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2021 got off to a positive start with most 
markets reaching new highs
The year started off on a good note with growing confidence 

in successful vaccine rollouts across the world. Equity markets 

continued on their growth trajectory with most markets reaching 

new highs – supported by yet another US fiscal stimulus package. The 

MSCI World Index rose by 5.74% (in base currencies) over the first 

three months of the year while the FTSE/JSE All Share Index rose  

by a healthy 13.14%, mostly supported by the surge in the 

resources and retail sectors.

Opinions on what to expect for the rest of the 
year vary, but are generally optimistic
A much-feared third wave of COVID-19 cases now also seems to 

fade and while opinions are varied about what to expect for the 

rest of the year, the general outlook is positive. Key indicators that 

we will be watching closely over the rest of the year are US dollar 

strength, global inflation trends, and government debt levels.

In this edition, we once again share expert 
insights from industry professionals
This edition of GLOBAL BRIEF is once again packed with interesting 

contributions from a number of experts from our selected range 

of fund management companies playing significant roles in the 

management of FG funds.

Alwyn van der Merwe, Director of Investments at Sanlam Private 

Wealth, provides an excellent overview on markets, a summary of 

what took place in 2020, and shares their views on the foreseeable 

future.
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EDITORIAL COMMENT (CONTINUED)

Jannie Leach, Head of Core Investments at Nedgroup Investments, 
delves further into the case for offshore investing and the dilemma 
most South African investors are facing.

Iain Power, Portfolio Manager of the Nedgroup Investments 
Balanced Fund and Director and Chief Investment Officer at 
Truffle Asset Management, takes a look at emerging markets and 
the impact of COVID-19 vaccines in those regions.

Aadil Omar, Head of Equity Research at Prudential Investment 
Managers, writes about market complexity and how to optimise 
returns under these conditions.

Paul Hutchinson of Ninety One (formerly Investec Asset 
Management) shares some research and observations on behavioural 
finance and why investors should stay invested in equities in his 
article “Cash costs money over the longer term”.

Kingsley Williams, Chief Investment Officer at Satrix, discusses 
environmental, social and governance investing and using index 
funds to gain exposure to this growing investment theme.

We hope you enjoy the read.

The FG Asset Management Investment Team
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ECONOMY ON THE 
MEND, BUT SIDE 
EFFECTS LINGER

Adapted from an article by 
Alwyn van der Merwe 

Director of Investments 
Sanlam Private Wealth

Financial markets got off to a strong start in 
2021, but can this be sustained? 
The global economy is well on the road to recovery from the severe 
recession that followed the outbreak of COVID-19 in March 2020, 
and financial markets are off to a strong start this year. But while 
the patient may be healing, the lingering side effects may yet have 
a significant impact over both the short and the long term. Can we 
realistically expect the positive trend in financial markets to be 
sustained in 2021? Crucially, how should investors position their 
portfolios in a world still plagued by so much uncertainty?

Our world entered the second year of the 
decade faced with a vastly different reality 
than it did the first 
At the start of last year, we were all talking about the global 
economy potentially nearing the end of a very mature upcycle, how 
the synchronised global growth narrative was running its course, 
and how the decade-long equity bull market may not be repeated 
into 2020.

Needless to say, no one could predict the 
dramatic end to the cycle in late February and 
early March 2020
We all know the gory details – the global economy collapsed very 
suddenly into a severe recession, and investors scrambled for safe 
havens such as gold and the sovereign bonds of developed markets 
as the crisis deepened and global equity markets plummeted.

The policy response by economic authorities 
however meant that the global economy 
recovered well
Unlike during the global financial crisis of 2008/2009, however, 
economic authorities sprang into action, pulling out all the 
stops to try and cure the patient. Global central banks provided 
extraordinary levels of monetary stimulus in the form of low 
interest rates and relief packages worth trillions of dollars. The 
extremely aggressive policy response had the desired effect – the 
global economy recovered well in the second half of the year.

On the financial markets, investors preferred 
to look forward
Despite the fact that we clearly weren’t out of the woods yet, the 
markets responded as if the shot in the arm by the authorities had 

given the patient a clean bill of health. There was a phenomenal 
rebound in risky assets, and equity prices ticked up markedly – in 
fact, the NASDAQ Composite gained an astonishing 34% towards 
the end of the year.

In the developing world, including South Africa, financial markets 
followed the global trend – a sell-off, followed by a recovery, 
albeit not one as spectacular as that of the developed world. On 
the economic front, there was a similar pattern – emerging market 
economies rebounded, but they generally didn’t eclipse the growth 
story of advanced economies. The exception was China, which 
closed the year with a positive 2.3% growth rate in 2020 – a truly 
exceptional outcome against a background of severe challenges.

Is the general investor optimism justified in 
light of the lingering side effects?
The positive investor sentiment has so far continued into 2021. 
Is the general optimism justified? Can we realistically expect the 
upward trend in financial markets to continue in 2021? Against the 
backdrop of a tumultuous 2020, we can’t ignore the lingering side 
effects of the consequences of the pandemic just yet. In our view, 
investors need to take note of four main factors likely to have an 
impact on financial markets this year:

1. The most important “medicine” to ensure the continued 
recovery in global economic activity will remain the rapid, 
widespread and efficient distribution of the various vaccines 
worldwide – market perception around the efficacy of the 
rollout will drive investor sentiment and financial market 
movement over the short term. While vaccine delivery has 
been slower than anticipated in some parts of the world, most 
countries appear to at least have the right strategies in place.

2. It will also be crucial that the success of the vaccine drive 
leads not just to a temporary rebound, but to sustained 
economic growth in both developed and emerging markets. 
The World Bank has issued a 4.0% global growth forecast 
for 2021, with China’s economy expected to expand by 7.9% 
this year – but policymakers will have to rotate from income 
support to growth-enhancing policies to ensure this recovery 
is sustainable over the long term.

3. Why is this important? All things being equal, an improvement 
in economic activity is likely to filter down to continued, 
although uneven, recovery in corporate earnings. As we’ve 
said before, the performance of financial assets is simply a 
function of growth in income or profits and a change in investor 
sentiment. The recovery in equity prices in the second half of 
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ECONOMY ON THE MEND, BUT SIDE  
EFFECTS LINGER (CONTINUED)

2020 was largely based on improved investor sentiment. Now 
we have to witness an improvement in financial performance 
or profits to support these asset prices.

4. A further crucial consideration for investors is valuation 
– across all asset classes. Investors’ upbeat view on the 
prospects of risky assets has led to some fairly aggressive 
valuations in equity markets worldwide. In terms of their 
own history, many companies – especially the large-cap US 
information technology stocks – are trading at highly elevated 
levels. This phenomenon doesn’t only relate to equity 
valuations but is perhaps even more valid when we assess 
the valuations of bonds in the developed world. On a relative 
basis, global bonds are even more expensive than equities. 
European government bonds are trading at negative yields 
and in the US, the yield is trading at around 1%, which doesn’t 
leave much upside in terms of investment performance.

The bulls and the bears – it’s clear that the 
prospects for 2021 remain fraught with 
uncertainty 

I must admit I’ve seldom seen such strong arguments for both 
bearish and bullish outlooks for financial markets.

The bulls argue that there is sufficient global economic momentum 
to translate into higher earnings, and that – at least in the 
developed world – the vaccine rollout and its initial results are 
meeting expectations. The liquidity created by central banks 
is looking for a home, and this has created natural demand for 
equities, since bonds don’t look attractive given current interest 
rates.

The bears, on the other hand, argue that the positive outlook 
regarding the rollout and the efficacy of the vaccines is already 
baked into the prices of equities, so any disappointment with regard 
to the rollout is likely to influence financial asset prices negatively. 
They also argue that although short-term economic recovery will 
most likely happen, the side effects of the stimulus effort have 
created enormous debt levels – largely at government level – that 
will need to be addressed in future. This expected deleveraging 
(reduction in debt) is likely to reduce economic growth potential. 
Finally, the bears correctly point to speculative behaviour, as 
evidenced by retail investors in the US driving selective equity 
prices to levels bearing no relevance to the earnings potential of 
companies. This behaviour can change overnight.

Positioning portfolios
What are investors to make of all this, and how can they best 
position their portfolios in the face of such diverging viewpoints? 

Local equities remain the most promising asset 
class 
Taking into account both the bull and the bear arguments, our 
view is that – given the lack of alternatives – equities remain 
the most promising asset class for investors this year. From a 
valuation perspective, we are biased towards South African 
equities, which are currently looking more attractive than their 
global counterparts as investors have taken a dim view of the local 
macro outlook. We suggest a neutral stance with regards to global 
equities.

