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With the end of another year fast approaching it is 
worth “pausing” to reflect on what has been a crazy year 
so far on many fronts. Unfortunately, politics continue 
to dominate both locally and abroad creating a difficult 
environment for investors. So, what has dominated the 
headlines this year?

Steinhoff
• The revelations about accounting irregularities with-
in Steinhoff dealt major blows to the markets, where 
many people lost billions due to the massive collapse 
in the share price of Steinhoff. The share price has 
dropped a staggering -96.67% from R55.81 a year ago 
to R1.86 now! It is known to be the biggest corporate 
fraud in South Africa. The Enron of SA. 
• Markus Jooste to date still denies any wrong doing…

VBS Bank
• A forensic report compiled by advocate Terry Motau 
and Werksmans Attorneys laid bare details of how 
R1.8-billion was stolen from VBS Mutual Bank.
• The report‚ titled The Great Bank Heist‚ goes into detail 
about how the bank heist allegedly occurred and lists 
a number of former executives of VBS and its largest 
shareholder‚ Vele Investments‚ who were the alleged 
perpetrators and beneficiaries of the crime.

• Former president Jacob Zuma‚ the Passenger Rail 
Agency of SA (Prasa) and Floyd Shivambu’s brother‚ Bri-
an‚ have been implicated in the report.
• VBS Bank is known to be one of the biggest scandals 
to occur, with many of the disadvantaged people using 
VBS bank having lost their money due to the corruption 
in the leadership surrounding the bank.

State Capture Inquiry
• Jacob Zuma’s name appeared most often during testi-
monies, showing his connection to the Guptas and how 
the Guptas controlled and threatened government in-
dividuals. Many ministers accepted various bribes and 
tenders in order to benefit the Guptas whether directly 
or indirectly. 
• The State Capture enquiry is still underway and con-
tinues to place the ZUPTA’S front and centre!

South African Politics
• Finance Minister Nene resigned following revelations 
with his connections to the Guptas
• Malusi Gigaba resigned as Home Affairs Minister  
following various scandals, this was a case of resign or 
get fired!
• Tom Moyane was suspended and eventually relieved 
of his duties as commissioner of SARS, following irregu-
larities and the state SARS was put in under his leader-
ship. Tom Moyane continues to fight and dispute this…, 
a losing battle!
• Tito Mboweni is back as Minster of Finance and  
delivered some very sobering news with regards to the 
state of our SOE’s and economy at the recent mini bud-
get speech.
• Pravin Gordhan is back again, this time as the Min-
ister of Public Enterprises. Despite continuous attacks 
from the EFF he continues to soldier on, cleaning up the 
mess wrought upon us by Zuma. Give that man a Bells!

Julius Malema & EFF
• Is Ju Ju and the EFF starting to unravel… 
• The revelations of EFF links to the VBS scandal and 
City of Johannesburg tenders comes at a terrible time 
for Malema. He wants to be seen as Mr Clean with 
the approaching elections and these revelations are  
spoiling his party!
• He is becoming desperate and scared, and there-
fore resorting to more aggressive and racial rhetoric,  
so buckle up!
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Cannabis legalized in SA
• The Constitutional Court of South Africa, the country’s 
highest court ruled that the personal use of cannabis is 
not a criminal offence.
• In a unanimous decision, the court ruled that the ban 
on private possession and consumption, and cultiva-
tion of the plant for own use is unconstitutional.
• With cannabis becoming more legal industries sur-
rounding it or very rapidly on the rise.

Brexit
• With the impending withdrawal of the UK from the 
European union, many are unsure about the UKs fu-
ture, with some stating that the UK will be worse off and 
others stating the opposite. We have yet to see a final 
decision as there are many political issues being raised 
in the UK while the Brexit matter is dealt with.
• British Prime Minister Theresa May hopes to win the 
vote on the 11th December but she is facing more and 
more opposition from Tory MP’s who are against the 
deal.

Technical Recession
• South Africa entered a technical recession earlier this 
year, when it had two consecutive negative quarters 
where GDP fell. The markets are still recovering from 
this and 2018 has seen dismal performance within 
the South African market. Year to date the JSE is down 
-14.37%. 

