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CASH ON CALL     7,948%
AER ANNUAL EFFECTIVE RATE AFTER ALL FEES

AVERAGE MONEY MARKET RATE             7.641%
DIFFERENCE                                          0.307%

On a cash balance of R4,000,000 ,  this difference 
represents additional interest of R12,280 per annum.
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Political and economic uncertainty remains, from the US, Brexit, 
European Union and China, not much has been resolved this 
year. With our own local elections looming on the 08 May 2019, 
many investors are wondering what this all means for 
investments.  

Knowing the fiscal deficit our government is faced with, most 
South Africans were concerned about the maiden Budget 
speech delivered by Tito Mboweni in February. This is 
undoubtedly a challenging time for our economy, with Eskom’s 
debt at the heart of these challenges. In addition, being an 
election year, Tito had the di�cult task of delivering a balanced 
Budget. As a result we found ourselves with minimal changes 
despite the need to generate additional income and rescue 
Eskom and other SOE’s. The Budget had to focus on prioritising 
and further curbing government expenditure, reigniting 
economic growth and building investor confidence. The focus 
seems to have shifted from revenue collection to restoring public 
confidence in the credibility of SARS and the country.

There were no surprise tax increases, unlike last year’s 1% VAT 
hike. To limit the negative impact on economic growth, the 2019 
Budget will not increase tax rates in any category. Instead, 
revenue collections will be increased by not adjusting the income 
tax brackets for inflation. This is commonly referred to as ‘bracket 
creep’ and is an effective way to raise revenue as the impact on 
household income is not immediately evident to the public.  The 
government is expecting to raise about R 12.8 billion in revenue 
through this method.

With political uncertainty still at the forefront of news across the 
globe, the markets provided some comfort during the first 
quarter of this year. The JSE All Share is up 7.06% year to date, 
strongly driven by resource and industrial stocks. In addition, 
many global markets bounced back with positive returns 
contributing to a strong first three months.

During the course of this quarter, members of our team have 
engaged with and attended various fund manager feedback 
sessions. Although one can never be certain of what the future 
holds, there seems to be a fairly common trend of optimism 
toward medium term returns for investors. Managers appear to 
be finding attractive opportunities at good valuations.

The last few months of 
2018 were particularly 
di�cult across both 
local and global equity 
markets, leading to a 
somewhat nervous 
start to 2019.
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Key budget changes:
1. The tax free thresholds and tax rebates increased slightly
2. The general fuel levy will increase on 3 April 2019 and the     
    carbon tax on fuel will increase on 5 June 2019
3. There will be a hike in indirect taxes, such as the excise duties  
    on tobacco and alcohol products
4. After the introduction of the ‘health promotion levy’ (sugar     
    tax) last year, this has also been increased this year

For further information on the Budget or details on the various 
taxes and implications for you, please do not hesitate to contact 
us.

We would like to take this 
opportunity to thank you for your 
continued trust and support in our 
team and process. As previously 
mentioned, uncertainty can create 
opportunity and we look forward 
to continuing to partner with you 
on your financial journey in these 
interesting times.
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Financial Indicator Review
31 March 2019

Gold $/oz 1 296 

SPOT % MOVE 12 MONTHS

-2,09%

*ZAR/USD 14,42 21,71%

*ZAR/GBP 18,89 13,86%

*ZAR/EUR 16,19 11,12%

All Share (J203) 56 463 1,78%

Resources (J210) 46 884 35,09%

Financials (J580) 40 892 -9,94%

SA Industrials (J257) 75 125 -5,70%

Property (J254) 381 -13,65%

S&P 500 2 834 7,33%

FTSE 100 7 279 3,15%

Nikkei 21 206 -1,16%

DJ-EURO50 3 352 -0,29%

Nasdaq 7 729 9,43%

Hang Seng 29 051 -3,46%

Shanghai Composite 3 091 -2,47%

France CAC40 5 351 3,55%

Germany DAX Composite 11 526 -4,72%

PLEASE NOTE: 
*A negative movement in the currency indicators represents a strengthening of the Rand against the comparative currency.
 

www.iwm.co.zawww.iwm.co.zaSource: Fundhouse
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The dash for Cash.
Written by Duncan Artus and Nathan Wridgway

Graph 1 puts the last five calendar years into perspective. It 
assumes that each year an investor had a choice to invest in the 
FTSE/JSE All Share Index (ALSI) or in cash and calculates the 
excess return the investor received: When the red bar is above 
zero, equities performed better than cash, and vice versa. One can 
immediately see what a tough period it has been for equity 
investors despite Naspers returning a cumulative 167% over the 
period. Indeed, the simple five-year average excess return is now 
negative in contrast to the 118-year average of 8%. 

