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1. Review of Portfolio Performance

In February our average prudential balanced
portfolio returned minus 0.49% (January 3.98%). Top
performer is Namibia Asset Management (0.31%),
Momentum (minus 1.10%) takes bottom spot.

Graphs 1.1 to 1.7 reflect the performance for periods
from 3 months to 10 years of a number of the most
prominent prudential balanced portfolios (blue bars),
‘special mandate portfolios’ with lower volatility risk
(grey bars), fixed interest portfolios (no color bars), the
average of prudential balanced portfolios (black bar), the
JSE Allshare Index (green bar), and the CPI (red bar).
Benchmark investors should take note of the
performance of the default portfolio (yellow bar), which
now represents a combination of Prudential Namibia
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Graph 1.4

Allan Gray Balanced A Gr (blue)
Investec Managed Inv (blue)
Investment Solutions Bal Growth, Isol FG (blue)
(multimanager)

Prudential Managed Prud (blue)
Metropolitan Managed Met (blue)
NAM Prudential Balanced NAM (blue)
Old Mutual Profile Balanced OM B (blue)
Old Mutual Profile Growth OM H (blue)
Momentum Managed MOM (blue)
Sanlam Managed San (blue)
Stanlib Managed Stan (blue)

1 Year Perform % to Feb 2013

ues
WOW
HINO
ano
AUl
nid
19V

1dD
94 10s|

yso Ng
BN

180 WYN
uels

wnd 3S¢
IH AUl
+IdD ues
j01d AU|
4Q NO
abelany
A NG
+1d2 nid
NVN

20 -
WL Benchmark Retirement Fund

Income Tax Ref. N0.12/1/12/462
Registration No 25/7/7/489

Page 1 of 8



20 -
+Ws Benchmark Retirement Fund

Volume 9, No. 2, Feb 2013

MONTHLY REVIEW OF PORTFOLIO PERFORMANCE TO 28 FEBRUARY 2013
By T H Friedrich — Managing Director, Retirement Fund Solutions Namibia (Pty) Ltd

The monthly review of portfolio performance, as set out in this issue, is also available on our website at www.rfsol.com.na.

Graph 1.5

3 Year Perform % to Feb 2013
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5 Year Perform % to Feb 2013
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2. Performance of Key Indices (index performance
by courtesy of 1JG/Deutsche Securities)
Graph 2.1

3 Months Performance Feb 13 - Asset Classes

9%

6% A DE g BAIl Share
~ § © OProperty UT
3% 1 ~ & § BALL Bond
0% | o OCash
BR/US$

-3%

Graph 2.2
12 Mth Performance Feb 13 - Asset Classes
50%
X
(=2}
g £ s
i & DOProperty UT
25% A - % ©
« 8 BAIl Share
-
b] OALL Bond
0% OCash
BR/USS$
-25%
Graph 2.3
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3. Portfolio Performance Analysis
3.1.Cumulative performance
balanced portfolios

of prudential

3.2. 3-year rolling performance of
prudential balanced portfolios relative to
CPI

Graph3.2.1
BRF Rolling 3 Year Returns - Feb 2013
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BRF Rolling 3 Year Returns - Feb 2013
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Graph 3.1.2

Cumulative performance of prudential balanced
portfolios relative to average prudential balanced
portfolio on zero

3.3.

3-year rolling performance of prudential

balanced portfolios relative to average

prudential balanced portfolio on zero
Graph 3.3.1

Relative Long-term Performance (excluding Allan Gray)
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3.5. 6-month rolling returns of ‘special mandate’

Graph 3.3.2
BRF Rolling 3 Year Relative Returns Feb 2013
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BRF Rolling 3 Year Relative Returns Feb 2013
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3.4.Monthly  performance of prudential
balanced portfolios
Graph 3.4.1
One Year Monthly Performance Style Contrast
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3.6 Monthly and cumulative performance of
‘Default’ portfolio relative to average
prudential balanced portfolio
Graph 3.6.1
One Year Monthly Performance BM Default vs Average
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3.7 Monthly and one year cumulative
performance of key indices (excluding

(47.9% vs 61.3% as at the end of December 2012).

Considering that the average prudential balanced

dividends) portfolio should deliver a real return before management
Graph 3.7.1 fees (typically 0.75%), of roughly 6% per year, these
Monthly Index Performance (ex div) portfolios are currently trailing the expected long-term
10% o Fin goal significantly over the past 5 years.
5% ?AS( @Q N —%— Industr Having raised the risk profile of the Default portfolio
0% Y % \/\‘ effective the start of 2011, by replacing Metropolitan
% \/? \/ —— oil&G ARF with Prudential Inflation Plus Fund, we would
expect the Default portfolio to sacrifice around 1% return
-10% = > 22202953 Basic M for the benefit of lower volatility compared to the
RO A A average prudential balanced portfolio, thus an expected
veR " " real return before management fees (typically 0.75%), of
Graph 3.7.2 around 5% per year. Since this change was effected, the
default portfolio returned a cumulative 33.0% compared
Mihly Index Performance (ex div) —— Industr to 29.1% for the average prudential balanced portfolio
12% o Chs G over this 26 month period.
7 A e d Relative to the default portfolio, the performance of the
0% { & \® \‘ —a— Cons prudential balanced portfolios should be more volatile
' ¢ . STrZIec due to a significantly higher equity exposure and its
6% 4 ; performance should be much closer correlated to that of
£f5:5E282¢88¢58¢ Techn the overall equity market. The default portfolio should
REREPPERRRERESE produce a significantly more volatile performance than
the money market portfolio. The table below presents
Graph 3.7.3 one year performance statistics over the 3 years March
Cumulative Index Performance ex 1 Jan 2012 (ex div) 2010 to February 2013:
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Graph 3.7.4 year periods
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$852%5 % £z ¢ g’ EEEE | = Tem At this rate of return, the net contribution towards
PRRERBRgPRPRERRRReS retirement by both, member and employer should be
roughly 13% of remuneration, in order to achieve a