US Markets
• The US markets saw a good start to the year as 
Trumps election boosted both investor and business 
confidence within various sectors, thus offshore assets 
proved to be the best investment option. 
• The Rand is also having a very volatile year pushing 
passed R15.98 to the dollar and now trading at R13.79.

Bitcoin
• Bitcoin has been on a downward spiral for 2018, put-
ting the cryptocurrency within striking distance of its 
worst ever bear market. Its value continues to diminish. 
Virtual currencies in total have lost more than $700 bil-
lion of value since the market peaked. 
• Bitcoin was trading at $13,354 at the start of the year 
and is now down a whopping -67.46% to $4,345!

North Korea – United States summit
• The 2018 North Korea – United States summit meeting 
between US President Donal Trump and North Korean 
Supreme Leader Kim Jong-un held in Singapore was the 
first ever meeting held between the two nuclear pow-
ers. Fortunately for all it ended in a hand shake and not 
DEFCON 1 (defence readiness condition).

Test for Trump - US Elections 
• Midterm elections saw Donald lose his first serious 
electoral test.
• In the House of Representatives, Democrats secured 
the 218 seats needed to regain control.

• Democrats won Republican-held seats in Colorado, 
Florida, Kansas, Minnesota, New York, Pennsylvania 
and Virginia.
• Democrats won the vote for the first time in 8 years.
• Trump is in trouble, the 45th president of the United 
States is facing an ever-growing list of scandals ranging 
from the Russian Kremlin, Stormy Daniels, Mueller in-
vestigation and more. 

Here are 10 things Ramaphosa has accomplished 
this year:
1. Gupta fightback: On the day of his inauguration, the 
Hawks moved in to raid various properties belonging to 
the controversial Gupta family and their business asso-
ciates. A warrant of arrest has also been issued for Ajay 
Gupta.
2. Cabinet reshuffle: On February 26, Ramaphosa’s 
Cabinet reshuffle saw the likes of Pravin Gordhan and 
Nhlanhla Nene returning to key ministries. Some mem-
bers of Zuma’s cabinet alleged to be involved in state 
capture and corruption were axed. There was another 
cabinet reshuffle recently, as well as Tito Mboweni be-
ing made the new Finance Minister after revelations of 
Former Minister Nene meeting with Guptas.
3. Land expropriation without compensation: Na-
tional Assembly passed an EFF-sponsored motion to 
begin a process to allow for land expropriation without 
compensation. The ANC previously voted against the 
motion, but after its national conference in December 
where a resolution was taken in its favour, the party 
voted alongside the EFF.
4. NPA prosecutes Zuma: In March, NPA boss Shaun 
Abrahams announced his decision to prosecute Zuma 
on 783 counts of fraud, corruption, money-laundering 
and racketeering.
5. Moyane suspended: Days later, Ramaphosa moved 
to suspend South African Revenue Services boss Tom 
Moyane. He now faces disciplinary hearings.
6. State capture amendments: Ramaphosa made 
amendments to his predecessor’s state capture inquiry, 
now allowing testimonies to be admissible in criminal 
proceedings.
7. YES initiative: Ramaphosa launched the Youth Em-
ployment Service which seeks to empower the youth 
through paid work experience and seed-funding. It is 
a collaborative effort between government, business, 
labour and civil society.
8. Focus on investment: In April, Ramaphosa shifted 
his attention to the economy and foreign investment. 
He announced a high-level team tasked to travel abroad 
and garner $100-billion in foreign investment. He also 
struck an R850-million investment deal with the U.K
9. Intelligence services clean-up: Ramaphosa shift-
ed State Security Agency boss Arthur Fraser, who was 
facing numerous allegations of mismanagement, to the 
department of correctional services.
10. The North-West project: Ramaphosa moved to 
place North-West under national administration after 
violent protests calling for premier Supra Mahumape-
lo’s resignation brought the province to a standstill.
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General elections will be held in South Africa in 2019 
to elect a new National Assembly and new provincial 
legislatures in each province. This will be the sixth elec-
tion held since the end of the apartheid system in 1994. 
This election will determine who will become the next 
President of South Africa. Incumbent President Cyril 
Ramaphosa, the 5th President of South Africa, will lead 
the ruling African National Congress in the election, at-
tempting to retain majority status and a full term in of-
fice as president; his predecessor, Jacob Zuma resigned 
from office on 14 February 2018 and was already in-
eligible for a third term in office as the South African 
Constitution limits a president to serve a maximum of 
two five-year terms. (thank goodness)

