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Dear

	
March	2018	was	a	 tough	month	 for	South	African	 investors,	whether	you	were	 invested	 locally	or	abroad	markets	were	down
globally.	 	 Increasing	tensions	resulting	from	a	 trade	“stand-off”	between	the	US	and	China,	driven	by	Donald	Trump,	caused	a
risk-off	approach	as	investors	moved	out	of	emerging	markets	and	equities	into	perceived	“risk	free”	assets	such	as	US	treasury
bonds.
	
The	very	large	global	tech	shares	suffered	a	dramatic	sell-off	as	a	number	of	negative	factors	impacted	sentiment	in	this	sector.	
Two	 of	 the	 larger	 tech	 stocks	 suffered	 some	 embarrassment	 causing	 them	 to	 be	 the	 biggest	 losers.	 	 Tesla	 pioneers	 of	 electric
vehicles	 and	 other	 new	 technologies	 saw	 their	 self-drive	 vehicle	 cause	 a	 fatal	 accident.	 	 Facebook	 suffered	 from	 renewed
concerns	 about	 their	 security	 over	 private	 information	 as	 data	 firm	 Cambridge	 Analytica	 confirmed	 that	 they	 had	 created
algorithms	that	targeted	certain	characteristics	based	on	the	data	that	Facebook	could	provide	them.		It	looks	as	if	these	algorithms
and	their	impact	were	big	contributors	to	the	surprise	black	swan	events	of	Brexit	and	the	election	of	Donald	Trump.	
	
The	global	 tech	 sell-off	 impacts	us	 as	 far	 away	as	 in	South	Africa	 as	 the	 largest	 company	on	our	 exchange,	Naspers,	 is	valued

almost	exclusively	on	its	33%	stake	in	Tencent	–	the	large	Chinese	tech	stock	giant.		With	Naspers	constituting	almost	1/5th	of	the
value	of	 JSE	All	Share	 Index	 it	means	 that	 any	price	movement	 of	Tencent	 affects	 the	 JSE	 returns	 dramatically.	 	The	Naspers
share	price	lost	20%	during	the	month	causing	the	JSE	All	Share	Index	to	retreat	by	approximately	5%	in	the	month.
	
The	big	 economic	news	 in	South	Africa	was	 the	 interest	 rate	 cut	 of	 0.25%	during	 the	month.	 	Reported	 inflation	 figures	 have
been	steadily	improving	and	this	together	with	the	stronger	rand	allowed	the	Reserve	Bank	to	reduce	their	Repo	rate	in	an	effort
to	try	help	boost	South	African	growth	of	the	economy
	
We	 also	 saw	 South	 Africa	 avoid	 a	 credit	 rating	 downgrade	 with	 Moody’s	 actually	 upgrading	 their	 outlook	 from	 Negative	 to
Stable.	 	This	caused	the	currency	to	maintain	parity	with	the	major	 trading	currencies	of	 the	world.	 	For	the	first	 time	in	a	 long
time	it	wasn’t	the	currency	that	was	causing	headaches.
	
The	road	ahead	for	the	rest	of	2018	should	still	be	positive	for	South	Africa	but	we	are	watching	the	economic	fight	between	the
US	and	China	with	some	concern.		An	increase	in	trade	tariffs	between	the	two	largest	economies	in	the	world	could	cause	global
growth	to	slow	and	this	will	have	a	negative	effect	on	the	markets	globally.
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RELAXATION	OF	OFFSHORE	LIMITS	FOR	RETIREMENT	SAVINGS
	
Last	month	we	 briefly	 touched	 on	 the	 amendments	 that	were	 included	 in	 the	 2018	Budget	 Speech.	 	 There	 is	 one	 that	 is	 very
positive	for	investors	and	we	feel	it	is	worth	highlighting	it	in	our	financial	view	this	month.
	
It	 was	 announced	 that	 the	 Prudential	 Investment	 Guidelines	 governing	 offshore	 investment	 limits	 were	 relaxed	 and	 have
increased	by	5%.		This	is	important	as	it	means	that	Regulation	28	of	the	Pensions	Funds	Act,	which	sets	the	asset	allocation	limits
for	individual	retirement	funds,	also	has	increased.		Going	forward	30%	of	your	retirement	savings	can	be	invested	into	offshore
assets,	whether	they	are	shares,	bonds,	commodities	or	any	other	asset	allowed	by	Regulation	28.
	
We	always	felt	that	the	previous	level	of	25%	was	prohibitive	as	it	limited	your	investment	options.		It	was	effectively	forcing	you
to	invest	predominantly	into	one	of	the	world’s	slowing	economies.
	
Diversification	is	often	referred	to	as	the	one	free	lunch	in	investing	and	it	is	widely	accepted	as	your	best	risk	mitigation	tool.		By
forcing	 investors	 to	 invest	 in	 one	 area	 regulators	 are	 effectively	 creating	 the	 scenario	 where	 all	 your	 eggs	 are	 in	 held	 in	 one
basket.
	
Opening	up	more	investment	options
	
The	Johannesburg	Stock	Exchange	(JSE)	is	an	African	powerhouse.		It	is	by	far	the	largest	stock	exchange	on	the	continent	and
the	total	market	capitalisation	of	the	companies	listed	on	the	JSE	accounting	for	70%	of	all	listed	companies	in	Africa.
	

