
	
Follow	this	l ink	to	view	a	web	version	of	th is	message

	
Dear

	
The	overriding	 theme	in	June	2018	has	been	 the	huge	anxiety	around	 the	start	of	a	global	 trade	war.	 	Mr	Trump,	 in	his	bid	 to
boost	US	manufacturing,	has	 implemented	 tariffs	on	products	 imported	 from	China	and	 is	 set	 to	 implement	 tariffs	on	products
imported	from	the	European	Union.	 	In	every	instance	it	has	resulted	in	a	tit-for-tat	retaliation	with	China	implementing	similar
increased	tariffs	on	products	from	the	US.		The	European	Union	are	lining	up	to	do	the	same	thing	with	tariffs	set	to	be	imposed
on	any	Harley	Davidson	or	Levi	jean	coming	into	Europe.		What	most	people	grasp	is	that	these	increased	tariffs	will	ultimately
hurt	US	exports	and	thus	hurt	their	economy.		It	is	just	us	or	is	there	something	we	are	missing	-	is	Mr	Trump	trying	to	wage	a
trade	war	that	cannot	be	won?
	
The	trade	war	has	resulted	 in	a	huge	risk	off	environment	and	 the	emerging	markets	and	currencies	 took	a	battering	 in	June	as
global	investors	moved	their	investments	back	into	developed	markets.		The	local	bond	and	stock	markets	saw	record	sales	in	the
month,	 sales	 levels	 higher	 than	 those	 experienced	 during	 the	 Global	 Financial	 Crisis	 (2008)	 and	 the	 Dotcom	 Bubble	 Burst
(2001).		Because	of	this	large	outflow	of	assets	the	Rand	lost	8%	against	the	major	currencies.
	
The	JSE	All	Share	ended	the	month	significantly	up	driven	by	the	resources	sector.		This	was	mainly	down	to	the	last	3	days	of
the	month	where	the	stock	market	rallied	4.2%	as	we	saw	some	level	of	improved	sentiment	coming	back	into	the	market.		With
the	significant	and	swift	depreciation	in	the	Rand	many	of	our	Rand	Hedge	shares	would	have	become	quite	attractive.
	
Locally	 the	economic	data	continues	 to	disappoint	as	GDP	numbers	 released	early	 in	 the	month	showed	 that	 the	South	African
economy	had	shrunk	by	2.2%	during	the	first	quarter	of	2018.	 	This	 is	 the	 largest	quarter	fall	 in	almost	a	decade.	 	The	biggest
contributor	 to	 the	contraction	was	 the	Agricultural	 sector,	down	a	whopping	24.2%	 -	 almost	1	quarter	of	output	had	been	 lost
within	 3	months.	 	Weather	 and	 crop	 production	 do	 play	 a	 role	 in	 the	 total	 income	 produced	 by	 the	Agricultural	 sector.	 	 The
contraction	was	however	a	lot	higher	than	anticipated.		One	wonders	whether	possible	land	expropriation	is	having	an	impact	on
how	much	the	farmers	want	to	farm.
	
The	Rand	weakness	is	placing	pressure	on	the	consumer	and	fuel	is	set	to	go	up	this	week	with	the	price	of	petrol	breaching	the
R16	 per	 litre	mark	 on	Wednesday.	 	A	 large	 part	 of	 our	 fuel	 costs	 are	 taxes	 and	 a	 contribution	 of	R1.97	 is	 going	 to	 the	Road
Accident	Fund	which,	based	on	a	Sunday	Times	 report	over	 the	weekend,	could	be	going	 to	pay	 for	chairs	at	a	very	escalated
rate.		It	appears	that	South	Africans	are	going	to	be	footing	the	bill	for	corruption	for	years	to	come.
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ROTATION	OF	ASSET	CLASSES	(AND	THE	FIFA	WORLD	CUP)
	
The	general	conversations	in	the	Magwitch	office	over	the	past	two	weeks	have	been	dominated	by	one	topic	–	the	FIFA	World
Cup	 and	 how	 this	 year’s	 tournament	 in	 Russia	 seems	 to	 be	 the	 year	 of	 the	 minnows.	 	 The	 current	 emerging	 market	 rout	 is
consistently	 in	 our	 thoughts	 but	 it	 appears	 that	 any	 discussion	 includes	 mention	 of	 missed	 penalties	 and	 complaints	 about
footballers	over-reacting	to	the	slightest	touch.		With	the	exit	of	so	many	of	the	historic	power	football	nations	it	got	us	thinking
how	 the	 various	 asset	 classes	 can	 be	 compared	 to	 the	 footballing	 nations.	 	 You	 expect	 those	 nations	 with	 long	 footballing
traditions	 and	 impressive	 records	 (think	 equities)	 to	 win	 all	 the	 tournaments	 but	 every	 now	 and	 then	 a	 minnow	 (think	 cash)
surprises	and	outperforms.
	

