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Dear

	
January	 2019	 has	 been	 a	 great	 start	 to	 the	 year	 as	 local	 and	 world	 markets	 move	 beyond	 the	 horrific	 2018.	 	 Global	 markets
moved	8%	higher	in	the	month,	recovering	most	of	the	losses	of	the	prior	month.		The	patient	investor	was	rewarded	as	the	stock
markets	outperformed	cash	and	bonds	by	a	very	significant	margin.	
	
The	local	JSE	lagged	the	rest	of	the	world	and	was	only	up	2.8%.		This	was	mainly	due	to	the	headwind	of	a	strengthening	Rand.	
Currency	 commentators	 have	 been	 surprised	 by	 the	 move	 in	 the	 local	 currency	 as	 it	 has	 gone	 against	 many	 predictions.	 	 At
Magwitch	we	have	long	held	the	belief	that	it	is	impossible	to	forecast	future	movements	in	the	Rand.		If	one	watches	the	English
football	 you	will	 see	 that	many	 teams	are	 sponsored	by	betting	platforms	or	 currency	 trading	platforms.	 	One	 could	 argue	 the
similarities	of	both	of	those.
	
The	embattled	South	African	consumer	enjoyed	a	slowing	inflation	with	CPI	dropping	to	4.5%	year-on-year.		This	is	mainly	due
to	a	lower	oil	price	and	the	resulting	impact	on	the	price	of	fuel	locally.		The	stronger	Rand	should	feed	through	so	there	should
be	 further	 relief	 for	 the	 consumer.	 	 As	 mentioned	 previously	 we	 are	 a	 little	 concerned	 that	 this	 may	 just	 give	 the	 government
some	room	to	increase	the	fuel	levy	in	the	next	budget	so	lower	fuel	prices	may	be	very	short	lived.
	
The	various	commissions	on	 the	go	have	started	 to	 reveal	 the	extent	of	corruption	and	graft	 that	has	 taken	place	at	 the	various
levels	of	government.		Many	high-profile	politicians	have	been	fingered	as	having	received	bribes	and	other	benefits.		There	is	a
growing	 sense	 of	 frustration	 amongst	 the	 man	 on	 the	 street	 about	 the	 apparent	 slow	 pace	 of	 justice	 as	 nobody	 has	 yet	 been
prosecuted.		We	do	believe	that	it	is	just	a	matter	of	time	before	the	politicians	will	start	to	fall.		Shamila	Batohi,	the	new	head	of
the	National	Prosecution	Authority	starts	today	and	we	wish	her	well.		We	will	need	to	give	her	some	time	to	find	her	feet	and	get
rid	of	the	rot	in	her	own	organisation.		The	fact	that	South	Africa	is	holding	these	commissions	is	very	positive	and	it	would	be
pointless	to	unpack	the	full	extent	of	State	Capture	and	then	do	nothing	about	it.
	
With	2019	being	an	election	year	we	continue	to	caution	that	there	will	be	a	lot	of	negative	things	to	reported	in	the	press	over
this	 period.	 	 Politicians	 will	 throw	 each	 other	 under	 the	 bus	 as	 they	 try	 fight	 for	 votes.	 	 Politicians	 will	 further	 stir	 the	 pot	 by
issuing	populist	statements	directed	for	 the	benefit	of	 the	poor	(Land,	nationalisation	of	assets,	etc)	as	with	South	Africa’s	 large
unemployment	rate	this	is	a	big	portion	of	the	voter	base.		Fortunately,	South	Africa	has	very	credible	and	independent	financial
institutions	that	will	ensure	the	continued	protection	of	the	right	to	own	assets.
	
We	could	be	in	for	a	volatile	period	leading	up	to	elections	but	overall	South	Africa	is	definitely	in	a	better	space	than	it	was	just
over	a	year	ago.
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BARGAINS	DO	EXIST	WHEN	INVESTING
	
This	past	year	of	2018	was	one	of	the	most	difficult	for	investors	ever.	 	Normally	when	stock	markets	under	perform	the	other
asset	classes	out	perform	however	this	last	year	saw	losses	across	the	board.		In	fact,	95%	of	the	asset	classes	lost	money	in	2018
when	measured	in	US	Dollar	–	even	investing	in	cash	in	South	Africa	lost	you	money.
	
