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1. INTRODUCTION

Introduction

Welcome to our Autumn Investment 
Research and Strategy Report 

Is South Africa still a worthy investment destination?
In this edition, we are placing the South African investment landscape 
under the microscope. As South Africans, we have faced plenty of 
headwinds to date (from political turmoil to technical recessions), but  
is South Africa still a competitive investment destination? 

In our summer survey we asked for your views, and in this edition,  
we will elaborate on the survey results and our findings. Our analysts 
will look at South Africa from domestic, offshore, equity and tactical 
perspectives. In addition, we also discuss the recent inversion of the  
US treasury yield curve.

Also, don’t forget to share your views about the challenges investors  
face during wealth creation in our new autumn 2019 survey.

Please enjoy our autumn edition, and send us any feedback, questions  
or insights – we always enjoy hearing from you.  

Regards

Adriaan Pask PhD

PSG Wealth Chief Investment Officer

You can navigate this document in two ways
1. Each of the tiles on the cover page is linked to a specific article 

– simply click on the relevant block. In the right-hand corner, 
there’s a ‘Contents’ tab; click on it to go back to the cover page.  

2. There are arrows on the side of each page. Use them to flip 
through the document. 

https://www.surveymonkey.com/r/WealthEnemies
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2. SPOTLIGHT ON: SUMMER 2019 SURVEY – POSITIVITY IN SOUTH AFRICA? 

Reasons to be positive about South Africa and domestic investment opportunities
Despite all the headwinds, South Africa should not be written off yet

Being positive about South Africa has always been a controversial topic. 
Instability around the country’s standing is a cocktail designed to breed 
cynicism, but although we experience various challenges, is this truly 
enough to break us? 

In this Investment Research and Strategy Report, we will take a closer  
look at why we believe there are still attractive investment opportunities 
in South Africa. To gauge the sentiment of our readers, we asked 
you to participate in our summer survey and rate how you feel about  
South Africa’s future, and investing in domestic asset classes.

The results (see graph 2) showed that although there is negativity among 
our clients, they have not lost all hope. We share this sentiment for the 
following reasons:

South African sentiment should improve 
South Africa is a beautiful country with so much to offer, from braais  
and thunderstorms to the invention of Pratley Putty and the Enviro Loo 
(no water required). Unfortunately, especially over the past few years,  
we have had to face headwind after headwind. As a nation, we’re 
dealing with corruption, load shedding, land expropriation concerns, high 
unemployment rates, and slow economic growth, to name but a few. 

Despite all these challenges, economic recovery and a stronger currency 
are still plausible. In his first year in office, President Cyril Ramaphosa  
has accomplished a lot to improve government issues. He has also  
embarked on a ‘clean-up mission’ and has put reasonable plans in place  
to improve direct foreign investment and the overall health of the economy. 

We are optimistic that the effects of better governance and more efficient 
public spending could aid the country’s economic growth.

Inflation is relatively low and stable
Rate cuts might be more desirable; however, a close second is an inflation 
rate that’s kept reasonably stable and low. In our opinion, neither severe 
cuts nor hikes are likely for 2019. This means the cost of capital and  
interest rates could remain relatively low. 

Moreover, the challenge faced by investors to generate inflation-beating 
returns is relatively low compared to when inflation was running at double-
digit numbers. Previously, investors had to generate high double-digit 
numbers to grow capital. 

Graph 1: Summer survey results
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Graph 2: How positive are you about domestic asset classes?
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Now that inflation is lower, investors don’t need an 18% return to cover 
a 13% inflation rate; they rather need high single-digit returns to cover 
inflation plus 4% or 5%. Considering our current domestic challenges,  
this is a great return ratio. 

Graph 4: South African inflation over five years
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Infographic 1: Reasons why investors should be optimistic about domestic investments

Source: PSG Wealth research team

Commitment to deliver on investments and trades
South Africa stands out for many reasons; one of the most prominent is  
its commitment to meet specific trade and investment requirements  
of potential investors and business leaders. Add to that the new 
administration’s efforts to improve and maintain macroeconomic 
stability for the country, which creates opportunities for real increases in  
expenditure on social services and paves the way for increased investment 
and growth.

South Africa is opportunity-rich
International research conducted by Dalbar explains, “No matter what 
the state of the mutual fund industry, boom or bust: Investment results 
are more dependent on investor behaviour than on fund performance. 
Mutual fund investors who hold on to their investments have been more 
successful than those who try to time the market.” The strategy to hold 
on to investments instead of trying to time the market has proven to be 
successful time and again.

Moreover, when sentiment is poor, it can create excellent market entry  
points to certain assets that might normally be very expensive. By being  
prepared and knowledgeable, you can unlock favourable investment 
opportunities during times when economic conditions are less than desirable.

Our research shows that the forward blended P/E of the FTSE/JSE  
All Share Index (ALSI) was 12.42 times at the end of March. However, 
when the top five shares by market capitalisation are excluded, the  
ALSI traded 10.40 times as at 31 March 2019. This is below its historical 
average, which means there are attractive investment opportunities if  
you are more selective.

Returns from domestic bonds could support equities
Longer-dated government bonds (20Y) are currently (as at 14 March 2019) 
yielding above 9.83%. Even though some risks could impact our view  
on interest rates, yields at these levels should support investment  
portfolios – especially during tougher market conditions. 

This means that even when domestic equities might experience  
headwinds, bond yields should support portfolio returns. However, 
investors should always keep in mind the importance of diversifying  
among various asset classes.

South Africa is better shielded from corrections in 
offshore markets
Currently, there are a lot of concerns about the global economic  
slowdown. Economic superpowers such as China and the United States 
of America are facing tough decisions on how to prevent bear markets  
from taking hold of their economies. South Africa’s economy might not  
be in league with these players, but the irony is that if a market  
correction does occur, South Africa may not be hit as hard by the effects 
and aftershocks. The rand tends to weaken during times of global market 
stress, which bodes well for rand returns. 

Want a more in-depth report on why South Africa is a good 
investment opportunity? Read a previous Wealth Perspective 
where Adriaan explains his view in more detail.

Autumn 2019 survey
Growing your wealth is a lot easier said than done. So, when 
constructing a strategy to safeguard and grow your wealth, what 
do you believe are the biggest pitfalls to watch out for? 

We want to investigate this topic in our next Research and Strategy 
Report, which is why we need your assistance. Please click here to 
complete our survey and share your views.

Why investors should be optimistic about  
domestic investments

Improving revenues for  
medium capitalisation  
(mid-cap) companies

Sentiment is poor, meaning 
there are opportunities others 

might miss

Stocks hammered by volatility 
could offer great entry points

Inflation is relatively low and 
reasonably stable

Interest rates will probably 
remain stable for the rest  

of the year

Domestic bond returns could 
support equities

South Africa is better shielded 
from corrections in offshore 

markets

South Africa is committed  
to deliver on investments  

and trades

https://www.psg.co.za/news/wealth/wealth-perspective/2018/Q3/a-word-from-our-cio
https://www.surveymonkey.com/r/WealthEnemies
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3. PRODUCT NOTE

Our commitment to delivering value
The PSG Wealth value proposition

Value is a tricky concept, and one for which there are many different 
definitions. However, the concept is not only complex, but also subjective, 
and it becomes even harder to define when it comes to intangibles. Let  
me illustrate my point with two examples. 

An intuitive example: buying a car
If you are considering buying a car, you can go to a showroom and  
walk around it. You can compare the specifications and go for a test  
drive to feel how it drives. You know what you would pay for similar  
vehicles, and what you can afford; look at the interior trimmings; consider  
the extras like a maintenance plan; work out the car’s fuel consumption  
and decide how important fuel efficiency is to you. Then there’s your  
own personal brand preference. 

Maybe you have always driven a Toyota. Or you want to own a BMW.  
You will ultimately decide to buy the car that offers you the best value for  
what you can afford. Two people weighing the same factors and logically  
following the same process could come up with very different answers –  
and they would both be right! You’ll also note that there is a difference  
between the price you pay, and the value you derive. 

If your final perception is that you got more value than the price you paid,  
you’ll consider yourself to have made a good buy. If, however, you 
find your car does not live up to your expectations after the fact, you  
would have paid more than the value you derive from it, and you’d  
have a serious case of buyer’s remorse. 

Our second example shows why intangibles are more 
difficult to value
With intangibles like financial products, this process becomes even more 
complicated. Let’s use the example of comparing two unit trust funds. Sure, 
you would consider the reputation of the two fund management houses  
as a start, but next you need to narrow it down to what kind of fund  
to invest in – equities, money markets or both? Then you also need 
to consider the specific portfolio manager and their track record; the 
fund mandate and benchmark; the past track records of the funds  
themselves; and their respective fees and whether you want to pay 
performance fees or not. 

These factors are still ‘easy’ to compare because most of these are typically 
disclosed in the minimum disclosure document (fact sheet). 