Caution is advised when considering investing 
in “big gun” information technology shares
Why do we hold this view? The NASDAQ Composite and the 
S&P 500 indices are largely being driven by only six or seven 
very expensive “big guns”. These information technology shares 
had obvious advantages in a COVID-19 environment and have 
produced more than admirable results, but our view is that the 
average investor has made a common error in “uncommon times” 
by extrapolating the current trend favouring these companies as 
if it will become the long-term norm. As a result, our view is that 
these companies – which are dominating the headline indices – are 
simply overpriced and caution needs to be applied when investing 
aggressively in these names.

Having said this, there are still many quality companies that are 
trading at substantially lower ratings than some of the top names 
driving the global indices.

While local bonds are looking attractive 
compared to global bonds, there’s a cap on 
upside potential
What about interest-bearing assets, which tend to provide a 
‘buffer’ in a portfolio in times of uncertainty? Given their low 
yields, global bonds don’t make much sense in a multi-asset 
portfolio right now. Local bonds, on the other hand, are looking 
quite attractive. However, South Africa’s current fiscal dilemma 
will certainly cap the upside performance potential of this asset 
class. Ten-year government bonds are trading at around 9% and 
with inflation expected to hover at about 4%, they’ll provide a yield 
after inflation of around 5%.

The property sector will continue facing 
challenges
On the property front, I believe that from an operational 
perspective, it will be extremely tough in the current environment 
for property companies to grow distributions from their 2019 
levels. 

A last word
In general, we’re of the view that economic authorities will 
continue their efforts to keep global economic momentum going 
on a sustained basis. There’s also a new incumbent in the White 
House, who is likely to take a friendlier international stance, and 
uncertainty regarding Brexit is now over – both of which will be 
positive for financial markets over the short term. The key factor, 
however, will be the success of the global rollout of vaccines.

Financial markets will remain highly sensitive to anything 
suggesting that economic activity may disappoint on the downside 
and are likely to remain volatile. However, this is in our view no 
reason for investors to shy away from risk.
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A question that is debated across many 
markets around the world is: What 
percentage of my portfolio should be invested 
offshore?
This is especially the case during times of political or economic 
duress when investors seek refuge in markets outside of their 
home countries. Unfortunately, this is often the wrong time to 
ask the offshore allocation question as it is highly likely that their 
home currency and markets had significantly declined by the time 
they started panicking. As an example, in 2001 the South African 
rand weakened from around R8 to over R12 to the US dollar. Many 
South African investors panicked and moved their assets offshore. 
Over the next decade the rand strengthened by over 5% per year, 
wiping out any returns they may have received from their offshore 
investment holdings.

A major problem with the offshore allocation 
question is that it is asked from the 
perspective of an investor with a home bias 

In most countries around the world, investors have an overweight 
to their domestic market’s equities and bonds relative to a global 
market cap index. This overweight is described as having a home 
bias. Over the past few decades, the case for a home bias has 
become less convincing as global investment vehicles have become 
more accessible to investors and offer greater diversification. 
Incorporating global investments into the strategic asset allocation 
of an investor should also reduce the potential investor behaviour 
penalty often incurred when money is invested offshore after  
bad news.  

Figure 1 shows the home biases within 
pension funds from different countries across 
the world 
Australia has one of the biggest home biases at 26 times its FTSE 
All World Index weighting. South Africa, on the other hand, is 
129 times its index weighting! This clearly poses significant 
concentration risks relative to investors from other countries. 

Figure 1: Home biases in pension funds across the world
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In South Africa, we have already seen a 
big move towards offshore investing in the 
discretionary space
Accessibility has become easier through direct UCITS funds, local 
and offshore platforms, and offshore rand-denominated feeder 
funds. We have also seen increased usage of offshore feeder funds 
in living annuities, which don’t have to comply with the offshore 
limits of Regulation 28.

If we see further relaxations of exchange controls over the next 
decade, this trend will likely include a much broader spectrum of 
South African investors, not just high net worth (HNW) individuals. 
It will also have an impact on how financial planning is done from 
cradle to grave and how global investing is introduced into an 
investor’s portfolio. These changes will also have an impact on the 
risk profiles of multi-asset unit trusts that generally comply with 
Regulation 28 and that cater for compulsory and discretionary 
investments.

To mitigate the home bias, investors must 
consider the global market portfolio
To untangle the home bias dilemma, one needs to change the 
investor’s perspective from a home-biased portfolio to the most 
diversified “unbiased” portfolio, namely the global multi-asset 
market portfolio. The global market portfolio (GMP) represents 
the views of all market participants across the globe in respect to 
the values of each asset class. This portfolio therefore represents 
the only truly “passive” or market portfolio and is therefore the 
one true benchmark for all investors’ strategic asset allocation 
weightings. Figure 2 illustrates how the GMP’s asset class 
weightings have changed over a nearly 60-year period.

Figure 2: Historical asset allocation of the global market portfolio

THE HOME BIAS 
DILEMMA – HOW 
DO YOU DETERMINE 
THE RIGHT LEVEL OF 
OFFSHORE EXPOSURE?

Adapted from an article by 
Jannie Leach

Head of Core Investments
Nedgroup Investments

Source: Historical returns of the market portfolio (Doeswijk, RQ; Lam, TW; Swinkels, L)
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The GMP average asset allocation over the past 60 years has been around 51% equity, 3% property, 44% bonds (government and credit) 
and 2% commodities. The Nedgroup Investments Core Global Fund (and Feeder Fund), which has a combined equity and property allocation 
of 75%, can be viewed as a higher equity version of the GMP. The Nedgroup Investments Core Global Fund could in theory be used by any 
pension fund investor across the world as it has no overweight to any home country. It is therefore a useful starting point to evaluate the 
impact of home biases in achieving investors’ return objectives.

Unpacking the home bias dilemma for a South African investor
In order to deal with the home bias dilemma for a South African investor, we have modelled balanced funds using different combinations 
of the Nedgroup Investments Core Diversified Fund and the Nedgroup Investments Core Global Feeder Fund. This allowed us to study the 
trade-offs between broader diversification and increased volatility due to the currency. We also studied the tax benefits within compulsory 
and tax-free investment structures for funds with different home biases. These factors are important as retirement savings must match the 
investor’s future rand-based liabilities. 

The impact of home biases on concentration risk 

Figure 3 summarises the result for four portfolios covering: no home bias, 35% (half of Regulation 28), 50% and 70% (Regulation 28) 
home biases. One can see how the concentration risk increases proportionately to the home biases as measured by the first four rows. 
The two combined portfolios illustrate how higher offshore allocations within a balanced fund can reduce these concentration risks.

Figure 3: Level of concentration risk for four portfolios with different home biases 

Core Global Feeder
51% Core Global FF/ 
49% Core Diversified

29% Core Global FF/
71% Core Diversified

Core Diversified (Reg 
28)

Home bias 1.0% 35.0% 50.0% 70.0%

Largest holding 2.6% 2.6% 3.7% 5.2%

Top 10 equity holdings 10.7% 13.0% 16.0% 22.6%

Top 100 equity holdings 29.8% 38.1% 45.7% 57.2%

Equity home bias (vs weight in 
FTSE All World Index)

R2 851 876 15.1% R391 772 9.6%

Currency exposure* None 68x 97x 136x

* We have assumed that around 60% of earnings of shares listed on the JSE are derived outside of the country, the so called ‘rand hedged’ shares. 

Source: Nedgroup Investments

The impact of home biases on taxes on discretionary and compulsory investments
Figure 4 looks at the impact of taxes on discretionary and compulsory investments. Compulsory investments include retirement vehicles 
such as employer pension funds, retirement annuities and preservation funds. Tax-free investments would deliver the same returns as 
compulsory investments. One can see “home” assets benefit more from the tax savings within compulsory structures. The four portfolios 
deliver similar returns for discretionary investments.