For	the	South	African	investor	most	of	these	losses	were	incurred	in	the	last	quarter	of	the	year	and	reflected	on	the	most	recent
quarterly	statements.		We	have	fielded	many	queries	over	the	last	few	weeks	as	people	come	to	terms	with	the	under-performance
/	 losses	within	 their	 portfolios.	 	Many	 investors	have	been	 eager	 to	get	 out	of	 their	South	African	 investments	due	 to	 the	poor
performance	in	the	last	quarter,	and	the	anaemic	performance	over	the	last	5	years.		In	our	Financial	View	this	month	we	look	at
why	one	should	be	excited	when	looking	at	the	markets	currently	as	corrections	create	opportunities.
	
Black	Friday	in	the	markets
	
In	 today’s	 age	 of	 big	 data,	 we	 can	 see	 how	 so	 many	 consumers	 are	 attracted	 to	 a	 sale.	 	 The	 obvious	 example	 to	 use	 is	 Black
Friday	where	online	retailers	discount	their	wares	in	order	to	attract	buyers	and	make	a	sale.		They	do	this	so	successfully	that	we
have	seen	the	internet	go	down	and	their	websites	crash	just	due	to	the	sheer	volume	of	traffic	looking	for	bargains.	
	
A	correction	in	the	stock	market	is	similar	in	many	respects.		Share	prices	of	listed	companies	are	driven	by	investor	sentiment	–
when	sentiment	is	positive	shares	tend	to	be	over	valued	and	when	the	sentiment	is	negative	the	shares	often	trade	at	a	discount.		
Often	 the	 share	 price	 moves	 independently	 of	 the	 actual	 performance	 of	 the	 company.	 	 In	 the	 recent	 sell	 off	 many	 of	 the
business’s	operations	and	profit	margins	are	unaffected	so	you	end	up	paying	far	less	for	the	same	asset.		If	a	kettle	is	discounted
by	30%	people	will	be	eager	to	buy	it,	why	not	have	the	same	attitude	to	investments.		If	a	company’s	share	price	is	discounted
you	should	be	eager	to	buy	more.
	
In	order	to	demonstrate	the	sell	off	and	opportunity	that	South	Africa	has	experienced	over	the	last	5	years	we	have	looked	at	the
Price	Earnings	(“PE”)	ratio	across	the	Johannesburg	Stock	Exchange.		The	PE	ratio	is	a	valuation	method	that	looks	at	the	Share
Price	of	a	company	as	a	multiple	of	 the	Earnings	of	 that	company.	 	The	PE	ratio	 is	simple	 to	calculate	and	creates	an	ability	 to
compare	 companies	 in	 different	 industries	 and	 the	 same	 company	 over	 time.	 	 As	 the	 PE	 ratio	 is	 a	 multiple	 of	 the	 company’s
earnings	the	higher	the	PE	ratio,	the	more	expensive	the	share.		On	analysing	the	last	5	years	the	overall	market	weighted	average
PE	ratio	on	the	JSE	has	dropped	from	19.5	times	to	15.5	times.		Shares	are	effectively	currently	offering	a	20%	discount.	 	This
can	be	even	larger	if	we	look	at	specific	stocks.	 	Here	are	just	some	of	the	bigger,	well	known	companies	that	are	trading	at	PE
ratios	lower	than	they	did	5	years	ago.
	

The	investment	world	often	listens	to	Warren	Buffett,	the	Chairman	of	Berkshire	Hathaway,	who	is	commonly	referred	to	as	the
Oracle	of	Omaha	(as	a	result	of	his	incredible	track	record	of	investing	and	where	he	comes	from).		Each	year	Mr	Buffett	writes
an	 insightful	 letter	 to	 the	 Berkshire	 shareholders	 and	 in	 his	 2016	 letter	 he	 advised	 the	 shareholders	 whilst	 referring	 to	 a	 bear
market,	“During	 such	 scary	 periods,	 you	 should	 never	 forget	 two	 things:	 First,	 widespread	 fear	 is	 your	 friend	 as	 an	 investor,
because	 it	 serves	up	bargain	purchases.	Second,	personal	 fear	 is	 your	enemy.	 It	will	 also	be	unwarranted.	 Investors	who	avoid
high	 and	 unnecessary	 costs	 and	 simply	 sit	 for	 an	 extended	 period	with	 a	 collection	 of	 large,	 conservatively-financed	American
businesses	will	almost	certainly	do	well.”		This	could	also	apply	to	conservatively-financed	South	African	businesses.
	
