was previously co-head of the Customised Solutions Boutique at OMIGSA. He 
is a CA(SA) and has an MBA from Insead in France.

Mikhail joined PSG Asset Management in 2015 and serves as an Assistant Fund Manager. He conducts research on both 
local and global companies across various sectors. Before joining PSG, he worked in the assurance division at Ernst & Young. 
Mikhail is a qualified chartered accountant.

Being paid to wait

John Gilchrist
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Graph 1: Forward dividend yields: examples from our buy list shares

2020 DY consensus 2022 PSGAM DY2021 PSGAM DY2019 DY
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Old Mutual Exxaro Netcare JSE AECI HudacoOld Mutual Exxaro Netcare JSE AECI Hudaco

Sources: PSG Asset Management and Bloomberg

Dividend yields and interest rates
Dividend yields should not only be considered in isolation, 
but also relative to prevailing interest rates. To highlight the 
importance of the relationship between dividend yields and 
interest rates, consider the alternatives available to income-
seeking investors. The most risk averse of these investors invest 
in money market funds. For a number of years, inflation has been 
low and interest rates have been relatively high, allowing these 
investors to earn inflation-beating returns from money market 
instruments. As interest rates have been cut in response to the 
impact of Covid-19, that real yield (interest rate less inflation) 
has evaporated. Short-term rates at 3.5%, is the lowest in 55 
years. High dividend yields combined with low interest rates 

could tempt investors earning paltry income further up the 
risk spectrum, thereby driving flows into undervalued, high 
dividend yielding equities and supporting share prices. 

When dividend yields are this high relative to interest rates, 
they typically bode well for subsequent returns. In June 2008, 
dividend yields of the FTSE/JSE All Share Index were at their 
lowest levels relative to interest rates. The subsequent 9-month 
return from equities was a 31% decline. Conversely, dividend 
yields reached their highest levels relative to interest rates in 
April 2020. The subsequent rally to the end of the year was 
36%. Despite this strong equity rally, dividend yields still look 
highly attractive relative to interest rates.

Dividend sustainability case studies

Case study 1: Old Mutual
In 2016, Old Mutual plc embarked on a capital return 
strategy via a break-up of the company known as ‘managed 
separation’. The African business was listed on the JSE in 
2018 as Old Mutual Limited and began its own capital return 
strategy immediately. That capital return via dividends and 
share repurchases continues to be a cornerstone of the Old 
Mutual investment thesis. 
There is a strong chance that Old Mutual will be able to 
declare a dividend approximating pre-Covid-19 levels in two 
years’ time. The primary reasons for this are: 
• An incredibly high margin, cash-generative business of 

selling funeral policies to entry level clients. 
• Significant scale in their Corporate Solutions and 

Investment Management businesses, which generate 
strong recurring revenue. 

With a forward dividend yield approaching 10%, Old Mutual 
is very attractively valued.

Case study 2: JSE Limited
Since listing on its own exchange in 2006, the JSE has not 
once reduced its distribution to shareholders. Unlike many 
companies that experienced pressure to preserve cash by 
suspending distributions in 2020, this was not the case for 
the JSE, which has a debt-free balance sheet. Furthermore, 
the JSE has a unique ability to generate countercyclical profits. 
Periods of heightened volatility, typically during downturns, 
have historically been supportive of trading activity and the 
JSE has demonstrated an ability to grow earnings during these 
downturns. Historically, the JSE has been able to generate all 
of its profits in free cash flow, and that looks set to continue. 
The combination of a strong balance sheet, resilient revenue 
streams and profits generated in cash, bodes very well for the 
sustainability of the dividend going forward. With a forward 
dividend yield approaching 8%, the JSE is very attractively 
valued.
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Source: Bloomberg
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Exploiting the opportunity in small and mid-caps
While we do not view ourselves as small cap managers, many 
of the opportunities meeting the attractive valuation criteria 
highlighted above fall within the ambit of the JSE small and mid-
cap universe. As shown in Graph 2, while shares with smaller 

market capitalisations tend to outperform their large cap peers 
over the longer term, they have underperformed over the last 
10 years, primarily due to substantial underperformance over 
the last three years.