But how would you compare the volatility in fund performance, weigh  
up periods of past underperformance, or understand what your fund 
manager’s investment style will mean for your chosen fund’s investment 
performance in different market cycles? Once you have decided on what  
to buy, how will you value your purchase? Firstly,  what is the appropriate  
yard-stick? Inflation? The fund category benchmark? The rest of the  
market? When will you value your purchase? A day after you bought it?  
A year later, or 10 years later? 

If you were extremely lucky, and bought the best performing fund on a  
10-year view, would you still be happy if your fund had underperformed  
for the first seven of those years, only to record stellar outperformance in  
the last three? And how would you know that it was your manager’s  
skill, and not blind luck, that resulted in the outcome? 

Graph 1: Being fixated on returns can be deceiving

Market or process
failure?

Luck or skill?

Source: PSG Wealth research team

Investments are complex – make sure you understand 
what and why you measure
When it comes to investments, it is often as important to understand  
what you hope to achieve by measuring something, as it is to measure 
something in the first place. Moreover, you need a firm grasp of what  
you are not measuring. The volatility example above is a case in point –  
if you had only been fixated on measuring performance, you may have  
been sorely disappointed in your ultimate investment journey! Assessing  
how your chosen investment house stacks up when it comes to the  
thorny issue of fees against value, is no different. 

We aim to secure your financial future holistically
At PSG Wealth, we pride ourselves on being bigger picture thinkers.  
We understand that advice is an integral component to your investment 
journey, and we have designed our market-leading PSG Wealth solution 
funds with the aim of delivering a smoother investment experience  
without compromising on returns. We consider all the factors listed  
above, and more, when constructing our funds. We measure our  
performance obsessively – but more importantly we spend as much time  
ensuring we are measuring the right things and for the right reasons. 

For us, the solutions are only successful if they deliver on their long-term 
objectives and thus enable our investors to reach their investment goals. 
We manage our solutions with this in mind, relying on our tried and  
trusted investment processes and research. Our research demonstrates 
that we are thought leaders and puts us at the forefront. Advisers and 
clients benefit from this through the guidance that is provided on complex 
investment issues, giving you sound advice when you need it most. We  
aim to do this as cost-effectively as possible – helping to ensure the  
value we deliver to our clients is maximised in the form of robust returns.  
The proof of our success, and the value we ultimately offer our investors,  
is our long-term performance track record.

Table 1: The most consistent product range on the market

Fund Number of funds Since inception rank

PSG Wealth Enhanced Interest Fund* 31 1

PSG Wealth Income FoF 91 8

PSG Wealth Preserver FoF 153  8

PSG Wealth Moderate FoF 198 7

PSG Wealth Creator FoF 166 19

PSG Wealth Global Preserver FoF 123 7

PSG Wealth Global Moderate FoF 199 36

PSG Wealth Global Flexible FoF 173 4

PSG Wealth Global Creator FoF 1 883 155

* The Enhanced Interest FoF is benchmarked against other money-market funds. 

Source: PSG Wealth research team
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Graph 2: PSG Wealth Moderate FOF: performance since inception
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PSG Wealth solutions offering:

• Mitigating the opportunity for making emotional investment 
decisions

• Muting the “tax hurdle”

• Financial planning synergies

• Strategic partnerships/benefits

The cost of ill-informed and emotional financial decisions far  
outweighs any cost associated with the professional help of a financial 
adviser. 

At PSG Wealth, our ‘value add’ is informed by helping investors 
avoid the pitfalls of relying solely on their own investment abilities,  
including:

• investing without a clear-cut plan

• investing in the wrong product

• underestimating inflation

• inadequately saving for retirement

• failing to diversify, and

• making investment decisions based on emotions.
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4. TACTICAL NOTE

US yield curve turns negative for the first time since the 2008 Global Financial Crisis
The 10-year Treasury yield rate dropped lower than the 3-month yield on 22 March 2019 

The US inverted yield curve is all the rage in the media lately and this  
is primarily because it’s a strong leading indicator of a recession however, 
the lead can also be relatively long. We can expect to see a retraction  
on offshore markets within the next 12 to 18 months. 

The solution here is not to avoid offshore markets, but rather to find 
asymmetrical investments that offer you better margin of safety and 
maintain a diversified portfolio. 

What is the yield curve?
A yield curve is a line that represents the yields investors could receive 
for holding short-term and long-term bonds. Traditionally the line  
slopes upwards indicating that investors are rewarded for investing in  
long-term bonds. The shape of the yield curve usually gives an indication  
of what interest rates could be in the future and whether economic  
activity will slow or not.

Graph 1: What a traditional yield curve should look like 
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When the yield curve inverts, which is currently headline business  
news around the world, short-term interest rates received for bonds  
are higher than for long-term bonds i.e. the slope flattens to create 
inversions. Previous research has indicated that an inverted yield curve is 
usually a strong indicator of an upcoming recession. When the line is flat,  
as when bond yields on the short and long end tend to be similar, it has  
also been considered a forecast of a possible transition in an economy.

The inversion theory 
In 1986 while at the university of Chicago a younger Dr. Cam Harvey 
(PhD) current partner & senior advisor, research affiliates, and professor,  
duke university, wrote a dissertation on the cyclical features of the  
shape of the yield curve. 

His research found that an inverted yield curve normally spells bad news for  
the economy, forecasting the possibility of a recession. “In my 1986 
dissertation, I posited a fairly simple theory that interest rates have two 
components: an inflation (or nominal) component and a real component. 
The real component is linked to real economic growth. Whenever the real 
return over the longer horizon is less than over the shorter horizon, it’s  
bad news for growth, and we can anticipate that the US economy is 
going to slow down,” said Harvey in a recent interview. Simply stated,  
short-term investment rates outpace longer-term growth and inflation 
forecasts.

Graph 2: A snapshot of what the yield curve currently looks like, 
compared to a period before a recession say 2007 
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Empirical evidence 
Why does the theory work?

Harvey said during a recent interview: “as a researcher, you’re often 
disappointed because your findings get weaker after publication. 

Industry perspectives
Various industry experts believe the reason why the yield curve  
inverted on 22 March this year is different to previous occasions.  
Here are their thoughts.

“It would be a mistake to think that the unexpected flattening  
of the US yield curve signals a looming recession”, former  
Federal  Reserve chief Ben Bernanke told in the Financial Times in 
2018. He argued that quantitative easing (QE) is allowing foreign  
money to flow to long-term US Treasuries which is keeping yields low.

“Typically, an inverted yield curve would indicate that monetary 
conditions have tightened significantly. Real rates would be  
elevated, and the availability of credit would start worsening,  
with widening credit spreads and deteriorating bank lending  
surveys. 

This time around the key indicators of monetary conditions do not  
appear tight, despite the inversion. Current real rates are near zero, 
when they averaged 3% at the point of the past 6 inversions. HY  
credit spreads are only 80bp off the cycle lows, when they are  
usually 300-400bp wider ahead of the economic downturns. Banks 
are very well capitalized currently, having deleveraged over the past  
10 years, and stand ready to keep extending credit.

Finally, as the term premia is outright negative the current  
inverted curve might be saying more about subdued inflation  
expectations than about growth prospects. This is where some 
repricing could materialize, especially if our repeat-of-2016 call 
gains further traction. “We stay constructive on equities given 
the China turn, dovish Fed, potential USD peak, pivot away from  
trade uncertainty and likely bottoming out in inflation expectations.” 
– JP Morgan equity analysts.

“The market will remain volatile as investors worry about whether  
the recent inversion of the yield curve is a bad omen for the  
economy. An inverted yield curve occurs when short-term rates like 
the 3-month Treasury move higher than longer-term bond yields, 
particularly the 10-Year. 

That often has happened before a recession. (But Subramanian  
doesn’t seem too worried that a major downturn is in the cards.  
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She wrote in a recent report that the lack of any significant inflation,  
lower interest rates and a healthy job market bodes well for the 
economy – and retail stocks in particular)”. Savita Subramanian,  
the head of US equity and quantitative strategy at Bank of America 
Merrill Lynch.

“Historically, the Fed raises short-term rates when they believe the  
economy is doing well – which means inflation and growth picking 
up – justifying higher rates of interest. 

(And vice versa when the economy is doing poorly). And since 
December 2015 – the Fed’s been tightening via rate hikes (and 
Quantitative Tightening – QT) because they see the US economy 
outperforming. But bond investors aren’t so sure. They don’t believe 
that the economy’s as strong as the Fed says it is. 

So, they’re buying longer-term bonds – which pushes yields down –  
to lock in the higher yields today since they expect the Fed  
will begin cutting rates sooner than later (when they have to fight  
a deflationary recession). Thus, instead of bond investors pricing  
in growth and inflation (a  steeper yield curve), they’re instead  
pricing in deflation and a recession (an inverted yield curve). 

So, what the inverted yield curve tells us is that the bond  
market’s expecting slower growth, deflation, and a recession.”  
– Adem Tumerkan, editor-in-chief of SpeculatorsAnonymous.com.