Figure 4: Taxes on discretionary and compulsory investments for four portfolios with different home biases 

Core Global Feeder
51% Core Global FF/ 
49% Core Diversified

29% Core Global FF/
71% Core Diversified

Core Diversified  
(Reg 28)

Home bias 1.0% 35.0% 50.0% 70.0%

Impact of taxes on dividends and interest

Dividend withholding taxes - 0.30% - 0.34% - 0.35% - 0.37%

Income and interest tax (45%)* 0.0% - 0.20% - 0.35% - 0.54%

Discretionary yield reduction -0.30% -0.54% -0.70% -0.91%

Compulsory yield reduction -0.30% -0.20% -0.16% -0.10%

Impact of - 0.53% costs (TIC) and taxes (above) on median annual real returns over rolling 30-year periods**

Median before costs and taxes 5.8% 6.1% 6.2% 6.4%

Discretionary median 4.9% 5.0% 5.0% 5.0%

Compulsory median 4.9% 5.3% 5.5% 5.8%

*  We have assumed the maximum tax that a HNW individual can pay but taken costs into account as cost get deducted before income is distributed in a unit trust
** Source data: Dimson, Marsh and Staunton, global data 1900 to 2019 using the new asset allocation weightings and Total Investments Charges (TIC) of the two Core Funds. 

Source: Nedgroup Investments 

THE HOME BIAS DILEMMA – HOW DO YOU 
DETERMINE THE RIGHT LEVEL OF OFFSHORE 
EXPOSURE? (CONTINUED)
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THE HOME BIAS DILEMMA – HOW DO YOU 
DETERMINE THE RIGHT LEVEL OF OFFSHORE 
EXPOSURE? (CONTINUED)

The impact of home biases on the range of 
returns over different rolling periods
Figures 5 to 7 illustrate the impact of home biases on the range 
of returns over different rolling periods. A portfolio with no home 
bias has the widest range of returns as measured by the difference 
between the 5th and 90th percentile rolling returns. It is interesting 
to note that a portfolio with a 50% home bias has a narrower 
range of returns over rolling one-year periods - illustrating some 
of the diversification benefits. It makes this portfolio suitable to 
investments where income is withdrawn, for example within living 
annuities.     

This research indicates that if legislation allows for higher offshore 
allocations one could easily reduce the home bias to 50% or even 
35% and still have portfolios that have reasonable ranges of returns 
over rolling five-year periods. Increasing the offshore allowance 
will of course lead to greater variation in relative performance 
between funds in a given ASISA category. 

Figure 5: Range of returns over rolling one-year periods for four 
portfolios with different home biases

-22,0%
-19,7%

-17,2%
-14,6% -15,5%

28,4%
26,6%

23,0% 23,6% 23,8%

5,9% 5,6% 6,3% 6,5% 6,5%

-30%

-20%

-10%

0%

10%

20%

30%

-30%

-20%

-10%

0%

10%

20%

30%

No home bias 20% 35% 50% 70%

An
nu

al
ise

d 
RE

AL
 re

tu
rn

s r
el

at
iv

e 
to

 a
 R

eg
 2

8 
po

rt
fo

lio
 (g

ro
ss

 o
f f

ee
s a

nd
 ta

xe
s)

Home bias

5th 90th Median

 
Source: Dimson, Marsh and Staunton, global data 1900 to 2019

Figure 6: Range of returns over rolling five-year periods for four 
portfolios with different home biases 
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While the ranges of the returns over the different rolling periods 
don’t differ too much across the three portfolios with home biases 
(35%, 50% and 70%), the different home bias allocations can make 
a material difference in annual returns over the short term. We 
have illustrated this in Figure 7 where we compare the annual 
returns relative to the 70% home bias portfolio.

Figure 7: Deviation in annual returns relative to a portfolio with a 
70% home bias (Regulation 28)

Source: Dimson, Marsh and Staunton, global data 1900 to 2019

How can you practically reduce your home bias?
The offshore exposure in your retirement savings is currently 
capped at 30%. This means that if you want to increase your offshore 
allocation for long-term savings to 50% or 65% you need to use 
additional investment vehicles. A tax-free investment (TFI) would 
be your first port of call as it also offers tax savings. Retirement 
and TFI vehicles unfortunately have annual contributions limits:

• Retirement funds - 27.5% of your gross annual salary capped 
at a maximum amount of R350 000 (or R29 167 per month)

• TFI - R36 000 per year or R3 000 per month

Any additional offshore exposure can be obtained by using unit 
trusts without investment wrappers (discretionary). Figure 8 
illustrates how one can target a 50% home bias in monthly savings 
contributions using a combination of the Nedgroup Investments 
Core Diversified Fund (or Core Accelerated Fund) with the 
Nedgroup Investments Core Global Feeder Fund within retirement 
vehicles, TFIs and discretionary unit trusts. 

Figure 8: Targeting a 50% home bias in monthly savings 
contributions 

Monthly  
contributions

Retirement 
vehicles

Tax-free 
investments Discretionary UT

R 5 000 R 3 550 R 1 450 R 0

R 10 345 R 7 345 R 3 000* R 0

R 25 000 R 17 750 R 3 000* R 4 250

R 40 833 R 29 167** R 3 000* R 8 667

R45 305 R 29 167** R 3 000* R13 138

71 % Core Diversified or 
Core Accelerated Funds

29% Core Global Feeder Fund

*  Tax-free investment limit
** Maximum income tax deductible retirement contribution 

Source: Nedgroup Investments
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THE HOME BIAS DILEMMA – HOW DO YOU 
DETERMINE THE RIGHT LEVEL OF OFFSHORE 
EXPOSURE? (CONTINUED)

One can see how once the TFI limits have been reached additional 
investments are made through discretionary unit trusts. The 
final example illustrates how one would utilise the tax savings on 
home-biased (Regulation 28) investments and shift the offshore 
exposure to a discretionary unit trust.

Home biases in pension portfolios is a global 
phenomenon and can be reduced using a variety 
of investment options 
Reducing your home bias has a definite diversification value but 
one should not discount the impact of tax savings on long-term 
investments. The home bias debate is ultimately about balancing 
concentration risk with matching future liabilities in your home 
country. It will be different for everyone depending on their 
circumstances and future liabilities. The home bias within a 
Regulation 28 portfolio is however higher than what is required 
by most investors. Aiming for a 50% home bias should reduce 
concentration risk while still retaining some of the tax savings 
advantages on home assets.

The home bias debate is 
ultimately about balancing 
concentration risk with 
matching future liabilities 
in your home country. It will 
be different for everyone 
depending on their 
circumstances and future 
liabilities.
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There is a lot of rhetoric in the market about the 
shift to emerging market value
Locally, some of the COVID-19 restrictions have been eased and 
the first vaccines have arrived in the country. What does this mean 
for the local equity market in South Africa and can we make any 
assumptions?

The rollout of the COVID-19 vaccine should 
continue to support emerging market and value 
shares
To get perspective on this issue, one must take a step back to  
9 November 2020 when viability of the COVID-19 vaccine was 
announced. That was the event that precipitated the movement 
of many investors to switch into some of the bombed-out, more 
cyclically and economically sensitive assets. We saw a substantial 
rally in many markets as a result. This included emerging markets 
but also value shares, which have massively underperformed growth 
over the last 10 to 15 years. So the question is: With the vaccines 
being rolled out around the world, does this mean that there could 
be further legs to some of these value shares and emerging markets 
- and vis-à-vis some of the real growth names that have done well for 
investors but are frankly quite punchy?

We think the answer is yes. We also think there will be a lot of 
volatility as the vaccines roll out. The world and South Africa will 
face real challenges as the process unfolds. However, by-and-large 
the world will be able to do this. In fact, the US and UK are already 
successfully accelerating their vaccine rollout programmes and by 
the Northern Hemisphere summer, we expect that they will be well 
into their inoculation programmes.

The economic tide is turning, and emerging 
market valuations are relatively cheap
Subsequently, the earnings recovery and prospects for cyclically 
focused companies that depend on the economic tide coming in will 
likely look better into the second half of this year and 2022. The big 
positive here is that the valuations are significantly cheaper than 
developed markets and the MSCI Growth Index.

So, while everyone is wondering if the view that emerging markets 
is the place to be is a consensus view, we believe that emerging 
markets are still under-indexed by historic comparisons. Even if 
investors were to get back to medium emerging market exposure 
— which is close to 9% — it implies R250 billion of cash going into 
emerging markets.

Confidence in the vaccine may see investors 
switching out of some of the popular growth 
companies
Furthermore, as investors become more certain about the vaccines, 
we will start seeing more and more investors switch and rotate out 
of some of the popular growth (but expensive) companies. However, 

we wouldn’t be surprised to see some volatility in the markets 
amidst all of this in the first half of the year as governments try to 
get on top of the vaccines and their rollout. 

South Africa’s late vaccine rollout will mean that 
economic recovery will be slower
Unfortunately, from a South African perspective we do have a 
problem. We were late to the party with the vaccines and many 
other emerging market countries have already started rolling out 
their vaccines. All this means is that South Africa is going to be six 
to eight months behind the rest of the countries in terms of growth.