Graph 2: Relative rolling 3-year annualised price performance of mid-caps vs Top 40 Index

This underperformance has been driven primarily by a relative de-
rating of smaller cap shares, hence the attractive opportunities 
and high prospective dividend yields we are seeing in this area 
of the market. Potential reasons for this being such fertile 
ground for mispricings are:
• Globally, there has been a protracted bias towards growth 

over value shares. In most cases, South African small and 
mid-cap shares are regarded as value shares, given the lack 
of economic growth.

• Emerging markets have been out of favour and South 
Africa has not been spared.

• South African small and mid-cap shares are perceived to 
be entirely reliant on the local economy. However, many 
of these companies are more diversified and resilient than 
perceived and often earn a significant amount of their 
profits in hard currency.

• There is very little broker research coverage of the small 
and mid-cap universe. 

• Regardless how attractive the opportunity is, it cannot 
be exploited by many of our larger peers in the asset 
management industry. By way of illustration, at  
31 December 2020, the PSG Balanced Fund had 9% 
of the fund invested in aggregate in the following four 
companies: JSE Limited, Imperial Logistics Limited, AECI 
Limited and Hudaco Industries Limited. If the three largest 
balanced funds in the country were to invest in these four 
companies with the proviso that they restrict ownership 
to five percent of any one of those companies, the 
combined position would be between 1% and 3% of the 
funds’ assets. We see our ability to exploit these attractive 
opportunities in a meaningful way as a key differentiator 
and competitive advantage.

To put it bluntly: South African smaller cap value shares are 
the most unloved part of an unloved market within an unloved 
investing style.

Being paid to wait
As we look across the opportunities expressed in our funds, a 
common theme of high prospective dividend yields emerges. 
At PSG Asset Management, we are willing to look beyond the 
trials of this year, of subdued earnings and dividends, to the 
attractive yields we believe will be on offer in a post-Covid-19 
world. It is important to note that these dividend yields can 
be achieved even if overall South African economic activity 
remains subdued. Attractive dividend yields mean that our 
funds will be handsomely rewarded while we wait. In addition, 
in a low yield world these attractive dividend yields could attract 
additional investment, leading to a re-rating of these shares and 
exceptional returns for patient investors. 
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Duayne started his career with PSG Wealth in 2015 as part of the PSG Graduate Programme. In 2016, he joined PSG Asset 
Management as a Graduate Trainee and subsequently became the Quantitative Analyst for the fixed income team. He was 
appointed as an Assistant Fund Manager in 2018 and as Fund Manager in 2021.

Fixed income investors can benefit from 
South Africa’s distorted and steep yield curve 

A distorted yield curve offers investors access to 
potentially equity-like returns
Fixed income markets have been through a tumultuous year. 
The rate cuts associated with efforts to contain the economic 
fall-out of the Covid-19 pandemic, together with worries about 
South Africa’s fiscal position and investor preference for low 
risk options, have driven distortions in the local yield curve. 
The current environment offers opportunities for fixed income 
investors to secure equity-like returns at lower risk levels, 
provided they are willing to look further out along the yield 
curve. 

The impact of the pandemic induced exceptional market 
conditions 
The Covid-19 pandemic necessitated that governments take 
extreme actions. Entire populations were confined to their 
homes and people’s interactions were limited to those closest 
to them. As a result, economic growth in South Africa came 
to a grinding halt. Globally, policymakers were forced to take 

decisions that weighed the cost of human life against that 
of economic progress. This was no different in South Africa, 
where there are significant concerns about the sustainability of 
government debt levels. 