There is a Silver Lining 

Although there is much doom and gloom around one 
needs to just cast your mind back twelve months ago. 
This time last year we were headed for the ANC elective 
conference where we were getting either Nkosazana 
Dlamini-Zuma (Zupta candidate) or Cyril (the buffalo) 
Ramaphosa. Fortunately, and only by the slimmest of 
margins Ramaphosa won. Although frustratingly slow, 
he is making headwinds in the right direction.

This year has been a turning point for SA. Significant 
progress has been made on many fronts, most notably 
the dismantling of State Capture and the beginning of 
restoring investor and business confidence. We are not 
out of the woods yet, with the greatest threat to democ-
racy assuming that the worst is over, we have a long 
way to go yet!

Hopefully after next year’s general election’s Ramapho-
sa will have enough Party and Public support to put SA 
on the correct trajectory.

Fortunately, it is almost holiday time, which for South 
African’s cannot come quick enough with what we have 
had to endure... As a nation we find ourselves in a state 
of flux which is likely to continue until after the General 
Elections which is due to be held mid-2019. Hopeful-
ly thereafter we can set about rebuilding our beautiful 
Rainbow Nation! 

MESSAGE FROM 
THE WEALTH MANAGEMENT TEAM

ULYSSES AND THE SIRENS

COSTA DREPANIOTIS, CFP ®
MANAGING DIRECTOR, CPT

Ulysses and the Sirens is a 1909 oil painting by Herbert 
James Draper. It depicts an episode in the epic poem, 
Odyssey, by Homer in which Ulysses (Odysseus) is tor-
mented by the voices of Sirens. They sang an enchant-
ing song that normally caused passing sailors to steer 
toward the rocks, only to hit them and sink. All of the 
sailors had their ears plugged up with beeswax, except 
for Ulysses, who was tied to the mast as he wanted to 
hear the song. He told his sailors not to untie him as it 
would only make him want to drown himself.

Forward to 2018 and not much has changed. Replace 
Ulysses with the astute investor, the sailors with his/
her trusted advisors and the Sirens with news clips (or 
neighbours). Hitting the rocks in this instance would be 
changing your investment strategy during the storm. 
We’ve seen this movie before during the global finan-
cial crisis of 2007 to 2009, the bear market of 2002 and 
2003 (following the 9/11 terrorist attacks in New York) 
and the Asian crisis of the late 90’s to name but a few. 
And every time the patient and disciplined investor 
came through with flying colours.



4

LONG-TERM VIEW OF THE RAND | HOW TIMES HAVE CHANGED | RATING AGENCIES DOWNGRADE
IN THIS EDITION:
THE YEAR THAT WAS - 2018 | ULYSSES & THE SIRENS | THE IMPORTANCE OF FULL DISCLOSURE FOR ASSURANCE 
UNDERWRITING | WHY CASH CAN BE THE RISKIEST ASSET OF ALL | INVESTMENT PSYCHOLOGY – PART 1 |  
NAVIGATING THE STORM | IS CASH KING?

IN THIS EDITION:

In our role as trusted advisor, it may be useful to ex-
plain why investors should not do anything drastic in 
times of market downturn. First of all, every bull market 
(up to the most recent one) has been followed by a bear 
market. So don’t act surprised – it happens. Secondly, 
bear markets are typically much shorter than bull mar-
kets. In the third instance, stick with your strategy.

If you had the discipline to only look at your portfolio on 
31 December every year since 1995, you would have ex-
perienced negative performance in four calendar years: 
1996, 1997, 2002 and 2008. Under the assumption that 
you had at least a three-year time horizon and the dis-
cipline to remain invested, you would have enjoyed the 
following outcomes (returns in excess of a year are not 
annualised):

Calendar 
year

FTSE/JSE 
ALSI (total 

return)

Return in 
subsequent 
two years

Total return 
over three 

years
1996 -7% 61% 50%
1997 -6% 71% 61%
2002 -8% 46% 34%
2008 -23% 57% 21%

The danger, of course, is that a nervous investor chang-
es tack at exactly the wrong point. Moving to cash 
(from growth assets such as equities) at the end of any 
of these four years would have been disastrous if you 
consider the stellar performance of the two years that 
followed.

