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March	 2020	 will	 be	 a	 month	 that	 will	 live	 long	 in	 our	 collective	 memories.	 	 So	 much	 has	 happened	 that	 reducing	 it	 to	 short
commentary	may	prove	challenging!		Amongst	other	items	while	working	at	home	we	experienced	the	following	major	events	--
Covid	19,	the	stock	market	correction,	50%	fall	in	the	oil	price,	a	rating	agency	downgrade	and	a	currency	sharply	weaker.
	
The	backdrop	is	obviously	the	COVID-19	virus	which	has	been	given	a	pandemic	status	and	due	to	the	phenomena	of	the	global
citizen	and	how	quickly	it	has	spread	across	the	world	and	impact	it	has	had	on	all	countries	and	their	economies.		Each	country
has	implemented	their	own	contagion	strategies,	with	many	countries	“locking”	their	citizens	down	and	forcing	social	distancing.	
What	 has	 been	 interesting	 is	 that	 the	 large	 developed	 countries	 have	 struggled	 to	 come	 to	 grips	 with	 how	 to	 deal	 with	 the
pandemic	and	their	governments	have	been	issuing	conflicting	messages,	especially	in	the	US	where	Mr	Trump		hasn’t	until	now
seemed	to	grasp	the	severity	of	the	disease	and	the	possible	impact	on	human	life.
	
The	shutdowns	 taking	place	are	definitely	going	 to	 impact	global	 trade	and	 thus	global	GDP.	 	The	problem	is	 that	nobody	can
say	with	any	certainty	how	long	 the	pandemic	will	 last,	how	 it	will	be	eradicated	and	what	 the	new	normal	will	be	afterwards.	
Equity	markets	do	not	 like	uncertainty	and	thus	there	was	broad	panic	in	equity	markets	with	the	majority	of	 the	stock	markets
around	the	world	entering	bear	market	territory	or	a	crash	as	we	refer	to	them.		The	JSE	lost	12.8%	in	the	month	which	included
a	 good	 recovery	 in	 the	 final	 week	 as	 global	 markets	 recovered	 some	 of	 their	 losses	 following	 waves	 of	 economic	 stimuli
introduced	 by	 the	 various	 central	 banks	 around	 the	 globe.	 	 The	 month	 was	 characterised	 by	 volatility	 with	 the	 JSE	 actually
closing	higher	on	11	of	the	22	trading	days	within	the	month.		The	only	problem	for	investors	was	that	the	negative	days	were	on
average	larger	than	the	positive	days.
	
With	 the	uncertainty	 investors	adopted	a	risk	off	approach	selling	all	of	 their	 riskier	assets	and	moving	 into	 the	perceived	“safe
havens”	of	 the	US	Dollar	and	US	Treasury	Bonds.	 	The	selling	was	especially	hard	on	emerging	markets	and	emerging	market
currencies	 suffered	 as	 a	 consequence.	 	 The	 Rand	 was	 not	 unique	 and	 lost	 14%	 against	 the	 major	 currencies,	 weakness	 was
exacerbated	 by	 the	 downgrade	 of	 the	 country’s	 credit	 rating	 issued	 by	Moody’s	 last	 Friday.	 	The	Rand	weakness	 has	 to	 some
extent	been	offset	by	incredible	oil	price	weakness	(dropping	by	close	to	50%)	which	means	that	inflation	is	expected	to	be	lower
over	the	short	to	medium	term.		Not	that	it	matters	with	the	majority	of	us	currently	working	from	home	but	fuel	is	set	to	drop	by
almost	R2.00	per	litre	although	taxes	on	fuel	are	increasing	at	the	same	time.
	
With	the	slow	down	in	the	local	economy	and	lower	inflation	forecasts	the	South	African	Reserve	Bank	cut	the	Repo	rate	by	1%
and	 started	our	own	Quantitative	Easing	with	bond	 repurchases.	 	The	 lowering	of	 the	 interest	 rate	will	 benefit	 the	beleaguered
consumer	and	we	would	expect	to	see	further	rate	cuts	with	the	vastly	improved	inflation	forecasts.
	