The rest of the world is likely to catch up to 
China, resulting in a global growth cycle
We can see a scenario in 2022 where we once again have a 
global synchronisation of growth. It’s important for investors 
to understand what this means. China has managed to control 
COVID-10 in a way that many developed market countries haven’t, 
given that they command and control the economy. So, what we will 
likely see is that the rest of the world is going to start to catch up 
with China and that is going to introduce a big economic impulse 
into the global growth cycle towards the end of the year and into 
2022.

Increased investor confidence and fiscal stimulus 
from governments will be good for emerging 
markets
Interestingly, after the Spanish flu, once the world had the pandemic 
behind them, there was a massive boom. While we may not see 
it to the same extent in this instance, people are going to splurge 
because savings have gone up over the period, looking at the 
savings rate versus GDP. There is also lots of fiscal stimulus that 
governments are pumping into the market and we think that sets 
the global economic cycle up for quite a strong push — which is good 
for emerging markets.

So, is this good for South Africa?
There are still some pockets of opportunity in terms of value in South 
Africa. When one looks at value in South Africa, it is cheap relative 
to emerging markets — and within a developed market context we 
screen very well in terms of valuations. 

However, a caveat we must overlay is the structural problems facing 
South Africa. Companies’ ability to grow has come down, but it is still 
fair to expect that South Africa in general and many local stocks as a 
result will get dragged up by the global recovery. We see opportunity 
in healthcare, and the insurers and some banks look attractive to us. 
We also anticipate that dividends will come back now, and when you 
can get dividend growth of nearly 10% you don’t need much capital 
growth. So, there are opportunities in South Africa.

HOW DOES THE 
COVID-19 VACCINE 
IMPACT THE OUTLOOK 
FOR EMERGING 
MARKET EQUITIES?

Adapted from an article  
by Iain Power 

Portfolio Manager 
Nedgroup Investments 
Director and CIO
Truffle Asset Management
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2020 — THE YEAR THE 
WORLD REMAINED 
COMPLEX

Adapted from an article  
by Aadil Omar

Head of Equity Research
Prudential Investment Managers 

At the end of 2019 we were blissfully unaware 
of what was to come
Do you remember your holiday season at the end of 2019? To 
many readers it will likely be recalled as a less troubling time. 
You probably walked into the festive cheer reminiscing about the 
monumental shifts that occurred during the past two decades since 
the humdrum of the Y2K bug, but nevertheless looking forward to 
the third. Promising possibilities lay ahead. 

Had we known what was coming, a touch of 
pessimism would not have been unfounded
Now imagine you knew all the mayhem that would descend over 
the world in this, the 20th year since the turn of the millennium. 
Imagine you knew that a respiratory virus would cast a long 
shadow over the world, rising – as the sun does – in the east before 
sweeping westward over the globe. And then it made itself at home 
the world over. In addition to the healthcare crisis, imagine you had 
the insightful knowledge that the year 2020 would also be host to 
one of the deepest global economic recessions in living memory, 
plunging millions of people into unemployment and reducing 
once-towering companies to pale shadows of their former selves. 
Given all the pain and suffering, distress and financial hardship, 
loneliness and emotional tumult brought on by this microscopic 
virus, you would be forgiven for feeling somewhat less optimistic 
about the future. A touch of pessimism would not have been 
without cause.

The COVID-19 pandemic affected every single 
person worldwide in real time
If this narrative made you somewhat uneasy, I sympathise – 
writing it was equally unsettling. Despite the uneasiness, there 
is something surreal about the drama that is COVID-19 and its 
off-shoots. It is one of the few narratives universally understood 
and relatable to just about everybody reading this. COVID-19 
is probably the first disease (in living memory) the world has 
suffered collectively in time. It is also likely the first time the 
phrase “we’re all in this together” has proved true on some level. 
Equally, COVID-19 was also the first time our species confronted a 
complex problem in real time.

Financial markets shrugged off the threat
The US bull market before COVID-19 was often scoffed at – I recall 
a commentator referring to it as “the most hated bull market of 
all time”. Many investors sounded alarm bells as they watched the 
market continue to rise into the news of COVID-19 all the way 
to the end of February 2020. Although the sell-off was probably 
accompanied by a fair amount of panic, when it finally cracked 
many investors sighed a breath of relief - the markets were finally 
behaving in a way that was sensible and congruent to the way 
we were feeling as locked-down citizens of the world. Market 
rationality prevailed. 

Surprisingly, the S&P 500 traded below its 
price level for only 43 days
For the S&P 500, the correction lasted all of 43 trading days (see 
Figure 1). Perhaps the price action was rational, but the cries 
of many market pundits shouting in disbelief at the market’s  
irrationality still grows louder.
 
Figure 1 tracks the daily change in price of the S&P 500 relative 
to its price level a year ago. Over the 2020 calendar year, the 
Index traded below its level from a year ago for only 43 days (or 
16% of the time). This in a year when most people would probably 
agree with the narrative that the world is somewhat different and 
perhaps a little scary.  

Key take-outs
• Despite the seriousness of the global pandemic, global 

equities (as proxied by the S&P 500) seemingly shrugged 
this threat off by trading below their 12-month levels for 
only 43 days.

• Many people thought this comprised irrational behaviour, 
but it actually reflected the complexity of global equity 
markets and the vast number of influences and actors 
that comprise them.

• The more accepting we are of market complexity, the 
better able we are to identify and optimise for those 
elements that are in our influence.
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2020 - THE YEAR THE WORLD REMAINED 
COMPLEX (CONTINUED)

When something is widely relatable it seems 
only obvious
When a phenomenon is as widely relatable as our experience of 
COVID-19 has been it has the potential of framing our world view 
completely. We then expect all other phenomena we encounter 
to comply with this view, to live within this frame. The idea that 
financial markets shrug off the plainly obvious, albeit negative, 
reality we observe seems preposterous. It is not in the frame. We 
can only but conclude that the market and some market participants 
must be irrational and behaving in a way that is counter to reality. 
This may well be so. But consider the alternative: These comments 
might hint more at an underappreciation of the complexity of 
market mechanisms than they say about the rationality of the 
market.

Global equity markets are complex, and the 
influences are many
When we observe real-world phenomena and attempt to translate 
them into market prices in a direct real-time (or linear) fashion, we 
fail to appreciate the emergent properties of a complex system. 
Or as the erudite mathematician and father of fractal geometry, 
Benoit Mandelbrot, explains, we should recognise there are indeed 
endogenous features within the market:

“Prices are not driven solely by real-world events, news, and 
people. When investors, speculators, industrialists, and bankers 
come together in a real marketplace, a special, new kind of 
dynamic emerges – greater than, and different from, the sum of the 
parts. To use the economists’ terms: In substantial part, prices are 
determined by endogenous effects peculiar to the inner workings 
of the markets themselves, rather than solely by the exogenous 
action of outside events.” 

This complexity makes it difficult to predict 
market movement
The market exists at the intersection of a vast number of 
participants, each with their own evaluations, motivations and 
specific needs. The emergent complexity makes for routine 

surprises and inexplicable gyrations. While many times a credibly 
sounding and easily understood rationale is identified after the 
fact (ex-post), our ability to precisely identify causes and effects 
ahead of the moment (ex-ante) remains elusive. 

Complex means non-compliant to expectation 
Brenda Zimmerman of York University and Sholom Glouberman 
of the University of Toronto, professors who study the science 
of complexity, have proposed a distinction among three different 
kinds of problems in the world: the simple, the complicated, and 
the complex. Simple problems have neatly consistent logical 
processes, like baking cake from a mix. Following the recipe brings 
a high likelihood of success. Complicated problems require a 
multitude of people, props and specialised expertise to solve – like 
sending a rocket to the moon. Timing and coordination become 
vital to success. Complex problems are often unique, and while 
experience may provide expertise, it does not guarantee success. 
An example of a complex problem is raising a child. A key feature 
of complex problems is that their outcomes remain uncertain 
(probabilistic at best).

Money management probably lies on the 
spectrum between a complicated and a 
complex problem
While there is no handy step-by-step guide for confronting 
complexity, it may be helpful keeping the following general ideas 
in mind:

• Firstly, while complex problems are not linear, they often 
embed trade-offs. Trade-offs invariably mean conceding 
something for something else. In the money management 
business, the trade-offs are well known and run along the 
lines of potential return against the risk of loss. What makes 
it complex is that outcomes cannot be known ahead of time.

• Next, a key part to dealing with complexity is deciding what 
is important and what isn’t – it makes the task of weighing 
up trade-offs more concrete. Often solutions to complex 
problems benefit from constraints – what are the non-
negotiables, for instance. 