Additionally, the South African Reserve Bank (SARB) has cut the 
repo rate five times since the start of the pandemic, delivering 
a cumulative 3% in rate cuts. At 3.5%, the policy rate is the 
lowest it has been since 1965. The SARB was cutting rates even 
as local inflation sped to the lower bound of the SARB’s target 
range, bottoming out at 2.1%. At the time of writing, it was still 
below the targeted midpoint of 4.5%. Against this backdrop, 
with many variables changing at the same time, we saw the 
10-year government bond yield rise above 12%, something 
that has not happened since 2002. And the 10-year inflation-
linked bond yield spiked very briefly to 6%, before settling 
around the 4% to 4.5% range. The repo rate cuts also helped 
to keep short-term rates well anchored, with 1-year negotiable 
certificate of deposit (NCD) rates bottoming out at 3.375%.

Duayne Le Roux

Graph 1: Fixed income yields

 2.00

 2.50

 3.00

 3.50

 4.00

 4.50

 5.00

 5.50

 6.00

 6.50

 2.00

 3.00

 4.00

 5.00

 6.00

 7.00

 8.00

 9.00

 10.00

 11.00

 12.00

 13.00

Ja
n-

19

Fe
b-

19

M
ar

-1
9

Ap
r-

19

M
ay

-1
9

Ju
n-

19

Ju
l-1

9

Au
g-

19

Se
p-

19

O
ct

-1
9

No
v-

19

De
c-

19

Ja
n-

20

Fe
b-

20

M
ar

-2
0

Ap
r-

20

M
ay

-2
0

Ju
n-

20

Ju
l-2

0

Au
g-

20

Se
p-

20

O
ct

-2
0

No
v-

20

De
c-

20

10-yr inflation-linked government bond yield (RHS)1-yr NCD yield (LHS) 10-yr nominal government bond yield (LHS)

 Sources: PSG Asset Management and Bloomberg



10 | 

Figure 2: Low confidence often coincides with excess returns: SA business confidence and subsequent 3-year returns

Investors reacted to market developments
A dynamic that played out last year was the flow of money 
from higher- to lower-risk funds. In total, 2020 saw R145 billion 
in outflows from balanced and high-equity funds, while income 
funds received R249 billion in inflows throughout the year. 
This flow of money from higher-risk funds to lower-risk funds 
also implies a movement from investments further up yield 
curves positioned in longer-maturity instruments to lower-risk 
investments positioned in shorter-maturity instruments. 

With concerns around a possible sovereign debt crisis building 
and investor preference for shorter-dated instruments 
increasing, there was a very sharp sell-off in longer-term 
instruments. Consequently, multiple distortions arose: a sharp 
divergence between short- and long-term yields (the difference 
in yield offered by various points on the same yield curve 
became exaggerated) and a sudden increase in the yields of 
long bonds.

Putting fears around Government’s fiscal position in 
perspective
Before being able to make any decisions in these kinds 
of conditions, critical questions needed to be answered. 
Government’s fiscal position is a relevant concern – and one 
that bears closer scrutiny. Therefore, we investigated whether it 
would be possible for a country in a vulnerable fiscal position, 
like South Africa, to return to a sustainable position. 

Our research shows that a recovery is possible. Government’s 
chosen path of budget cuts and spending reallocation would 
be the first of many steps needed to head in the right direction. 
These measures would not be enough on their own, however, 
and would need to coincide with a revival in economic growth 
prospects, for which private sector participation would be key. As 
growth starts to increase, tax receipts will rise and Government’s 
borrowing requirements will decline. Simultaneously, GDP will 
increase, resulting in the debt-to-GDP ratio potentially declining 
fairly rapidly.
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Graph 2: South African debt/GDP scenarios

0% long-term growth; R300m cost cutting2.5% long-term growth; R0m cost cutting

Source: PSG Asset Management

The safety in high starting yields on steep curves
High starting yields are incredibly powerful from the perspective 
of buying with a margin of safety. By locking in a high starting 
yield, investors are less exposed to changes in yields moving 
against them, while earning a higher yield. When high yields 
are combined with steep yield curves, as is currently the case 
in South Africa, the risk-return trade-off becomes extremely 
compelling. Under this scenario, if nothing changes, returns 
from bonds are boosted by a decline in yield as the term of the 
bond reduces.