Just	as	a	final	note	–	it	has	been	pleasing	to	see	the	South	African	government	take	the	lead	in	dealing	with	virus	in	a	proactive
and	positive	manner.		It	is	a	sobering	thought	to	wonder	how	things	would	have	been	dealt	with	under	the	previous	leadership.
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WHAT	TO	DO	IN	TIMES	OF	FINANCIAL	STRESS
	
This	month	we	saw	the	end	of	the	longest	Bull	market	in	history.		Overseas	stock	markets	enjoyed	an	eleven-year	run	up	off	the
back	of	artificially	low	interest	rates	and	markets	stimulus	via	Quantitative	Easing	–	buying	of	Toxic	Assets	-,	these	measures	were
introduced	 following	 the	 previous	 market	 crash	 in	 2008-09	 commonly	 known	 as	 the	 Global	 Financial	 Crisis.	 	 This	 all	 came
crashing	 to	 an	 end	 with	 the	 outbreak	 of	 the	 pandemic	 Covid-19	 virus	 that	 has	 caused	 mass	 panic	 and	 huge	 amounts	 of
uncertainty.		A	large	percentage	of	the	world	has	gone	into	lock	down	in	order	to	“flatten	the	curve”	with	huge	negative	impacts
on	the	global	economy	as	industries	shut	their	doors.
	
With	the	uncertainty	that	abounds	we	have	seen	some	typical	wealth	erosion	panic	so	in	the	Financial	View	this	month	we	look	at
what	one	should	do	in	times	of	financial	stress.
	
The	 important	 thing	 to	 note	 that	 in	 time	 this	 too	will	 pass.	 	The	world’s	 best	medical	 brains	 are	 at	work	 solving	 the	Covid-19
problem	and	eventually	mankind	will	beat	 the	virus.	 	 In	 time	businesses	will	 reopen,	 the	economies	will	 restart	 and	companies
will	return	to	making	profits	as	consumers	return	to	traditional	spending	habits.		We	don’t	know	how	long	this	cycle	will	take	but
the	past	does	provide	the	answers	as	to	how	one	should	ride	out	the	financial	crisis.
	
During	your	lifetime	you	can	expect	to	experience	many	market	crashes	as	depicted	below.		The	market	crash	that	occurred	over
the	last	month	is	comparable	to	any	of	the	other	market	crashes	experienced	since	1985.	
	

The	Global	Financial	Crisis	was	the	correction	that	took	the	JSE	All	Share	Index	the	longest	to	recover	from	and	it	took	a	period
of	3	years	to	recover	as	many	of	the	economies	around	the	world	entered	recession	with	its	knock-on	effect	on	global	trade.		We
feel	that	given	the	circumstances,	 the	levels	of	uncertainty	and	the	amount	of	debt	in	issue	globally,	we	could	be	in	for	another
long	recovery	cycle	due	to	the	contraction	in	trade	that	is	evident	at	this	point	in	time.		Given	all	of	the	above	-	what	did	we	learn
in	2008?
	
Tip	1	-	Don’t	sell	investments	out	of	fear	and	panic
	
Unfortunately,	due	 to	our	behavioural	characteristics,	we	as	people,	are	 typically	bad	 investors	as	we	often	base	our	 investment
decisions	on	emotions.		We	are	very	happy	to	put	money	into	our	investments	when	the	markets	are	running	up	in	a	bull	market
but	as	soon	as	the	opposite	occurs,	we	rush	for	the	exits.		This	creates	the	typical	“buy	high	–	sell	low”	situation.
	