The	2018	FIFA	World	Cup	is	the	21st	edition	of	the	global	tournament	that	is	held	every	4	years.		In	terms	of	the	mass	appeal	it
can	be	considered	 to	be	one	of	 the	 two	biggest	 sporting	events	 in	 the	world,	 alongside	 the	Olympics,	 also	held	every	4	years.	
Winning	a	World	Cup	 is	a	 remarkable	achievement	and	 in	 fact	only	8	countries	have	ever	done	so	previously.	 	Brazil	 (5	 times
winners)	lead	the	way	from	Italy,	Germany	(both	4	times	winners),	Uruguay,	Argentina	(both	2	times	winners),	England,	France
and	Spain.	
	

These	countries	are	all	considered	the	power	nations	of	the	global	game.		It	is	very	rare	that	you	have	a	World	Cup	where	there
aren’t	at	 least	 two	of	 these	8	nations	represented	in	 the	semi-finals.	 	Between	them	they	account	for	51	out	of	 the	80	semi-final
places	in	the	20	tournaments.		If	you	add	in	the	Netherlands	(5	times	in	the	semis,	thrice	runners	up)	and	Sweden	(4	times	in	the
semis)	 you	 have	 10	 nations	 that	 account	 for	 75%	 of	 all	 semi-final	 appearances.	 	 The	 only	 tournament	where	 only	 one	 of	 the
champion	 nations	was	 present	 in	 the	 semi-finals	was	 the	 1962	 tournament	 held	 in	Chile	where	Brazil	 (eventual	winners)	were
joined	by	Czechoslovakia,	Chile	and	Yugoslavia.
	
What	makes	this	year’s	tournament	so	interesting	is	that	already	4	of	the	previous	winners	are	out	of	the	tournament	(Italy	who
failed	 to	 qualify,	 Germany,	Argentina	&	 Spain).	 	 Two	 have	 progressed	 to	 the	 quarter	 finals	 at	 the	 time	 of	writing	 (France	&
Uruguay)	and	 two	have	still	 to	play	 their	 last	16	matches	(Brazil	&	England).	 	We	have	plotted	 the	quarterfinalists	of	 the	 last	3
World	Cups	and	 it	 is	 remarkable	how	many	countries	 that	have	dominated	 football	over	 the	 last	decade	are	already	enjoying	a
summer’s	holiday.
	

This	rotation	of	winning	footballing	nations	is	very	similar	to	the	rotation	of	returns	from	different	asset	classes.	 	Different	asset
classes	perform	differently	through	the	economic	cycles	and	no	single	asset	class	leads	year	after	year	which	is	why	it	is	important
to	diversify	one’s	portfolio.
	

Sanlam	release	a	quarterly	report	demonstrating	the	returns	of	each	asset	class	measured	in	South	African	Rand.		The	2nd	 quarter
of	 2018	 has	 just	 finished	 so	 the	 report	 isn’t	 available	 but	 if	 we	 use	 the	 report	 from	 the	 past	 quarter	 it	 makes	 for	 interesting
reading.
	

There	hasn’t	been	a	single	asset	class	that	has	consistently	outperformed.		For	years	the	SA	Real	Estate	category	was	the	anomaly
as	it	often	outperformed	SA	Equity	over	the	last	11	years.		This	is	counter	intuitive	as	the	property	sector’s	income	needs	to	come
out	of	the	public	and	private	sectors	of	South	Africa.		This	trend	reversed	this	year	with	the	large	correction	within	the	property
sector.
	
The	 accumulated	 returns	 for	 the	 categories	 over	 the	 period	 2007	 to	 2017	 as	 contained	 in	 the	 above	 graphic	 are	 as	 follows	 in
ascending	order:

SA	CPI	(Inflation)	–	191.54%
SA	Cash	–	217.85%
SA	Bonds	–	237.33%
Global	Bonds	–	260.59%
Global	Equities	–	312.87%
SA	Equity	–	328.41%
SA	Real	Estate	–	418.64%

	
The	period	from	2007	to	2017	was	very	good	for	the	property	sector	due	to	the	global	economic	phenomenon	of	artificial	low
interest	rates.		For	the	rest	however	it	is	clear	that	cash	would	give	you	some	marginal	protection	against	inflation.		Even	though
SA	equities	underperformed	SA	cash	 in	2008,	2011,	2015	and	2016	equities	 is	where	you	would	have	wanted	 to	be	 invested.	
One	of	 the	 bad	 investment	 styles	 is	 to	 constantly	 chase	 the	winners.	 	We	have	 seen	 too	many	 investors	move	 into	 cash	 after	 a
period	of	underperformance	by	equities	only	for	those	investors	to	miss	out	when	equities	rebound.		One	needs	to	select	the	asset
classes	that	will	best	achieve	your	investment	objectives.
	
This	is	very	similar	to	the	World	Cup.		This	may	be	the	World	Cup	for	the	minnows	but	the	chances	are	high	that	one	of	the	four
remaining	champions	will	go	on	to	win	the	tournament.		One	could	argue	that	the	current	favourites	for	the	tournament	are	now
Brazil,	France,	Uruguay	and	England.		Similarly	equities	would	be	the	asset	class	that	would	be	favoured	to	outperform	over	the
long	term	and	remains	your	source	of	long	term	gains.
	
It	is	always	important	to	remember	that	when	constructing	a	portfolio	diversification	is	critical	as	winners	do	rotate.
	

	

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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