Figure 1: The S&P 500 price change year-on-year

Source: IRESS
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2020 - THE YEAR THE WORLD REMAINED 
COMPLEX (CONTINUED)

• Finally, accept what is likely in your frame of understanding and what is not. Like the unrequited expectations of many market pundits 
during the pandemic, the market never quite complies with our expectations – at least not over a short time horizon. The more accepting 
we are of the complexity of the market, the better able to identify and optimise for those elements that are in our influence. 

Figure 2: A longer-term view of the S&P 500’s annual price change

 
Source: IRESS

If we are to learn anything from 2020, we should learn that the world is still complex 

For a longer-term view of the S&P 500’s annual price change, Figure 2 illustrates the time series over the past decade. In the last 10 years 
(or 2 870 trading days), the Index traded below its level from a year earlier for 295 days (or 10% of the time). The events of 2020 did little to 
alter the trajectory of this market, but it has been a more tumultuous year than we’ve become used to.
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Loss aversion is a powerful concept in 
behavioural finance  
It was first articulated by Kahneman & Tversky in 1979. Simply put, 
investors are believed to feel the pain of loss twice as strongly than 
the pleasure of gain, as illustrated in Figure 1.  

Figure 1: How investors experience fund performance 

 
In Figure 1, the maroon line illustrates fund performance – on 
the right-hand side of the vertical axis performance is positive 
(investors make a profit) and on the left, performance is negative 
(investors make a loss). The blue line represents investors’ 
experience of that profit or loss, illustrating that the pleasure 

investors receive from incremental profits is less than the pain 
associated with incremental losses. 

Unfortunately, this theory has been proven true 
time and time again during market corrections 
An example is what we experienced in the first quarter of 2020. 
Unable to stomach these significant losses, many investors 
panic and switch from their growth investments to cash, thereby 
crystallising what was only a paper loss until that point.

An analysis of the Association for Savings and Investment (ASISA) 
industry flows reinforces this. ASISA has data for the periods 
around the last two bear markets (2002 and 2008) prior to the 
current one. Simply, in the final stages of the bull market, investors 
were pouring money into equity funds (higher risk/higher reward 
investments), and then in the year following the stock market 
collapse, they were withdrawing money from equity funds and 
investing the proceeds into money market and income (lower risk/
lower reward) funds.

Many investors panic and 
switch from their growth 
investments to cash, 
thereby crystallising what 
was only a paper loss until 
that point.
50 plus years of South African equity market 
performance — what does it tell us?
In the following section, we consider the client experience 
following all South African equity market corrections of more than 
20% over the past 50 years, including the latest correction from 
February 2020. As illustrated in Figure 2, you will note that since 
1965, there have been no fewer than nine corrections where the 
market has fallen by more than 20%.

CASH COSTS  
MONEY OVER THE 
LONGER TERM 

Adapted from an article by 
Paul Hutchinson, with
permission from Ninety One

Sales Manager
Ninety One

Pleasure

Fund performance

Investor experience

ProfitLoss

Pain

Source: Based on Kahneman & Tversky’s Prospect Theory: An Analysis of Decision under Risk 

Key take-outs 
• Investors are believed to feel the pain of loss more than 

the pleasure of gain (loss aversion).

• This theory is proven time and time again during market 
corrections when many investors switch from their 
growth investments to cash.

• However, an analysis of the past nine bear markets shows 
that the best action is to do nothing and remain invested.

• During uncertain times, together with your financial 
advisor, it is best to revisit your long-term financial goals 
and recommit to the plan you have put in place to achieve 
them.
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CASH COSTS MONEY OVER THE LONGER TERM
(CONTINUED)

Figure 2: History of South African bear and bull markets since 1965 
(FTSE/JSE All Share Total Return Index) (logarithmic scale)

Some observations: 
• Bear markets are often deep, but importantly short.
• Bull markets take longer to play out, giving rise to the 

over-used phrase “bull markets climb a wall of worry”; but 
importantly, bull markets more than reward those investors 
who stay invested.

• The recovery from the bear market is often very swift; anyone 
sitting on the sidelines is unlikely to benefit. 

The best action is to remain invested
With the benefit of hindsight, was the decision to switch to cash 
the right one? We believe not and point to the following analysis 
in which we have considered the outcome of two investors who 
both invested R10 000 prior to each of the last nine bear markets 
(i.e. at the market peak). Let’s call them Mo’ Money and Lo’ Money.

While admittedly concerned about the impact of the market 
collapse on his nest egg, Mo’ Money weathered the storm, 
remaining invested throughout. Lo’ Money unfortunately could 
not stomach the impact of the market collapse on his nest egg and 
switched to cash at the market trough. Then, true to the psychology 
of many investors, noticing that the stock market was recovering 
and not wanting to miss out, he reinvested into the market a year 
later. Lo’ Money subsequently repeated this behaviour in each 
subsequent bear market. Figure 3 illustrates just how punitive Lo’ 
Money’s decision to switch to cash was on his potential retirement 
capital.

Figure 3: Comparing staying invested versus switching to cash

Mo’ Money experience 
(stay invested)

Lo’ Money experience
(Move to cash for 12 
months post market low)

Bear  
market

Value of
R10 000

Annualised 
return

Value of 
R10 000

Annualised 
return

Jan-70 R 20 971 449 16.2% R1 081 820 9.6%

Jun-73 R13 277 056 16.3% R1 237 589 10.7%

Mar-74 R10 644 064 16.1% R1 625 032 11.5%

Oct-80 R2 851 876 15.1% R391 772 9.6%

Aug-87 R597 707 13.1% R159 291 8.7%

May-98 R150 970 12.8% R55 307 7.9%

May-02 R92 168 12.7% R39 717 7.7%

Apr-08 R28 180 8.5% R15 689 3.6%

Apr-19 R10 654 3.9% R8 111 -11 .8%

Some observations: 

• In every instance, the switch to cash was detrimental to Lo’ 
Money’s total investment return.

• The power of compound interest is evident over the long term; 
R10 000 growing to R20.97 million over approximately 50 
years. Interestingly, this was only R15.4 million immediately 
post the market collapse of March 2020. Simply staying 
invested meant that Mo’ Money was 25% better off by the 
end of 2020!

- A 6.6% per year higher annualised return over a 50-year 
period results in 20 times more money at the end of the 
period.

• Many may argue that 50 years is far too long an investment 
time horizon but consider someone starting work in their 
early twenties; he would (should) save for retirement for 40 
years and then expect to live off his retirement savings for a 
further 25 years or so – a total investment period of 65 plus 
years!

As a final point, we considered the case where Mo’ Money invested 
R10 000 at the peak prior to each of the last nine bear markets (i.e. 
a total investment of R90 000) and compared that to Lo’ Money 
making the same investments at the peak, but then at the trough 
of each bear market, switching his accumulated investment to 
cash for a year before switching back to the market. The results 
are astounding. Over 50 years Mo’ Money’s investment grew to 
approximately R48.6 million (an annualised return of 16.1%), 
compared to Lo’ Money’s R4.6 million (an annualised return  
of 10.4%).

Figure 4: Time in the market versus timing the market 

Considering the erosive effect of inflation
Figure 5 further illustrates just what a poor investment cash is in 
preserving the purchasing power of your money over the longer 
term. You will note that over the last 10 years many components 
of inflation (electricity, health costs and education) have increased 
by more than the return achieved by the average money market 
fund. So, anyone invested in the average money market fund would 
have been spending a greater portion of their income on these 
necessities, which they would have had to subsidise from other 
sources (if possible) as their money market fund investment has 
not kept pace with these increases.
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CASH COSTS MONEY OVER THE LONGER TERM
(CONTINUED)

Figure 5: Hiding in cash doesn’t protect you from inflation over the long term 
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During uncertain times, revisit your long-term 
financial goals and stick to your original plan
There are several behavioural biases that lead to investment 
mistakes. The analysis provided illustrates just how detrimental 
succumbing to loss aversion is to investors’ potential returns. 
During these uncertain times, together with your financial advisor, 
you need to revisit your long-term financial goals and stay true to 
the plan that you have put in place to achieve them. You need to 
act rationally and calmly as you expect your financial advisor and 
investment manager to do on your behalf.

Stay the course with an inflation-targeted multi-
asset fund
In our view, the optimal investment solution for many investors 
may be an inflation-targeted multi-asset fund that also seeks to 
shield investors from negative market corrections. Diversification, 
active asset allocation and disciplined portfolio construction are 
important tools in managing downside risk.

