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Dear

	
April	2020	was	the	second	month	of	disruption	where	our	lives	have	been	changed	forever	thanks	to	the	impact	of	the	COVID-
19	virus.		We	believe	that	the	initial	move	to	put	the	country	into	lockdown	was	the	correct	one	to	buy	the	health	services	enough
time	to	get	prepared	for	testing	and	a	greater	number	of	patients.		The	extension	to	lockdown	was	probably	necessary	at	the	time
as	the	number	of	conducted	tests	had	not	reached	the	level	that	the	Government	had	hoped	to	reach	at	the	time.		The	final	step	of
an	 introduction	 of	 “lockdown	 phases”	 has	 however	 probably	 however	 been	 a	 step	 too	 far.	 	What	 has	 emerged	 and	 infuriated
many	people	 is	 that	 it	 appears	 that	various	cabinet	ministers	have	used	 the	 lockdown	 to	put	 across	 their	own	agendas.	 	 	A	 few
individuals	seem	to	be	relishing	the	power	of	banning	certain	things	including	a	ban	on	cigarettes,	alcohol	and	hot	foods.		When
these	bans	were	contested	any	objection	was	shot	down	by	the	authorities.		Furthermore,	under	level	4	we	now	have	a	curfew,	we
have	strict	exercise	 times,	we	have	a	 list	of	essential	 items	and	cannot	buy	non-essential	 items	even	 if	 sold	at	 the	same	store.	 	 It
makes	us	feel	like	we	are	no	longer	being	treated	as	citizens	who	appointed	those	in	charge.
	
The	lockdown	and	the	closure	of	the	SA	economy	has	highlighted	how	many	South	Africans	live	at	or	below	the	bread	line	and
these	 poor	 people	 living	 hand	 to	mouth	 have	 been	most	 affected	 by	 the	 restrictions	 and	 resulting	 recession.	 	We	 feel	 that	 the
government	has	no	choice	but	 to	 reopen	 the	economy	as	quickly	as	possible	as	 lives	could	be	 lost	 through	starvation	and	civil
unrest.	 	We	are	not	medical	experts	so	cannot	dictate	how	this	should	happen	but	businesses	and	 industries	need	 to	 restart	 their
operations,	even	 if	under	 tight	guidelines.	 	We	are	not	alone	 in	 the	world	as	every	country	 is	battling	with	 the	same	problems.	
Some	countries	seem	to	be	dealing	with	 the	pandemic	better	and	 they	are	generally	defined	by	 rapid	and	decisive	actions.	 	We
need	to	make	firm,	fair	and	logical	decisions	acting	in	the	interest	of	all	citizens	and	as	soon	as	possible	implement	changes	that
will	improve	economic	conditions.
	
The	pandemic	is	causing	economies	to	shrink	across	the	globe	with	central	banks	rushing	in	to	inject	stimulus	into	the	economy
and	 the	markets.	 	As	 a	 result	 of	 the	missing	 decade	 of	 state	 capture	 and	 gross	misappropriation	 of	 funds	South	Africa	 doesn’t
have	the	same	economic	flexibility	as	other	countries.		The	Reserve	Bank	aided	the	man	in	the	street	by	further	reducing	interest
rates	and	we	saw	a	further	1%	rate	cut	during	the	month.		The	Government	has	also	put	a	stimulus	package	together	that	will	be
applied	into	the	economy.		This	package	is	going	to	be	funded	through	a	balance	of	low	interest	loans	from	institutions	such	as
the	 International	Monetary	 Fund	 (IMF),	 local	 banks	 and	 a	 rejig	 of	 the	 national	 budget.	 	 This	 amended	 budget	 has	 yet	 to	 be
presented	and	it	will	be	interesting	to	see	from	where	they	have	diverted	funds.
	
The	 stock	market	 has	 followed	 global	markets	 up	 rebounding	 32.5%	off	 the	mid-March	 lows	 partly	 due	 to	 the	 huge	 stimulus
packages	introduced.	 	Investors	who	had	fled	into	cash	missed	out	on	this	bounce	and	we	touch	on	this	in	our	Financial	View.	
Stock	market	crashes	do	create	opportunities.
	