The end of the calendar year 
often leads to reflection on 
how one’s investments have 
performed. Many savers are 
questioning the wisdom of 
investing in South African 
equities after a lean period, 
especially relative to what 
must currently feel like the 
safe haven of cash. This has 
led to a surge in interest in 
money market and income 
funds.

We’ve been here before
This period feels somewhat similar to 2002 and 2003 when South 
African equities had underperformed cash over the prior five 
years, as shown by the red line in Graph 2. The annual excess 
returns shown by the grey line were particularly poor, with equity 
investors experiencing significant underperformance during 2002 
and 2003. With valuations low and sentiment negative, the 
market was priced to (and did) embark on a great bull run (even 
when measured in US dollars) following that period of poor 
performance from equities. We must however state that today’s 
valuations are not as low as they were then.



The red bars represent the subsequent four-year excess return of 
equities versus cash (we normally assess potential investments on 
a four-year view). Besides the point that you did not want to be 
significantly overweight equities going into the Great Depression 
(1929) and the Asian financial crisis (1997), the data does show a 
generally pleasing picture of strong outperformance by equities 
after the periods of underperformance. After such points in time, 
as shown in the grey bars, where equities have underperformed 
cash, the subsequent four-year excess returns have been positive 
over 85% of the time, with the average annualised four-year 
excess returns more than 50% higher than their long-term 
average.
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The dash for Cash.
Written by Duncan Artus and Nathan Wridgway

What about the really long-term picture?
Graph 3 highlights periods when South African equities had 
underperformed cash over a five-year calendar period starting in 
1900. These periods are represented by the grey bars.

...the data does show a generally 
pleasing picture of strong
outperformance by equities after
the periods of underperformance.
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The dash for Cash.
Written by Duncan Artus and Nathan Wridgway

Light at the end of the tunnel?
It takes depressed valuations and negative sentiment to set the 
ground for strong excess returns. With the ALSI, when measured 
in US dollars, at the same level it was in April 2007, it should be 
no surprise that we are finding more opportunities in South 
African equities than we have for some time (other than the brief 
few months during what has become known as Nenegate).

While one cannot be sure what lies ahead, history strongly 
suggests that there is a higher probability of a positive rather than 
a negative outcome for equity investors who have a long-term 
investment horizon. The ALSI has been valued lower before and 
companies' profits are under pressure, but now does not appear 
to be the time to have 100% of your assets invested in rand-based 
money market funds.

...history strongly
suggests that
there is a higher
probability of a
positive rather
than a negative
outcome.



In response, investors often try to correct for weak returns by 
making changes to their portfolios. Unfortunately, the reasons 
behind their desire to change are often emotionally driven, and 
are prone to error, which can lead to greater loss. To improve our 
chances of achieving success in our financial goals, we aim to 
understand what we can and cannot control and divert our efforts 
to “controlling the controllables”. This is especially true during the 
current market environment.

Let’s consider our current market environment for a moment. By 
the end of 2018, the average investor’s portfolio1 had 
underperformed a cash investment for five years. This is illustrated 
by point 8 on the graph below, where the five-year return on a 
typical retirement fund crosses the five-year return of an 
investment in cash. In other words, with perfect hindsight, an 
investor would have been better off invested in a fixed deposit 
over the past five years than in a typical retirement fund. Many 
investors have now sought to counter this through using cash 
investments, or similar low risk alternatives, in place of a growth 
oriented portfolio. Alternatively, they have avoided making new 
investments completely.

History provides us with some useful perspective. Firstly, we can 
see that investment returns do sometimes fall below cash. This 
has happened eight times over the last fifty years (see points 1 - 8 
above). Secondly, we see that periods of weak performance are 
followed by periods of strong performance (points 9 - 14 above). 
And lastly, recoveries tend to happen rather quickly. The question
we should be asking is not whether the market will recover, but 
rather how long until it does.