The effect of the 10-year bond ‘rolling down the curve’ to 9% 
would be a return of 16.63% in one year. In their article Being 
paid to wait John Gilchrist and Mikhail Motala explain that 
highly attractive dividend yields are also set to reward patient 
investors in equity markets. 

Case studies on the impact of high yields and roll-down 
potential
The benefits of both high yield and roll-down potential are best 
illustrated with a real-life example currently held in our fixed 
income funds. The R2032, a government bond maturing in 
2032, currently trades at a 9.7% yield. If nothing changes over 
the next two years (which we believe is plausible), this bond 
will deliver 12.5% comprised of the yield plus the benefits from 
the roll-down. The attractive risk-return trade-off available from 
these instruments is evident from the pay-off profile below, 
which shows the annual return over the next two years, under 
various assumptions.

https://www.psg.co.za/news/asset-management/angles-and-perspectives/2020/Q4/Being-paid-to-wait-Q42020?utm_medium=email&utm_campaign=Asset+Management+communication&utm_content=Angles+and+Perspectives+2020+Q4&utm_source=AM+AANDP+Email&utm_term=Being-paid-to-wait-Q42020
https://www.psg.co.za/news/asset-management/angles-and-perspectives/2020/Q4/Being-paid-to-wait-Q42020?utm_medium=email&utm_campaign=Asset+Management+communication&utm_content=Angles+and+Perspectives+2020+Q4&utm_source=AM+AANDP+Email&utm_term=Being-paid-to-wait-Q42020
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Graph 3: R2023 potential 2-year return (per annum) 

R2032 yield in January 2023

Sources: PSG Asset Management and Bloomberg. Returns comprise coupons plus yield roll-down given current yield curve.
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To illustrate further how high yields can attract investment and 
in so doing drive returns, we look to a position held in our 
funds this year. The R186 government bond started the year 
as a 7-year bond yielding 8.2%. Following the bond sell-off 
in March, yields subsequently spiked briefly above 11%. This 
is a very attractive and high starting yield, especially when 
combined with a very steep yield curve. Throughout the year, 
as opportunities at the short end of the yield curve became 
crowded out, more money started to flow further up the yield 
curve. This caused the yield curve to flatten and the bond’s yield 
to decline 1.5%, and led to the R186 generating a return of 
15.4% for the year. This was comfortably ahead of both the 
JSE All Share Index and cash, which returned 7% and 5.4% 
respectively over a comparative period – a very good outcome 
for fixed income clients.

Opportunities for fixed income investors
2020 saw market dynamics drive distortions across yield curves 
and offer fixed income investors a unique set of opportunities. 
There were very real risks that needed to be assessed and we 
continue to monitor them on an ongoing basis. However, we 
believe these conditions have offered opportunities to invest 
with a high margin of safety. In addition, steep curves have 
meant that if market dynamics result in flatter curves, there 
is the added possibility of significant capital gains. We have 
positioned our funds to take advantage of this, and anticipate 
our investors will be handsomely rewarded in the future.

Cash yield

Status quo scenario



12 | 

A quick reminder of our 3M process

As investment professionals, we seek to generate consistent 
long-term returns for our clients. A robust and proven 
investment process is at the heart of our ability to do so 
consistently over time, even as market cycles come and go 
and stocks fall in and out of favour. We understand that 
generating strong long-term returns for our clients rests on 
the ability to buy low, invest for the long run and sell high.  
 
To find the most attractive opportunities, we look in the 
uncrowded areas of the market that offer the best chance of 
mispricing (generally those characterised by fear, uncertainty 
or neglect). We further improve our chances of success by 
applying our 3M process. 

