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COVID-19 continued its unrelenting spread in 
the second quarter of 2020 
As I write this editorial, more that 13 million people across 
the world have tested positive for COVID-19, with deaths 
approaching the 600 000 mark. In South Africa, the number of 
people who have tested positive is fast approaching 300 000, with 
deaths nearing 5 000. If statistics and projections are anything to 
go by, these numbers will double by the end of July and only peak 
towards the end of September 2020. Very disturbing indeed.

Finding a balance between lives and livelihoods 
remains a challenge 
With regulated lockdowns implemented in many countries across 
the world, it was anticipated that economies would suffer – a difficult 
balance had to be found between curbing the loss of life and curbing 
job losses that ultimately lead to recessions and extended hardship. 
While most countries have started to ease their lockdown regulations, 
the World Health Organisation has recommended – as recently as 
the 10th of July – a return to lockdown to slow down the spread of  
the virus.

Investment markets rebounded strongly, 
rewarding investors who stayed the course 
Investment markets have seen a strong rebound since the low point 
in March, with the FTSE/JSE All Share Index now a mere 2% below 
its pre-pandemic level. The rand fell by 37% against the US dollar 
between 1 January and 6 April, but has since staged a courageous 
recovery to a level of “only” 20% weaker than at the beginning of the 
year. Investors who did not panic were rewarded. 

Although a recovery is expected, its shape and 
timing are up for debate, necessitating caution 
Analysts remain optimistic regarding a further recovery in the second 
half of the year but agree that it will not be in the shape of a sharp 
V-shaped curve. Key points to take note of include the following:

• It is still not known how deep the economic damage will be 
once the pandemic ends. The pace of recovery may be slower 
than initially thought.

• Relief may come in multiple rallies and corrections before a 
sustainable recovery eventually takes hold. This could take 
longer than a year.

• Careful asset allocation and stock selection through active and 
smart management will be more important than ever as some 
sectors will simply take much longer to recover than others, 
while some have been boosted by the pandemic.

• The amount of stimulus from reserve and federal banks is 
unprecedented. The fiscal, monetary and political responses to 
the global crisis have led to a world awash with liquidity, much 
of which has gone into stock markets and explains most of the 
recent market rebound.

• Other factors to bear in mind include the US election later this 
year, tax rates/funding the cost of the pandemic, and rising 
tension between the US and China on the global scene. Locally, 
rising debt levels, rising unemployment and, of course, Eskom 
remain issues to watch.

INDEPENDENT       TRANSPARENT       COMPETENT

“It is not the strongest of 
the species that survives, 
nor the most intelligent, 
but rather the one most 
adaptable to change.”

Source unknown, often incorrectly attributed to Darwin
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In this issue of GLOBAL BRIEF, we include a number of topical 
articles from an astute panel of economists and financial analysts – all 
relevant for this time. In the article written by FG Asset Management 
Investment Committee member Mark Appleton, “The dilemmas of 
a saver: the uncertain nature of growth and inflation”, he highlights 
many of the considerations and risks that go into assessing the 
investment landscape. At FG Asset Management we are evaluating 
the construction of our investment portfolios and the likely behaviour 
of underlying asset classes on an ongoing basis against the constantly 
evolving macroeconomic backdrop. 

We are all affected in one way or another by 
this pandemic and the impact it has on the 
global economy
These are difficult times and we have to brace ourselves for the next 
few months as we head into the proverbial storm. From the FG Asset 
Management team and all FG Investment Partners, we want to assure 
you of our commitment to the wellbeing of all our clients and looking 
after your financial interests throughout this time.

Please take care of yourself – you know what to do – and stay healthy.

Yours sincerely  
The FG Asset Management Investment Team

EDITORIAL COMMENT  
(CONTINUED)
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The 2020 Supplementary Budget Review 
projects a sharp deterioration in government 
debt. If state-owned entity (SOE) contingent 
liabilities are included, South Africa’s debt-to-
GDP ratio looks set to grow to around 100% 
by 2023/2024, with further credit ratings 
downgrades on the cards.

The recent Supplementary Budget Review 
shows that this decade is expected to begin 
with a massive plunge in the health of 
government finances 
A fiscal deficit of -14.6% of GDP and gross debt as a percentage 
of GDP of 81.8 are projected for this fiscal year. These figures are 
much higher than the previous projections of a fiscal deficit of 
-6.8% of GDP and debt at 65.6% of GDP for 2020/2021. 

The ratings agencies are likely to downgrade  
South Africa further on the back of this budget 
This is because the key objective of any credit ratings agency is to 
assess the ability of a country (or corporate) to repay its debt. With 
South Africa now signalling that its debt burden will rise to 87.4% 
by 2023/2024 this has deteriorated South Africa’s ability to repay 
its debt.

It is not possible to continuously borrow out of debt, nor to 
indefinitely borrow to make debt payments, and fund current 
expenditure. Debt interest payments do have to be made to avoid 
default. South Africa is on a negative outlook from Moody’s, at 
Ba1/BB+.

Some limited positive news that emerged from the adjusted budget 
is the announcement that South Africa’s debt is projected to peak 
at 87.4% by 2023/2024, as opposed to pre-budget ‘leaks’ that 
South Africa’s debt is further estimated to rise to 90.9% by 2023 
and to over 100% by 2025, climbing to a massive 113.8% by 2029.

However, South Africa’s credit rating has been falling increasingly 
quickly, and is at BB from Fitch (for both its foreign and local 
currency ratings), while from Standard and Poor’s South Africa’s 
local currency rating is BB but its foreign currency (country) rating 
is BB-. The next step after BB- is single B, followed by the C grade 
ratings and then D, for default.

While South Africa is projecting reaching a peak in its debt, and 
stabilisation of debt is positive, it will not be enough to prevent South 
Africa being pushed into the single B credit rating categories over 
the course of the next few years, with 87.4% still a huge figure for an 
emerging market’s government debt, and one that does not tally with 
debt sustainability.

This is particularly because the credit ratings agencies tend to look 
at South Africa’s debt in conjunction with that of its guarantees that 
it has extended to the SOEs’ debt. The calculation, when including all 
these contingent liabilities, takes the figure to around 100% of GDP 
by 2023/2024. 

The biggest risk South Africa faces in its massive 
quantum of debt issuance is investor appetite, 
which, while strong will not last forever 

South Africa will likely run out of space in the domestic market 
in the future if it carries on issuing at the pace it is doing. The 
domestic market is the biggest absorber of  government debt, as 
South Africa has a limited quantum of savings that have been used 
to mostly fund government issuance so far.

Furthermore, government is increasingly eyeing private sector 
savings to fund its infrastructure projects, via prescribed or 
voluntary assets, with pension funds already a very large holder of 
state debt. The huge ramp-up in projected debt and issuance is at 
odds with the limited savings pool in South Africa and will add to 
pressure for further credit ratings downgrades. 

TOUGH TIMES AHEAD 
FOR THE SOUTH 
AFRICAN ECONOMY

Adapted from an article by 
Annabel Bishop 

Chief Economist  
Investec Ltd
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In a world where interest rates have been cut 
to zero in many countries, South Africa has the 
ability to attract significant amounts of local 
and foreign investment into government bonds 
and much-neglected domestically focused 
companies – provided we surprise by making 
bold and tangible progress on reforms.

South Africa was already in recession before 
COVID-19 
The morning after Finance Minister Tito Mboweni presented the 
2020 Budget, I participated in a panel discussion during which 
Minister Pravin Gordhan discussed the challenges South Africa 
was facing. In passing, he mentioned “this coronavirus that could 
complicate things”.