So where are markets compared to their history?  We’ve 
analysed the five-year rolling performance of equities 
and balanced funds since 1994 and compared it to the 
five-year rolling inflation rate over the same period. The 
graph below shows that balanced funds and SA equi-
ties have only underperformed inflation (over rolling 
five years) twice since 1994 (and have come pretty close 
in October 2018):

It’s important to notice how quickly the returns over 
five years picked up from these lows. The seasoned (or 
well-advised) investor will know that now is the time to 
sit on your hands and ignore the sweet voices of the 
Sirens luring you to the rocks.

Another way to view the current state of affairs is to 
consider where current equity market returns over var-
ious rolling periods are. The chart below shows the cur-
rent one-, two-, three-, four-, five-, seven- and 10-year 
annualised performance of local equities against its 
own history over the same rolling periods:

It’s not quite as bad as it’s been before, except for over 
ten years where this is pretty much the lowest return 
over any rolling ten-year period since 1994. 

Can markets go any lower? Possibly. 

Are they more likely to surprise on the upside from this 
point on? Quite likely, if historical trends are anything 
to go by.

So buckle up, take good advice and enjoy the ride. It’s 
what Ulysses would urge you to do.
Source: Morningstar, Analytics Consulting.
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MESSAGE FROM 
THE WEALTH MANAGEMENT TEAM

THE IMPORTANCE OF FULL DISCLOSURE 
FOR ASSURANCE UNDERWRITING

GARETH VAN DER MERWE, CFP ®
WEALTH MANAGER

With Momentum Life making headlines regarding the 
repudiation of Mr. Ganas widow’s life assurance claim 
due to him having a high blood sugar level which was 
not disclosed at the underwriting stage, this after her 
husband was killed from a gunshot wound as a result 
of a violent crime, it has highlighted the importance 
of ensuring that all life assurance applicants make full 
disclosure when applying for long-term assurance with 
any assurer.

Although Momentum have since agreed to pay the 
claim due to increasing pressure from the media and 
public in general, and them creating new policy sur-
rounding death caused by a violent crime, Momentum 
were well within their rights to repudiate the claim due 
to Mr. Ganas having not provided full disclosure at the 
underwriting stage, and therefore being in breach of 
contract, despite the cause of his death not being as a 
result of the medical condition what so ever.

If an applicant tries to hide pertinent medical informa-
tion at the time of underwriting, this can lead to claims 
being repudiated at the discretion of the insurer, and 
can result in you or your beneficiaries, who may be de-
pendent on the funds, being left in a terrible financial 
position, and all of the premiums which were paid, hav-
ing been in vain. It simply nullifies any good intentions 
the insured person may have had to protect themselves 
and their dependents when initially taking out the long-
term assurance policy.

It is however important to note that should your health 
deteriorate after the underwriting has been completed, 
such as elevated blood pressure, increase in choles-
terol, increase in body mass index, etc., whether it be 
immediately, or after a number of years, it is not nec-
essary to disclose this to your insurer, and any claims 

which you may have in the future cannot be negatively 
affected by this deterioration in health, even if it is the 
cause of a claim event.

If you do find yourself in a position where you are 
charged a higher insurance premium at underwriting 
stage due to health concerns, and you recover fully 
from the afore mentioned health concerns, it is import-
ant to notify your insurer of this, and after a medical ex-
amination to prove there is no further concern, the in-
surer may reduce your monthly premium accordingly.

If you feel there may be discrepancies with the disclo-
sures you made to your insurer at the underwriting 
stage, or you would like us to requote on your insur-
ance in order to be certain your underwriting status is 
not compromised and you are paying the best premi-
um for the most suitable cover, please contact us and 
we will gladly assist you in this regard.