“This classic example of “data mining” has led market participants 
to compromise their objectivity by keying in on data that  underscore 
and support pre-existing beliefs without testing whether current 
underlying economics could lead to alternative explanations. That’s 
the danger we now face. 

Objectivity should lead to questions about why the yield curve  
inverted, because an inversion caused by rising front-end rates is  
very different economically to one driven by falling back-end rates. 
The key difference is in the price of money. Recent inversions have  
been driven by front-end rates rising as the federal reserve rapidly  
tightened monetary policy to fight inflation and counter policy  
that might have been too stimulative for too long. This caused  
front-end rates to rise well above inflation, making money expensive. 

Simplistically, overnight lending to a credible party is a near  
riskless activity, which should not return much more than inflation, 
so a large premium in excess of inflation means money is expensive. 

In historic inversions, money became very expensive, which naturally  
caused a drop in economic activity. We can call this a bear inversion.  

Tactical note

But surprisingly, in the four recessions that followed my dissertation, 
the yield curve inverted before every single one of them, including the 
global financial crisis – and this is surprising too – it hasn’t provided any 
false signals so far.” Various studies followed that of Harvey’s, some of  
which used back-dated data to show that each time the yield curve  
inverted, it was just a matter of time before the US economy fell into 
a recession. According to recent data from JP Morgan there have been  
two occasions, 1966 and 1998, over the last six decades where  
Harvey’s theory did not hold water, i.e. where an inversion of the yield  
curve was not followed by a recession. 

Research conducted by Michael Howell (2018), published in the  
Journal of Fixed Income, found the “changing curvature of the term  
structure over time, induced by fluctuations in these term premia,  
questions the robustness of the predictions from a single yield-curve slope.” 
Howell concluded that more factors need to be researched “to capture  
the information behind the pattern of term premia” or treasury yields.
Various data sets have shown that recessions usually follow 12 to 18  
months after the yield curve inverted. Recently Harvey said that this  
inversion needs to last for at least a quarter to be considered a  
successful predictor.

Why focus on the US?
For this note we have primarily focused on the yield curve currently  
created by short- and long-term US Treasuries, mainly because the US is 
the heart beat of the global economy. However, the yield curve in other 
countries have also started to flatten. 

News have already surfaced of the 10-year yield of German bonds that  
fell below 0%. Our own research has found that although long-term  
yields from Japan, Europe and the UK have come close to the inversion 
point, as at the end of March, they have not yet inverted.

Implication for the future
Our data shows that since 1970 a recession followed an inverted yield  
curve anytime from seven to 19 months after the 10-year rate dropped 
below the 2-year US Treasury rate. This happened before six of the seven 
recessions experienced over the past 50 years. This year, on 22 March,  
the 10-year US Treasury yield fell below the 3-month US bond yield. 
So, if we assume 15 months is the average time before a recession  
hits the US economy, then our data shows that the US economy could  
fall into a recession during June 2020.

Table 1: Date of inversion prior to recession

Dates of previous inversions that have preceded a recession

9 March 1973

18 August 1978

12 September 1980

13 December 1988

2 February 2000

8 June 2006

Source: PSG Wealth research team

Graph 3: US yield curve steepness
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Impact on various asset classes
Table 2: The impact of yield curve inversions on offshore and domestic equities, bonds and the rand/dollar relationship over the last  
two decades

Date of inversion 2 February 2000 8 June 2006 22 March 2019

One-year return on February 2000 June 2006 March 2019

Group/investment Base currency Return Return Return

Local

Domestic cash South African rand 14.89 7.28 7.24

Domestic property South African rand 26.42 48.25 -9.80

Domestic equity South African rand 42.57 34.62 -0.61

Domestic bonds South African rand 22.30 6.86 3.43

Offshore

Offshore cash US dollar 4.55 3.80 2.01

Offshore property US dollar 6.47 23.58 9.81

Offshore equity US dollar 15.41 14.02 -0.21

Offshore bond US dollar -6.61 -0.22 0.38

USD/ZAR 4.16 -0.86 16.30

Real US GDP y/y % 4.10% 2.70% 2.90%*

Real SA GDP y/y % 4.20% 5.60% 0.08%*

*2018 results   

Source: PSG Wealth research team

Research conducted on the US yield curve has shown that there is a link 
between GDP growth and the inversion of a yield curve. A flat curve  
generally leads to lower growth in the following year. Based on this  
assumption, we can forecast a lower 2019 GDP for the US. 

Interestingly, when applying this theory to South African data, the  
opposite proved to be true.

Is this a false signal?
In the past, it typically took at a minimum of between seven and  
19 months before the US economy fell in a recession after the yield  
curve inverted. Even the original theorist, Harvey admits that these  
events could cause a self-fulfilling prophecy in the market. 

The US economy has been expanding for more than a decade and  
many investors have in recent months become weary of when the next  
slump might start. The self-fulfilling prophecy could be realised as  
investors get spooked, start to withdraw funds which causes prices to fall. 

In the same vein economic activities start to decrease leading to  
the possibility of negative growth – with two negative quarters of  
economic growth meaning a technical recession. 

While the current inverted yield curve is unlikely to be a false signal  
due to the strong historical data supporting the theory, it is always  
a possible. 

Even Harvey accepts the possibility and mentions the example of  
Black Monday, 19 October 1987, when the US stock market crashed  
by 20.40% on this day, only to recover by 11.88% on 30 October 1987.

Table 3: S&P 500 Returns

S&P 500 % Up/down

19 October 1987 225.06 -20.4%

30 October 1987 251.79 11.88%

Source: PSG Wealth research team

But this time around, rather than an aggressive fed raising rates to  
curtail inflation, as prices appear to be in check, the inversion has  
been caused by the return of a dovish and accommodative central  
bank, which has pushed yields down across the curve, with those  
on longer-dated bonds dropping more. 

You could term this a bull inversion.” – Myron Scholes, Nobel  
prize in economic sciences in 1997 and chief investment strategist  
at Janus Henderson Investors.

“Recent history shows that a recession follows yield curve inversion  
in an average of 16 months, and the setback lasts, peak to trough,  
for an average of 12 months. The question is, should you be  
worried about the inversion? 

Before tackling that issue, it’s worth noting that, on Dec. 3, 2018,  
the S&P 500 index closed at 2,790. On April 3, 2019 it closed at  
2,873, a gain, not including dividends, of about 3%. 

It’s also worth noting that, given concerns about a slowdown in global 
economic growth, on March 20, 2019, the fed announced it does not 
expect to raise rates further this year.” 

Larry Swedroe is a principal and the director of research for  
Buckingham Strategic Wealth, an independent member of the  
Bam Alliance. Previously, he was Vice Chairman of Prudential  
Home Mortgage.

Graph 4: S&P 500 (1987-06-19 through to 1998-01-19) 
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What to do now
Our underlying managers actively manage asset classes and regions  
to avoid any market risks. The following graphs look at the positioning  
of each asset class at the time the yield curve inverted in 2009 and  
2019.

The fund managers in the Global Flexible FoF changed to protect  
portfolios from the possible recession that could be triggered by the 
inverted yield curve, this forms part of the PSG Wealth value proposition. 

The PSG Wealth solutions use robust and proven methodology that  
are designed to reduce short-term volatility without compromising on  
long-term returns – ultimately offering flexibility and peace of mind in  
the midst of all the noise.

Graph 5: Global Flexible Asset Allocation 1Q09 versus 1Q19

Equity Bonds Cash Other

Other
9.86%

Cash
20.1%

Bonds
20.02%

Equity
49.02%

Other
14.15%

Cash
12.7%

Bonds
19.37%

Equity
53.78%

2009 2019

Source: Morningstar Direct



Page  |  11Tactical note

Tactical asset allocation preferences

Bottom line

• Tactically, we remain bullish on equities on the domestic front. We 
think the market offers value, but only when you adjust valuations  
to remove some of the more expensive counters. We think there is 
value in selected small and mid-cap stocks if attended to carefully.  
We caution against counters which have been significant beneficiaries 
of severe rand weakness over preceding years, especially in cases 
where the outlook for earnings growth is more uncertain. Equities  
still offer the greatest opportunity set for longer-term investments.

• We are marginally negative on domestic property at this stage.  
The fundamentals truly look dire, but many counters are also  
trading at levels that seem to have included most of the bad news. 

Everything considered, we recognise the higher yields, but remain 
cautious about the asset class as funding pressure could well accelerate 
in an increasing interest rate environment. Our view on global property 
remains negative despite robust global growth, especially as the 
potential rate hikes could be a substantial deterrent to bond proxy 
investments like property. 

• We are neutral on domestic government bonds because their yields 
are broadly in line with fundamentals. Although interest rate fears 
also apply here, by staying short on the curve, it’s possible to manage 
the potential impact effectively.