A few months later, and the February 2020 Budget has been 
invalidated by COVID-19 and the resulting lockdown. After many 
weeks of frozen shock, companies have begun to think about what 
happens next. As President Ramaphosa noted in mid-April, dealing 
with the health emergency was the first task. The second phase 
involved a stimulus package to support the economy. The third phase 
is about the recovery.

Since South Africa exited a large portion of the lockdown measures 
on 1 June, it is worth considering what steps can be taken to support 
the recovery. Unfortunately, South Africa was already in recession 
before COVID-19 became the dominant driver of events. Moreover, 
the country has limited fiscal space to stimulate our way out of a 
recession. This will likely result in a 10.5% GDP contraction in 2020.

The solution to South Africa’s fiscal constraint 
involves curtailing expenditure growth and 
improving the growth outlook
In fact, if South Africa were a company, on the current trajectory 
it would soon be bankrupt. A decade of President Zuma’s 
mismanagement has destroyed many state-owned companies, 
stunted overall GDP growth and resulted in a debt burden that has 
surged from 23% of GDP in 2008 to over 60% – and is on track to 
reach 90% of GDP in the next five years.

If a company were facing balance sheet distress, the focus would 
be on cutting expenditure and boosting revenues. Therefore, the 
solution to South Africa’s fiscal constraint involves curtailing 
expenditure growth and improving the growth outlook.

While curtailing expenditure growth through measures like no wage 
increases is necessary, this will not be sufficient. The second step is 
boosting growth. 

The solution to the growth outlook is to improve confidence, 
which will ultimately boost private sector investment. (As an aside, 
reducing the nagging worry that South Africa is heading for a 
sovereign bankruptcy will do much to boost confidence as well.)

A fellow economist recently reminded me that in all but one of 
the last six multi-quarter growth contractions in South Africa, 
government spending led the country out of recession. In 2009, 
President Zuma used the healthy surpluses President Mbeki had 
accumulated to provide such a boost. (Regrettably he diverted it 
all to public sector wages instead of improved service delivery or 
infrastructure.) In 2018, Zuma left behind a mountain of debt. This 
time around, the government has little room to spend. 

Therefore, they need to pull a different lever: create the enabling 
environment to allow private sector investment to catalyse the 
economy. To generate confidence, this will require tangible progress 
in creating policy certainty – something South Africa has been 
rather weak at doing. 

Here are four areas where focused attention 
to achieving outcomes can yield substantial 
benefits in a relatively short space of time
Firstly, let’s make it easier for small and medium-sized businesses 
to operate. In 2009, South Africa ranked 32nd in the world in the 
World Bank’s Ease of Doing Business index. In 2019, our ranking had 
plunged to 84th. While much of the municipal and national legislation 
that caused this plunge was no doubt well intentioned, the heavy 
regulatory burden has made it very difficult for most businesses  
to operate. 

The Department of Trade and Industry’s (DTi) core focus should 
be to understand and rectify the plunge. Within the next three to 
four months, the DTi should identify which regulations caused the 
decline, conduct a cost-benefit analysis to examine what would be 
lost if the regulations were deleted, and provided the costs are not 
great, a large number of these regulations introduced in the last 
decade should be removed – in general, or at least for all small and 
medium-sized businesses. Perhaps the DTi could update the public 
on its progress on a web portal. 

HOW SOUTH AFRICA 
CAN SAVE R10 BILLION 
THIS YEAR AND  
R23 BILLION NEXT YEAR 

Adapted from an article by 
Nazmeera Moola

Head of SA Investments  
Ninety One 
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HOW SOUTH AFRICA CAN SAVE R10 BILLION  
THIS YEAR AND R23 BILLION NEXT YEAR
(CONTINUED)

Secondly, the Department of Minerals and Energy should use the 
current period to fast track all legislation required to open up the grid 
for private sector provision of renewable energy. This would include 
municipal procurement (subject to National Treasury approval), direct 
corporate procurement and policy certainty for the Renewable Energy 
Independent Power Producer Programme (REIPPP). 

Thirdly, the Department of Communications needs to publish a clear 
timeline to a spectrum auction. They should be measured against 
delivery to this timeline.  

Fourthly, the Department of Minerals and Energy needs to work with 
the Chamber of Mines to understand how to make South Africa more 
attractive for mining investment. If the global measures to boost 
growth will result in a global infrastructure boom, commodities will 
be needed – and South Africa should be positioned to take advantage 
of that. 

All four of these measures have the advantage of being able to 
demonstrate tangible progress in under six months. This is the 
key. South Africa does not need another plan. It needs to deliver. 
Successful execution on these measures will boost very depressed 
confidence levels – and result in private sector fixed investment, 
particularly in energy and telecommunications. In due course, this 
has the potential to boost the growth rate towards 2.0%-2.5%, from 
current sub 1% levels.

Monetary conservatism should push down 
government borrowing costs 
I recently realised how bearish foreign and local investors have become 
on South Africa’s prospects. In its accompanying statement, the 
Monetary Policy Committee (MPC) of the South African Reserve Bank 
(SARB) made it very clear that it will not indulge in quantitative easing 
to stabilise the government bond yield curve. 

This affirmation of monetary conservatism resulted in a marked rally 
in both the South African rand and government bond yields. It showed 
how low expectations on South African policy have fallen.    

The short-term benefit will be in government borrowing costs. Until 
December 2015, South Africa’s bonds had historically yielded roughly 
150 basis points more than the emerging market average – this largely 
reflected a relatively higher inflation rate. Nenegate doubled this 
premium to 300-350 basis points. While this retraced to roughly 175 
basis points by March 2017, Zuma’s decision to fire Pravin Gordhan 
in late March triggered a multi-year deterioration towards 400 basis 
points by early 2020. By late March, this had surged to 617 basis points. 
It has since stabilised back to 410 basis points. 

If we translate this into rands, we estimate that since December 2015, 
the extra cost of South African debt has cost South Africa R41 billion. 
In the current financial year ended 31 March 2021, we estimate that 
extra cost will amount to R45 billion. That’s an extra R85 billion spent 
on interest costs since early 2016. 

There is no expectation of any substantial progress on reforms at 
this point. The growth outlook is expected to be dreary. Therefore, 
we estimate that South Africa’s 10-year borrowing costs could fall 
by around 150 basis points in the shorter term if the market gains 
confidence in the government’s ability to execute on reforms in a short 
space of time. This would equate to a R10 billion saving in interest costs 
in the first year, and R23 billion in the second year – and that would 
quickly accumulate. 

In 2009, interest costs comprised just under seven percentage points 
of total expenditure. By early 2020, this proportion had risen to twelve 
percentage points. That means that currently, one in eight rands the 
government currently spends is used to service interest on debt. This 
will only rise: on the current trajectory, it will be twenty percentage 
points within the next five years. 

Government reforms will be key
That is not sustainable. A full-fledged IMF programme is in South 
Africa’s future on that trajectory. A much better alternative is 
executing on a bold subset of key government reforms. This will 
improve the growth outlook, thus boosting tax revenues and lower 
borrowing costs. 