4. The Benchmark Default Portfolio

Graph 1.6 shows that the average prudential balanced
portfolio returned 9.4 % p.a. in nominal terms, or 2.5%
p.a. in real terms, over the past 5 years while the
Benchmark Default portfolio returned 10.3% p.a. in
nominal terms, or 3.4% p.a. in real terms. This
outperformance of the average manager by the
Benchmark Default portfolio is quite remarkable
considering its substantially lower equity exposure
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reasonable income replacement ratio of 2% per year of
service. It is very important that employers invested in
the default portfolio are comfortable with these
investment characteristics and that they should be able to
create comfort amongst their employees as well.
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Graph 4 measures the success of the Benchmark Default
portfolio in achieving its long-term gross investment
return objective of inflation plus 5%, on a rolling 3 year
basis. It also shows rolling 3 year returns of the average
prudential balanced portfolio and rolling 3 year CPI. It
shows that since September 2008, both the Benchmark
Default portfolio as well as the average prudential
balanced portfolio were lagging inflation plus 5% and

have surpassed inflation plus 5% since October 2011,
Benchmark default portfolio currently on 15.1%, the
average on 14.7% vs CPI plus 5% currently on 10.6%.

5. Review of Foreign Portfolio Flows and the Rand
How is the Rand doing?
Graph 5.1 indicates that the Rand by our measure is
fairly valued at 9.59 to the US Dollar while it actually
stood at 9.01 at the end of February. Our measure is
based on adjusting the two currencies by the respective
domestic inflation rates.

Graph 5.1
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Support of the Rand from foreign capital flows
continues, mainly through bond purchases

Graph 5.2 reflects a more steady and positive flow of
capital into South African equities on a rolling one year
basis, with a net inflow just above R 13.7 bn on a year-
on-year basis at the end of February (inflow of R 4.5 bn
to end January). Since the beginning of 2006, foreign net
investment in equities amounts to N$ 178 billion (end
January R 170 billion). This represents roughly 2% of the
market capitalization of the JSE.

The fiscal easing measures of the Eurozone, the US and
with more vigour now by the Bank of Japan, are likely to
provide an artificial underpin to the Rand through
continued foreign ‘hot money’ inflows into local
financial markets, more specifically into the bond market
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though.
Graph 5.2
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Graph 5.3 on a rolling one year basis, reflects a strong
foreign portfolio flow into bonds of R 92.7 bn over the
past 12 months to end of February (R 91.0 billion over
the 12 months to end of January). Since the beginning of
2006, foreign net investment in bonds amounts to R 223
bn (to January N$ 217 bn).

Graph 5.3
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The net inflow of foreign capital into equity and fixed
interest assets was R 107 bn for the 12 months to end
February (inflow of R 96 bn to end January), compared
to R 45 bn for the 12 months to end February 2012 (R 41
bn to end January 2012). Since the beginning of 2006,
total net foreign portfolio flows amounted to N$ 401
billion (January R 387 bn).

Graph 5.4 reflects the movement of the JSE and the
DOW Jones since May 1999. In nominal terms the JSE
passed its month end peak of before the financial crisis of
31,841 (May 2008), while the DOW Jones at the end of
January for the first time matched its previous peak of
13,896 (Sep 2007). In nominal terms, the JSE grew by
14.2% per year, while the DOW Jones only grew by
1.5% per year, over this period of just over 13 years,
dividends excluded. Namibian inflation over this period
was 7% per year in contrast with US inflation of 2.4%.

Graph 5.5 reflects the same statistics but adjusted for US
and SA inflation respectively. Since May 1999 the JSE
Allshare Index has grown by 7.2% per year above
inflation, over this period of close to 14 years, and this
excludes dividends of somewhere in the region of 2% to
4%. In contrast, the DOW Jones declined by 0.9% per
year above inflation over this period, also excluding
dividends.
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Graph 5.4
Nominal Allshare Index vs Dow Jones (ex div)
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Graph 5.6
The Dow Jones Industrial Index, over the longer term:
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Graph 5.6 places the data as per graph 5.5 into a better
perspective, showing that graph 5.5 actually starts
measuring the DOW Jones just after it had reached a
peak around 1998.

Graph 5.7 provides an interesting overview of some of
the major global share indices, showing up the DAX and
most recently the NIKKEI as the top performing share
indices.