Anyone invested in the 
average money market 
fund would have been 
spending a greater 
portion of their income on 
necessities like electricity, 
healthcare and education, 
which they would have had 
to subsidise from other 
sources (if possible).
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HOW ESG IS 
TRANSFORMING 
INVESTING 
OUTCOMES 

Adapted from an article by 
Kingsley Williams

Chief Investment Officer
Satrix 

A positive impact of the pandemic has been an 
increased focus on the risks of climate change
Without recapping 2020, the global pandemic served, among other 
things, to accelerate many trends that arguably would have taken 
years to further – and put others to rest. One of the bright lights 
was the positive momentum behind acknowledgement of the risks 
of climate change and the move to sustainable investing. 

Now, there is a renewed urgency for the world to work together 
to reverse climate change damage and move towards a net zero 
economy (which is supportive of keeping the average global 
temperature increase below 2ºC). 

There are opportunities in the investment 
world to influence companies to align with 
climate change goals 
While you may not immediately be able to replace your fossil fuel 
guzzling car or take your home off the grid, there are certainly 
opportunities in the investment world to support and encourage 
companies to start making the changes necessary to align with 
these global goals. And arguably “encouraging” global capitalism 
to make these shifts will have a far greater impact than anything 
one individual can do – although we should never stop trying. 

The decision to put your money to good work is easy. Knowing 
where and how to do it in a sea of jargon, misinformation and myths 
makes it a lot harder. The global investing fraternity acknowledges 
that there is much more education required to empower better 
decisions by investors. To this end, I will endeavour to unpack a 
sub-section of sustainable investing by focusing particularly on 
ESG. 

ESG versus sustainability
Sustainability has become a catch-all phrase for “doing good” and 
investing responsibly.

Under this umbrella sits ESG, which specifically focuses on how 
the areas of environmental, social and governance impact on a 
company’s operational efficiency and future strategic direction. 

ESG focuses on environmental, social and 
governance measures 

An acronym we use too easily, ESG stands for environmental, 
social and governance metrics as they pertain to good investment 
practices. These concepts, employed as metrics to measure how 

efficiently companies incorporate the principles, have been 
gaining popularity over the past few years. COVID-19 has seen 
these practices accelerate. Measuring data that relates to ESG 
allows investors to measure intangible ESG corporate initiatives 
and risks that increasingly have an impact on areas such as brand 
value and reputation. While these measures fall under the umbrella 
of sustainable investing they do not pertain to new modes of 
investing like green or impact investing. Rather they are measures 
to see how companies are progressing in their efforts to improve 
their initiatives in managing risks in these specific areas of focus. 

Environmental metrics cover themes such as climate risks, natural 
resources scarcity, pollution and waste, and environmental 
opportunities. Social metrics include labour issues and product 
liability, risks such as data security, and stakeholder opposition. 
And governance encompasses items relating to corporate 
governance and behaviour such as board quality, diversity and 
effectiveness. 

Incorporating ESG metrics into the investment 
process can enhance companies’ long-term 
resilience
While there is debate on whether considering sustainability issues 
contributes to a company’s long-term financial performance, 
incorporating these considerations into the investment research, 
portfolio construction, portfolio review and stewardship processes 
provides different lenses on the risks affecting these businesses. 
This helps to mitigate further risks and in so doing potentially 
enhances long-term risk-adjusted returns and portfolio resilience. 
Even before the COVID-19 crisis, governments, businesses 
and investors were beginning to reassess certain personal and 
community values. It is possible to measure these values and 
intentions by incorporating ESG metrics into the investment 
process. Studies are now starting to reveal that companies that 
exhibit characteristics of resilience have focused on things 
like job satisfaction, the strength of customer relations, or the 
effectiveness of a company’s board. 

Investing in ESG index strategies supports 
responsible investing
Recent innovations in the ESG index construction process take 
explicit cognisance of the parent index from a risk perspective and 
aim to maximise exposure to higher-rated ESG companies within 
a tracking error risk budget, e.g. the MSCI World ESG Enhanced 
Focus Index at 0.5% and 1.0% for the MSCI Emerging Markets ESG 
Enhanced Focus Index. 
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HOW ESG IS TRANSFORMING INVESTING 
OUTCOMES (CONTINUED)

Both of these particular indices are designed to maximise their 
exposure to positive ESG metrics while also explicitly reducing 
exposure to carbon dioxide (CO²) and other greenhouse gases 
(GHG) as well as their exposure to potential emissions’ risk of 
fossil fuel reserves by at least 30%. The indices hold no weapons or 
tobacco companies, or companies involved in severe controversies.

There are numerous ESG indices available, each with different 
approaches to portfolio construction and what they try to achieve 
from an ESG and sustainability perspective. Investors looking to 
incorporate ESG into their portfolios but who are also concerned 
about the risk of deviating too far from their ultimate broad-
market benchmark may find a solution in the MSCI ESG Enhanced 
Focus indices.

Index investing is helping investors gain 
confidence in the ESG space
Index investing in the ESG space is helping to educate and guide 
investors to predetermined outcomes with a greater sense of 
transparency and certainty. Having audited methodologies and 
finite rules, at this stage, may give investors more comfort in 
the (perceived and real) risks they may be taking while they gain 
confidence in the ESG space.
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MARKET 
COMMENTARY 

Jacy Harington 

Portfolio Manager  
FG Asset Management

Risk assets enjoyed a strong start to the year as expectations for a global economic recovery 
continued to improve 
Global monetary policy remained accommodative over the quarter while government spending, specifically in the US, continued to grow in an 
attempt to offset the negative effects of the COVID-19 pandemic. Together with the continued success of the vaccine rollout, especially within 
developed markets, this supported the positive sentiment over the first quarter. The South African equity market was the best-performing 
local asset class, returning 13.1% (FTSE/JSE All Share Index Total Return), with the resources sector (+18.7%) once again a stand-out performer 
over the quarter (as can be seen in Figure 1). In contrast, local bonds was the worst-performing asset class, returning -1.7%, as local bond yields 
rose alongside global counterparts over the second half of the quarter. 

Figure 1: Local asset class returns for the first quarter 

Source: Morningstar 

Control of the US Senate by the Democrats triggered further fiscal stimulus
The year started with run-off elections in the US state of Georgia to determine the last two outstanding seats of the US Senate. Both seats 
were taken by the Democratic Party, which leaves the US Senate with a Democratic majority, albeit at a very narrow margin. Although this 
effectively gives the Democrats control of the White House, the House of Representatives and the Senate, the narrow majority in the Senate 
limits the extent of their power. The market saw the Democratic win in Georgia as the go-ahead for another round of fiscal stimulus from the 
Biden administration and equity markets rallied as a result. There was little surprise when President Biden announced a further $1.9 trillion 
spending package. These measures include support to state and local governments, further direct payments to individuals of up to $1 400 each, 
and more funding for the COVID-19 pandemic response. The stimulus plan was passed and signed into law in early March, pushing up the total 
US fiscal measures since the start of the pandemic to $5.8 trillion. 
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MARKET COMMENTARY
(CONTINUED)

The extent of third waves of COVID-19 
infections will largely depend on the success of 
countries’ vaccination programmes 
In most countries globally, the second wave of COVID-19 infections 
tapered off over the course of the quarter. There is an expectation 
for a third wave to come over the coming months; we have already 
seen infection numbers rise again in Europe, with certain countries 
implementing their third round of lockdowns. Going forward, there 
will be a greater divergence in infection rates across countries, 
depending on the success of a country’s vaccination programme. 
More than 710 million vaccine doses have been administered 
worldwide, equivalent to 9.2 doses per 100 people, with countries 
like Israel, the UK and the US being at the forefront, as shown 
in Figure 2. Unfortunately, South Africa’s slow start with its 
vaccination programme will mean that our population could be 
more susceptible to higher infection rates going forward, especially 
during the approaching winter months.

February saw the start of a meaningful sell-off in 
developed market government bonds with very 
sharp increases in yields 
This continued into March. The US 10-year treasury yield reached 
1.74%, the highest level since the COVID-19-induced downturn 
in the first quarter of 2020 (as can be seen from Figure 3). The rise 
in yields was driven by higher inflation expectations as the market 
continued to factor in the inflationary effects of the additional  
$1.9 trillion fiscal stimulus package as well as higher real yields given 
the improved economic outlook on the back of the vaccine rollout. 
This also led to the appreciation of the US dollar, which subsequently 
put pressure on emerging market assets. During the second half of 
last year emerging markets benefitted from the low US treasury yields 
and weakening US dollar as this provided investors with a higher 
yield alternative. The weaker dollar was also positive for commodity-
producing countries and emerging nations with high foreign currency 
debt burdens. The rise in US treasury yields and US dollar strength 
reversed this trend somewhat over the second half of the quarter. 