• Domestic cash remains unattractive from a long-term wealth creation 
perspective, although the diversification and risk management  
benefits remain attractive.  

With markets anticipating hikes on the horizon, the significant  
trade-offs of holdings in cash can reduce.

• Domestic cash remains unattractive from a long-term wealth creation 
perspective, although the diversification and risk management  
benefits remain attractive.  

• At the same time, this can reduce the excess return (relative to cash) 
the domestic bonds generate, which means a medium-term transition 
from flexible fixed-income assets to cash seems sensible as rate hikes 
near. For similar reasons, we feel that domestic property may face 
even greater headwinds considering contractions in monetary policy. 
Additional concerns regarding liquidity in this space reinforce our 
cautious stance on this asset class.
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Strategic asset allocation

Tactical asset allocation

Changes this month

Overweight:
Tactical recommendation to 
hold more of the asset class 
than specified in the 
strategic asset allocation

Neutral:
Tactical recommendation to 
hold the asset class in line 
with its weight in the 
strategic asset allocation

Underweight:
Tactical recommendation to 
hold less of the asset class 
than specified in the 
strategic asset allocation

Cash is the least striking local asset 
class as valuations across all other 
asset classes are generally very 
attractive.

Our current view on government 
bonds has changed to neutral due  
to a decline in the yield curve.

Challenging economic conditions 
persist. Liquidity in the event of a 
market shock remains a concern.

Oversupply and lagging demand 
are causing headwinds in the retail 
property space. Here we are very 
cautious with our allocations.

The USD seems too strong, while 
the GBP and EUR seems too weak 
in relation to the USD.

Particularly in the US, stronger 
growth favours credit over 
government bonds, although there 
exists a caveat for high quality, 
investment grade exposure, and 
very selective buying.

The US inverted yield curve is all  
the rage in the media at the 
moment simply because it’s a strong 
leading indicator, but the lead can 
also be relatively long. We expect 
a retraction on offshore markets 
within the next 12 months.
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5. DOMESTIC TACTICAL NOTE

Domestic tactical note

Better times ahead for SA Inc
“In the business world, the rear-view mirror is always clearer than the windshield.” – Warren Buffett

The last five years have been ladened by market volatility, with investors 
exposed to local equities suffering the most as returns continued on a 
general downward trend. South Africa’s economy has undoubtedly faced  
its fair share of headwinds with less-than-inspiring economic outputs 
in 2018. However, we are starting to feel optimistic as we see signs of 
improvement and we believe that better times are ahead for SA Inc.  
Here’s why:

Interest rates and inflation remain relatively low and 
stable
We believe that South Africans won’t be seeing any further rate hikes or 
cuts in the near future, which means the cost of capital will cease to rise 
and interest rates could remain low. 

Returns from domestic bonds could support equities
Long-term government bonds are currently yielding above 9%. Yields at 
these levels should be able to support investment portfolios, particularly 
during volatile market conditions. This means that even if domestic  
equities have a poor run, bond yields should support portfolio returns. 
Stocks that have been battered by unfavourable conditions and volatility 
can also offer spectacular entry points to the market.

The JSE is relatively cheap 
With a decline of over 38% from its best levels in the past few years,  
our stock market appears to be super cheap. As per valuations done  
in April 2019, we can assert that South Africa has some of the lowest-
priced stocks compared to their emerging market counterparts. This  
offers great opportunities for savvy investors.

Investors who decide to buy into these shares at such low valuations  
could generate substantial returns, and if history is anything to go  
by, the people who bought into markets during the 2008  
Global Financial Crisis can tell you how rewarding it truly is to invest  
when everyone else is fearful. Moreover, an improving South 
African economy gives us reason to believe that small and mid-sized  
companies are set to recover over the next few years.

SA still rated investment grade 
Moody’s kept the country’s credit rating at BAA3, which is one level  
above sub-investment grade, with a stable outlook. Moreover, the credit 
ratings agency says it expects economic growth to increase to 1.30% in 
2019. This presents a great opportunity for South Africa to improve on 
its fiscal policy and align itself with an economic strategy that builds 
confidence and facilitates growth ahead of the next scheduled rating 
decision in November this year.

SOEs are well on their way to recovery
The relationship between South Africa’s economy and the governance  
and expenditure of state-owned entities (SOEs) is inseparable. As 
part of Ramaphosa’s clean-up mission, these entities are currently 
undergoing structural changes, financial audits and, with the ousting of 
corrupt management, SOEs could be restored and become sustainable  
organisations. When the SOE monetary policies are back in shape, SA Inc  
will certainly bounce back. Our optimism also stems from the notion that  
is backed by historical evidence, namely that boom often follows bust  
and bust follows boom. 

The 2007-2008 Global Financial Crisis (GFC) and its 
aftermath provide a great case for this premise 
The GFC that shocked the world just over a decade ago, is characterised 
by many economists as the worst financial crisis since the great 

depression. The aftermath can be used as a case study to understand 
the nuances of market cycles. Cheap risk assets were in abundance after  
the GFC, steadily regaining value in the years that followed. From 
2009 to 2013, markets boomed with investors generating up to  
20% returns from risk assets. There was also a steady inflow of 
cash into multi-asset high equity and general equity funds. High 
returns seen in these funds were a result of cheap assets in the 
aftermath of the GFC. They declined as investors panicked in 2008,  
and as such, the year that followed was flooded with super-cheap 
investment opportunities.

And bust follows boom 
Returns in the past five years have deflated to single digits, with equities 
grappling to deliver inflation-beating returns. We believe markets will 
eventually move back to their long-term fair value. 

Graph 1: South African small cap shares are among the cheapest in the world
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Other than the Italian Index, the JSE 
SmallCap Index (and MidCap) are the 
cheapest indices in the world.
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Returns have now been deferred to the future as in the case of 2008  
and investors who are willing to take a medium-term view are  
presented with an opportunity to buy into these assets at a low cost,  
because once again, if history is anything to go by, these assets could  
bear fruit once again in the long term. 

Based on present-day valuations, graph 2 illustrates the potential  
investment opportunities for each of the listed asset classes. Moreover,  
our current interest rate has been beneficial to  investors that hold  
cash assets. 

As riskier assets dropped in value, investors jumped into cash investments. 
However, it becomes very difficult to predict when low-priced assets will 
deliver these kinds of high returns. 

And that’s why we believe that timing the market 
should not be the basis of sensible financial planning

At PSG Wealth, we believe that it is far better to stay invested for  
the longer term than it is to try and time the market. Timing the market  
is a futile exercise and a sure way of losing money, because it is  
extremely difficult to get it right. 

Graph 3 illustrates how money has flowed into and out of a popular  
South African balanced fund. Investors often make the mistake of  
pulling out their investments after a period of underperformance,  
essentially selling at a low. Investors continue to withdraw their  
investments until the fund starts to outperform. 

Just before performance plunges again, investors realise that the fund 
has had a good run and they start to invest into it, essentially buying  
at a high. This shows that investors almost always get the timing  
completely wrong. As a result, they are invested more in the fund’s  
under-performance than in its overperformance.

Sticking to a long-term investment strategy provides a buffer for your 
investments in a wide range of market conditions, giving you peace 
of mind in the face of short-term volatility. A sound investment plan,  
coupled with the right amount of patience, can help investors ride out  
the peaks and valleys of the market to achieve their investment goals.

With the help of trusted financial advisers and professionally managed 
solutions, like those of PSG Wealth, investors are far better positioned 
to reach their financial goals. Financial advisers offer financial planning, 
behavioural coaching and step-by-step guidance to deter emotional 
decision-making that could derail your investment objectives and  
diminish returns due to fear or greed. 

Table 1: ASISA Sector calendar year returns in ZAR

2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 YTD

ASISA SA 
EQ General: 

27.2%

ASISA SA 
EQ General: 

18.5%

ASISA SA 
MA Income: 

7.22%

ASISA SA 
EQ General: 

19.98%

ASISA SA 
EQ General: 

19.36%

ASISA SA 
EQ General: 

10.31%

ASISA SA 
MA High 
Equity: 
7.66%

ASISA SA 
MA Income: 

8.12%

ASISA SA 
EQ General: 

12.78%

ASISA SA 
IB Money 
Market: 
7.43%

ASISA SA 
EQ General: 

5.82%

ASISA SA 
MA High 
Equity: 

14.89%

ASISA SA 
MA High 
Equity: 

11.39%

ASISA SA 
MA Low 
Equity: 
6.35%

ASISA SA 
MA High 
Equity: 

16.27%

ASISA SA 
MA High 
Equity: 

18.03%

ASISA SA 
MA High 
Equity: 
9.5%

ASISA SA 
MA Low 
Equity: 
7.6%

ASISA SA 
IB Money 
Market: 
7.55%

ASISA SA 
MA High 
Equity: 
9.97%

ASISA SA 
MA Income: 