The problem we face is that many investors are responding to the 
weak performance in the markets by switching their investments 
to cash – but only after experiencing four years of weaker returns. 
This is a typical behavioural bias driven by fear and loss aversion 
that results in “selling low”, i.e. after prices have dropped. Similarly, 
investors tend to miss out on some of the recovery by switching 
back into the market at higher prices, i.e. “buying high”. Research 
studies2 have shown that an investor’s buy and sell decisions cost 
them on average 2.9%3 per year in return foregone, relative to 
investors who hold on to their investments and resist the urge to 
change.
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Controlling the 
Controllables

Disappointing investment 
performance over the past 
few years has resulted in 
many investors starting to 
question the ability of the
market to deliver on their 
long-term goals.

Source: FE Analytics, Thomson Reuters, Fundhouse
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Controlling the 
Controllables

On this basis, the patient investor retires with 60% more capital compared to the impatient investor! 4

The example above shows that we certainly don’t have control over market performance and our reactions generally result in greater loss. 
So where does our circle of control begin and where does it end?  We answer this question in the table below with some practical 
mitigation in dealing with the risks which fall outside of our control.

Event Controllable?

Weak Market Returns No

Our Mitigation

Patience; Diversify between shares,
bonds, cash

Corporate fraud (e.g. Steinhoff, ABIL) No Diversify between different funds. Fund
managers have different views on shares

Inflation No Suitable exposure to “growth” assets, 
like shares

Personal savings

Financial Planning

Personal Cost control

Yes

Yes

Yes

Controlled through the financial 
planning process

Local political risk No Suitable exposure to offshore assets

Rand/currency No Diversify between local and offshore 
assets
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Controlling the 
Controllables

Many of the uncontrollable forces that affect our portfolios can indeed be managed if we focus on what we can control first: By managing 
our personal finances, by implementing a sensible financial plan and by controlling costs. Within each of the “controllables” there are 
simple steps to follow to ensure we remain disciplined in managing our financial affairs:

The temptations we face in investing are numerous, often expensive, and never obvious. If you feel that any of the decisions you intend 
making are in response to the events we refer to above, it may serve you best to do nothing. Capital preservation, financial discipline and 
a healthy dose of patience will ensure that the longer term investing goals remain on track.

[1] The portfolio of a typical long-term investor saving towards retirement.
[2] Dalbar releases an annual report that shows the impact of investor’s decisions on their portfolio performance.
[3] Based on the 2017 Dalbar study, annual underperformance over last 20 years.
[4] Based on a 2.9% annual cost due to making changes, over a thirty-year investment horizon from age 30 to 60.

Personal savings

• Be realistic about what your responsibilities are towards your long-term savings plan.
• For long term investors, this means that personal finances should be managed in such a way that
  contributions can be paid without interruption caused by a weak economy.
• Retired investors are most at risk when markets underperform, as their income is directly related
  to the value of their portfolios. Be realistic when setting your withdrawal rate. If markets have
  underperformed, it might be necessary to forego increases in your withdrawals for the next year.
  Save in the good times to support your expenses in the bad times.

Financial planning

• Seek independent and transparent financial advice.
• Ensure that you have a sensible financial plan in place and that it remains relevant to your
  current circumstances.
• Stay invested in the strategy outlined in your financial plan even when markets are struggling.
• Avoid deviating from your financial plan by “de-risking” into cash or delaying investments.
• Amendments to your investment portfolio should only be driven by changes to your financial
  plan (like providing for an unexpected liability) and never by short term performance.

Personal Cost control

In weak markets, investors often look for “alternative” investments which guarantee either the
investment value or income but costs them through higher fees or lower returns. To protect 
themselves, investors should look to:

• Avoid products that charge high fees for protection you don’t necessarily need.
• Avoid complicated products where the actual risks are not understood or aligned to your needs.
• Avoid products promising unusually high returns (even from reputable institutions). When it
  sounds too good to be true - it often is. Often there are hidden costs or risks involved to deliver
  the return profile.
• Costs are unavoidable, and the lowest fees are not necessarily the best option. Rather, look for 
  transparency, fairness, and value for money.



We often say that
we like to find
shares of better-
than-average
companies trading
at below-average
valuations.

Global equity markets have not made this easy in the nearly 
uninterrupted bull market over the past ten years. But as William 
Gray noted in his President’s Letter in December, our investment 
team is more enthusiastic about prospective relative returns 
than they have been for some time.