JAMES FERREIRA, CFP ®
WEALTH MANAGER

MESSAGE FROM 
THE WEALTH MANAGEMENT TEAM

WHY CASH CAN BE THE RISKIEST  
ASSET OF ALL

Every investor would have heard of equity and listed 
property referred to as ‘risk assets’. They would also 
have seen a graph which shows the relative risk of dif-
ferent asset classes, with cash at the bottom as the ‘low-
est risk’ and equity at the top as ‘highest risk’.

Intuitively, this also makes sense. Cash in a bank is pret-
ty safe, and to a certain extent is even guaranteed by 
the Reserve bank. Unless there is a serious meltdown, 
you’re unlikely to lose it.

Shares, on the other hand, are a lot less secure. Any-
one who was invested in the stock market at the time of 
the 2008 crash can attest to that. The FTSE/JSE All Share 
Index fell over 40% from its high in May that year to 



6

LONG-TERM VIEW OF THE RAND | HOW TIMES HAVE CHANGED | RATING AGENCIES DOWNGRADE
IN THIS EDITION:
THE YEAR THAT WAS - 2018 | ULYSSES & THE SIRENS | THE IMPORTANCE OF FULL DISCLOSURE FOR ASSURANCE 
UNDERWRITING | WHY CASH CAN BE THE RISKIEST ASSET OF ALL | INVESTMENT PSYCHOLOGY – PART 1 |  
NAVIGATING THE STORM | IS CASH KING?

IN THIS EDITION:

its lowest point in November. Recently, the same index 
fell by 15.5% in September/October 2018 (see graph 
below).

However, there is a major caveat to this that easily gets 
overlooked, and often to an investor’s detriment. When 
people talk about risk in this context, they are talking 
about volatility in asset prices and the potential for a 
short-term loss of capital.

That’s certainly appropriate if you are putting money 
aside that you might need in the next year or two, but 
it’s far less so when you’re investing over the longer 
term. When your investment horizon extends over ten 
or 20 years or longer, there’s a far more serious risk 
to your wealth than the day-to-day ups and downs of 
asset prices.

The biggest risk faced by investors is that of inflation. 
Inflation is often only noticed when it’s too late as it qui-
etly and slowly consumes the spending power of your 
hard-earned money and investment returns.

Many people don’t realise just how much inflation eats 
away at wealth over time. The graph below illustrates 
how the value of R10 000 decreases over a 30-year time 
period at different inflation rates.

Source: Old Mutual Investment Group, MacroSolutions

What this shows is that even at an inflation rate of just 
3%, the value of R10 000 would diminish to the equiva-
lent of R4 000 in 30 years. At the upper end of the South 
African Reserve Bank’s target range, that R10 000 re-
duces in value to the equivalent of just R1 700 in today’s 
money over the same period.

While these values are used as examples, based on the 
CPI figures reported in the news, we understand if you 
experience a higher rate of inflation due to rising edu-
cation or medical costs for example, it has an even larg-
er impact. At 9% inflation, your R10 000 today is worth 
only R750 in 30-years’ time. It’s fair to say that inflation 
is a long-term investors true nemesis, and it’s a relative-
ly silent one at that.

Given this reality, the perceived safety of cash takes on 
a very different complexion. This is because while your 
money in the bank might never decrease, it is not going 
to increase much in real terms either.

Old Mutual have analysed the same data we have used 
with Morningstar to get a long-term experience that in-
vestors would have had in various asset classes – the 
results are indisputable. The return from cash in South 
Africa over the last 88 years has been 6.9%, compared 
to inflation of 6.2%. That is before tax. Therefore, cash 
in the long term is not the answer.

To combat inflation, what investors need is exposure to 
higher growth assets such as equities and listed prop-
erty. As the graph below shows, over the same 88-year 
period local equities have produced real returns of 
7.8% per year on average.