7.19%

ASISA SA 
MA High 
Equity: 
5.79%

ASISA SA 
MA Low 
Equity: 
9.85%

ASISA SA 
MA Low 
Equity: 
9.34%

ASISA SA 
IB Money 
Market: 
5.48%

ASISA SA 
MA Low 
Equity: 
13.1%

ASISA SA 
MA Low 
Equity: 

12.17%

ASISA SA 
MA Low 
Equity: 
8.2%

ASISA SA 
IB Money 
Market: 
6.41%

ASISA SA 
MA Low 
Equity: 
3.59%

ASISA SA 
MA Low 
Equity: 
8.39%

ASISA SA 
MA Low 
Equity: 
1.24%

ASISA SA 
MA Low 
Equity: 
4.01%

ASISA SA 
IB Money 
Market: 
9.08%

ASISA SA 
MA Income: 

9.1%

ASISA SA 
MA High 
Equity: 
5.26%

ASISA SA 
MA Income: 

9.14%

ASISA SA 
MA Income: 

5.58%

ASISA SA 
MA Income: 

6.42%

ASISA SA 
MA Income: 

6.17%

ASISA SA 
EQ General: 

3.12%

ASISA SA 
MA Income: 

7.93%

ASISA SA 
MA High 
Equity: 
-3.6%

ASISA SA 
MA Income: 

2.25%

ASISA SA 
MA Income: 

7.82%

ASISA SA 
IB Money 
Market: 
6.87%

ASISA SA 
EQ General: 

3.28%

ASISA SA 
IB Money 
Market: 
5.41%

ASISA SA 
IB Money 
Market: 
5.13%

ASISA SA 
IB Money 
Market: 
5.8%

ASISA SA 
EQ General: 

1.01%

ASISA SA 
MA High 
Equity: 
1.31%

ASISA SA 
IB Money 
Market: 
7.72%

ASISA SA 
EQ General: 

-9.06%

ASISA SA 
IB Money 
Market: 
1.82%

Source: ASISA

Graph 2: Current earnings yields for global and domestic asset classes versus long-term averages
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Diversification can also act as a buffer during market volatility and  
reduce your risk profile by allocating investments across multiple asset 
classes. These strategies provide a good foundation for investors to  
perform well during bull markets, and to protect their portfolios during  
bear markets. 

The PSG Wealth solutions use a robust and proven methodology and  
are structured in a way that ensures market upside participation  
while reducing short-term volatility – ultimately, assisting clients to  
manage their emotions more efficiently, helping them achieve their 
investment goals.

Graph 3: An illustration of how investors incorrectly time the market
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“It’s tempting to act on economic predictions, 
especially since the payoff for correct ones 

theoretically could be high. But the difficulty of 
being able to do so correctly and consistently 
mustn’t be underestimated.” – Howard Marks

Quarterly review
Find out how the domestic solutions performed previously: 

• click here for the full review

• watch Marcel Ross, Fund Analyst at PSG Wealth, provide a brief 
overview.  

https://www.psg.co.za/support/webinars/domestic-funds-march-2019
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6. OFFSHORE TACTICAL NOTE

Offshore tactical note

Diversify your domestic investments with offshore exposure
Focus on one of our global funds that offers flexible equity allocations to offshore assets

Local political and economic uncertainty is keeping 
investors interested in offshore funds
A volatile rand, uncertainty around land reform policies and slow economic 
growth are just some of the concerns faced by domestic investors. Investing 
offshore offers investors a wider range of choices and diversification 
benefits.

While some may be concerned with the global economic slowdown, 
the chief of the International Monetary Fund Managing (IMF), Christine 
Lagarde said earlier this month that the IMF does not foresee a recession 
in the near term. The IMF also expects global growth to pick-up during the 
second half of this year. She did, however, warn that this expected growth 
could be precarious due to the variety of downside risks like Brexit, trade 
tensions and a general “sense of unease in financial markets.”

While these events can cause short-term volatility, 
they are no true reason to avoid offshore investments
Investing offshore allows clients to spread their investment risk across 
different economies, regions, sectors and securities and to find more 
investment opportunities. Locally, there are approximately 1 300 funds 
registered with the Financial Sector Conduct Authority (FSCA), previously 
known as the Financial Services Board (FSB).

Globally, there are more than 200 000 different funds 
available
Similarly, there are approximately 350 stocks listed on the JSE’s main 
board, whereas there are roughly 60 000 equities listed globally. Investing 
globally is essential for local investors, especially because less than 1% 
of the world’s investible opportunities are found in South Africa; the rest 
are abroad. Research from JPMorgan shows that 55% of opportunities in 
equity markets are found inside the US, with 14% in Europe and 19% in 
the rest of the world. (See graph 2) 

Table 1 shows USD and local currency returns for various international 
indices. The difference between the two highlights the role that  
currencies play in international investing: sometimes they add to  
returns and sometimes they can detract from returns once converted  
back to USD.

This makes choosing the correct global assets not just time consuming,  
but also uncertain, especially if you are not backed by a research team  
with the right skills and experience to guide your decision making.

How much offshore exposure should you have?
We are often asked what is the right quantity or amount that investors 
need to allocate offshore. Firstly, each investor will need to determine the 
exact percentage of their portfolio that could be invested in offshore funds. 
This should be done in conjunction with the wealth manager and in line 
with their specified needs and circumstances. However, we also feel the 
answer to this question regarding the right amount strongly relies on the 
following aspects:

a)  The investor’s real need to invest offshore

• to optimise rand-based returns

• to buy the cheapest assets, regardless of where they are listed

• to manage risk effectively

• to reduce the volatility of the performance in reporting currency

• to manage domestic and offshore client liabilities effectively

• to take a cautious stance regarding the domestic outlook

Table 1: Returns from offshore regions

Returns 2019 YTD 2018  15-years

Local  USD Local USD Ann. Beta

Regions 

US (S&P 500) 13.6 -4.4 7.8 0.86

AC World ex-US 10.7 10.4 -10.2 -13.8 5.7 1.11

EAFE 10.7 10.1 -10.5 -13.4 5.2 1.07

Europe ex-UK 12.6 10.7 -10.6 -14.4 5.7 1.22

Emerging Markets 9.9 10 -9.7 -14.2 8.3 1.28

Selected countries

United Kingdom 9.4 11.9 -8.8 -14.1 4.1 1.01

France 12.8 10.8 -7.5 -11.9 5.4 1.23

Germany 8.9 7 -17.7 -21.6 6.1 1.34

Japan 7.8 6.8 -14.9 -12.6 4 0.76

China 17.9 17.7 -18.6 -18.7 9.9 1.25

India 6.3 7.2 1.4 -7.3 10 1.37

Brazil 8.7 8.2 16.7 -0.1 10 1.51

Russia 7.1 12.2 18.1 0.5 4.8 1.54

Source: J.P. Morgan

Graph 1: Why invest globally? 
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b)  Method used to obtain the exposure

• listed securities

• collective investment schemes

• physical property

• business exposure

• personal income

c)  How offshore exposure is to be measured

• reporting currency of the asset

• denominated currency of the asset

• geographic spread of listings domain

• geographic spread of the sales, earnings or income of the asset
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From a fund management perspective, we always 
strive to find the right balance between optimising 
returns and managing risks effectively
The PSG Wealth solutions global funds have established enviable 
performance track records and have proven that their investment strategies 
are both robust and sustainable. All our offshore solution funds benefit 
from our renowned investment strategy. During the management of one  
of our funds, the PSG Wealth Global Creator FoF, our research team  
applied their proven process to a universe of more than 18 000 funds.  
These are reduced to about 300 using an initial quality screening 
process. However, the real value lies in their ability to achieve exceptional 
performance by selecting nine funds from this potential universe of  
300 funds.

However, it remains important that investors engage with their wealth 
managers to assist them in determining the correct amount of offshore 
exposure for them, given their specific needs and circumstances.

A focus on a global fund: PSG Wealth Global Flexible 
Fund of Funds (FoF)
The PSG Wealth Global Flexible FoF (USD and GBP) is our most aggressive 
global multi-asset fund. The fund still has a growth mandate, but we 
changed it from an equity fund-focused mandate to an unconstrained 
global multi-asset flexible mandate. The fund now benefits from our 
multi-management split-funding investment philosophy and process. Our 
investment philosophy demands the optimisation of responsibilities and 
assurance that the most suitable managers take responsibility for each of 
the required functions. The actual equity exposure of the fund can range 
between 0% and a maximum 100%; however, generally the fund’s equity 
exposure will be more than 50%. 

A flexible mandate provides underlying managers with the ability to 
change their strategic and tactical asset allocation, regional allocation, and 
instrument exposure significantly. Meaning when offshore equity markets 
are under pressure, the managers can reduce their exposure to these  
assets to avoid any downsides risks, and vice versa. This mandate enables 
the FoF to experience equity-like returns similar to funds that are only 
allowed to invest in equities, but with more stability and less volatility.