As	 the	 infection	curves	 are	 flattening	around	 the	world	 there	has	been	a	gradual	 increase	 in	 “risk-on”	 investing	with	emerging
markets	and	emerging	market	currencies	benefiting.	 	The	Rand	did	strengthen	off	 its	 lows	but	 the	moves	were	characterised	by
volatility.		Volatility	can	be	expected	in	all	investments	as	nobody	really	knows	how	this	pandemic	will	play	out.
	
If	you	told	us	six	month	ago	what	we	would	be	going	through	now	–	we	would	never	have	believed	you.		Stay	safe	and	maybe
more	importantly,	these	days,	stay	sane.	
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STICKING	TO	YOUR	INVESTMENT	GOALS
	
I	was	listening	to	the	radio	earlier	this	week	and	heard	an	advertisement	for	one	of	our	peers	in	the	investment	business.	 	In	the
advert	they	mentioned	that	they	had	restructured	their	client’s	portfolios	in	response	to	the	market	crash	caused	by	the	COVID-19
Pandemic	and	they	implied	that	it	is	what	should	be	expected	of	a	financial	advisor.
	
The	 advert	 got	me	 thinking	 that	 restructuring	 an	 investment	portfolio	 just	 as	 a	 result	 of	 a	market	 crash	would	probably	be	 the
most	value	destructive	decision	that	one	could	make.		I	further	wondered	what	changes	they	would	be	promoting		–	would	they
be	increasing	the	exposure	to	growth	assets	which	lost	the	most	through	the	crash,	changing	exposure	to	property	also	a	big	loser,
international	assets	which	benefited	from	a	weaker	rand	 	or	would	they	move	to	conservative	assets	 that	retained	value	 through
the	crash,	the	only	example	of	which	being	cash	(everything	else	was	down	during	the	crash,	including	government	bonds).
	
In	 this	month’s	 Financial	 View	we	 look	 at	 why	 one	 should	 look	 beyond	 the	 short	 term	 noise	 and	 be	mindful	 of	 the	 original
intention	of	the	investment.
	
Investment	Portfolio	Construction
	
When	constructing	a	portfolio	there	are	a	number	of	factors	to	consider	in	determining	the	appropriate	investment	structure.		The
most	important	is	the	investment	objective	and	then	the	investment	period	to	achieve	said	objective.		The	most	prevalent	example
is	 saving	 for	 retirement.	 	Most	 of	 us	 will	 invest	 monthly	 for	 a	 period	 of	 40	 years	 to	 build	 up	 enough	 capital	 to	 provide	 for
ourselves	 once	 we	 are	 no	 longer	 working.	 	 The	 important	 date	 in	 the	 equation	 is	 that	 expected	 date	 that	 we	 will	 retire.	 	We
obviously	want	to	have	the	highest	balance	that	we	can	achieve	at	retirement	date.		The	way	to	achieve	your	objective	is	by	trying
to	invest	as	much	as	possible	and	then	to	get	the	highest	possible	return	on	the	funds	invested.
	
Over	 the	 long-term	 equities	 have	 historically	 provided	 the	 highest	 return.	 	Over	 the	 90	 year	 period	 to	 end	December	 2019	 (a
period	which	started	with	the	great	depression	and	included	a	number	of	market	crashes)	equities	delivered	an	average	real	return
(amount	above	inflation)	of	7.3%.		This	would	equate	to	a	doubling	of	the	real	value	of	equities	every	10	years.		The	real	returns
remove	 the	 effect	 of	 inflation.	 	 Over	 the	 same	 period	 cash	 has	 only	 delivered	 a	 real	 return	 of	 0.8%	 on	 average	 –	 taking	 a
whopping	86	years	for	a	cash	investment	to	double	in	its	real	value.		In	the	graph	below	Old	Mutual	demonstrate	that	R1	invested
in	equities	would	be	worth	R556.14	 (if	we	used	nominal	values	with	average	 inflation	of	7%	 it	would	be	worth	R167	556.29)
whilst	cash	would	be	worth	just	R2.11.	
	