In a world where interest rates have been cut to zero in many 
countries, South Africa has the ability to attract significant amounts 
of local and foreign investment into government bonds and the much 
neglected domestically focused companies, provided we surprise by 
making bold and tangible progress on reforms. As a very smart person 
I know recently pointed out: “If we do the right things, we will attract 
plenty money”.
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STICK  TO YOUR 
LONG-TERM 
OFFSHORE 
INVESTMENT PLAN

Adapted from an article by 
Trevor Garvin

Head: Multi Management  
Nedgroup Investments

Amid the tide of reports of doom and gloom 
for the local economy, supported recently by 
the official downgrade of South Africa to ‘junk’ 
status by Moody’s, investors are faced with the 
dilemma of what to do with their long-term 
investments and savings.

One option is to diversify portfolios into 
global markets 
Many South African investors are, however, hesitant to approach 
offshore investing and consider the process intimidating. While 
there is a good case for diversifying offshore, it is crucial in times 
of heightened uncertainty, both domestically and abroad, to stick to 
the basic principles of investing and remember to keep a long-term 
view and investment time horizon.

When investing offshore, stick to some of the 
key rules of investing
1. Do thorough wealth planning

Before making any decisions, take time out to do some thorough 
research. Be realistic about your current financial position, 
your risk profile and your long-term investment objectives. 
Try to match up the appropriate offshore funds that meet 
your requirements and do a fair comparison between them. 
Consulting with your financial advisor can be very helpful as they 
have had exposure to several funds and can guide your thinking.

2. Focus on time in the market

Sound research will ensure that once you are invested you have 
peace of mind and can more easily withstand any short-term 
underperformance that the fund manager may experience. It is 
imperative to stay invested in your chosen funds for as long as 
possible and to ride out short periods of capital drawdowns or 
underperformance.

3. Choose a credible investment partner 

Some indicators that investors should look at when choosing 
an investment management company are: the company’s 
access to industry expertise and information, their investment 
stewardship principles and whether they put clients first in terms 
of their decision making, their commitment to maintaining a well-
resourced research team, and, importantly, the transparency of 
their communication to investors.

4. Invest in funds approved by the Financial Sector Conduct 
Authority (FSCA) 

Establish if the fund you are investing in has been approved by 
the FSCA for marketing and distribution within South Africa. 
The FSCA has certain criteria that it looks at when assessing 
offshore domiciled funds. If the fund has been approved by 
the FSCA it provides an added layer of comfort and protection 
for investors.

5. Diversify 

One of the best ways to protect against large capital losses and 
reduce volatility is to ensure that you have a well-diversified 
portfolio across the three main asset classes – cash (money 
market), bonds (government and corporate fixed income 
instruments) and equities (large, medium and small cap equities 
as well as developed and emerging market equities). One can 
get exposure to these asset classes via South African domiciled 
funds as well as offshore domiciled funds or listed instruments.

6. Avoid making emotional decisions 

In the current fluid market environment, it is nearly impossible 
to forecast, with any degree of certainty, the short-term holds 
in terms of investment returns. Rather do the correct research 
and wealth planning, and once you have made your investment 
decision try to stick with it for the long term. Regular fund 
switches and shifts in asset allocation based on short-term panic 
generally lead to a loss of investment returns in the long run.

Figure 1 on the next page plots the average annual return in  
US dollars from the S&P 500 Index (a proxy for US equity 
markets) since it was launched. If you had a buy-and-hold 
strategy, you would have achieved a return of 9.3% per year on 
average. If you had tried to ‘time’ the markets and missed just 
the 10 biggest positive days, that return would have fallen to 
6.8%. If you missed out on the biggest 40 days your return falls 
all the way to 2.3%, and with 70 days you land up in negative 
territory. The best strategy is to hold your course and not panic 
in times of market stress.
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STICK  TO YOUR LONG-TERM OFFSHORE 
INVESTMENT PLAN
(CONTINUED)

Figure 1: Annualised returns from the S&P 500 Total Return Index 
since its launch

7. Remember that valuation drives long-term returns 

When markets are erratic or in a downturn it is easy to forget 
that valuation drives investment returns over the long term. 
Investment managers look for pockets of value to drive 
consistent performance over time. Your entry price is one of 
the biggest drivers of future returns. It is often in times of the 
greatest discomfort or pessimism that you should be increasing 
your exposure to risk assets.

8. Don’t base your decision on currency alone 

Investors in South Africa tend to be very sensitive when it comes 
to the rand exchange rate on a specific day, but we urge you not 
to base your financial and investment decisions on currency 
fluctuations in isolation.

9. Seek advice 

You should speak to your financial advisor to ensure that 
you have a well-diversified portfolio with both domestic and 
offshore exposure. You can gain offshore exposure by investing 
in rands via rand-denominated feeder funds or by using your 
foreign allowance to invest in foreign funds. There are nuances 
to which approach is best and they offer different benefits, so 
seek professional guidance from your advisor.

10. Beware of acting hastily in reaction to local political and 
economic events

Whenever there are large movements in the South African rand, 
controversial events on the political landscape or upheaval 
across equity and bond markets, advisors generally face a 
consistent set of questions:

• Is the country going to collapse and should I be taking all 
our money offshore? 

• Given that the rand has weakened so much, is it too late to 
take money offshore?

• How much money should I take offshore?

Figure 2 shows the rand movements relative to the US dollar, 
pound and euro as at 31 March 2020. It is clear that over the first 
quarter of 2020 we saw material rand weakness – much more than 
the long-term average. Be aware of this when making decisions 
on whether to re-allocate your investments across domestic and 
offshore markets. 

Figure 2: Changes in the exchange rate of the rand and major 
currencies as at 31 March 2020

Currency
Value at 

month-end 3M 1Y 3Y 5Y
LT-

avg*

Rand/
dollar

17.86 -21.7% -19.3% -9.1% -7.5% -5.5%

Rand/
sterling

22.15 -16.4% -15.1% -8.9% -4.1% -4.1%

Rand/
euro

19.60 -19.9% -17.4% -9.9% -7.9% -5.5%

Consistent with the risk-on environment in the second quarter, 
which would be to the benefit of emerging market currencies, 
we saw the rand strengthen over the second quarter, as shown in 
Figure 3. It gained around 3% to the US dollar, but much less than 
the losses it incurred of over 20% in the first quarter. 

Figure 3: Changes in the exchange rate of the rand and major 
currencies as at 30 June 2020

Currency
Value at 

month-end 3M 1Y 3Y 5Y
LT-

avg*

Rand/
dollar

R17.38 2.8% -18.8% -9.0% -6.9% -5.5%

Rand/
sterling

R21.47 3.2% -16.4% -7.4% -2.3% -4.1%

Rand/
euro

R19.51 0.4% -17.7% -8.5% -7.1% -5.5%

One can’t predict exactly what the future holds, but what we 
do know for certain is that investing in international markets 
remains an important diversification building block in all 
investors’ portfolios. The good news is that you as an investor are 
spoilt for choice in your search for investments uncorrelated to 
the local economy.

* Updated annually from 1900, or longest available period 
Returns for periods longer than 12 months are annualised.
Source: Nedgroup Investments

* Updated annually from 1900, or longest available period 
Returns for periods longer than 12 months are annualised.
Source: Morningstar

Sources: Bloomberg, GSAM (as at 2 April 2020) 
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THE DILEMMAS 
OF A SAVER: THE 
UNCERTAIN NATURE 
OF GROWTH AND 
INFLATION

Adapted from an article by  
Mark Appleton

Investment Committee member  
FG Asset Management

The whole world has changed in what has felt like 
a heartbeat 
Not so long ago many investors were sailing towards a relatively 
stable and worry-free financial future. Retirement planning 
had been thorough with all the boxes ticked and all the income 
projections thought through. And then the world changed in what 
felt like a heartbeat, and held its breath as it moved to the edge 
of an economic precipice. The shock came out of nowhere, a true 
black swan. Economies were put into comatose states to ensure a 
nightmarish pandemic did not get out of hand. 