The fund sits within the top end of the risk/reward spectrum and investors 
should be comfortable with fluctuations in global markets and interest 
rates. The risk of short-term monetary loss is medium to high, because 
the portfolio is concentrated in global equities and primarily exposed  
to market risk and interest rate risk. (Interest rate risk is the risk that the 
value of fixed income investments tends to decrease when interest rates 
and/or inflation rises.)

Our view remains that investing offshore provides 
protection from rand depreciation over time
However, investors should be careful not to try timing the market or react 
emotionally when taking money offshore. Exchange rate movements are 
notoriously difficult to predict. While the rand is likely to depreciate over 
the long term against developed market currencies due to inflation rate 
differentials, it can buck this trend for extended periods of time. 

However, not all clients want to invest directly in offshore funds though, 
which is why we offer feeder fund structures for each of our global  
funds. This affords investors the opportunity to gain offshore exposure  
by investing in rands. The feeder funds offer all the diversification and 
currency hedging benefits of the funds of funds they feed into, but clients 
do not have to go through the administrative burden of acquiring foreign 
currency. PSG Wealth remains well positioned to provide the necessary 
offshore capacity to its clients via feeder funds.

Graph 2: The return and risk of our global FoFs and feeder funds 

Risk
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tu

rn

PSG Wealth Global
Preserver FoF (USD/GBP)

PSG Wealth Global
Moderate FoF (USD)

PSG Wealth Global
Flexible FoF (USD/GBP)

PSG Wealth Global
Creator FoF (USD)

PSG Wealth
Global Preserver

FF (ZAR)

PSG Wealth
Global Moderate

FF (ZAR)

PSG Wealth
Global Flexible

FF (ZAR)

PSG Wealth
Global Creator

FF (ZAR)

Source: PSG Wealth research team

The Global Flexible FoF brochure and  
quarterly review video
To listen to Henko Roos, Senior Fund Analyst at PSG Wealth, give 
feedback on the fund’s quarterly performance, please click here.

For access to the PSG Wealth Global Flexible FoF brochure please 
click here.

Click here to read the PSG Wealth Global Flexible FoF minimum 
disclosure document (USD).

Click here to read the PSG Wealth Global Flexible FoF minimum 
disclosure document (Pound).

https://www.psg.co.za/support/webinars/offshore-solutions-march-2019
http://bit.ly/2Yrebkh
http://bit.ly/2Yrebkh
http://bit.ly/2E8jyNz
http://bit.ly/2LONYum
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7. EQUITY REVIEW

Equity review

From political unrest and electricity network instability to a slower GDP  
and lower consumer spending, the South African market had its 
fight cut out for it. Hence, when the first quarter (1Q19) returns  
for the FTSE/All Share Index (ALSI) came out and showed a 7.97%  
increase, investor sentiment inched upwards. However, not all 
analysts are as optimistic about the returns, the highest since the first 
quarter in 2007. The increase can be ascribed to two main reasons: 
Naspers and commodities. Naspers, which constitutes about  25% 
of the ALSI, gained 19% in 1Q19; this translates into about 4.50% 
of the total return the ALSI made in the period. Commodities  
performed phenomenally over the three months. The Bloomberg  
Commodities Index showed an increase of 5.99%. 

However, as illustrated by graph 1, despite the ALSI’s rise, the local  
market underperformed the MCSI Emerging Market Index (EM), which  
grew by 9.91% over the same time. The JSE Capped SWIX All Share TR 
Index (Capped SWIX), which is the benchmark of the PSG Wealth SA  
equity portfolio, recorded a return of 3.56% in USD (6.39% in ZAR)  
compared to the 9.91% of the EM Index also in USD. Although we are 
conscious that certain pressures will continue (for example, on property  
and consumer spending), we believe surprises to the upside could be  
on their way; especially in the case of an election result that is positive  
for South Africa’s economic development. 

The ALSI under the microscope 
Despite the strong return, the ALSI still seems to offer value. It was  
valued at a multiple of 12.8 times and below its long-term average. 
However, it is important to note the major impact large rand hedges  
have on the index, as can be seen in graph 2. Thus, to create a more 
accurate view of the ALSI, we’ve also excluded the top five shares  
(Naspers, Richemont, British American Tobacco, Anglo and BHP Billiton) 
from our calculations.  Excluding the top five weighted counters from  
the ALSI, it traded at a multiple of 10.6 times, which indicates value  
inherent in the market. At the close of 1Q19, the local market was trading 
over one standard deviation point below its long-term historical premium 
based on forward P/E multiples, which we feel is attractive.  

Sector distributions within the Capped SWIX
In 1Q19, depicted in graph 3, the three sectors that contributed the  
most to the overall Capped SWIX were materials, consumer discretionary 
and consumer staples. On the flip side, healthcare performed the worst 
during the first quarter of this year. Thanks to the strong performance  
of commodities and the weighting of BHP Group, Sasol, Impala Platinum 
and Anglo, materials outperformed the other sectors so dramatically. 

The JSE quarter one 2019 review
The JSE enjoyed its strongest first quarter in 12 years, despite plenty of headwinds

Graph 1: Capped SWIX versus EM for 1Q19 
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Graph 2: ALSI 12-month forward blended P/E 
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As can be seen in graph 4, Naspers was the biggest contributor and  
the main reason why the consumer  discretionary sector performed  
so well. Together Naspers and Richemont negated the negative 
performance of Mr Price and Woolworths. The share price increases  
of British American Tobacco and Bid Corp boosted consumer staples; 
together they added 1.10% to the index return negating the impact of 
Shoprite, which declined by 12.34% during the quarter. 

The financial sector also showed strong returns during this quarter  
thanks to Capitec, Standard Bank, Quilter and Reinet Investments. 
Not only did they deliver some of the best returns during the 
period, but they also contributed a joint 0.80% to the sector. The 
healthcare sector recorded the worst performance, caused by the 
significant decline in the share price of Aspen Pharmacare, which  
accounted for about 75% of the sector performance. Aspen declined 
by 29.27% during the quarter. Communication services faced a 
similar disappointment, although Vodacom does not have the biggest  
weighting, its substantial drop during the quarter (a total return of  
negative 13.89%) outnumbered the other players and pulled the sector 
down. The energy sector’s performance was due to Exxaro Resources,  
a coal and heavy minerals mining company, rising 24.04% over the  
period and contributing 0.17% to the index performance.   

Looking forward 
No one can say for sure which way the market will sway. Especially, as it  
is an election year in South Africa and global economic concerns are  
prominent, market volatility is set to continue. That being said, by 
conducting thorough research into a company to determine its value, 
quality and balance sheet risks, you’ll be in a position to locate stable  
shares that can withstand market fluctuations and even flourish over  
the long term. For investors with access to reliable research, times of 
economic downturns can prove to be a golden opportunity to pick up 
shares at a discount to their intrinsic value.

Graph 3: Sector attributions of the Capped SWIX in 1Q19 
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Graph 4: Index movers on the Capped SWIX in 1Q19 
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8. QUARTER ONE DOMESTIC SOLUTIONS REVIEW

Quarter one domestic solutions review

Domestic funds – performance and positioning
PSG Wealth domestic equity fund of funds and  
PSG Wealth domestic multi-asset funds of funds (FoFs)
The FTSE/JSE All Share Index (J203T) delivered 7.97% for the quarter, 
reflecting a strong market recovery after a tough end to 2018. However, 
the quarter was not without its fair share of economic uncertainty as  
load shedding woes, Brexit and the Moody’s review of South Africa’s 
sovereign debt rating weighed on investor sentiment. Emerging markets 
underperformed developed markets by 2.30% in rand terms over the  
last quarter, and by 12.20% over the last year. The rand weakened 
by 1.30% against the US dollar, and ended the quarter at R14.60  
per USD. Naspers Ltd recovered 20% for the quarter after declining  
16% in 2018.

All three equity and asset allocation FoFs outperformed their  
benchmarks over the past quarter, three years and five years ending  
March 2019. They all outperformed their peer group averages by an 
annualised 1.01% or more over the five-year investment period.

The PSG Wealth Creator FoF D outperformed the average fund in its  
peer group by 2.60% over the last year, with positive contributions from  
the fund changes implemented during the last year.

The PSG Wealth equity and asset allocation FoFs are well diversified in 
terms of investment styles, asset classes and asset class sectors. Prevailing 
market conditions, however, are not favourable to all investment styles  
at all times. It is therefore common to see some underlying managers 
underperform the benchmark over the shorter measurement periods.

Sector allocation 
The composition of the PSG Wealth Creator FoF has changed slightly over 
the quarter, as the underlying managers reduced their exposure to offshore 
equities in favour of higher exposure to domestic resources shares. 

