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They	say	no	news	is	often	good	news.		We’ll	have	to	wait	to	see	whether	this	is	indeed	the	case.		South	Africans	collectively	spent
the	month	of	March	2019	focusing	on	the	upcoming	Moody’s	credit	rating	review	which	was	scheduled	to	take	place	at	the	end
of	the	month.		The	general	consensus	was	that	our	credit	rating	would	remain	unchanged	but	the	outlook	would	be	downgraded
to	negative.		In	a	surprise	move	Moody’s	elected	not	to	update	their	credit	rating	of	South	Africa	and	will	only	do	so	at	their	next
scheduled	 review	 in	November.	 	 They	 have	 however	 left	 the	window	 open	 by	 stating	 that	 they	 could	 do	 an	 earlier	 review	 if
circumstances	warrant	it.		It	is	clear	that	they	have	a	wait	and	see	strategy,	probably	focusing	on	the	outcome	of	the	May	general
elections.
	
With	 the	elections	due	 to	 take	place	 in	 the	next	6	weeks	we	expect	 to	see	politics	dominate	 the	 front	pages	of	 the	press	 locally,
often	with	a	very	negative	slant.		It	is	becoming	increasingly	apparent	that	all	is	not	well	within	the	ruling	party	of	the	ANC	and
there	appears	to	be	clear	divisions	forming.		With	politicians	often	having	heaps	of	dirt	on	each	other	it	may	be	interesting	to	see
what	stories	are	going	to	come	out.		Read	the	news	with	caution	and	always	remember	who	stands	to	gain.
	
This	 past	month	was	 relatively	 benign	month	with	 the	 currency	 steadily	weakening	 against	 the	major	 trading	 currencies.	 	 The
slight	 weakness	 in	 the	 Rand	 fed	 through	 to	 the	 commodity	 stocks	 and	 to	 the	 rand	 hedges	 with	 the	 JSE	 finishing	 the	 month
marginally	up.
	
The	weakness	of	the	Rand	together	with	a	higher	oil	price	and	an	increase	in	electricity	rates	will	place	pressure	on	inflation	going
forward.		With	additional	fuel	levies	being	charged	fuel	will	be	at	a	record	high	this	month	and	motorists	are	reminded	to	fill	up
as	soon	as	this	article	has	been	read.		The	Reserve	Bank	sees	limited	upside	risks	to	inflation	which	allowed	them	to	leave	interest
rates	unchanged.	 	We	however	believe	 that	 inflation	for	ourselves	and	our	readers	 to	be	far	 in	excess	of	 the	4.1%	year-on-year
that	has	been	reported	as	 the	 latest	CPI	figure.	 	These	 increases	are	going	 to	affect	your	cash	flow	and	 the	amount	you	have	 to
spend.
	
Attention	in	the	short	term	will	shift	to	Brexit	as	the	UK	is	still	yet	to	agree	a	deal	with	European	Union	and	it	looks	as	if	there	are
number	 of	 possible	 outcomes.	 	 For	 the	 past	 while	 the	 developed	world	 has	 had	 far	 bigger	 issues	 than	 emerging	markets	 and
hopefully	we	see	global	investors	starting	to	notice	this,	with	a	subsequent	flow	of	funds	into	economies	such	as	ours.	
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SUBSEQUENT	INVESTMENT	RETURNS	AFTER	A	CYCLE	OF	POOR	RETURNS
	
Investors	in	the	local	JSE	stock	market	have	had	a	tough	time	of	it	of	late	however	regular	readers	will	notice	that	we	have	written
a	number	of	articles	recently	where	we	have	been	upbeat	about	future	prospects	for	the	market.
	
In	this	month’s	financial	view	we	look	back	at	the	performance	of	the	JSE	over	time	to	see	what	assumptions	we	can	make	about
the	future.	 	We	have	used	the	data	set	of	 the	JSE	All	Share	Total	Return	index	going	back	40	years	 to	generate	all	our	graphs.	
The	Total	Return	index	includes	both	price	movements	and	dividends	received.
	
The	first	graphic	is	a	plot	of	the	5	year	rolling	returns.		The	numbers	reflected	are	the	compounded	average	annual	return	that	an
investor	into	the	JSE	would	have	received.		Over	this	40	year	period	there	has	never	been	a	time	where	the	average	returns	for	5
years	has	been	negative.
	

Those	 investors	 invested	 over	 the	 past	 5	 years	 would	 have	 received	 an	 average	 total	 return	 of	 7.35%	 per	 year	 including	 the
dividends	received.		Over	the	past	40	years	we	have	experienced	five	similar	periods	of	low	rolling	returns.		Whilst	we	might	not
necessarily	be	at	 the	bottom	of	 the	current	cycle	we	have	 tabulated	 the	average	returns	 that	 investors	subsequently	 received	for
the	next	3	years	following	the	other	low	periods.
	

From	similar	lows	in	the	past	investors	have	received	an	average	of	36.95%	return	per	annum	over	the	next	3	years	or	simply	put
have	doubled	their	money	within	a	short	period	of	time	from	the	lows.
	
The	second	graphic	we	have	plotted	the	same	5	year	rolling	data	but	have	now	plotted	the	subsequent	3	year	return	for	each	and
every	month	end.		The	x	axis	is	the	5	year	rolling	return	whilst	the	y	axis	indicates	the	subsequent	average	return	over	the	next	3
years.		Each	dot	represents	a	month	end	since	January	1977.
	

This	chart	has	a	large	number	of	data	points	but	there	is	a	trendline	that	is	clear.		The	highlighted	area	demonstrates	that	over	the
last	40	years	the	only	instances	where	you	received	an	average	return	in	excess	of	50%	per	year	was	where	you	received	less	than
10%	a	year	for	the	previous	5	years.		The	average	total	return	per	annum	over	the	data	set	is	19.52%.
	
History	is	not	always	a	clear	indicator	of	the	future	but	the	evidence	from	the	JSE	indicates	that	from	the	current	position	we	have
a	greater	likelihood	of	above	average	returns	going	forward.		We	meet	with	a	lot	of	asset	managers	and	the	general	consensus	in
the	industry	is	that	we	should	see	improved	returns.
	
Just	 remember	 that	 as	 an	 investor	 it	 pays	 to	 be	 disciplined,	 consistent	 and	 patient.	 	 The	 markets	 move	 in	 cycles	 and	 returns
generally	revert	to	the	mean.		There	will	be	tough	times	and	there	will	be	boom	times.		With	the	stock	market	generally	moving
up	the	boom	times	will	fortunately	outweigh	the	tough	times.
	
As	with	all	asset	classes	the	cost	you	pay	will	determine	your	future	returns.		If	you	buy	assets	cheaply,	the	probability	of	better
returns	 in	 the	 future	 increases.	 	We	may	 not	 be	 at	 the	 bottom	 of	 the	 cycle	 and	may	 experience	 another	 sell	 off	 before	 things
change	but	if	we	look	at	history	the	probabilities	are	currently	more	in	your	favour	of	better	returns.

	

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
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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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