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Dear

	
After	 a	 dismal	 first	 quarter	 of	 the	 year	 for	 investment	 returns	 April	 2018	 rebounded	 and	 we	 saw	 a	 nice	 recovery	 locally.	
However	it	is	strange	to	acknowledge	that	the	recovery	was	partly	driven	by	negative	news.		The	strengthening	of	the	US	Dollar
in	the	month	and	corresponding	weakness	in	the	Rand	boosted	our	Rand	Hedge	shares	which	dominate	the	local	JSE.
	
It	is	sad	that	we	seem	to	be	writing	about	Donald	Trump	each	month	but	what	happens	in	offshore	politics	has	a	big	bearing	on
performance	on	our	markets	 locally.	 	The	saying	 the	US	sneezes	and	 the	 rest	of	 the	world	catches	a	cold	 is	unfortunately	very
true.		After	talking	about	a	trade	“stand-off”	last	month	we	now	move	on	to	oil.		It	appears	that	Mr	Trump	is	preparing	to	cancel
an	 existing	 oil	 export	 deal	 with	 Iran	 and	 possibly	 reinstate	 trade	 sanctions	 against	 them.	 	 This	 was	 after	 new	 nuclear	 arms
allegations	were	levelled	against	Iran.		This	has	sent	the	oil	price	rocketing	bringing	about	an	expectation	of	increased	inflation	in
the	US	and	increasing	the	probability	of	more	interest	rate	hikes	within	the	United	States.
	
Global	investors	have	flocked	into	the	US	and	boosted	the	US	Dollar	as	they	believe	that	the	“risk-free”	asset	category	of	the	US
Treasury	Bond	is	starting	to	offer	decent	returns.		This	flow	of	funds	caused	the	US	Dollar	to	strengthen	against	all	currencies,	not
just	the	Rand.
	
The	local	stock	market	has	been	weighed	down	over	the	last	couple	of	years	by	a	strengthening	Rand.		April	saw	all	that	reverse
with	the	Rand	losing	5.3%	against	the	US	Dollar	delivering	a	stock	market	return	of	5%	for	April.
	
Inflation	 appears	 to	 be	 in	 check	with	 the	 reported	CPI	 number	 of	 3.8%	being	 the	 lowest	 in	 the	 last	 7	 years.	 	 This	 could	 have
created	 the	 opportunity	 for	 the	 South	 African	 Reserve	 Bank	 to	 implement	 additional	 interest	 rate	 cuts	 to	 help	 the	 embattled
consume,	however	large	inflationary	headwinds	are	looming.	 	These	include	a	VAT	increase	of	1%;	a	booming	oil	price;	and	a
weakening	currency.
	
A	 lot	 of	 the	 political	 noise	 is	 just	 that	 –	 noise.	 	We	 encourage	 investors	 to	 remember	 their	 original	 investment	 objectives	 and
horizons	and	not	be	distracted	by	short	term	moves	market	fluctuations.
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INVESTMENT	RETURNS	AND	HOW	VOLATILITY	IS	REDUCED	OVER	TIME
	
Many	 investors	 would	 have	 been	 disappointed	 when	 they	 opened	 their	 statements	 to	 see	 that	 they	 experienced	 negative
investment	returns	in	the	first	quarter	of	this	year.		This	was	due	to	the	strength	of	the	Rand	and	the	correction	that	happened	to
local	 and	 global	 stock	markets.	 	 In	 our	 financial	 view	 this	month	we	 look	 at	 how	 common	 it	 is	 that	 you	 can	 have	 a	 negative
investment	returns	in	a	quarter.		We	also	demonstrate	how	investment	volatility	is	reduced	over	time.
	
The	investment	theory	of	time	diversification	states	that	time	diversifies	risk,	implying	that	the	volatility	of	risky	assets	falls	over
time.		Risk	when	investing	is	the	possibility	that	you	could	suffer	a	loss	of	investment	capital	over	the	investment	term.
	