Figure 3: US 10-year treasury yield 

Figure 2: COVID-19 vaccinations by country

Source: www.nytimes.com

Source: www.tradingview.com
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MARKET COMMENTARY
(CONTINUED)

While local inflation has remained subdued, it 
should increase in the second quarter 
Locally, the inflation rate remained subdued as the annual inflation 
rate eased from 3.2% in January to 2.9% in February. This was below 
consensus expectations of 3.1% and also below the 3.0% lower 
bound of the target range. Lower medical aid increases contributed 
to the lower inflation as many insurance companies capped or 
delayed premium increases to later this year. However, the current 
low level of inflation is seen as only transitory, with expectations for 
inflation to increase again in the second quarter as a result of base 
effects and higher oil prices. The South African Reserve Bank (SARB) 
held two Monetary Policy Committee meetings over the quarter and 
kept the repo rate unchanged at 3.5%. At the meeting in March, the 
decision was unanimous, compared to the January meeting where 
two of the five members voted for a rate cut, signaling that it is likely 
that South Africa has reached the bottom of the rate cycle. 

The National Budget painted a dire picture of 
South Africa’s fiscal position, although the debt 
trajectory has improved  
February also brought the greatly anticipated National Budget 
that, despite being positively received, still painted a dire picture of 
South Africa’s fiscal position. It was reassuring to see government’s 
resolve to remain committed to the “active” scenario for South 
Africa’s debt path. The aim of the active scenario is to stabilise debt 
over the medium term by reducing unsustainable expenditure, such 
as the public-service wage bill.  

Better-than-expected tax revenues from the second half of the year 
together with a lower GDP contraction for 2020 helped to reduce 
the budget deficit projection for 2020/2021 from -15.7% projected 
in the October Medium Term Budget Policy Statement (MTBPS) to 
-14%. The debt trajectory has also improved with the overall debt-to-
GDP ratio expected to peak at 88.9% in 2025/2026, 6.4% lower than 
the MTBPS projection (see Figure 4). At quarter-end there was more 
good news as SARS announced an additional R38 billion of revenue 
collected in the 2020/2021 tax year. This could lower the budget 
deficit by a further 0.8%. 

Figure 4: Gross debt-to-GDP outlook for South Africa

Source: National Treasury
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FG IP JUPITER 
INCOME FUND OF 
FUNDS

For periods until 31 March 2021

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 1.12% 3.46% 9.20% 6.84% 7.44% 7.81%

STeFI Composite Index 0.90% 1.88% 4.57% 6.34% 6.81% 7.14%

ASISA SA Multi Asset Income Category 
Average

0.97% 3.49% 8.57% 6.83% 7.26% 7.68%

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 

• Abax Flexible Income Fund • Prescient Income Provider Fund

• Coronation Strategic Income Fund • Terebinth SCI Strategic Income Fund

• Granate SCI Multi Income Fund

Performance statistics 

Fund Benchmark

Highest 12-month performance 11.61% 11.77%

Lowest 12-month performance 3.25% 4.57%

% positive months 93.58% 100.00%

The FG IP Jupiter Income Fund of Funds returned +1.12% in the first quarter of 2021 and +9.20% over the past 12 months, outperforming The FG IP Jupiter Income Fund of Funds returned +1.12% in the first quarter of 2021 and +9.20% over the past 12 months, outperforming 
the benchmark Alexander Forbes Short Term Fixed Income Index quarterly return of +0.90% and 12-month return of +4.57%. The Abax the benchmark Alexander Forbes Short Term Fixed Income Index quarterly return of +0.90% and 12-month return of +4.57%. The Abax 
Flexible Income Fund was the best-performing underlying fund over the quarter, returning +2.06%. No changes were made to the fund over Flexible Income Fund was the best-performing underlying fund over the quarter, returning +2.06%. No changes were made to the fund over 
the quarter.the quarter.

Asset allocation as at 28 February 2021

Local Equity Local Property Local Bonds Local Cash Foreign

FG IP Jupiter Income FoF 0% 2% 45% 47% 6%
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FG IP VENUS 
CAUTIOUS FUND OF 
FUNDS

For periods until 31 March 2021

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 3.71% 6.85% 16.83% 7.89% 6.89% 8.57%

ASISA SA Multi Asset Low Equity Category
Average

3.49% 7.21% 17.26% 6.62% 5.76% 7.43%

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

• Abax Opportunity Fund • Ninety One Global Franchise Feeder Fund

• ABSA Property Equity Fund • Prescient Income Provider Fund

• Coronation Optimum Growth Fund • Saffron SCI Opportunity Income Fund

• Coronation Strategic Income Fund • Satrix Bond Index Fund

• Fairtree Equity Prescient Fund • Sanlam Multi Manged Inflation Linked Bond Fund

• Matrix SCI Defensive Balanced Fund • Sesfikile BCI Property Fund

• Ninety One Diversified Income Fund • Terebinth SCI Strategic Income Fund

Performance statistics 

Fund Benchmark

Highest 12-month performance 16.83% 17.26%

Lowest 12-month performance -1.41% -3.15%

% positive months 71.52% 71.52%

The FG IP Venus Cautious Fund of Funds returned +3.71% in the first quarter of 2021 and +16.83% over the past 12 months, outperforming The FG IP Venus Cautious Fund of Funds returned +3.71% in the first quarter of 2021 and +16.83% over the past 12 months, outperforming 
the benchmark peer group average quarterly return of +3.49%, but underperforming the 12-month return of +17.26%. The Fairtree the benchmark peer group average quarterly return of +3.49%, but underperforming the 12-month return of +17.26%. The Fairtree 
Equity Prescient Fund was the best-performing underlying fund, returning +15.06% over the quarter. No changes were made to the fund Equity Prescient Fund was the best-performing underlying fund, returning +15.06% over the quarter. No changes were made to the fund 
over the quarter.over the quarter.

Asset allocation as at 28 February 2021

Local Equity Local Property Local Bonds Local Cash Foreign

FG IP Venus Cautious FoF 14% 6% 27% 31% 22%
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FG IP SATURN 
FLEXIBLE FUND OF 
FUNDS

For periods until 31 March 2021

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 6.74% 11.76% 27.19% 8.55% 6.16% 10.17%

ASISA SA Multi Asset Medium Equity 
Category Average

5.52% 10.29% 24.18% 7.18% 5.53% 8.83%

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 

• 36ONE BCI Flexible Opportunity Fund • Ninety One Opportunity Fund

• Abax Opportunity Fund • PSG Flexible Fund

• Coronation Market Plus Fund • Rezco Value Trend Fund

• Coronation Optimum Growth Fund • SIM Inflation Plus Fund

• Matrix SCI Defensive Balanced Fund • Truffle SCI Flexible Fund

Performance statistics 

Fund Benchmark

Highest 12-month performance 31.40% 26.41%

Lowest 12-month performance -18.22% -15.68%

% positive months 68.98% 66.84%

The FG IP Saturn Flexible Fund of Funds returned +6.74% in the first quarter of 2021 and + 27.19% over the past 12 months, outperforming The FG IP Saturn Flexible Fund of Funds returned +6.74% in the first quarter of 2021 and + 27.19% over the past 12 months, outperforming 
the benchmark peer group average quarterly return of + 5.52% and the 12-month return of + 24.18%. The PSG Flexible Fund was the best-the benchmark peer group average quarterly return of + 5.52% and the 12-month return of + 24.18%. The PSG Flexible Fund was the best-
performing underlying fund, returning +14.60% over the quarter. The Coronation Optimum Growth Fund was added to the fund over  performing underlying fund, returning +14.60% over the quarter. The Coronation Optimum Growth Fund was added to the fund over  
the quarter.the quarter.