The	JSE	is	however	minute	in	comparison	to	 the	larger	global	stock	exchanges.	 	The	largest	stock	exchange	in	 the	world	is	 the
New	York	Stock	Exchange	(NYSE).	 	The	 total	market	capitalisation	of	all	 the	shares	 listed	on	 the	NYSE	is	23	 times	more	 than

those	 listed	 on	 the	 JSE.	 	 In	 fact	 the	 JSE	 is	 only	 the	 17th	 largest	 exchange	 in	 the	 world	 with	 South	 African	 companies	 only
accounting	for	1.14%	of	global	market	capitalisation.		By	investing	locally	you	do	not	get	exposure	to	the	growth	and	returns	of
large	global	corporations	like	Amazon,	Facebook,	Netflix,	Royal	Dutch	Shell,	BP,	Unilever,	Nestle,	and	Microsoft.

The	biggest	share	on	the	JSE	is	Naspers	with	a	market	capitalisation	of	$110	billion.		This	is	1/8th	of	the	largest	company	in	the
world	being	Apple.
	
South	Africa	 has	 a	 number	 of	 strong	 industries	 but	 on	 the	 flip	 side	 there	 are	many	 areas	where	 South	Africa	 does	 not	 have	 a
presence.		One	easy	example	to	think	of	is	Biotech	companies	where	the	latest	medical	developments	are	being	produced.		We	all
know	that	people	are	living	longer	and	many	countries	have	an	ageing	demographic.		Medical	improvements	and	advancements
are	going	to	grow	as	people	live	longer	past	retirement.
	
Opening	up	offshore	investment	allowances	allows	access	to	new	industries,	unique	opportunities	and	geographical	locations	mot
available	 to	 our	 local	market.	 	The	 increase	 allowance	will	 allow	 investors	 to	 add	 investments	 that	will	 compliment	 investment
already	held.
	
Is	it	about	the	Rand?
	
We	 have	 always	maintained	 the	 previous	 regulation	 28	 limit	 of	 25%	didn’t	 stop	 you	 from	getting	 adequate	 protection	 against
Rand	weakness.		Many	of	the	large	companies	listed	on	the	JSE	are	considered	Rand	Hedges	as	the	bulk	of	their	income	is	either
priced	in	a	foreign	currency	or	earned	offshore.		The	price	that	AngloGold	can	sell	gold	is	determined	in	Dollars.		A	lot	of	their
costs	may	 be	 in	Rand	 but	 if	 the	Rand	weakens	 they	 then	 have	 increased	 revenue	 in	Rand	 even	 if	 the	Dollar	 amount	 stays	 the
same.
	
The	largest	shares	on	the	JSE	are	all	Rand	Hedges	with	Naspers	(Chinese	internet	and	gaming	income);	British	American	Tobacco
(global	 tobacco	 manufacturer	 with	 South	 Africa	 only	 small	 portion	 of	 their	 market);	 Richemont	 (Swiss	 luxury	 goods
manufacturer);	BHP	Billiton	(Australian	and	global	miner)	and	MTN	(Nigerian	and	Iranian	cellular	network	provider)	all	earning
the	majority	of	their	revenue	from	offshore.
	
We	believe	 that	most	 investors	 in	 retirement	products	will	 indirectly	have	55%	Rand	hedge	protection	based	on	 their	holdings.
	 Due	 to	 this	 fact	 returns	 of	 many	 local	 retirement	 savings	 investment	 have	 been	 flat	 over	 the	 last	 few	 years	 as	 the	 Rand
strengthened	 against	 other	 currencies.	 	 Although	 this	 is	 not	 reflected	 on	 your	 local	 investment	 statement	 in	 world	 terms	 local
investors	are	far	better	off	as	a	result	of	the	rand	strength	and	this	we	see	as	a	positive.
	
Conclusion
	
We	 have	 already	 spoken	 to	 a	 number	 of	 asset	 managers	 who	 will	 be	 increasing	 their	 offshore	 allocation	 in	 their	 retirement
products.		We	believe	this	is	the	correct	thing	to	do	as	we	feel	that	diversification	is	a	necessity.		The	optimal	offshore	investment
allocation	will	depend	on	each	person’s	circumstance,	 risk	profile	and	ultimate	objectives,	 as	a	 rule	of	 thumb	evidence	 suggest
that	at	least	one	third	of	your	investments	should	be	exposed	to	offshore	assets.
	
If	you	are	unsure	of	your	asset	allocation	give	us	a	shout	and	we’ll	do	a	detailed	analysis	of	how	you	can	increase	your	exposure
to	offshore	assets.

	

ABOUT	MAGWITCH

	
Magwitch	Securities	is	a	Financial	Services	Broker	offering	the	following	products	as	a
comprehensive	financial	solution	to	both	individuals	and	businesses:

	
• Employee	Benefits • Retirement	Planning • Money	Market

• Medical	Aid • Investment	Planning • Investments

• Risk	Benefits • Estate	Planning • Treasury	Management

• Short	Term	Insurance • Foreign	Exchange • Trust	Administration

	
t:	011	453	3048 f:	011	453	0715 www.magwitch.co.za

	
Magwitch	Securities	Proprietary	Limited	is	an	authorised	financial	services	provider,
registered	with	the	Financial	Services	Board	-	FSP	number	26829

	
	
	
Disclaimer:	Although	every	 effort	 has	been	made	 to	 ensure	 the	 accuracy	of	 the	 content	of	 this	newsletter,	Magwitch	Securities
(Pty)	Ltd	 accepts	 no	 liability	 in	 respect	 of	 any	 errors	 or	 omissions	 contained	 herein.	The	 contents	 of	 this	 newsletter	 cannot	 be
construed	as	financial	advice	and	does	not	confer	any	rights	whatsoever,	enforceable	against	any	party	and	does	not	replace	any
legal	contract	or	policy	which	may	be	subject	to	terms	and	conditions.
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