By now most of us know the issues, the threats, the potential 
mitigating factors. Never have so many fine minds been concentrated 
on working on solutions for what the future might look like. Never 
have governments spent so much money to fill the vacuum left by a 
fast-retreating private sector. Never have central banks pumped so 
much liquidity into the system to support the plumbing of financial 
ecosystems (and keep debt servicing costs manageable).

We don’t know how long it will take to find a vaccine, whether or not 
there may be a second wave of infections, or how long economies 
will take to bounce back. (There are a number of scenarios out there 
with a Nike swoosh-shaped recovery looking most likely right now.) 
But what we do know is that, globally, debt levels (government, 
corporate and consumer) have gone through the roof on pretty 
much every front. 

The growth and inflation dilemma – what are 
the risks?
This mountain of debt and its potential impact on future growth cannot 
be overstated. Globally, corporates have been borrowing (cheaply). 
But what about over the longer term, when things start to approach a 
semblance of normality – will they be tempted to improve the quality 
of their balance sheets by paying down debt (deleveraging)? Will 
consumers do the same? Will governments also seek to reduce the 
size of their ballooning deficits (potentially through raising taxes)? 
The risks are that the greater the debt the greater the payback in the 
form of reduced economic growth sometime in the future.  

What about inflation? The unprecedented scale of the liquidity 
injections has proved to have had more of a financial asset reflationary 
effect, rather than any meaningful consumer inflation implications as 
demand is currently very weak. The real risk, however, is that when 
the global economy starts to recover, central banks could well be 
reluctant to raise interest rates. To do otherwise would see servicing 
costs on a much bigger debt pile skyrocket, which could cause real 
economic damage. A recovering economic environment combined 
with ongoing easy money is a sure recipe for inflation, but this could 
take a while. 

So, what does potentially constrained growth and the longer-term 
risk of inflation mean for real returns going forward? What does 
it mean for how and where we put our savings to work? Should we 
be pulling back on return expectations? If interest rates on low-risk 
investments are likely to be close to zero (globally) for some time 
to come, are we now entering into a “return of capital” more than 
a “return on capital” mindset? Will we be forced up the risk curve 
to generate slightly higher returns? Investors are facing so many 
questions. Will growth assets like equities face earnings growth 
challenges like more expensive supply chains (as globalisation goes 
on the backfoot)? And what will that do to margins in the face of a 
more conservative consumer mindset? Over and above the earnings 
challenges, will dividends come under pressure while companies seek 
to repair balance sheets?

On the local front the dilemmas are even greater 
Rapidly escalating government debt levels have not been soothed by 
lower borrowing costs. While short-term interest rates have been 
declining (courtesy of the South African Reserve Bank or SARB) 
the local bond market is trading at relatively high yields (regarded 
as higher risk). Economic growth looks dire this year, and as long as 
meaningful reforms are not forthcoming the prospects of any real 
economic rebound will be hampered. If the cost of debt exceeds 
growth (as it does by some margin right now) then debt levels relative 
to the size of the economy will continue to grow. So, what does this all 
mean for our approach to investments? What does all of this mean for 
interest rates, inflation and the rand?

Investors need to be aware of all the potential 
policy developments and their implications
How does the government secure its borrowing and ensure 
reasonably attractive interest rate costs? Does it resort to prescribed 
asset requirements? Will the Public Investment Corporation (PIC) 
be mobilised to invest in a certain way to relieve funding pressure 
and, crucially, what are the possibilities of the SARB instituting some 
form of quantitative easing through purchases of government debt 
(similar to the US Fed perhaps)? All of these potential developments 
have implications that investors need to be aware of. Firstly, if there 
is captive demand for South African debt then the resulting lower 
interest rate could make the market less attractive to offshore 
investors and there could be capital outflow implications with negative 
implications for the rand. Should the SARB adopt quantitative easing 
and push up the amount of money in the system meaningfully, then 
the longer-term inflationary consequences are clear and the local 
currency could well be on a much weaker trajectory.
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THE DILEMMAS OF A SAVER: THE UNCERTAIN 
NATURE OF GROWTH AND INFLATION
(CONTINUED)

An emphasis on reform and economic growth 
is critical 
A potentially lower real interest rate environment is bad for retirees 
with rand-based liabilities. While South Africa has always been 
regarded as a yield-friendly investment environment, any interest 
rate repression could threaten this assessment. So, for investors in 
general and retirees in particular first prize by a long shot would be an 
emphasis on reform and economic growth. In the meantime, we will be 
scrutinising the policy response of the authorities more closely than 
ever before. 

So, what does this all mean from a portfolio 
construction point of view? 
Because economic uncertainty and forecast risk is so high, 
diversification is as important as ever. In addition, a quality bias 
can help you sleep at night. Lastly, given the potential longer-term 
inflation risks, additional asset classes such as gold and inflation-
linked bonds have come onto the radar screen.
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ASSET ALLOCATION: 
TIME TO REDUCE 
RISK?

Adapted from an article by  
Alwyn van der Merwe

Director of Investments  
Sanlam Private Wealth

After the dramatic plunge in global equity prices 
in response to the impact of COVID-19 during 
March, the recovery has been nothing short 
of spectacular. Markets have rebounded with 
a rapidity and aggression seldom matched in 
history, producing in 2.5 months returns usually 
expected over a six-year period. The momentous 
recovery, however, has resulted in a “disconnect” 
between market activity and economic reality.

After first ignoring the news about the COVID-19 pandemic, financial 
markets plummeted as the crisis escalated globally. From their peak in 
mid-February, the S&P 500 and the Nasdaq declined by 30% and 34% 
respectively, and the MSCI World Index by around 30%.

The largely indiscriminate sell-off in both global and local financial 
assets suggests that fear and panic drove investor behaviour. It was, 
in our view, an overreaction reflecting desperate actions by market 
participants. We argued at the time that macro events, even ones as 
severe and scary as this one, don’t usually have a material long-term 
impact on the true value of high-quality companies, provided that 
economic activity returns to normalcy after a year or two. 

Investors who took the opportunity at the time to take on more risk 
have certainly been rewarded by the global market rally since the end 
of March. It should be said, however, that the market recovery since 
then has been unlike anything we’ve ever seen in a bear market. The 
S&P 500 and the Nasdaq have recovered by 46% and 42% respectively.

To put this dramatic upswing into perspective: since 1900, equities 
have on average typically produced real returns of 5% per year. If one 
assumes an inflation rate of 2%, it implies a nominal return of 7%. We’ve 
therefore witnessed over the past 2.5 months what we normally see 
happening in financial markets over a period of around six years!

An important driver of the surprising bounce in global equity markets 
has been the aggressive measures taken by monetary and other 
economic authorities to mitigate the effect of COVID-19 – by providing 
economic stimulus to counter its dire impact on economic activity. The 
resulting flood of liquidity has created a natural demand for financial 
assets, pushing up equity prices in particular.

A major “disconnect”
There’s no denying, however, that despite these measures, the world 
has entered a severe economic slump amid COVID-19, and the near-
term prospects for the global economy are looking decidedly downbeat. 
Put differently, the economic outlook and business conditions are still 
clouded by material uncertainty. In addition, the two main tail risks that 

dictated market direction last year – the US-China trade conflicts and 
Brexit – haven’t gone away and are likely to return to centre stage over 
the next few months.