If	you	are	a	buyer	of	shares	(and	most	people	are	as	 they	save	for	retirement)	 then	you	should	welcome	market	discounts,	you
get	more	for	your	investment.		Buying	at	lower	levels	will	also	mean	that	you	benefit	from	any	future	share	price	re-rating,	even
though	the	underlying	business	may	be	unchanged.		The	only	time	that	you	ever	need	to	worry	about	share	prices	being	lower	is
when	you	are	a	 seller	of	 shares.	 	For	 this	 reason	 the	amount	of	equity	exposure	 in	your	portfolios	always	need	 to	be	based	on
your	investment	time	horizon.	
	
Successful	investing	is	about	doing	the	right	things	right,	over	and	over	for	a	long	period	of	time.	
	
Consistency	of	Investing
	
Prudential	Investment	Managers	use	the	slogan	“consistency	is	the	only	currency	that	matters”	in	their	adverts.		The	message	that
they	are	trying	to	convey	is	that	doing	the	right	thing	over	and	over	will	give	you	your	best	results.		We	have	a	real-life	example
that	we	can	share	to	prove	how	accurate	this	is.		One	of	clients	has	just	matured	a	policy	that	he	has	been	paying	for	40	years.		His
contribution	 was	 R30.50	 per	 month	 with	 no	 inflationary	 escalation.	 	 To	 simplify	 he	 contributed	 R366	 every	 year	 so	 over	 ten
years	that	was	R3	660	and	over	the	40	years	he	therefore	contributed	R14	640.		At	maturity	the	policy	was	worth	R1	068	000.	He
was	invested	in	an	equity	fund	for	the	entire	period	–	this	being	the	most-risky	asset	class	and	over	the	period	he	was	invested	we
saw	approximately	four	stock	market	crashes,	the	last	being	in	2008.		We	also	saw	huge	political	change	in	the	country	including
the	Soweto	 riots,	 the	Rubicon	 speech,	 the	change	 to	democracy	and	 the	Zuma	years	 and	he	 still	 achieved	an	average	 return	 in
excess	 of	 15%	 per	 year.	 The	 reason	 he	 achieved	 these	 returns	 was	 that	 he	 did	 it	 consistently	 on	 a	 monthly	 basis	 and	 did	 not
change	his	strategy	each	year.			
	
Conclusion
	
Warren	 Buffett	 once	 said	 that	 as	 an	 investor,	 it	 is	 wise	 to	 be,	 “Fearful	 when	 others	 are	 greedy	 and	 greedy	 when	 others	 are
fearful.”	 	 This	 statement	 is	 somewhat	 of	 a	 contrarian	 view	 on	 stock	 markets	 and	 relates	 directly	 to	 the	 price	 of	 an	 asset:	 when
others	are	greedy,	prices	typically	boil	over,	and	one	should	be	cautious	lest	they	overpay	for	an	asset	that	subsequently	leads	to
anaemic	returns.	 	When	others	are	fearful,	 it	may	present	a	good	value	buying	opportunity.	 	We	believe	 that	opportunity	exists
now.
	
Remember	that	February	is	the	tax	year	end	and	many	tax	allowances	are	annual	allowances.	 	Tax	allowances	work	on	a	use-it-
or-lose-it	basis	so	if	you	don’t	use	your	2019	allowances	they	don’t	carry	over	into	the	next	year.	 	It	is	a	critical	time	to	top	up
your	retirement	annuities	and	tax-free	savings	accounts	to	make	use	of	these	allowances.		One	of	the	ways	to	grow	your	wealth	is
to	ensure	that	you	are	making	use	of	any	tax	allowances	available	and	pay	the	lowest	amount	of	tax.		Tax	allowances	create	the
opportunity	for	you	to	increase	your	wealth	without	the	erosive	effects	of	taxation.
	

	

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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