Graph 5.7
Cumulative Bourses Performance ex 1 Jan 2012 (ex div)
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Graph 5.8 provides an interesting overview of relative
movement of the key equity sectors on the FTSE/JSE
since December 2005 when these indices were first
introduced. From this the investor should be able to
deduce which sectors offer greater value and which one’s
offer less value on the basis of fundamentals.

Graph 5.8

Key Index Movements ex 1 Jan 2006 (ex div)
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6. Conclusion

In February key foreign bourses continued to out-
perform the SA Allshare Index, the Nikkei being best
performing index seemingly achieved by a mere
comment by newly elected Japanese PM Abe that the
Bank of Japan needs to relax fiscal policy. Since the
beginning of 2012, the Nikkei produced 36.7%, and the
DAX 31.3% versus the SA ALSI at 24.2%. Over this
period the Rand depreciated by 10.3% against the US$
and by 11.1% against the Euro.

Together these two elements would have produced a
return of 56% and 49.8%, respectively, for an SA (US
Dollar) investor in the Nikkei, respectively in the DAX,
returns that compare favourably with the top performing
sectors of the FTSE/JSE. Foreign investors in the SA
ALSI in contrast, would have had a return of 11.4% (US
investor) and 10.4% (Euro investor) since the beginning
of 2012.

Foreign investors in SA bonds and other fixed interest
instruments would have earned negative returns since the
beginning of 2012. The attractiveness of borrowing
cheap money offshore to benefit from higher interest
rates in SA is therefore no longer an argument unless the
investor were to hope for the Rand to strengthen again
which appears unlikely at this stage. In the light of these
developments, a declining trend in net bonds purchases
by offshore investors is not surprising.

Despite these negative developments for foreign
investors in SA, total foreign portfolio flows are
currently still at a fairly high level of over R 100 billion
measured over rolling 12 month periods, still providing
support to the Rand. We would expect the influence of
foreign portfolio flows on our local financial markets to
slowly fade away.

Local fundamentals and investor sentiment should in
time, however, become a much stronger determinant for
our local financial markets. Consensus amongst equity
investors seems to be that SA equities are not cheap by
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historical measures and in relative terms when compared
to other African and offshore investment opportunities.
Such foreign investment opportunities are therefore
likely to be pursued with more vigour by local investors
going forward, which also will impact negatively on
local equity markets.

A changing tide of portfolio investment flows out of SA,
the continuing negative inflation differential between SA
and its major trading partners, negative SA current
account data and the fact that SA Reserve Bank in March
once again kept the Repo rate unchanged, is likely to
weaken the Rand further and dampen the interest in local
bonds. A weaker Rand is likely to lift the inflation level.
This environment is bound to lead to an increase in the
Repo rate in the next 12 to 24 months and to higher
interest rates generally.

On the basis of fundamentals and the prevailing
economic environment, we expect foreign equities to
outperform foreign bonds and property. A number of
foreign bourses still offer high discounts on fair value
occasioned by sentiment that is likely to fade out slowly.
According to data produced by 1741 Asset Management
for January 2013, the MSCI ltaly offered a discount of
56% on fair value, Germany 19%, Austria 48% and,
believe it or not, Portugal ‘only’ 26%. The MSCI EMU
offered a discount of 31% and MSCI Japan a discount of
37%, compared to MSCI USA with a premium of 22%.
In the face of a depreciating Rand, such investments
would of course experience that benefit as well. Such
discounts must be compelling investment opportunities
that should be capitalised on now.

In terms of local equity sectors, we remain concerned
about the significant growth SA Consumer Goods and
Consumer Services have seen, returning 21.8% and
18.2 % per year, respectively, since December 2005,
excluding dividends. Add dividends to this return and the
investor would have earned a return close to 24% per
year over the past 7+ years! Similar returns were
generated by the Health Care and Technology sub-
sectors.

We do not believe this is sustainable and that the tide
may be about to turn. Financials and Industrials have
returned much more modest growth rates of 7.9% and
12.1%. Over the same period, the Namibian CPI grew by
6.9% per annum. Basic Materials that have grown by a
similarly modest rate of 6.5% per year since the
beginning of 2006, should also offer some buying
opportunities although as a sector we do not foresee it
showing any significant recovery in the medium term.

We believe an assertive balanced portfolio with an
overweight in equities, neutral property and underweight
bonds and cash should be appropriate under current
circumstances. Inflation linked bonds might offer an
exception though. A high foreign equity exposure to
particularly  Eurozone countries where  markets
experienced a dramatic decline as the result of negative
investor sentiment, remains our call for 2013.
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7. Important notice and disclaimer

Whilst we have taken all reasonable measures to ensure that the
results reflected herein are correct, Benchmark Retirement Fund
and Retirement Fund Solutions Namibia (Pty) Ltd do not accept
any liability for the accuracy of the information and no decision
should be taken on the basis of the information contained herein
before having confirmed the detail with the relevant portfolio
manager. The views expressed herein are those of the author and
not necessarily those of Benchmark Retirement Fund or
Retirement Fund Solutions.
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