In South Africa, the risks are even more pronounced as our economy 
limped into the economic fallout and it may be some while yet before 
we can start to claw our way out of the current meltdown. Finance 
Minister Tito Mboweni said during his Supplementary Budget Speech 
that the local economy is expected to contract by 7.2% in 2020 – the 
biggest contraction in 90 years. The economic outlook is further 
dampened by uncertainty over when activity will be able to resume 
fully post-lockdown, an unreliable energy supply, and fiscal drag, should 
the path of proposed fiscal consolidation become reality.

What we’re seeing is a major “disconnect” between surging global 
financial markets and share valuations on the one hand, and gloomy 
“real-world” economic prospects and concomitant decreased company 
earnings on the other. It’s almost as if the markets are completely at 
odds with the extreme economic and business uncertainty – a state of 
affairs that, in our view, is ultimately unsustainable.

What’s also concerning is the rating of equity markets, traditionally 
expressed as their price-earnings (P/E) multiple. At the start of the year, 
the MSCI World Index was trading at a multiple of around 21 times. As 
share prices collapsed, this figure fell to a level of 14 times but now, 2.5 
months later, it’s back even higher at 22 times. So, if we were edging 
into dangerous territory in terms of valuations before the current 
crisis, the situation is even more troubling now.

In our view, the prospective returns currently offered by global 
equities generally don’t provide enough upside to justify the risk 
associated with the asset class.

Value in South African equities
One would be naïve to think that the local equity market will 
appreciate significantly if global equity markets are under pressure. 
From a valuation perspective, however, South African equities are 
looking more attractive than their global counterparts. Excluding 
Naspers, the forward P/E multiple of the FTSE/JSE All Share Index is 
only 10.8 times (with a historic dividend yield of around 5.4%).

So, although the economic outlook for South Africa is sombre, 
there is still value to be found in our markets. Despite operating in a 
decidedly tough macro environment, many SA Inc companies (those 
that generate most of their earnings within our borders) are still 
high-quality businesses with good long-term prospects.



GLOBAL BRIEF    |    QUARTER 2   |   2020  |    11

ASSET ALLOCATION: TIME TO REDUCE RISK?
(CONTINUED)

Outlook for bonds
Local bond yields blew out late in March in a knee-jerk response to the 
downgrade of South Africa’s sovereign credit rating to junk by Moody’s. 
Since then, bond yields have fallen, or prices have strengthened.

Despite the local bond market continuing to offer attractive  
returns – the 10-year bond yield is currently at around 9.3% – 
we won’t be adding to this asset class. Our main concern is the 
untenable fiscal position of our government, which has deteriorated 
significantly over the past decade – this was highlighted again by 
Minister Mboweni in his Supplementary Budget speech. 

Global bonds are not, in our view, a viable long-term investment 
option at present. The 10-year US and German government bond 
yields are now at around 0.7% and -0.4% respectively. Bonds have, 
however, traditionally acted as shock absorbers in multi-asset 
class portfolios – they do provide protection against equity market 
sell-offs. 

On the property front
Based on historic dividend payments, valuations of local property 
shares look attractive. However, many listed entities have already 
passed their dividend payments – historic dividend yield is therefore 
not a good measure of the value of the sector. The local economic 
fallout and the dim outlook for consumer spending and stressed 
balanced sheets have dampened the prospects for the sector and we 
therefore think it’s too early to consider adding to this asset class.
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Most asset classes rebounded over the quarter
Over the quarter we saw a recovery across most global financial markets, as can be seen from Figure 1, although any improvement in the real 
economy is yet to follow. The recovery was mostly fueled by unprecedented stimuli from both governments and central banks, and disregarded 
the continuous climb in COVID-19 infections globally as investors focused on economies reopening after lockdowns. There were, however, 
small bouts of weakness over the quarter as fears grew concerning a second wave of infections and failed vaccination hopes. 

Figure 1: Asset class returns for the second quarter

The speed and size of the stimulus that has been 
injected into the system has made this recovery 
extraordinary 
We saw similar monetary stimulus following the global financial crisis 
in 2008, where major global central banks started buying bonds and 
implementing zero interest-rate policies. A significant difference this 
time around – in addition to the monetary stimulus – was the fiscal 
stimulus. While the austerity measures that where implemented 

following the global financial crisis restricted economic recovery, 
the COVID-19 economic relief packages are expected to accelerate 
the economic recovery. However, the one important drawback this 
time is that governments have had to increase their borrowing 
significantly to fund this spending. As a result, debt-to-GDP ratios 
have deteriorated significantly and further worsened global 
governments’ debt problems. How this heightened debt burden will 
be repaid in the future remains an important question.

MARKET 
COMMENTARY 

Jacy Harington 

Portfolio Manager  
FG Asset Management

Source: Morningstar
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MARKET COMMENTARY
(CONTINUED)

Economic activity improved significantly as lockdown restrictions eased
April was a low point for global activity as many countries were still in their strictest form of lockdown. Since then, lockdown restrictions have 
eased, with global PMIs (Purchasing Managers Index) reflecting significant improvements from the depressed lows that we saw in April. Developed 
market economic data has recovered dramatically, with data releases from the US specifically exceeding economists’ expectations. The Citi Economic 
Surprise Index tracks the actual economic data releases relative to consensus forecasts, and is shown in Figure 2. 

Figure 2: Citigroup Economic Surprise Index

Nevertheless, risks to the recovery remain as lockdown restrictions can be reinstated at any time if we experience subsequent waves of COVID-19 
infections; and the fact of the matter is that COVID-19 will only be truly mitigated once a vaccine becomes accessible. 

The South African Reserve Bank (SARB) took 
decisive policy action
Locally, the SARB, alongside global central banks, took aggressive 
and decisive policy action. The SARB cut the repo rate by 1.5% in 
total over the quarter, to its lowest level on record, at 3.75%. Inflation 
is expected to decline to just below 3% over the second and third 
quarter, before retracing back towards the SARB’s mid-point target 
of 4.5%. Inflation receding to the lower end of the target range 
allowed the Monetary Policy Committee (MPC) some room to cut 
rates without breaching its mandate. Over the quarter, the SARB 
lowered its economic growth projection by 6.8% from -0.2% at the 
end of March to -7.1% for 2020, reflecting the extreme pace of the 
downturn and the difficulty of predicting the true extent of the impact 
of the lockdown on the economy.

South Africa’s long-term sovereign credit 
rating was lowered one notch by both Fitch and 
Standard and Poor’s 
Both ratings agencies already had South Africa’s foreign and local 
currency ratings at sub investment grade and the downgrades were 
further into high yield territory, as can be seen from Figure 3. Fitch’s 
main concerns were the impact of COVID-19 on South Africa’s 
finances and economic growth. They were also looking for a clearer 
strategy on stabilising South Africa’s increasing debt projections. 
Standard and Poor’s downgrade was also related to the significant 
implications that COVID-19 would have on South Africa’s growth 
and fiscal situation.

Figure 3: South Africa’s sovereign credit ratings (foreign currency) 

Sources: Citigroup, Daily Shot

Source: worldgovernmentbonds.com
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MARKET COMMENTARY
(CONTINUED)

The anticipated exit of South African bonds from 
the World Government Bond Index (WGBI) was 
priced in by the market
The much-anticipated event of South African government bonds 
officially falling out of the WGBI transpired at the end of April 
as a result of the downgrade from Moody’s at the end of March. 
Local government bonds had already sold off during March and 
the 10-year bond yield was above 11% ahead of the downgrade. 
As a result, we actually saw yields reverse the moves in March 
following the downgrade, with bonds finishing the quarter at 
9.2%, levels last seen at the start of March 2020. 