The first two M’s help us evaluate the quality of companies. 
These are the strength of ‘management’ and evidence of 
a competitive advantage that serves as a ‘moat’, setting 
the company apart from its peers. Our third M is the  
‘margin of safety’, reflected in how far a security is trading 
from its fair value (or, viewed differently, whether its current 
price is setting us up to ‘buy low’). Essentially, we are looking 
for some inherent quality that the market might be missing. As 
a result, we tend to invest in companies that are as good as the 
market or better, but trading at a discount.  We believe that if 
we apply this methodology consistently, we will tend to buy 
quality companies at affordable valuations, helping our clients 
in growing their investments over time. 

QUALITY
ASSESSMENT

PRICE

Margin of 
Safety Management

Moat
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Portfolio holdings as at 31 December 2020

Top 10 equities
Glencore plc 

Anheuser-Busch InBev

Remgro Ltd

Discovery Ltd

Imperial Logistics Ltd

AECI Ltd

Prudential plc

Super Group Ltd

The Mosaic Co

Old Mutual Ltd

PSG Equity Fund

Top 10 equities
Discovery Ltd

Glencore plc

Anheuser-Busch InBev

Prudential plc

Tanger Factory Outlet Centers Inc

JSE Ltd

Remgro Ltd

Liberty Global Inc

The Mosaic Co

Imperial Logistics Ltd

PSG Balanced Fund

Top 10 equities
Anheuser-Busch InBev

Glencore plc

Remgro Ltd

Discovery Ltd

Prudential plc

AECI Ltd

Super Group Ltd

JSE Ltd

Imperial Logistics Ltd

Old Mutual Ltd

PSG Flexible Fund

Asset allocation

• Domestic equity 50.5%

• Domestic cash and NCDs 2.5%

• Domestic property 1.4%

• Domestic bonds 17.5%

• Foreign equity 20.2%

• Foreign cash 2.7%

• Foreign property 5.2%

Total 100%

Asset allocation

• Domestic equity 69.3%

• Domestic cash 0.5%

• Foreign equity 23.5%

• Foreign cash 2.3%

• Foreign property 4.4%

Total 100%

Performance

PSG Equity Fund FTSE/JSE All Share TR Index
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Asset allocation

• Domestic equity 75.3%

• Foreign equity 20.1%

• Foreign cash 0.1%

• Foreign property 4.5%

Total 100%
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Top 5 equities
Anheuser-Busch InBev

Discovery Ltd

Remgro Ltd

Prudential plc

Simon Property Group Inc

Top 5 issuer exposures
The Republic of South Africa

FirstRand Bank Ltd

Eskom Holdings SOC Ltd

Standard Bank of SA Ltd

Nedbank Ltd 

PSG Stable Fund

Top 5 equities
Absa Bank Ltd preference shares

Standard Bank Group preference shares

JSE Ltd 

Remgro Ltd

Tanger Factory Outlet Centers Inc

Top 5 issuer exposures
The Republic of South Africa

FirstRand Bank Ltd

PSG Money Market Fund

Standard Bank of SA Ltd

Eskom Holdings SOC Ltd

PSG Diversified Income  
Fund

Top 10 issuer exposures
The Republic of South Africa

PSG Money Market Fund

The South African Reserve Bank

Standard Bank of SA Ltd

FirstRand Bank Ltd

Absa Bank Ltd

Nedbank Ltd

Capitec Bank Ltd

Eskom Holdings SOC Ltd

Old Mutual Ltd

PSG Income Fund

Asset allocation

• Domestic equity 4.0%

• Domestic cash and NCDs 16.2%

• Domestic property 0.3%

• Domestic bonds 71.8%

• Preference shares 2.0%

• Foreign equity 1.7%

• Foreign cash 3.3%

• Foreign property 0.7%

Total 100%

Asset allocation

• Domestic cash and NCDs 43.6%

• Domestic bonds 56.4%

Total 100%

Asset allocation

• Domestic equity 26.2%

• Domestic cash and NCDs 6.7%

• Domestic property 0.7%

• Domestic bonds 51.0%

• Foreign equity 10.8%

• Foreign cash 2.0%

• Foreign property 2.6%

Total 100%

Performance

PSG Income Fund STeFI Composite Index
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Issuer exposures
The Republic of South Africa