Source: Old Mutual Investment Group, MacroSolutions
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NANCY BOWRING
WEALTH MANAGER

MESSAGE FROM 
THE WEALTH MANAGEMENT TEAM

INVESTMENT PSYCHOLOGY – PART 1

One of the biggest job for advisors is to get this mes-
sage across to investors because one of the problems 
with these growth assets is that they are often termed 
risk assets because they display volatility. At the end of 
the day, most investors are looking for a smooth ride 
to retirement, unfortunately this is not always the case. 
But at the end of the day, volatility is not the biggest 
risk that long-term savers face. It is inflation. Volatility 
may be uncomfortable and from time to time as equi-
ties do fall in value, and if you have a short-term time 
horizon that can be problematic. But even in retirement 
most investors still have a multi-decade time horizon 
and need exposure to assets that will grow ahead of 
inflation.

What makes this argument even more compelling 
is that the longer you stay invested, the less volatility 
plays a role. In fact, over the last 58 years, holding equi-
ties for more than five years in South Africa has never 
been a risky strategy.

Source: Old Mutual Investment Group, MacroSolutions

What history shows us is that in the very short term of 
a day or a week – even a quarter or 1-year period - the 
chance that you could have lost money by holding local 
equities has been extremely high. As we extend our buy 
and hold period to years, that chance of losing money 
decreases rapidly. Over the last 58 years, South African 
investors would never have experienced a negative 5- 
or 10-year investment period had they been in equities. 
Along the way there would have been periods of volatil-
ity, but these figures show that if you adopt a long-term 
investment strategy, no matter what happens during 
that period (like what we have been recently experienc-
ing), the best investment decision you can make is to 
do nothing! 

Time, in other words, has the effect of smoothing 
returns.

The direction the market takes in the short term is al-
most equivalent to a coin toss. The factors driving mar-
kets in the short term are noise and sentiment (elec-
tions campaigning, state capture, or just about any 
market headline you read nowadays). However, over 

the long-term, fundamentals and starting valuations 
play a for more important role.

We can not reiterate this enough. We are fully aware 
that our markets are going through and have been go-
ing through a tough time for some time now, but we are 
confident and resolute in our approach to investment 
management. If you invest through Resolute Wealth, 
you can be confident in the fact that you are invested 
with the biggest and the best funds available who have 
years of experience in managing money during all eco-
nomic cycles. Trust the decisions you have made with 
your advisor and let time smooth out the journey.

“Science does not know its debt to imagination” -Ralph 
Waldo Emerson

Dopamine – what does this have to do with invest-
ing?

Much research on brain functioning is done in the  area 
of risk and reward.  What is interesting is that there is 
a physical reaction in the brain chemistry to both gains 
and losses.

Dopamine the feel- good chemical in the brain is affect-
ed in the following way:

If you receive an unexpected reward your dopamine 
levels increase more than when the expected reward 
is received. In contrast, when an expected reward falls 
through dopamine emission stops completely. 

During the last ten years since the 2008 Prime Lending 
Crisis the markets performed well, and investors were 
used to double digit returns. This then became the ex-
pected return.  
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However, the last three years in South Africa have been 
particularly challenging and the expected returns have 
not materialised.

Therefore, it is likely that your Dopamine emissions 
have stopped and you naturally feel very down.

Simply being aware of dopamine’s effect on your psy-
che is critically  important.  Do not make irrational deci-
sions when faced with losses.

So this leads to the question of switching when markets 
are down and our feelings are down…

Is this the time to be switching?

Most managers that we have chosen are contrarian in 
nature, which is especially difficult in uncertain times 
and times of underperformance. 

This makes it even more important to remain focused 
on our core strengths with the fund we choose to invest 
in: bottom-up, long-term, and contrarian stock picking. 
It is this philosophy that has allowed them to deliver 
superior returns for our clients since inception. We con-
tinually reassess risks and potential returns as circum-
stances change; making appropriate portfolio changes 
over time.
 
However, times like these can often cause fear amongst 
investors which cause them to want to react and do the 
wrong thing at the wrong time. It is especially important 
for clients to stick to their long-term investment strate-
gy in difficult times, and not make changes unless their 
needs have changed. That is why we are here to help 
you, to align investment products and funds with your 
investment time horizon and objectives, and remain 
focused on the long-term goal throughout the market 
cycles.
 
It is useful to keep the following Carl Richards from Al-
lan Gray slides in mind:

 

 

Should I switch out of high-risk into low risk?