A key event was the Supplementary Budget that 
was delivered at the end of June 
Finance Minister Tito Mboweni presented two possible scenarios 
for South Africa’s debt burden, as shown in Figure 4. The first, a 
passive scenario, showed what would happen if nothing is done. 
South Africa’s debt would spiral out of control (with debt-to-GDP 
greater than 100% by the 2023 financial year) and debt servicing 
costs would crowd out public spending. In light of this scenario, 
government made resolutions to stabilise debt (88% debt-to- 
GDP by the 2024 financial year) by actively implementing reform 
measures to boost economic growth, constraining long-term 
expenditure, and improving revenue collection. Concerns remain 
about whether these targets are achievable, as the details on the 
initiatives that will be used to reach these active scenario targets 
will only be provided in October at the time of the Medium Term 
Budget Policy Statement. 

Figure 4: Debt outlook scenarios

Source: National Treasury
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FG IP JUPITER 
INCOME FUND OF 
FUNDS

For periods until 30 June 2020

Performance and quartile ranking in sector | Launch date 15 August 2005 

Year to date 6 months 1 year 3  years* 5 years* Since 
inception*

FG IP Jupiter Income FoF 1.87% 1.87% 5.46% 7.17% 7.56% 7.88%

STeFI Composite Index 3.18% 3.18% 6.86% 7.17% 7.20% 7.29%

SA Multi Asset Income Category Average 1.90% 1.90% 5.49% 7.14% 7.27% 7.83%

1st Quartile 2nd Quartile 3rd Quartile 4th Quartile

*Data for longer than 12 months is annualised
Source: Morningstar, performance for A class shares
Annualised returns are period returns re-scaled to a period of 1 year

Underlying funds 

• Nedgroup Investments Flexible Income Fund • Prescient Income Provider Fund

• Coronation Strategic Income Fund • Terebinth SCI Strategic Income Fund

Performance statistics 

Fund Benchmark

Highest 12-month performance 11.61% 11.77%

Lowest 12-month performance 3.25% 5.17%

% positive months 93.26% 100.00%

The FG IP Jupiter Income Fund of Funds returned +4.35% in the second quarter of 2020 and +5.46% over the past 12 months, outperforming the benchmark The FG IP Jupiter Income Fund of Funds returned +4.35% in the second quarter of 2020 and +5.46% over the past 12 months, outperforming the benchmark 
Alexander Forbes Short Term Fixed Income Index quarterly return of +1.46% and underperforming its 12-month return of +6.86%. The Terebinth SCI Alexander Forbes Short Term Fixed Income Index quarterly return of +1.46% and underperforming its 12-month return of +6.86%. The Terebinth SCI 
Strategic Income Fund was the best-performing underlying fund over the quarter, returning +5.60%. No changes were made to the fund over the quarter.Strategic Income Fund was the best-performing underlying fund over the quarter, returning +5.60%. No changes were made to the fund over the quarter.

Asset allocation as at 30 May 2020 

Local Equity Local Property Local Bonds Local Cash Foreign

FG IP Jupiter Income FoF 0% 2% 34% 60% 4%
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FG IP VENUS 
CAUTIOUS FUND OF 
FUNDS

For periods until 30 June 2020

Performance and quartile ranking in sector | Launch date 2 July 2007

Year to date 6 months 1 year 3  years* 5 years* Since 
inception*

FG IP Venus Cautious FoF 2.05% 2.05% 5.98% 6.02% 6.32% 8.47%

SA Multi Asset Low Equity Category Average 0.56% 0.56% 3.23% 5.20% 5.18% 7.22%

1st Quartile 2nd Quartile 3rd Quartile 4th Quartile

*Data for longer than 12 months is annualised
Source: Morningstar, performance for A class shares
Annualised returns are period returns re-scaled to a period of 1 year

Underlying funds 

• 36ONE BCI Equity Fund • Ninety One Global Multi-Asset Income Feeder Fund

• ABSA Property Equity Fund • Ninety One Global Franchise Feeder Fund

• Coronation Optimum Growth Fund • Prescient Income Provider Fund

• Coronation Strategic Income Fund • Saffron SCI Opportunity Income Fund

• Fairtree Equity Prescient Fund • Satrix Bond Index Fund

• Matrix SCI Defensive Balanced Fund • Sesfikile SCI Property Fund

• Nedgroup Investments Opportunity Fund • Terebinth SCI Strategic Income Fund

• Ninety One Diversified Income Fund

Performance statistics 

Fund Benchmark

Highest 12-month performance 15.12% 16.56%

Lowest 12-month performance -1.41% -3.15%

% positive months 71.15% 71.15%

The FG IP Venus Cautious Fund of Funds returned +8.47% in the second quarter of 2020 and +5.98% over the past 12 months, outperforming The FG IP Venus Cautious Fund of Funds returned +8.47% in the second quarter of 2020 and +5.98% over the past 12 months, outperforming 
the benchmark peer group average quarterly return of +8.34% and the 12-month return of +3.23%. The Fairtree Equity Prescient Fund was the benchmark peer group average quarterly return of +8.34% and the 12-month return of +3.23%. The Fairtree Equity Prescient Fund was 
the best-performing underlying fund, returning +41.06% over the quarter, as its resources and industrials exposure contributed positively to the best-performing underlying fund, returning +41.06% over the quarter, as its resources and industrials exposure contributed positively to 
performance. The fund’s total allocation to the Nedgroup Investments Entrepreneur Fund was redeemed, and the Satrix Bond Index Fund as well performance. The fund’s total allocation to the Nedgroup Investments Entrepreneur Fund was redeemed, and the Satrix Bond Index Fund as well 
the Fairtree Equity Prescient Fund were added as underlying funds in its place. The position previously held by the Old Mutual Global Equity Fund the Fairtree Equity Prescient Fund were added as underlying funds in its place. The position previously held by the Old Mutual Global Equity Fund 
was allocated to the Ninety One Global Franchise Feeder Fund over the quarter.was allocated to the Ninety One Global Franchise Feeder Fund over the quarter.

Asset allocation as at 30 May 2020 

Local Equity Local Property Local Bonds Local Cash Foreign

FG IP Venus Cautious FoF 13% 4% 20% 40% 22%
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FG IP SATURN 
FLEXIBLE FUND OF 
FUNDS

For periods until 30 June 2020

Performance and quartile ranking in sector | Launch date 15 August 2005

Year to date 6 months 1 year 3  years* 5 years* Since 
inception*

FG IP Saturn Flexible FoF -0.16% -0.16% 4.11% 4.56% 4.91% 9.75%

SA Multi Asset Medium Equity Category Average -0.31% -0.31% 2.16% 4.47% 4.19% 8.50%

1st Quartile 2nd Quartile 3rd Quartile 4th Quartile

*Data for longer than 12 months is annualised
Source: Morningstar, performance for A class shares
Annualised returns are period returns re-scaled to a period of 1 year

Underlying funds 

• 36ONE BCI Flexible Opportunity Fund • PSG Flexible Fund

• Coronation Market Plus Fund • Rezco Value Trend Fund

• Ninety One Opportunity Fund • SIM Inflation Plus Fund

• Nedgroup Investments Opportunity Fund • Truffle SCI Flexible Fund

• Matrix SCI Defensive Balanced Fund

Performance statistics 

Fund Benchmark

Highest 12-month performance 31.40% 26.41%

Lowest 12-month performance -18.22% -15.68%

% positive months 68.54% 66.29%

The FG IP Saturn Flexible Fund of Funds returned +11.79% in the second quarter of 2020 and +4.11% over the past 12 months, outperforming The FG IP Saturn Flexible Fund of Funds returned +11.79% in the second quarter of 2020 and +4.11% over the past 12 months, outperforming 
the benchmark peer group average quarterly return of +11.32% and the 12-month return of +2.16%. The Coronation Market Plus Fund was the the benchmark peer group average quarterly return of +11.32% and the 12-month return of +2.16%. The Coronation Market Plus Fund was the 
best-performing underlying fund, returning +17.26% over the quarter. No changes were made to the fund over the quarter.best-performing underlying fund, returning +17.26% over the quarter. No changes were made to the fund over the quarter.