Nedbank Ltd

FirstRand Bank Ltd

Standard Bank of SA Ltd

Absa Bank Ltd

Investec Bank Ltd

PSG Money Market Fund

Top 10 equities
Prudential plc  

Anheuser-Busch InBev 

Liberty Global Inc

Glencore plc

Asahi Group Holdings Ltd

The Mosaic Co

Japan Post Insurance Co Ltd

Simon Property Group Inc

Nordstrom Inc

Resona Holdings Inc

PSG Global Equity Sub-Fund

Top 10 equities
Prudential plc  

Anheuser-Busch InBev 

Liberty Global Inc 

The Mosaic Co

Asahi Group Holdings Ltd

Glencore plc

Simon Property Group Inc

Japan Post Insurance Co Ltd

Nordstrom Inc

Resona Holdings Inc

PSG Global Flexible  
Sub-Fund

Performance
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Asset allocation

• Linked NCDs/Floating rate notes 19.7%

• Step rate notes 13.6%

• Treasury bills 48.8%

• Call 17.9%

Total 100%

Regional allocation

• US 41.2%

• Europe 15.4%

• UK 22.5%

• Japan 13.5%

• Canada 2.9%

• Africa 3.9%

• Cash 0.6%

Total 100%

Regional allocation

• US 37.4%

• Europe 14.9%

• UK 20.5%

• Japan 12.4%

• Canada 2.7%

• Africa 3.0%

• Cash and bonds 9.1%

Total 100%
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Percentage annualised performance to 31 December 2020 
(net of fees)

* Fund manager inception date 01/03/2002
** Current benchmark inception date 01/11/2004

^ The PSG Global Equity Feeder Fund feeds into the PSG Global Equity Sub-Fund
^^ The PSG Global Flexible Feeder Fund feeds into the PSG Global Flexible Sub-Fund

Source: 2020 Morningstar Inc. All rights reserved as at end of December 2020. 
Annualised performances show longer-term performance rescaled over a 12-month period. 
Annualised performance is the average return per year over the period.
Past performance is not necessarily a guide to future performance.

International funds

1 Year 3 Years 5 Years 10 Years Inception Fund inception date

PSG Global Equity Sub-Fund A  1.63  -3.26  5.95  3.24  3.76 23/07/2010

MSCI Daily Total Return Net World USD Index (in USD)  15.87  10.54  12.19  9.87  10.95 

PSG Global Flexible Sub-Fund A  6.22  -1.19  6.29  4.07 02/01/2013

US inflation + 6% (in USD)  7.16  7.80  7.86  7.55 

Local funds

1 Year 3 Years 5 Years 10 Years Inception Fund inception date

PSG Equity Fund A  -3.72  -6.46  2.62  7.75  14.11 * 31/12/1997

FTSE/JSE All Share Total Return Index  6.98  3.12  6.36  9.61  12.79 

PSG Flexible Fund A  -4.12  -3.28  3.20  8.58  12.66** 02/11/1998

SA Inflation + 6%  9.16  9.94  10.60  11.07  11.49 

PSG Balanced Fund A  0.66  -1.92  3.35  7.89  12.05 01/06/1999

SA Inflation + 5%  8.16  8.97  9.62  10.08  10.35 

PSG Stable Fund A  1.37  1.47  4.54  7.22 13/09/2011

SA Inflation + 3% over a rolling 3-year period  6.16  6.97  7.62  7.96 

PSG Diversified Income Fund A  8.16  7.08  7.67  7.51  7.78 07/04/2006

SA Inflation + 1%  4.16  4.97  5.62  6.07  6.68 

PSG Income Fund A 9.50 8.60 8.62 7.33 01/09/2011

STeFI Composite Index 5.38 6.64 6.97 6.41

PSG Money Market Fund A  4.99  6.50  6.89  6.25  8.27 19/10/1998

South African - Interest Bearing - Money Market Mean  5.42  6.76  7.11  6.38  8.36 