As an example - Over recent time periods, the Allan Gray 
Stable Fund we hold in the low risk space has delivered 
returns in line with its dual objectives of capital stability 

and outperforming bank deposits. On a relative basis, 
it has outperformed higher-risk asset classes such as 
bonds and equities. This relative outperformance is un-
usual given the lower-risk nature of the Fund, and we 
do not expect it to hold true over long time periods. 
 
Will performance recover, and when? 

We do not view risk as volatility, but rather as perma-
nent loss of capital. Although we understand that re-
cent underperformance can be uncomfortable, it is 
especially important during these uncertain times to 
remain focused on your long term investment goals 
and not react to short term sentiment. As bottom-up 
stock pickers, we don’t pay much attention to bench-
marks or to what other investors are doing. Instead, 
our investment decisions are based on high conviction 
beliefs that each individual stock in the portfolio is trad-
ing for much less than it is worth. The current period of 
weakness reminds us of similar times in the past when 
short-term pessimism created opportunities for us to 
buy great companies at a price below what we believe 
they are worth.

Allan Gray has a tried and tested investment philoso-
phy that has allowed them to deliver pleasing long-term 
performance for our clients over the past 40 years.
 
Will the market recover? 
Yes markets are cyclical in nature. 
 
What should we do? 
Stay invested and stick to your long-term investment 
strategy. 

In the next parts we will examine Serotonin transmis-
sion in the brain and neuroeconomics.



9

LONG-TERM VIEW OF THE RAND | HOW TIMES HAVE CHANGED | RATING AGENCIES DOWNGRADE
IN THIS EDITION:
THE YEAR THAT WAS - 2018 | ULYSSES & THE SIRENS | THE IMPORTANCE OF FULL DISCLOSURE FOR ASSURANCE 
UNDERWRITING | WHY CASH CAN BE THE RISKIEST ASSET OF ALL | INVESTMENT PSYCHOLOGY – PART 1 |  
NAVIGATING THE STORM | IS CASH KING?

IN THIS EDITION:

BRENNAN STRYDOM
PARA PLANNER

MESSAGE FROM 
THE WEALTH MANAGEMENT TEAM

NAVIGATING THE STORM

Picture this: it is the late 1800’s. You are the captain of a 
sailboat travelling along the trade routes of India, when 
the skies start changing and the winds start picking up. 
You know the challenge you are about to face: navigat-
ing in a storm. As the waves bash against the ship and 
the flashes of lightning strike around you, do you panic, 
or do you trust the crewman around you as the captain 
of the vessel?

Many vessels had succumbed to the perilous seas 
during these periods. Especially as these storms would 
generally appear out of nowhere, catching many off 
guard. Therefore the captains of these vessels began 
assessing crew members, making certain that they 
are hiring experienced and calm crew members they 
can trust. In these storms, the first people the captain 
would look to is his crewmembers to get them safely to 
their destination.

You are the captain of your own ship, and it is your 
responsibility to make sure you hire the correct crew-
members to keep you and your assets safe. Hiring the 
correct Wealth Managers may seem like an impossibili-
ty with the markets currently, but its not about looking 
at the markets but at the quality of the Wealth Manager. 
Many people claim to be financial planners but are es-
sentially just sales-people, not always giving the correct 

advice in order to grow their own financial status, and 
thus in turn, sinking your ship. In times of the stormy 
markets you want to have smart, calm and level-head-
ed Wealth Managers that can guide you safely through 
the storm and to your destination. That’s where there 
are 4 vital characteristics to look for in a Wealth Manag-
er – integrity, honesty, dedicated and putting the client 
first. With a Wealth Manager with these characteristics 
you will be able to navigate safely through the storm. 

We have recently seen a very stormy month for the 
South African market as illustrated by the graph be-
low, and many ships have begun to sink due to the lack 
of experienced individuals. Despite the disappointing 
month and predictions upcoming, we remain positive 
on an increase in the market, as predictions are not al-
ways correct as indicated by the graph below.

JSE graph since 07/11/2017

Graph of the global market despite predications being 
made by some of the most intelligent and influential 
investors in the world.