Asset allocation as at 30 May 2020

Local Equity Local Property Local Bonds Local Cash Foreign

FG IP Saturn Flexible FoF 33% 2% 16% 24% 25%
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FG IP NEPTUNE 
GROWTH FUND OF 
FUNDS

For periods until 30 June 2020

Performance and quartile ranking in sector | Launch date 1 September 2014

Year to date 6 months 1 year 3  years* 5 years* Since 
inception*

FG IP Neptune Growth FoF -1.39% -1.39% 2.45% 5.38% 4.96% 5.29%

SA Multi Asset High Equity Category Average -1.87% -1.87% 0.54% 3.63% 3.52% 4.14%

1st Quartile 2nd Quartile 3rd Quartile 4th Quartile

*Data for longer than 12 months is annualised
Source: Morningstar, performance for A class shares
Annualised returns are period returns re-scaled to a period of 1 year

Underlying funds 

• ABSA Property Equity Fund • Ninety One Equity Fund

• Catalyst Global Real Estate Prescient Feeder Fund • Ninety One Global Franchise Feeder Fund

• Coronation Optimum Growth Fund • Prudential Balanced Fund

• Coronation Strategic Income Fund • PSG Flexible Fund

• Fairtree Equity Prescient Fund • Rezco Value Trend Fund

• Laurium Flexible Prescient Fund • Truffle SCI Flexible Fund

Performance statistics 

Fund Benchmark

Highest 12-month performance 14.27% 12.31%

Lowest 12-month performance -11.21% -10.44%

% positive months 62.86% 61.43%

The FG IP Neptune Growth Fund of Funds returned +16.24% over the second quarter of 2020 and +2.45% over the past 12 months, outperforming The FG IP Neptune Growth Fund of Funds returned +16.24% over the second quarter of 2020 and +2.45% over the past 12 months, outperforming 
the benchmark peer group average quarterly return of +13.47% and the 12-month return of +0.54%. The Fairtree Equity Prescient Fund was the benchmark peer group average quarterly return of +13.47% and the 12-month return of +0.54%. The Fairtree Equity Prescient Fund was 
the best-performing underlying fund, returning +41.06% over the quarter, as its resources and industrials exposure contributed positively to the best-performing underlying fund, returning +41.06% over the quarter, as its resources and industrials exposure contributed positively to 
performance. The position previously held by the Old Mutual Global Equity Fund was allocated to the Ninety One Global Franchise Feeder Fund performance. The position previously held by the Old Mutual Global Equity Fund was allocated to the Ninety One Global Franchise Feeder Fund 
over the quarter.over the quarter.

Asset allocation as at 30 May 2020 

Local Equity Local Property Local Bonds Local Cash Foreign

FG IP Neptune Growth FoF 44% 3% 13% 13% 27%
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FG IP MERCURY 
EQUITY FUND OF 
FUNDS

For periods until 30 June 2020

Performance and quartile ranking in sector | Launch date 15 August 2005

Year to date 6 months 1 year 3  years* 5 years* Since 
inception*

FG IP Mercury Equity FoF -3.82% -3.82% -2.00% 1.91% 1.30% 9.25%

FTSE/JSE Africa All Share (Total Return) -3.16% -3.16% -3.30% 5.11% 4.16% 11.92%

SA Equity General Category Average -8.02% -8.02% -7.52% 0.42% 0.31% 9.16%

1st Quartile 2nd Quartile 3rd Quartile 4th Quartile

*Data for longer than 12 months is annualised
Source: Morningstar, performance for A class shares
Annualised returns are period returns re-scaled to a period of 1 year

Underlying funds 

• 36ONE BCI Equity Fund • Ninety One Global Franchise Feeder Fund

• Coronation Optimum Growth Fund • Prudential Equity Fund 

• Fairtree Equity Prescient Fund • PSG Equity Fund

• Gryphon All Share Tracker Fund • Sesfikile BCI Property Fund

• Laurium Prescient Equity Fund • Truffle SCI General Equity

• Nedgroup Private Wealth Core Equity Fund

• Ninety One Equity Fund

Performance statistics 

Fund Benchmark

Highest 12-month performance 41.30% 48.30%

Lowest 12-month performance -31.68% -37.60%

% positive months 61.24% 61.80%

The FG IP Mercury Equity Fund of Funds returned + 22.58% in the second quarter of 2020 and -2.00% over the past 12 months, underperforming the The FG IP Mercury Equity Fund of Funds returned + 22.58% in the second quarter of 2020 and -2.00% over the past 12 months, underperforming the 
+23.18% quarterly return of the benchmark FTSE/JSE All Share Total Return Index while outperforming its 12-month return of -3.30%. The Ninety+23.18% quarterly return of the benchmark FTSE/JSE All Share Total Return Index while outperforming its 12-month return of -3.30%. The Ninety 
One Global Franchise Feeder Fund was the worst-performing underlying fund over the quarter, returning +10.68%, as the rand’s 2.74% appreciationOne Global Franchise Feeder Fund was the worst-performing underlying fund over the quarter, returning +10.68%, as the rand’s 2.74% appreciation 
relative to the US dollar detracted from performance. The position previously held by the Old Mutual Global Equity Fund was allocated to the Ninetyrelative to the US dollar detracted from performance. The position previously held by the Old Mutual Global Equity Fund was allocated to the Ninety 
One Global Franchise Feeder Fund over the quarter.One Global Franchise Feeder Fund over the quarter.