PSG Global Equity Feeder Fund A ^  6.51  2.33  4.08  10.22 03/05/2011

MSCI Daily Total Return Net World USD Index (in ZAR)  21.70  17.02  11.00  18.65 

PSG Global Flexible Feeder Fund A ^^  12.87  5.11  4.65  10.50 11/04/2013

US inflation + 6% (in ZAR)  12.56  14.12  6.71  14.74 
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Contact information

Local unit trusts
0800 600 168
local.instructions@psgadmin.co.za
 
Offshore unit trusts
0800 600 168
offshore.instructions@psgadmin.co.za
 
General enquiries
+27 (21) 799 8000
assetmanagement@psg.co.za

Websites
www.psg.co.za/asset-management
www.psgkglobal.com

Cape Town office

Physical address
First Floor, PSG House  
Alphen Park
Constantia Main Road 
Constantia
Western Cape 
7806

Postal address
Private Bag X3 
Constantia
7848

Switchboard
+27 (21) 799 8000

Guernsey office

Address
11 New Street
St Peter Port  
Guernsey
GY1 2PF

Switchboard
+44 (1481) 726034

 

Malta office

Address
Unit G02
Ground floor
SmartCity Malta
SCM 01
Ricasoli
Kalkara 
SCM 1001

Switchboard 
+356 (2180) 7586

The information and content of this publication is provided by PSG Asset Management (Pty) Ltd as general information about its products. The information does not constitute 
any advice and we recommend that you consult with a qualified financial adviser before making investment decisions. For further information on the funds and full disclosure of 
costs and fees refer to the fund fact sheets on our website. 