We firmly believe that you cannot time the market, and 
that these storms come very unexpectedly, but what 
we do maintain is that conditions will surely always im-
prove. Here at RWM we strive in our values of honesty, 
integrity and putting the clients first. We believe that if 
our clients succeed, then we succeed too. In conclusion, 
make sure to hire the correct crew to navigate your ship 
and don’t be deterred by the stormy weather, there is 
safety just on the outside. 

“Financial planning is about more than just good ad-
vice or investment returns. Its about providing guid-

ance that you can trust.”
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Is cash king?

It has been a good few years for cash. As shown in Graph 1, over 
the past three years cash (i.e. highly liquid assets, like money 
market funds and fixed-interest assets, such as Treasury bills) has 
delivered decent returns, when compared to equities and bonds, 
with significantly less volatility amid ongoing global uncertainty. 
This has been particularly pronounced this year, with cash delivering 
6% versus -9.38% for the FTSE/JSE All Share Index (ALSI) as at end 
October 2018.

Cash vs ALSI 2015-2018

Source: Based on the latest IRESS figures as at 4 November 2018.

However, when you look at the same graph over a longer period, a 
different picture emerges. Graph 2, which goes back to 2000, shows that 
over the long term, cash materially underperforms equities and bonds. 

Cash vs ALSI 2000-2018

Source: Based on the latest IRESS figures as at 4 November 2018.

Should you take refuge in cash?
Given current market conditions, it is understandable that some 
investors would want to ‘take refuge’ in cash to ride out low equity 
returns – but is that a good strategy? 

The answer is more complicated than simply looking at recent returns. 

Investment return prospects should be considered alongside:

 � An assessment of your needs (risk requirement and risk appetite)
 � Your investment objectives (emergency fund versus saving 

for retirement)
 � Your time horizon (short term versus long term)

If, for example, your objectives are capital preservation and high 
liquidity to cover short-term needs, then cash is an ideal investment 
– more so now, given its attractiveness. However, investing 
predominantly in cash as part of a long-term strategy is unlikely to 
deliver the appropriate returns to grow your wealth. 

The problem with switching 
During periods of lacklustre or poor market returns, even the most 
experienced investors can lose sight of their long-term objectives. 
This is when the temptation to switch – selling out of your fund 
and buying into funds/asset classes that are doing better in the 
belief that you can ‘time the market’ and generate better returns – 
becomes very real. While there are examples where investors have 
been able to do this successfully, they are few and far between and 
it comes down to luck.

At Allan Gray, we don’t view short-term volatility as risk; rather we 
view risk as the permanent loss of capital. This is what happens 
when investors make knee-jerk investment decisions based on how 
they feel during periods of underperformance, and switch between 
funds at inopportune times. Those same investors who want out 
when the market falls often feel the lure of equities when they are 
performing well again. This is counterintuitive – investors land up 
selling out at low points and buying at high points, effectively locking 
in their losses and destroying value. 

As economist Javier Estrada wrote after studying more than 
160 000 daily returns from 15 international equity markets, “Much 
like going to Vegas, market timing may be an entertaining pastime, 
but not a good way to make money.” It makes more sense to base 
investment decisions on what you need to reach your goals and then 
stick with the plan, even if this may feel uncomfortable at times. 

The good news 
Fortunately in investing, the lower the historic market returns, the 
greater the potential for improved returns in future. Investors are 
currently focused on the risks as opposed to the potential upside, 
which is understandable, but as contrarian investors we are looking 
for opportunities where we believe intrinsic value has not been 
impaired to the same extent as the price has fallen. 

Deciding which asset class to invest in can be intimidating and most 
investors fall prey to their emotions when making these decisions as 
opposed to relying on rational thought and researched knowledge. 
During times of uncertainty or heightened anxiety, it is always worthwhile 
taking a step back and taking stock of your long-term objectives. If your 
plan hasn’t changed, it’s unlikely that your strategy should. 

The best strategy for most investors is to invest in a unit trust that is 
mandated to invest in multiple asset classes, such as a balanced fund. By 
doing so, you hand over the asset allocation decisions to an experienced 
fund manager who can make these decisions on your behalf.

Commentary contributed by Catherine Robberts, Distribution Specialist, Allan Gray
Allan Gray Proprietary Limited is an authorised financial services provider. 
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