In	order	to	prove	this	theory	we	have	used	the	daily	close	data	of	the	JSE	All	Share	Index	going	back	to	February	1985	(when	it
was	at	a	level	of	939	points)	until	March	2018	(when	it	ended	at	55	475	points).		This	period	gives	us	a	data	set	of	33	years	and
an	incredible	8	295	daily	closes.
	
Over	 the	 period	 we	 have	 seen	 five	 of	 the	 biggest	 stock	 market	 crashes	 in	 the	 history	 of	 the	 JSE	 and	 many	 more	 market
corrections.		Even	with	those	5	large	market	crashes	the	corrections	become	minimal	when	looking	back.
	

Despite	the	crashes	the	market	is	up	from	939	points	to	55	475	points.		Had	you	stayed	invested	you	would	have	enjoyed	growth
of	59x	on	your	original	 investment	or	a	 return	of	12.39%	per	year.	 	This	would	have	given	you	a	 real	 return	 that	would	have
outperformed	inflation.	
	
Equity	markets	are	volatile	though	and	don’t	go	up	in	a	straight	line	and	negative	returns	are	almost	as	common	as	positive	ones.	
In	fact	the	market	closed	down	47%	of	the	days	over	the	period	under	review.		If	one	looks	at	the	daily	moves	one	can	see	that
the	positive	and	negative	days	happen	all	the	time,	in	fact	often	on	top	of	each	other.		It	is	impossible	to	avoid	negatives	days	and
only	capture	positive	days.
	

So	with	 the	fact	 that	you	are	bound	to	have	negative	days	(47%	of	 the	 time)	why	do	professional	 investors	always	recommend
equities?	 	The	short	answer	 is	 that	over	 time	the	small	outperformance	of	positive	returns	against	negative	returns	delivers	your
long	term	real	returns.
	
In	order	to	demonstrate	how	the	passage	of	time	reduces	negative	returns	we	have	used	the	month	end	closing	price	of	the	JSE
All	Share	Index	 in	our	data	set.	 	We	have	considered	what	has	happened	from	month	 to	month	and	 then	also	 looked	at	 rolling
returns	over	a	number	of	different	time	frames.
	

Over	the	period	from	February	1985	160	months	have	been	negative	over	the	33	years.		This	represents	a	negative	occurrence	of
40%	of	the	time.	 	Over	a	3	month	analysis	we	see	that	30%	of	all	rolling	quarters	are	negative,	similar	to	the	last	quarter	ended
March	2018.		We	can	see	that	history	shows	that	this	type	of	result	is	not	uncommon.
	
When	we	look	at	five	year	rolling	returns	though	we	have	only	experienced	one	month	where	the	previous	60	months	delivered
an	aggregate	negative	return.	 	This	was	in	April	2003	and	during	the	5	year	period	ending	April	2003	the	returns	 included	the
crashes	of	1998,	2000	and	2002.
	

If	one	looks	at	the	recent	history	of	the	graph	one	can	see	we	are	currently	in	the	middle	of	a	period	of	low	returns.
	
Conclusion
	
Time	does	indeed	diminish	the	possibility	of	negative	returns	when	investing	in	riskier	asset	classes.		We	feel	that	equities	are	an
appropriate	asset	class	for	all	investors	with	long	term	horizons	(at	least	7	years).		When	investing	for	a	shorter	term	or	for	more
immediate	needs	it	 is	 important	 to	consider	risk	and	include	conservative	assets	 to	reduce	your	overall	risk	profile.	 	The	shorter
the	time	frame	the	more	likely	to	incur	negative	investment	returns	when	investing	in	growth	assets.		Conversely	with	long	term
investments	 it	 is	 important	 to	 ignore	 short	 term	 noise	 and	 focus	 on	 your	 long	 term	 objectives.	 	 Make	 sure	 you	 have	 a	 well
diversified	portfolio	and	have	invested	in	assets	according	to	your	risk	profile.		You	don’t	want	to	be	a	forced	seller	around	the
time	that	the	markets	turn	down	(which	happen	fairly	regularly).
	

	

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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