Asset allocation as at 28 February 2021

Local Equity Local Property Local Bonds Local Cash Foreign

FG IP Saturn Flexible FoF 36% 3% 19% 18% 24%
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FG IP NEPTUNE 
GROWTH FUND OF 
FUNDS

For periods until 31 March 2021

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 8.83% 16.32% 38.17% 10.27% 7.37% 7.46%

ASISA SA Multi Asset High Equity Category 
Average

7.41% 13.72% 30.65% 7.35% 5.51% 5.90%

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 38.17% 30.65%

Lowest 12-month performance -11.21% -10.44%

% positive months 64.56% 63.29%

The FG IP Neptune Growth Fund of Funds returned +8.83% over the first quarter of 2021 and + 38.17% over the past 12 months, The FG IP Neptune Growth Fund of Funds returned +8.83% over the first quarter of 2021 and + 38.17% over the past 12 months, 
outperforming the benchmark peer group average quarterly return of + 7.41% and the 12-month return of + 30.65%. The Fairtree outperforming the benchmark peer group average quarterly return of + 7.41% and the 12-month return of + 30.65%. The Fairtree 
Equity Prescient Fund was the best-performing underlying fund, returning +15.06% over the quarter. No changes were made to the Equity Prescient Fund was the best-performing underlying fund, returning +15.06% over the quarter. No changes were made to the 
fund over the quarter.fund over the quarter.

Asset allocation as at 28 February 2021

Local Equity Local Property Local Bonds Local Cash Foreign

FG IP Neptune Growth FoF 45% 4% 10% 14% 27%
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FG IP MERCURY 
EQUITY FUND OF 
FUNDS

For periods until 31 March 2021

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 12.90% 24.76% 56.15% 8.61% 6.18% 10.49%

FTSE/JSE Africa All Share (Total Return) 13.14% 24.18% 53.98% 9.68% 8.20% 12.92%

ASISA SA Equity General Category Average 12.18% 23.00% 48.54% 5.65% 4.58% 10.22%

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 Equity Fund

• Coronation Optimum Growth Fund • Ninety One Global Franchise Feeder Fund

• Fairtree Equity Prescient Fund • Prudential Equity Fund

• Gryphon All Share Tracker Fund • PSG Equity Fund

• Laurium Prescient Equity Fund • Sesfikile BCI Property Fund

• Nedgroup Private Wealth Core Equity Fund • Truffle SCI General Equity

Performance statistics 

Fund Benchmark

Highest 12-month performance 56.15% 53.98%

Lowest 12-month performance -31.68% -37.60%

% positive months 62.03% 62.03%

The FG IP Mercury Equity Fund of Funds returned +12.90% in the first quarter of 2021 and +56.15% over the past 12 months, underperforming The FG IP Mercury Equity Fund of Funds returned +12.90% in the first quarter of 2021 and +56.15% over the past 12 months, underperforming 
the +13.14% quarterly return of the benchmark FTSE/JSE All Share Total Return Index but outperforming the 12-month return of +53.98%. The the +13.14% quarterly return of the benchmark FTSE/JSE All Share Total Return Index but outperforming the 12-month return of +53.98%. The 
Coronation Optimum Growth Fund was the worst-performing underlying fund, returning -0.64% over the quarter. No changes were made to the Coronation Optimum Growth Fund was the worst-performing underlying fund, returning -0.64% over the quarter. No changes were made to the 
fund over the quarter.fund over the quarter.

Asset allocation as at 28 February 2021

Local Equity Local Property Local Bonds Local Cash Foreign

FG IP Mercury Equity FoF 75% 3% 0% 6% 16%
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FG IP 
INTERNATIONAL 
FLEXIBLE FUND OF 
FUNDS
For periods until 31 March 2021

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 2.37% -1.49% 9.94% 11.63% 6.68% 8.80%

Benchmark 3.09% 0.37% 11.18% 14.14% 7.25% 9.93%

ASISA Global Multi Asset Flexible Average 3.09% 0.37% 11.18% 14.14% 7.30% 8.94%

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

• FPA 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 56.52% 59.26%

The FG IP International Flexible Fund of Funds returned +2.37% in the first quarter of 2021 and +9.94% over the past 12 months, underperforming The FG IP International Flexible Fund of Funds returned +2.37% in the first quarter of 2021 and +9.94% over the past 12 months, underperforming 
the benchmark peer group average quarterly return of +3.09% and the 12-month return of +11.18%. The FGAM Global Cautious Fund was the the benchmark peer group average quarterly return of +3.09% and the 12-month return of +11.18%. The FGAM Global Cautious Fund was the 
worst-performing underlying fund over the quarter, returning -0.94%, as the fund’s low equity allocation hindered performance. No changes were worst-performing underlying fund over the quarter, returning -0.94%, as the fund’s low equity allocation hindered performance. No changes were 
made to the fund over the quarter.made to the fund over the quarter.

Asset allocation as at 28 February 2021

Global Equity Global Fixed Income Global Cash  Global Property Local Cash 

FG IP International Flexible FoF 67% 7% 19% 5% 2%

USD GBP EUR JPY Other ZAR

Currency Breakdown 59% 4% 12% 7% 16% 2%
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MARKET PERFORMANCE

Index Asset Class 2Q 2020 3Q 2020 4Q 2020 Q1 2021
Last 12 
months

Year to Date 
2021*

STeFI Composite Index Local Cash 1.46% 1.16% 0.97% 0.90% 4.57% 0.90%

BEASSA ALBI Total Return Index Local Bonds 9.94% 1.46% 6.71% -1.74% 16.96% -1.74%

FTSE/JSE SA Listed Property Index (Total Return) Local Property 20.43% -14.14% 22.19% 6.40% 34.44% 6.40%

FTSE/JSE Africa All Share Index (Total Return) Local Shares 23.18% 0.67% 9.75% 13.14% 53.98% 13.14%

JP Morgan World Govt Bond Index (USD) Global Bonds 1.46% 2.54% 2.26% -5.65% 0.37% -5.65%

FTSE EPRA Nareit Global REITs TR Index (USD) Global Property 10.78% 1.66% 13.91% 7.40% 37.78% 7.40%

MSCI World GR Index (USD) Global Shares 19.54% 8.05% 14.07% 5.04% 54.76% 5.04%

MSCI ACWI GR Index (USD) Global Shares 19.39% 8.25% 14.79% 4.68% 55.31% 4.68%

USD/ZAR (+ weaker ZAR, - stronger ZAR) Exchange Rate -2.74% -3.90% -12.21% 0.78% -17.31% 0.78%

*(Return until 31 March 2021)*(Return until 31 March 2021)
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ADDITIONAL FUND INFORMATION

Fund name No. of participatory interests* NAV (month-end) Total expense ratio (TER)**

FG IP International Flexible FoF A 15 237 340 29.99 1.61

FG IP International Flexible FoF B 2 113 150 24.83 3.27

FG IP International Flexible FoF B1 9 529 526 25.56 3.04

FG IP International Flexible FoF A1 159 29.55 2.18

FG IP Jupiter Income FoF A 97 512 958 12.01 1.07

FG IP Jupiter Income FoF B 11 893 582 11.92 2.79

FG IP Jupiter Income FoF B1 19 041 585 11.93 2.5

FG IP Jupiter Income FoF A1 50 11.97 1.66

FG IP Mercury Equity FoF A 4 081 175 36.42 1.72

FG IP Mercury Equity FoF B 746 943 34.89 3.44

FG IP Mercury Equity FoF B1 73 355 35.61 3.15

FG IP Mercury Equity FoF A1 16 36.35 2.29

FG IP Neptune Growth FoF A 17 387 334 13.47 1.57

FG IP Neptune Growth FoF B 1 956 531 13.37 3.3

FG IP Neptune Growth FoF B1 837 019 13.39 3.01

FG IP Neptune Growth FoF A1 47 13.44 2.13

FG IP Saturn Flexible FoF A 45 803 050 30.03 1.44

FG IP Saturn Flexible FoF B 11 238 186 29.76 3.16

FG IP Saturn Flexible FoF B1 6 434 803 29.79 2.87

FG IP Saturn Flexible FoF A1 20 29.94 2.01

FG IP Venus Cautious FoF A 59 367 108 17.05 1.41

FG IP Venus Cautious FoF B 5 483 737 16.85 3.14

FG IP Venus Cautious FoF B1 12 196 787 16.86 2.85

FG IP Venus Cautious FoF A1 36 17.01 1.99

 *Fund size and no. of participatory interests as at 31 March 2021 *Fund size and no. of participatory interests as at 31 March 2021

**TER as at 31 December 2020**TER as at 31 December 2020
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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. FG Asset Management is a licenced Financial Services 
Provider FSP number 20987.

All FG Investment Partners member firms are approved Financial Services Providers and carry Category II licences.  
Please visit www.fgip.co.za for details.
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CONTACT US

CAPE TOWN:

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

Harcourt Martens & Associates (Pty) Ltd
Mike Harcourt: mharcourt@hma.co.za
Tel: 083 440 6480
Danielle Harcourt: danielleharcourt@hma.co.za
Tel: 083 962 9978

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