Table 3

Equity exposure of the PSG Wealth Creator FoF

Previous 
quarter

Current 
quarter

PSG Wealth 
Creator FoF

PSG Wealth 
Creator FoF

 D
om

es
tic

 e
qu

ity
 

se
ct

or
s

 Resources  21.8  23.3 

 Financials  20.8  22.0 

 Industrials  35.3  35.8 

 Other equities  0.6  0.0 

 Equity hedges (+ long/– short)         

Total domestic equities  78.5  81.1 

Total foreign equities  15.4  13.7 

 Total equities  93.9  94.8 

Source: PSG Wealth research team

Table 2: Sector allocation

Exposure of the PSG Wealth domestic  
asset allocation FoFs

Previous quarter Current quarter

PSG Wealth  
Preserver FoF

PSG Wealth  
Moderate FoF

PSG Wealth  
Preserver FoF

PSG Wealth  
Moderate FoF

Weight 100% 100% 100% 100%

 D
om

es
tic

 

Resources  2.8  8.0  3.2  6.8 

Financials (excluding real estate)  6.1  11.5  6.6  12.1 

Industrials  10.5  20.3  10.2  23.0 

Other equities  0.4  0.4  0.2  0.2 

Equity hedges (+ long/– short)      -0.4      -0.4 

Total equities (excluding real estate)  19.8  39.7  20.2  41.7 

Real estate  5.9  4.8  5.5  5.0 

Preference shares  0.2  0.0  0.1  0.0 

Inflation-linked bonds  8.9  1.9  9.9  2.1 

Bonds 7+ years  11.2  13.3  10.6  14.4 

Bonds 3 – 7 years  4.7  1.9  5.2  2.0 

Bonds 1 – 3 years  6.1  1.3  6.6  1.2 

Cash, derivatives and money market  21.5  8.4  20.0  7.6 

Total non-equities (including real estate)  58.4  31.7  58.0  32.3 

 F
or

ei
gn

 

Equities  16.2  25.1  15.5  24.6 

Real estate  1.4  2.2  1.3  1.2 

Bonds  2.5  0.5  2.9  0.5 

Cash, derivatives and money market  1.6  0.8  2.0  -0.3 

Total foreign  21.7  28.6  21.7  26.0 

 T
ot

al
 Total  100.0  100.0  100.0  100.0 

Total equities  36.0  64.8  35.8  66.3 

Total foreign  21.7  28.6  21.7  26.0 

Source: PSG Wealth research team

Table 1: Fund performance versus sector average
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PSG Wealth Creator FoF D  7.13  49  3.59  53  4.68  28  5.36  34 

South African EQ General Sector Average  5.82  165  0.99  161  2.32  125  3.67  99 

PSG Wealth Moderate FoF D  6.69  50  5.78  99  5.02  30  6.93  17 

South African MA High Equity Sector Average  5.79  196  5.76  188  3.79  151  5.54  100 

PSG Wealth Preserver FoF D  4.18  74  6.13  93  5.78  43  7.30  18 

South African MA Low Equity Sector Average  4.01  151  6.66  146  5.21  120  6.28  82 

Source: PSG Wealth research team
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Table 5: Sector allocation

Non-equity exposure of the PSG Wealth  
domestic fixed interest FoF’s

Previous quarter Current quarter

PSG Wealth  
Enhanced Interest Fund

PSG Wealth Income FoF
PSG Wealth  

Enhanced Interest Fund
PSG Wealth Income FoF

D
om

es
tic

 n
on

-e
qu

iti
es

  
(in

cl
. r

ea
l e

st
at

e)

Real estate      4.4      3.0 

Preference shares      1.3      1.3 

Inflation-linked bonds       5.3      5.6 

Bonds 7+ years      12.3      12.8 

Bonds 3 – 7 years      10.3      10.9 

Bonds 1 – 3 years      11.9      11.7 

Cash, derivatives and money market  100.0  42.7  100.0  43.1 

Total domestic non-equities (incl. real estate)  100.0  88.3  100.0  88.3 

Fo
re

ig
n 

 
no

n-
eq

ui
tie

s 
 

(in
cl

. r
ea

l e
st

at
e)

Real estate      1.1      0.8 

Bonds      5.4      5.6 

Other                 

Cash, derivatives and money market      2.3      2.4 

Total foreign non-equities (incl. real estate)      8.8      8.8 

Total non-equities (incl. real estate)  100.0  97.1  100.0  97.0 

Source: PSG Wealth research team

The underlying managers of the PSG Wealth Preserver FoF have  
increased their domestic inflation-linked bond exposure and reduced their 
allocation to domestic longer-dated bonds and cash. 

The underlying managers of the PSG Wealth Moderate FoF have  
increased their allocation to domestic longer-dated bonds and domestic 
equities, and have reduced overall exposure to offshore assets.

PSG Wealth fixed interest funds
The PSG Wealth Income FoF performed on par with the average fund in 
its peer group over the last quarter, but has still delivered superior returns  
over the last three years. 

The PSG Wealth Enhanced Interest Fund has outperformed the average 
money market fund over the last quarter, and over the one- and three- 
year investment periods ending March 2019. 

The managers in the PSG Wealth Income FoF have increased their  
exposure to domestic bonds, domestic inflation-linked bonds and offshore 
bonds and reduced their exposure to domestic and offshore real estate. 

The higher allocation to longer-dated domestic bonds was favourable 
over the last quarter, as they outperformed the shorter-dated domestic  
bonds by 1.89%. This highlights our underlying managers’ ability to  
move between bonds with different maturities depending on where 
opportunities may arise.

Table 4
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PSG Wealth Income FoF D  2.24  48  7.44  60  8.25  31 

South African MA Income 
Sector Average  2.26  89  7.71  82  8.08  64 

PSG Wealth Enhanced 
Interest D

 1.93  2  7.96  1  8.06  1 

South African IB Money 
Market Sector Average  1.82  31  7.45  31  7.61  27 

Source: PSG Wealth research team

Quarter one domestic solutions review
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Global funds – performance and positioning
PSG Wealth Global Preserver FoF USD 
Over the minimum recommended period of three years, the PSG Wealth 
Global Preserver FoF USD returned 4.50% per annum, outperforming 
the sector average by 1.35% per annum, and is ranked eleventh out 
of 90 funds against global peers. For the first quarter of 2019, the FoF 
outperformed the EAA Funds USD Cautious allocation sector by 0.68% 
due to a strong performance by the BlackRock and Fidelity Global  
Multi-Asset Income Funds. The fund’s defensive positioning, asset  
allocation and security selection contributed to a good relative quarter.  
No changes were made to the underlying managers over the quarter.  

PSG Wealth Global Preserver FoF GBP 
The PSG Wealth Global Preserver FoF GBP outperformed the EAA Funds 
GBP Cautious allocation sector average by 3.12% per annum over the  
three years ending 31 March 2019 and is ranked first out of 34 funds  
against global peers. For the first quarter of 2019, the FoF slightly 
underperformed the sector by negative 0.04% in GBP. 

Both PSG Wealth Global Preserver FoFs are ranked in the first quartile  
of their respective global sectors since inception. No changes were made  
to the underlying managers over the quarter.

PSG Wealth Global Moderate FoF
Over the first quarter of 2019, the PSG Wealth Global Moderate FoF 
outperformed the global sector average by 0.30% in USD due to a  
strong performance from T. Rowe Price Global Allocation. For the five 
years ending 31 March 2019, the portfolio delivered 1.90% per annum 
versus negative 1.30% for the broad global asset allocation sector  
average. The FoF is ranked in the second quartile of global peers since  
its inception. No changes were made to the underlying managers over  
the quarter.

PSG Wealth Global Flexible FoF USD
The PSG Wealth Global Flexible FoF USD outperformed the EAA Funds  
USD Flexible allocation sector by 5.55% per annum over the last five  
years and is ranked seventh out of 68 funds. For the first quarter of  
2019, the fund outperformed the sector by 2.78% due to a relatively  
high equity allocation during a period when global equity markets  
recovered from the correction experienced in the fourth quarter of 2018. 

Changes to the Global Flexible FoF: In October 2018, the PSG Wealth  
fund committee accepted a proposal to align the PSG Wealth Global 
Flexible FoF (both USD & GBP classes) with its intended role within the  
PSG Wealth Global Fund range as a global multi-asset flexible fund.  
The main objective is to align the fund with PSG Multi-management’s  
split funding investment philosophy and process. 

Graph 1: Performance of the offshore solutions

3-months 6-months 1-year 2-years 3-years 5-years

16.00%

14.00%

12.00%

10.00%

8.00%

6.00%

4.00%

2.00%

0.00%

-2.00%

-4.00%

-6.00%

PSG Wealth Global Preserver FoF D USD PSG Wealth Global Moderate FoF D USD PSG Wealth Global Flexible FoF D USD
PSG Wealth Global Creator FoF D Performance of specific benchmark per FoF

Source: Morningstar

Background to our decision: 
Previously, the Global Flexible FoF (when it was still the PSG Konsult 
Houghton High Growth Fund) was managed as an equity mandate, 
with the multi-manager (PSG Melrose Arch) doing the asset 
allocation. Management of the Global Flexible FoF was transferred to  
PSG Multi-management in 2016. PSG Multi-management already 
has a global equity mandate, the PSG Wealth Global Creator FoF. 
Given the broad mandate of the Global Flexible FoF, we decided that  
the fund should fulfil the role of an aggressive multi-asset global  
portfolio within our expanded global fund range.