Asset allocation as at 30 May 2020 

Local Equity Local Property Local Bonds Local Cash Foreign

FG IP Mercury Equity FoF 74% 4% 0% 6% 17%



FG IP 
INTERNATIONAL 
FLEXIBLE FUND OF 
FUNDS
For periods until 30 June 2020

Performance and quartile ranking in sector | Launch date 17 October 2007

Year to date 6 months 1 year 3  years* 5 years* Since 
inception*

FG IP International Flexible FoF 11.95% 11.95% 17.09% 10.37% 9.29% 9.32%

Benchmark 14.11% 14.11% 20.36% 11.51% 10.29% 10.52%

Global - Multi Asset - Flexible Average 14.11% 14.11% 20.36% 11.51% 9.65% 9.30%

1st Quartile 2nd Quartile 3rd Quartile 4th Quartile

*Data for longer than 12 months is annualised
Source: Morningstar, performance for A class shares
Annualised returns are period returns re-scaled to a period of 1 year

Underlying funds 

• FGAM Global Cautious Fund • Ninety One Global Strategic Managed Fund

• FGAM Global Growth Fund • Ninety One Global Franchise Fund

• Nedgroup Investments Global Flexible Fund

Performance statistics 

Fund Benchmark

Highest 12-month performance 40.26% 34.52%

Lowest 12-month performance -16.99% -15.05%

% positive months 56.58% 59.48%

The FG International Flexible Fund of Funds returned +9.57% in the second quarter of 2020 and +17.09% over the past 12 months, outperforming The FG International Flexible Fund of Funds returned +9.57% in the second quarter of 2020 and +17.09% over the past 12 months, outperforming 
the benchmark peer group average quarterly return of +8.76% while underperforming the 12-month return of +20.36%. The FGAM Global the benchmark peer group average quarterly return of +8.76% while underperforming the 12-month return of +20.36%. The FGAM Global 
Cautious Fund was the worst-performing underlying fund over the quarter, returning +4.47%, as the fund’s relative lower allocation to global Cautious Fund was the worst-performing underlying fund over the quarter, returning +4.47%, as the fund’s relative lower allocation to global 
equities created a lag in performance. The position previously held by the Merian Global Equity Fund was allocated to the Ninety One Global equities created a lag in performance. The position previously held by the Merian Global Equity Fund was allocated to the Ninety One Global 
Franchise Fund over the quarter.Franchise Fund over the quarter.

Asset allocation as at 30 May 2020

Global Equity Global Fixed Income Global Cash  Global Property Local Cash 

FG IP International Flexible FoF 64% 5% 23% 5% 3%

USD GBP EUR JPY Other ZAR

Currency Breakdown 64% 4% 12% 5% 12% 3%
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MARKET PERFORMANCE

Index Asset Class 3Q 2019 4Q 2019 1Q 2020 2Q 2020 Last 12 months Year to Date 2020*

STeFI Composite Index Local Cash 1.79% 1.74% 1.69% 1.46% 6.86% 3.18%

BEASSA ALBI Total Return Index Local Bonds 0.74% 1.73% -8.72% 9.94% 2.85% 0.36%

FTSE/JSE SA Listed Property 
Index (Total Return)

Local Property -4.44% 0.58% -48.15% 20.43% -39.98% -37.56%

FTSE/JSE Africa All Share Index 
(Total Return)

Local Shares -4.57% 4.63% -21.38% 23.18% -3.30% -3.16%

JP Morgan World Govt Bond 
Index (USD)

Global Bonds 1.14% -0.52% 3.10% 1.46% 5.24% 4.60%

EPRA/NAREIT Global Index 
(USD)

Global Property 2.49% 2.63% -29.10% 8.93% -18.76% -22.77%

MSCI AC World Index (USD) Global Shares -0.53% 8.56% -21.74% 18.66% 0.28% -7.14%

USD/ZAR (+ weaker ZAR, - 
stronger ZAR)

Exchange Rate 7.49% -7.65% 27.45% -2.74% 23.06% 23.96%

*(Return until 30 June 2020)*(Return until 30 June 2020)
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ARCHITECTS 
OF SENSIBLE 
INVESTMENT 
SOLUTIONS

DISCLOSURE: Collective Investment Schemes are generally medium to long term investments. The value of participatory interests or the 
investment may go down as well as up. Past performance is not necessarily a guide to future performance. Collective investment schemes 
are traded at ruling prices and can engage in borrowing and scrip lending. A schedule of fees and charges and maximum commissions is 
available on request from the manager. The Manager does not provide any guarantee either with respect to the capital or the return of a 
portfolio. Fund of funds and feeder funds invest in portfolios of other Collective Investment Schemes that levy their own charges, which 
could result in a higher fee structure for the fund of funds. The Manager retains full legal responsibility for the Fund, regardless of Co-Naming 
arrangements. Transaction cutoff time is 14:30 daily. Each portfolio may be closed for new investments. Valuation time is 15:00 (17h00 
at quarter end) and 20:00 for fund of funds and certain funds with significant investments in CIS. Prices are published daily and available 
newspapers countrywide, as well as on request from the Manager. IP Management Company (RF) Pty Ltd is the authorised Manager of the  
Scheme – contact 021 673 1340 or clientservices@ipmc.co.za. Standard Bank is the trustee / custodian – contact compliance-IP@standardbank.
co.za. Additional information including application forms, the annual report of the Manager and detailed holdings of the portfolio as at the last 
quarter end are available, free of charge, from clientservices@ipmc.co.za. IP Management Company is a member of ASISA. Financial Advisor fees 
as agreed between the Investor and the Advisor may apply and payment to the Advisor will be facilitated on behalf of the Investor. A statement of 
changes in the composition of the portfolio during the reporting period is available on request. The portfolio may include foreign investments and the 
following additional risks may apply: liquidity constraints when selling foreign investments and risk of non-settlement of trades; macroeconomic and 
political risks associated with the country in which the investment is made; risk of loss on foreign exchange transactions and investment valuation 
due to fluctuating exchange rates; risk of foreign tax being applicable; potential limitations on availability of market information which could affect 
the valuation and liquidity of an investment. All of these risks could affect the valuation of an investment in the fund.

DISCLAIMER: This document is for information purposes only and is not intended for the solicitation of new business. FG Asset Management shall 
not accept any liability or responsibility of whatsoever nature and however arising in respect of any claim, damage loss or expense relating to or 
arising out of or in connection with the reliance by anyone on the contents of this document. This quarterly report should be read in conjunction with 
the relevant FGAM Fund of Funds MDD. FG Asset Management is a licenced Financial Services Provider FSP number 20987.

www.fgam.co.za

CONTACT US

CAPE TOWN:

Borland Financial Services Group (Pty) Ltd
Sarah Crone: sarah@fgip.co.za
Tel: 082 321 4550

DURBAN:

Borland Financial Services Group (Pty) Ltd
Mike Borland: mikeb@fgip.co.za
Sarah Crone: sarah@fgip.co.za
Tammy Loots: tammy@fgip.co.za
Dee Sunny: dee@fgip.co.za 
Tel: 031 202 9113

Harcourt Martens & Associates (Pty) Ltd
Sandy Aitken-Rose: sandy@fgip.co.za 
Tel: 082 576 2371

JOHANNESBURG:

Bear Vision Investment Services (Pty) Ltd
Klaas Venter: klaas@fgip.co.za
Tel: 011 431 1201

FG Family Office (Pty) Ltd
Hendrik Fourie: hennie@fgic.co.za
Riaan Kemp: riaan@fgic.co.za
Tel: 011 782 1200

Finleks (Pty) Ltd
Jacques du Plessis: jacques@fgip.co.za
Tel: 011 552 7345

FIRSTGLOBAL Capital (Pty) Ltd
Ernst Beukes: ernst@fgip.co.za
Tel: 011 476 0676

PRETORIA:

FIRSTGLOBAL Capital (Pty) Ltd
John Swart: john@fgip.co.za
Jan Labuschagne: jan@fgip.co.za
Karen Kruys: karen@fgip.co.za 
Tel: 012 460 5007

Global Wealth Advisory 
Kobus Venter: kobus@fgip.co.za
Adri Viljoen: adri@fgip.co.za
Tel: 012 460 5007

RICHARDS BAY:

Harcourt Martens & Associates (Pty) Ltd
Mike Harcourt: mikeh@fgip.co.za
Louwrens Badenhorst: louwrens@fgip.co.za
Tel: 035 789 8525