Disclaimer: Collective Investment Schemes in Securities (CIS) are generally medium- to long-term investments. The value of participatory interests (units) or the investment 
may go down as well as up and past performance is not a guide to future performance. Where foreign securities are included in a portfolio, the portfolio is exposed to risks 
such as potential constraints on liquidity and the repatriation of funds, macroeconomic, political, foreign exchange, tax, settlement and potential limitations on the availability 
of market information. Fluctuations or movements in the exchange rates may cause the value of underlying international investments to go up or down. CIS are traded at 
ruling prices and can engage in borrowing and scrip lending. The funds may borrow up to 10% of the market value to bridge insufficient liquidity. The portfolios may be 
capped at any time in order for them to be managed in accordance with their mandate. Pricing: Forward pricing is used. Prices are published daily and available on the 
website www.psg.co.za/asset-management and in the daily newspapers. Unit trust prices are calculated on a net asset value (NAV) basis, which is the total market value of 
all assets in the fund, including income accruals less permissible deductions divided by the number of units in issue. Redemptions: The ability of a portfolio to repurchase 
is dependent upon the liquidity of the securities and cash of the portfolio. To protect investors, a manager may suspend repurchases for a period, subject to regulatory 
approval, to await liquidity. A suspension ensures that the sale of a large number of units will not force PSG Collective Investments to sell the underlying investments at a price 
in the market which could have a negative impact on investors. PSG Collective Investments will keep all investors informed should a situation arise where such suspension 
is required. Fees: A schedule of fees, charges and maximum commissions is available on request from PSG Collective Investments (RF) Limited. Commission and incentives 
may be paid and, if so, are included in the overall costs. Performance: All performance data is for a lump sum, net of fees, includes income and assumes reinvestment of 
income on a NAV-to-NAV basis. Performance is calculated for the portfolio and individual investor performance may differ as a result thereof. Different classes of participatory 
interest can apply to these portfolios and are subject to different fees, charges and possibly dividend withholding tax and will thus have differing performances. Annualised 
performance shows longer-term performance rescaled over a 12-month period. Individual performance may differ as a result of initial fees, the actual investment date, the 
date of reinvestment and dividend withholding tax. Investment performance data is for illustrative purposes only. Income distributions are net of any applicable taxes. Actual 
performance figures are available on request. Yield: Where a portfolio derives its income from interest-bearing instruments, the yield is calculated daily based on the historical 
yield of such instruments. Source of performance: Figures quoted are from Morningstar Inc. Cut-off times: The cut-off time for processing investment transactions is 
14h30 daily, with the exception of the PSG Money Market Fund, with a cut-off time of 11h00. Different cut-off times may be prescribed by investment platforms. The 
portfolio is valued at 15h00 daily. Additional information: Additional information is available free of charge on the website and may include publications, brochures, 
application forms and annual reports. Company details: PSG Collective Investments (RF) Limited is registered as a CIS Manager with the Financial Sector Conduct Authority, 
and is a member of the Association for Savings and Investment South Africa (ASISA) through its holding company PSG Konsult Limited. The management of the portfolios is 
delegated to PSG Asset Management (Pty) Limited, an authorised Financial Services Provider under the Financial Advisory and Intermediary Services Act 2002, FSP no. 29524. 
PSG Asset Management (Pty) Limited and PSG Collective Investments (RF) Limited are subsidiaries of PSG Konsult Limited. Money Market: The PSG Money Market Fund 
maintains a constant price and is targeted at a constant value. The quoted yield is calculated by annualising the average 7-day yield. A money market portfolio is not a bank 
deposit account. Excessive withdrawals from the portfolio may place the portfolio under liquidity pressures and in such circumstances a process of ring-fencing of withdrawal 
instructions and managed payouts over time may be followed. The total return to the investor is made up of interest received and any gain or loss made on any particular 
instrument. In most cases the return will merely have the effect of increasing or decreasing the daily yield but in the case of abnormal losses it can have the effect of reducing 
the capital value of the portfolio. Fund of funds: A fund of funds portfolio only invests in portfolios of CIS, which levy their own charges, which could result in a higher fee 
structure for fund of funds portfolios. Feeder funds: A feeder fund is a portfolio that, apart from assets in liquid form, invests in a single portfolio of a CIS, which levies its 
own charges and which could result in a higher fee structure for that feeder fund.

Trustee: The Standard Bank of South Africa Limited, The Towers, 2 Heerengracht Street, Cnr Hertzog Boulevard, Cape Town 8001. Tel: +27 (21) 401 2443. Email:  
Compliance-PSG@standardbank.co.za. Conflict of Interest disclosure: The funds may from time to time invest in a portfolio managed by a related party. PSG Collective 
Investments (RF) Limited or the Fund Manager may negotiate a discount in fees charged by the underlying portfolio. All discounts negotiated are reinvested in the fund for the 
benefit of the investor. Neither PSG Collective Investments (RF) Limited nor PSG Asset Management (Pty) Limited retains any portion of such discount for their own accounts. 
The Fund Manager may use the brokerage services of a related party, PSG Securities Limited. 

PSG Collective Investments (RF) Limited does not provide any guarantee either with respect to the capital or the return of the portfolio and can be contacted 
on 0800 600 168 or via email at assetmanagement@psg.co.za.

© 2021 PSG Asset Management Holdings (Pty) Limited
Date issued: 1 February 2021
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Digital subscriptions

Angles & Perspectives is a quarterly publication. If you are not on our regular mailing list and would like to receive an electronic copy 
going forward, please email us at assetmanagement@psg.co.za.
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