Key to PSG Multi-management’s investment philosophy is optimising 
responsibilities. This entails allowing the most suitable party in the value 
chain (single manager, multi-manager) to take responsibility for each of  
the required functions (security selection, asset allocation, manager 
selection, performance measurement). 

We are manager selection specialists; we do not make asset allocation  
calls but follow a split funding approach. In split funding, we match the 
mandate of our underlying funds to the mandate of the FoF and the  
focus is rather on combining managers with different investment styles  
and processes. 

To remain disciplined in our approach to investments (and deliver on our 
objectives to clients) we have implemented split funding in the PSG Wealth 
Global Flexible FoF.

Over the previous quarter, the following mandates were removed from 
the PSG Wealth Global Flexible FoF (USD & GBP): Schroders Global  
Multi-Asset Income, Fundsmith Equity and Veritas Global Real Return.  
They were replaced with the HSBC Global Strategic Dynamic and  
Investec Global Multi-Asset Total Return Funds. The new funds are a better 
mandate fit for the FoF given their unconstrained multi-asset approach.

PSG Wealth Global Flexible FoF GBP
For the five years ending 31 March 2019, the PSG Wealth Global Flexible 
FoF GBP delivered a return of 11.10% per annum in GBP, outperforming 
the EAA Funds GBP Flexible allocation sector by 6.37% per annum.  
Over the first quarter of 2019, the FoF outperformed the sector average  
by 2.12%. Both PSG Wealth Global Flexible FoFs are ranked in the top 
quartile of their global sectors since inception. 

PSG Wealth Global Creator FoF 
Over the minimum recommended investment period of five years, the  
PSG Wealth Global Creator FoF outperformed the sector average by 3%  
per annum and is ranked in the first quartile of global peers since its 
inception. The FoF also outperformed the MSCI World Index by 2.29%  
over the past 12 months and 0.22% per annum over the last five years  
(net of fees). For the first quarter of 2019, the FoF outperformed the  
EAA Funds USD Global Large-Cap Blend sector average by 1.50% in USD. 
No changes were made to the underlying managers over the quarter.

Quarter one offshore solutions review

8. QUARTER ONE OFFSHORE SOLUTIONS REVIEW



Page  |  22

Table 1: Regional allocation as at 31 March 2019

PSG Wealth global fund range

PSG Wealth Global  
Preserver FoF USD 

PSG Wealth Global  
Preserver FoF GBP 

PSG Wealth Global  
Moderate FoF 

PSG Wealth Global  
Flexible FoF USD 

PSG Wealth Global  
Flexible FoF GBP 

PSG Wealth Global  
Creator FoF 

United States 58.2% 55.1% 49.4% 47.2% 45.3% 65.0%

United Kingdom 5.8% 9.4% 7.4% 15.9% 17.3% 9.0%

European Union 14.7% 14.5% 11.5% 14.1% 14.3% 11.6%

Japan -0.6% -0.7% 4.8% 4.4% 4.3% 4.0%

Other 21.9% 21.6% 26.9% 18.4% 18.8% 10.4%

Source: PSG Wealth research team (weighted average based on information obtained directly from underlying managers)

Table 2: Regional allocation as at 31 March 2019

PSG Wealth Global  
Preserver FoF USD 

PSG Wealth Global  
Preserver FoF GBP 

PSG Wealth Global  
Moderate FoF 

PSG Wealth Global  
Flexible FoF USD 

PSG Wealth Global  
Flexible FoF GBP 

PSG Wealth Global  
Creator FoF 

US dollar 76.7% 73.4% 62.1% 59.5% 57.7% 68.5%

Pound sterling 1.2% 4.8% 6.4% 16.3% 17.8% 8.2%

Euro 8.2% 8.1% 8.8% 6.4% 6.7% 9.2%

Yen 4.1% 4.0% 9.5% 8.3% 8.0% 4.0%

Other 9.8% 9.7% 13.3% 9.6% 9.8% 10.1%

Source: PSG Wealth research team (weighted average based on information obtained directly from underlying managers)

Quarter one offshore solutions review
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Macro

South Africa
The Standard Bank PMI rose to  
50.3 points in April from 48.8 points 
in March. Output and new orders 
remained mostly static, export 
sales fell for a third month, while 
input purchases and employment 
increased.   

China
The Caixin China General Services 
PMI increased to 54.5 in April from 
the 54.4 reported in March. This 
unexpected rise can be ascribed to 
export sales growth recording its 
strongest session since September 
2014, expanding employment, 
improved market strategies and new 
product offerings. However, these 
gains were offset by investor fears 
around the global economy. 

United States
The US jobless rate fell to its lowest 
point since December 1969, to 
3.60% in April from 3.80% in 
March. The number of unemployed 
persons in the US went down by  
387 thousand to 5.8 million. 

Markets*
Best performer
This week Delta Property Fund had 
a return of 29%, the most for the 
week, followed by EOH Holdings 
with a return of 25%. 

Worst performer
Harmony Gold Mining Ltd fell 9%, 
the most in the week, and Rebosis 
Property Fund Ltd by 8%, which  
was the second-worst performer. 

Sectors
The pharmaceuticals and biotech-
nology sector was the best 
performer over the past week with 
a 6.79% return, while chemicals 
was the worst performer over the 
same period with a 5.07% loss. 

Weekly Investment Update
7 May 2019

*Disclaimer: Total weekly returns based on closing values from Friday to Friday.

Market moves
Performance: 
26/04/2019 to 02/05/2019

Return
(Cumulative)

Local Markets

All Share TR ZAR -0.11

Ind/Financials TR ZAR 2.02

Ind/Industrials TR ZAR 0.65

Financials&Indl 30 TR ZAR 1.10

Ind/Basic Materials TR ZAR -3.51

Gold Mining TR ZAR -7.39

SA Listed Property TR ZAR -0.23

Beassa ALBI TR ZAR -0.12

Commodities

Oil Price Brent Crude PR -4.84

LBMA Platinum AM PR USD -2.27

Gold London AM Fixing PR USD -0.50

Currencies Change

ZAR/USD 0.25

ZAR/GBP -1.60

ZAR/EUR -0.23
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Special report

Appointment of Tito Mboweni shows improvement in governance processes

The first big task of our new Minister of Finance,  
Tito Mboweni will be to present the mid-term 
budget statement on 24 October 2018, where  
he’ll want to reassure markets and credit-ratings 
agencies of the country’s fiscal and economic  
health.

New Minister of Finance Tito Mboweni

Source: The Herald                                                        

This after president Cyril Ramaphosa accepted former 
Minister of Finance, Nhlanhla Nene’s, resignation 
following public pressure over his testimony at the 
commission of inquiry into state capture by the  
Gupta family. During Nene's testimony he admitted  
to having extensive meetings with the controversial 
Gupta family, meetings which was previously not  
made public. 

Mboweni takes on this responsibility at a crucial time 
for South Africa, as government plans to intensify 
cooperation among all social partners to propel 
increased investment, boost economic growth and 
accelerate large-scale job creation. This moment calls 
for leadership that is robust, capable and vigorous  
to unlock new opportunities as we transform our 
economy. We are confident that Mboweni will  
provide that calibre of leadership.

We strongly believe that this appointment will also 
ease markets and provide confidence to foreign 
investors given his extensive experience as a former 
cabinet minister and central bank governor, where  
he advocated inflation targeting and opposed  
populist decision-making.  

Analysts say Mboweni would have to focus on  
ensuring a stable and coherent regulatory and policy 
environment to return business confidence to the 
economy. He will have to win and maintain the 
confidence of the financial markets and investors,  
while enabling inclusive economic growth, job creation 
and social development.

According to the ANC, this appointment signals the 
"return to government of a highly accomplished 
leader and executive as well as a renowned  
stalwart of our liberation movement."

Bottom line

At PSG Wealth, we believe this change is positive.  
There is no doubt that Mboweni is eminently qualified 
for the job. 

In addition, he has a very deep understanding of how 
monetary policy works together with the new fiscal 
policy mandate as Minister of Finance. Part of this 
entails understanding the importance of an independent 
monetary policy committee (MPC), which has previously 
been brought into question. The latter is a key point 
for the reviews done by ratings agencies (institutions), 
and his appointment should help us in reinforcing that 
positive assessment to date.

Overall, the way in which the matter has been handled 
indicates a massive leap forward in relation to our  
Zuma era. Nene made a mistake, owned up, stepped 
down, and was promptly substituted by a strong 
replacement. 

There is certainly no doubt that the governance  
processes that have underpinned this development 
have been far better than what we’ve seen in the  
past. Hopefully this marks a new era of managing  
public affairs, objectively, prudently, and promptly.
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