Warren	Buffett,	who	 is	 often	 referred	 to	 as	 the	world’s	 best	 investor,	wrote	 in	 his	 1997	 letter	 to	 the	 shareholders	 of	Berkshire
Hathaway	:	"A	short	quiz:	If	you	plan	to	eat	hamburgers	throughout	your	life	and	are	not	a	cattle	producer,	should	you	wish	for
higher	or	lower	prices	for	beef?	Likewise,	if	you	are	going	to	buy	a	car	from	time	to	time	but	are	not	an	auto	manufacturer,	should
you	prefer	higher	or	lower	car	prices?	These	questions,	of	course,	answer	themselves".	 	He	then	followed	that	up	with:	"But	now
for	the	final	exam:	If	you	expect	to	be	a	net	saver	during	the	next	five	years,	should	you	hope	for	a	higher	or	lower	stock	market
during	that	period?	Many	investors	get	this	one	wrong.	Even	though	they	are	going	to	be	net	buyers	of	stocks	for	many	years	to
come,	they	are	elated	when	stock	prices	rise	and	depressed	when	they	fall.	In	effect,	they	rejoice	because	prices	have	risen	for	the
"hamburgers"	they	will	soon	be	buying".
	
Mr	Buffett	 is	 probably	 best	 known	 for	 his	 short	 quote	 of	“Be	 fearful	when	 others	 are	 greedy,	 and	 be	 greedy	when	 others	 are
fearful”.	 	 In	 short	 as	 the	 market	 is	 a	 lot	 lower	 now	 than	 it	 was	 before	 the	 crash,	 these	 are	 the	 times	 to	 be	 thinking	 of	 buying
instead	of	selling.	 	The	rationale	for	 this	 is	 that	 the	market	will	 recover.	 	Stock	markets	move	 in	cycles	 that	are	often	repeated.	
Typically,	they	have	4	positive	years	out	of	every	5	years	but	that	one	negative	year	is	always	more	violent,	resulting	in	bigger
losses	than	were	experienced	in	the	positive	years.		But	the	stock	market	does	move	up	over	time	and	equities	are	the	asset	class
that	offers	 the	greatest	 return	over	 any	meaningful	 time	period.	 	The	 stock	market	 cycle	 can	be	demonstrated	 in	 the	 following
chart	which	plots	the	JSE	All	Share	Index	through	the	2008	financial	crisis.
	

As	 one	 can	 see	 from	 the	 chart	 the	 downturn	 was	 a	 lot	 steeper	 and	 occurred	 in	 a	 much	 shorter	 period	 than	 the	 recovery	 or
expansion	 periods.	 	 At	 the	 same	 time	 anyone	 selling	 out	 during	 that	 downturn	 then	 missed	 out	 on	 the	 recovery	 and	 the
subsequent	growth.	 	In	fact,	 investors	 that	did	the	best	were	those	that	bought	at	 the	beginning	of	 the	recovery.	 	It	 is	a	difficult
task	 to	 try	 time	 the	bottom	of	 the	market	 and	 thus	we	 feel	 the	 investors	 that	get	 the	best	 results	 are	 those	 that	 buy	consistently
throughout	the	cycle.		Remember	there	are	only	two	important	prices	–	the	price	you	buy	at	and	the	price	you	sell	at.		Everything
in	between	in	just	hypothetical	or	paper	profits	and	losses.
	
Tip	2	–	You	need	diversification	in	your	portfolio
	
Diversification	is	often	referred	to	as	the	only	free	lunch	in	investing.		It	is	the	equivalent	of	making	sure	that	you	don’t	have	all
your	eggs	in	one	basket.		The	different	asset	classes	perform	differently	at	different	points	within	the	market	cycle.		Conservative
asset	 classes	 tend	 to	 perform	better	 in	 the	 downturns	whilst	 equities	will	 give	 you	 your	 growth	 in	 the	 recovery	 and	 expansion
phases.
	