90	years	 is	a	 long	period	of	 time	and	most	of	us	wouldn’t	be	 investing	for	 that	period	(some	of	 the	 richer	 families	may	be	 the
exceptions).		Even	over	the	shorter	periods	equities	still	outperform.		In	the	90	year	data	set	used	in	the	chart	SA	Equity	was	the
top	performer	47%	of	the	time.
	
When	 investing	 there	 is	 a	 risk	 and	 return	 trade-off.	 	 When	 investing	 in	 equities	 you	 receive	 the	 higher	 returns	 in	 order	 to
compensate	you	for	the	higher	risk	you	are	taking.		Investment	risk	is	the	possibility	of	losing	money	in	your	investment.		This
risk	is	more	pronounced	over	the	short	term.		As	you	can	see	in	the	chart	despite	SA	Equity	being	the	best	performing	asset	class
there	were	a	number	of	market	crashes	as	evidenced	in	the	sharp	downturns	that	occur	occasionally	in	the	grey	line.		Despite	the
numerous	 negative	 moves	 over	 the	 long	 term	 the	 SA	 Equity	 returns	 outperformed	 other	 asset	 classes	 substantially.	 	 In	 fact,
equities	 often	 have	 their	 best	 years	 immediately	 following	 the	 crashes	 as	 evidenced	 in	 the	 following	 table	 demonstrating	 the
returns	in	the	S&P	500	(the	500	largest	companies	listed	in	the	US)	following	a	market	crash.

The	 most	 dramatic	 and	 sustained	 crash	 had	 the	 best	 returns	 afterwards	 but	 at	 the	 very	 least	 double-digit	 returns	 are	 not
uncommon	following	a	market	crash.
	
Based	 on	 the	 risk	 and	 return	 if	 someone	 has	 a	 long-term	 investment	 horizon	 we	 would	 allocate	 a	 greater	 weighting	 of	 their
portfolio	 to	 equities	 to	 create	 the	 opportunity	 for	maximum	 growth.	 	 If	 the	 investment	 horizon	 is	 short	 then	 the	weighting	 to
equities	would	be	lower	with	an	increased	allocation	to	bonds	and	cash	to	avoid	volatility	and	better	protect	capital.	 	 Invariably
any	investment	period	will	result	in	a	diversified	portfolio	of	different	asset	classes.
	
The	investor	behaviour	after	a	crash
	
So,	we	come	back	to	the	reason	for	the	topic.		What	change	would	have	been	made	to	the	portfolio?		Unfortunately,	humans	tend
to	be	emotional	 investors.	 	The	experiences	 that	we	have	 in	 the	short-term	impact	on	our	 long	term	judgement.	 	When	markets
are	 rising	many	 investors	 start	 investing	more	 aggressively	 as	 “the	markets	will	 always	move	up”.	 	When	markets	 are	 falling	 a
large	number	of	investors	flock	to	the	exits	as	“the	bottom	will	fall	out	the	market”.	 	This	behaviour	lends	itself	to	buying	high
and	selling	low	i.e.	doing	exactly	the	opposite	of	what	you	should	be	doing.
	
The	way	to	rather	assess	what	change	needs	to	happen	to	a	portfolio	is	to	reassess	the	investment	objective.		If	the	investment	goal
is	 unchanged	 (such	 as	 saving	 for	 retirement	 in	 this	 example)	 then	 there	 shouldn’t	 be	 a	 need	 to	 make	 any	 changes	 to	 the
investment.
	