How do we reconcile this greater degree of excitement with 
generally elevated share prices of recent years? The market in 
2018 saw an increase in volatility from the historical lows seen in 
2017. In search of safety, investors have flocked to traditional 
“defensive” stocks such as utilities and healthcare, and been 
ruthless when discounting the uncertainty of their more cyclical 
(but not necessarily lower-quality) counterparts. In our view, this 
has created an opportunity for stockpickers who are willing to 
withstand a bit more turbulence without necessarily 
compromising on quality. As a result, few of the shares we find 
attractive today can be considered “defensive”. Uncomfortable as 
this may be at times, we believe that it will prove rewarding over 
the fullness of our investment horizon.

Japan stands out as one area where our stock selections 
are considerably cheaper
We find our stock selections not just cheaper relative to their local 
peers, but also to markets globally. Our favoured Japanese shares 
in the Strategy trade at just 9 times normalised earnings and at a 
30% discount to book value. It has also been unusual to find 
Japanese companies—such as the trading conglomerates 
Sumitomo and Mitsubishi—that are also paying high dividend 
yields. The average dividend yield of the Japanese stocks in the 
Strategy is over 3.5%—well above the Japanese market average 
yield of 2.2% and significantly higher than the 0% yield available 
on 10-year Japanese Government Bonds. What’s more, our 
research suggests that some of these companies can not only 
continue to maintain dividends at these levels, but may even 
increase their payouts over the medium to long-term.
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Above-average companies,
below-average prices



Emerging markets (EM) also stand out as an interesting 
pocket of value
EM appear attractive to us on both a relative and absolute basis. 
Investor sentiment in these markets has generally been poor and 
this is reflected in depressed valuation multiples. The MSCI EM 
Index is currently almost 30% cheaper than its developed market 
counterpart despite EM shares offering equivalent returns on 
equity.

While one could argue that some of the discount can be 
attributed to the greater risk inherent in EMs, the EM universe is 
large and diverse and is home to a number of businesses with 
exceptional fundamentals that are as good as (or better than) 
their developed market counterparts. Naspers and Taiwan 
Semiconductor Manufacturing are two examples held in the 
Orbis Strategies. In both cases, we have taken advantage of share 
price weakness to increase our holdings over the past year. As a 
result, the EM “cluster” now accounts for approximately 30% of 
the Orbis Global Equity Strategy.

A final area worth highlighting: The US
The valuation statistics here look less compelling at first glance, 
but that hasn’t stopped us from uncovering shares of superior 
businesses at good prices. Despite attractive long-term 
fundamentals, biotechnology firms such as AbbVie and Celgene 
(which has since announced it will be acquired by Bristol-Myers 
Squibb) were deeply out of favour through much of 2018. Yet 
both companies have a strong slate of current products and 
should be able to continue to diversify their drug pipelines.

This builds up to the following view of the portfolio in aggregate. 
Going into 2019, the average company in the Strategy had 
delivered significantly better revenue growth, generated 
near-identical returns on equity, and had a slightly stronger 
balance sheet than the average world stock. Yet they are slightly 
cheaper on a trailing price-earnings basis, much cheaper on a 
normalised earnings basis (because many companies in the index 
are earning historically high margins), and much cheaper on a 
price-to-book basis. Put simply, we believe the portfolio holds an 
above-average collection of companies trading at a 
far-below-average price. To us, that’s cause for enthusiasm.
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Above-average companies,
below-average prices

Past performance is not a reliable indicator of future results. The value 

of investments in the Orbis Funds may fall as well as rise and you may 

get back less than you originally invested. It is therefore important that 

you understand the risks involved before investing. This report 

represents Orbis' view at a point in time and provides reasoning or 

rationale on why we bought or sold a particular security for the Orbis 

Funds. We may take the opposite view/position from that stated in this 

report. This is because our view may change as facts or circumstances 

change. This report constitutes general advice only and not personal 

financial product, tax, legal, or investment advice, and does not take 

into account the specific investment objectives, financial situation or 

individual needs of any particular person. This report does not prohibit 

the Orbis Funds from dealing in the securities before or after the report 

is published.
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          CONTACT OUR DURBAN OFFICE  
          Unit 7, Rydall Vale Park, Douglas Saunders Drive,
          La Lucia Ridge O�ce Park, La Lucia

          CONTACT OUR CAPE TOWN OFFICE
          15th Floor, Portside Tower,
          5 Buitengracht Street, Cape Town

T  +27 (87) 150 9848
F  +27 (31) 566 3777
E  info@iwm.co.za

CONTACT US
Authorised Financial Services Provider 3145

The information in this communication is not to be construed as advice in 
terms of the Financial Advisory and Intermediary Services Act of ‘2002 (‘FAIS’)