Another	 important	 diversifier	 is	 to	 include	 offshore	 investments	 in	 your	 portfolio.	 	This	 gives	 you	protection	 against	 currency
movements	 but	 also	 opens	 up	 your	 exposure	 to	 many	 industries	 and	 investment	 opportunities	 that	 just	 don’t	 exist	 in	 South
Africa.	 	Fortunately	 for	South	African	 investors	a	 large	percentage	of	your	 investments	will	be	 in	 retirement	 savings	which	are
already	diversified	through	their	need	to	comply	with	Regulation	28	of	the	Pensions	Fund	Act	which	limits	equity	exposure	but
also	encourages	offshore	investing.		The	multi	asset	funds	that	investors	are	typically	invested	in	have	this	diversification	as	can
be	demonstrated	by	the	holdings	of	just	one	selected	as	an	example,	the	PSG	Balance	Fund.
	

Tip	3	–	Liquidity	is	always	important
	
Although	it	is	the	worst	performing	asset	class	over	any	extended	period	of	time	one	cannot	ignore	cash.		The	reason	is	that	cash
offers	you	flexibility	over	the	short	term	and	that	is	very	important	in	times	of	uncertainty.		You	also	don’t	want	to	be	a	forced
seller	of	assets	(equities)	at	the	bottom	of	a	cycle,	so	when	markets	have	sold	off	try	to	use	your	cash	resources	until	the	market
conditions	improve.
	
With	the	expected	recession	/	depression	as	a	result	of	 industry	closure	we	can	expect	 the	majority	of	people	needing	to	tighten
their	belts	 as	a	 result	of	 reduced	 income.	 	 It	 is	not	unrealistic	 to	predict	 that	 even	 those	 that	 retain	employment	may	do	 so	at	 a
lower	salary	level.		Companies	are	going	to	look	to	trim	all	their	costs	as	their	revenue	is	hit.		(on	a	side	note	we	hope	that	public
sector	matches	the	salary	cuts	that	the	private	sector	has	to	take	as	tax	revenue	will	definitely	be	down	for	the	fiscus)
	
A	reduction	 in	 income	may	necessitate	a	 reduced	drawdown	of	 investment	capital	and	 it	 is	best	 to	access	your	cash	savings	 for
that.
	
Tip	4	–	Avoid	Debt	at	all	costs
	
In	times	of	hardship	the	vultures	gather.	
	
We	have	written	about	debt	and	the	risk	of	a	debt	spiral	fairly	recently	so	won’t	repeat	the	full	repercussions	of	taking	on	debt	but
maybe	the	one	point	 to	make	is	 that	 lenders	are	 in	 the	business	because	they	make	healthy	profit	out	of	 it.	 	They	need	to	make
sure	that	the	interest	that	they	charge	(together	with	other	fees)	offset	the	risk	of	default	i.e.	of	someone	not	being	able	to	repay
the	 amount	 that	 they	 have	 advanced.	 	 When	 there	 is	 more	 uncertainty	 the	 interest	 rate	 and	 the	 charges	 increase	 to	 cover	 the
increased	risk.		Try	to	reduce	debt	as	much	as	possible	and	try	not	to	live	above	your	means.
	
Conclusion
	
We	are	in	tough,	uncertain	times	but	now	is	certainly	not	the	time	to	panic.		Valuations	are	attractive	and	opportunities	do	exist.	
We	know	that	markets	tend	to	overreact	and	overshoot	both	on	the	upside	and	the	downside	and	we	feel	that	all	the	bad	news	and
more	 is	priced	 into	 the	market	currently.	 	The	astute	 investor	will	 take	advantage	of	 this.	 	Pull	you	belt	 in,	 try	 to	come	out	on
what	 you	 earn	 and	 try	 to	 avoid	 new	 debt.	 	 If	 you	 can	 continue	 with	 your	 monthly	 investments	 do	 so	 or	 even	 increase	 your
contribution	slightly	as	you	are	currently	buying	good	value	at	present.
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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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