Here	are	two	of	the	value	destroying	moves	that	we’ve	read	in	the	news	recently:
	
Switch	out	of	equities	into	cash
	
This	is	the	scenario	where	investors	flock	towards	the	exits.		They	sell	all	their	investments	because	they	cannot	stomach	the	short-
term	volatility	and	then	sit	in	cash	until	the	point	in	time	as	they	feel	comfortable	to	reinvest	into	the	stock	market.		This	reaction
is	 a	 natural	 human	 behaviour,	 being	 one	 of	 protection.	 	Unfortunately,	 it	 is	 also	 very	 destructive	 to	 the	 long-term	 investment
value.	 	As	 already	 discussed,	 the	majority	 of	 the	 best	 performing	 years	 for	 equities	 have	 occurred	 in	 those	 years	 immediately
following	a	market	crash.		Anyone	sitting	on	the	side-lines	misses	out	on	these	fruitful	periods.		Even	in	the	short	term	it	can	be
demonstrated.		If	anyone	moved	into	cash	as	a	result	of	the	COVID19	crash	they	would	have	earned	around	0.40%	on	their	cash
for	the	period	whilst	the	equity	market	rebounded	more	than	30%.		Also	please	note	that	cash	investments	currently	earn	2%	less
than	they	did	just	a	couple	of	months	ago	following	the	latest	two	Reserve	Bank	rate	cuts.
	
Switch	out	of	RSA	to	Overseas
	
In	this	scenario	investors	see	the	Rand	weakening	and	feel	that	“the	currency	is	only	going	one	way”.		It	is	important	to	note	that
a	lot	of	what	happens	in	the	South	African	stock	and	bond	market	is	a	result	of	foreign	buyers	and	sellers.	 	They	view	us	as	an
emerging	market	and	lump	us	in	together	with	the	rest	of	the	emerging	markets	such	as	China,	Brazil,	Turkey,	Russia,	etc.		South
Africa	has	the	extra	added	pressure	of	a	very	liquid	and	easily	tradeable	currency	and	a	robust	financial	sector	–	particularly	in
the	Equity	and	Bond	Markets.	 	 Investors	 thus	 tend	to	use	South	Africa	as	a	proxy	to	get	exposure	 to	emerging	markets	and	we
tend	 to	 have	 exaggerated	movements	 in	 the	 currency,	 equities	 and	 bonds.	 	 The	 recent	 blow	 out	 in	 the	 Rand	was	 not	 mainly
because	of	something	South	Africa	did	but	because	the	largest	emerging	market	of	China	had	shut	down	their	economy	through
the	lockdown	of	their	Hubei	province	(where	Wuhan	is	located)	which	also	happens	to	be	the	industrial	heartland	of	China.		We
now	have	a	 situation	where	China	 is	 recommencing	 their	manufacturing	as	 the	developed	world	 is	 starting	 to	 struggle	with	 the
virus.		There	is	every	possibility	that	an	already	undervalued	Rand	starts	to	regain	some	strength	as	emerging	markets	recover.
	
Conclusion
	
Morgan	Housel	who	spoke	at	a	previous	Allan	Gray	Investment	Summit	noted	on	volatility	that,	“Volatility	is	not	the	biggest	risk
in	investing.		The	biggest	risk	is	the	action	that	you	take	in	response	to	that	volatility.		You	think	it	is	going	to	make	you	safe,	but
it	actually	injects	substantially	more	risk	into	your	investment	portfolio.”		Often	making	short	term	emotional	decisions	does	just
that	–	it	puts	more	risk	into	the	investment	portfolio.	The	asset	managers	that	invest	your	funds,	were	selected	because	they	have
performed	over	time,	they	will	continually	to	look	at	your	portfolio	and	make	changes	they	consider	necessary	based	on	a	logical
and	unemotional	basis.		Trust	them	to	do	their	work.
	
Make	 sure	 your	 investment	 objectives	 are	 in	 line	with	 your	 risk	 profile	 and	 that	 your	 portfolio	 is	 adequately	 diversified	with
exposure	 to	 equities,	 property,	 bonds	 and	 cash,	 to	 both	 local	 and	 international	 assets.	 	 If	 possible	 continue	 to	 buy	 through	 the
dips.
	
There	are	many	 times	when	doing	nothing	 is	 the	best	 investment	strategy	and	 if	your	 investment	objectives	and	 time	frame	are
unchanged	then	often	you	can	afford	to	do	just	that.
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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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