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1. Review of Portfolio Performance

In October the average prudential balanced portfolio
returned 5.29% (Sep: -0.39%). Top performer is Investec
(5.79%); while EMH Prescient (4.21%) takes the bottom
spot. For the 3 month period Allan Gray takes top spot,
outperforming the ‘average’ by roughly 3.2%. On the
other end of the scale EMH Prescient underperformed
the ‘average’ by 1.2%.

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
Inflation Plus and Allan Gray Namibia Balanced Fund.

Below is the legend to the abbreviations reflected on the
graphs:
Benchmarks
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Graph 1.4
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3. Portfolio Performance Analysis
3.1. Cumulative performance of prudential
balanced portfolios
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Graph 3.1.2
Cumulative performance of prudential balanced
portfolios relative to average prudential balanced
ortfolio on zero
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3 Months Performance Oct 15 - Economic Sectors
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3.2. 3-year rolling performance of prudential
balanced portfolios relative to CPI

Graph 3.2.1
BRF Rolling 3 Year Returns - Oct 2015
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Graph 3.6.2 Graph3.7.4
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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. The
Benchmark default portfolio 3 year return to end October
was 16.1%, the average was 16.1% vs CPI plus 5%
currently on 9.4%.

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 10.33 to the US Dollar while it actually
stood at 13.81 at the end of October. Our measure is
based on adjusting the two currencies by the respective
domestic inflation rates.
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Rand strengthen despite foreign capital outflows

Graph 5.2 reflects a flow of capital into South African
equities on a rolling one year basis, with a net outflow of
16.5 bn on a year-on-year basis at the end of October
(inflow of R 4.7 bn year-on-year to end September). The
month of October experienced a net outflow of R 17.5
bn. Since the beginning of 2006, foreign net investment
in equities amounts to R185 bn (end September R 202
bn). This represents roughly 1.5% of the market
capitalization of the JSE.
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Graph 5.2
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Graph 5.3 on a rolling one year basis reflects foreign
portfolio outflows in respect of SA bonds of R 3.2 bn
over the past 12 months to end of October (outflow of R
7.7 bn over the 12 months to end of September). Since
the beginning of 2006, foreign net investment in bonds
amounts to R 219 bn (to September just over R 209 bn).
The month of October experienced a net inflow of R
10.1bn.

Graph 5.3
1Yr Rolling Foreign Portf Flows (R mill) - Bonds
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The net outflows of foreign capital from equity and fixed
interest securities was R 19.7 bn for the rolling 12
months to end October 2015 (outflow of R 2.9 bn to end
September 2015), compared to an outflow of R 12.4 bn
for the 12 months to end October 2014 (outflow of R
37.7 bn to end of September 2014). Since the beginning
of 2006, total net foreign portfolio inflows amounted to
R 404 bn (September 411 bn).

Graphs 5.4 reflects the movement of the JSE since
January 1987 in nominal and in inflation adjusted terms,
with trend lines for these. In nominal terms, the JSE grew
by 12.1% per year since January 1987, and this excludes
dividends of 3%. Namibian inflation over this period of
just over 28 years was 8.4% per year. This is equivalent
to a growth in real terms of 3.7% p.a. over this period,
excluding dividends, or around 7% including dividends.
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Graph 5.4

Nominal vs CPI adj Allshare Index (ex div)
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Graph 5.5 reflects the movement of the S&P500 Index
since January 1987 in nominal and in inflation adjusted
terms, with trend lines for these. Since January 1987 the
S&P500 Index has grown by 7.3% per annum, over this
period of just over 28 years. US inflation over this period
was 2.7%. This is equivalent to a growth in real terms of
4.6% p.a. over this period, excluding dividends.
Graph 5.5

Nominal vs CPI Adj S&P 500 Index (ex div)
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Graph 5.6 provides an interesting overview of some of
the major global share indices, showing up the DAX and
the NIKKEI as the top performing share indices.

Graph 5.6
Cumulative Bourses Performance ex 1 Jan 2015 (ex div)
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Graph 5.7 provides an 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. Annualised returns
for these indices since the beginning of 2006 were:
Consumer Goods: 22.6%; Consumer Services 22.3%;
Financials 10.2%; Industrials 10.1%; and Basic Materials
1.7%.
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Key Index Movements ex 1 Jan 2006 (ex div)
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6.  Will this cloud have a silver lining?
By Tilman Friedrich

Will this cloud have a silver lining?

Bad news both on the economic as well as the political
front are currently unfortunately dominating our media
and this also manifests in our financial markets of late.
Investors are clamouring for good news and each time
there is some good news, financial markets also respond
positively to these. Where we have seen the FTSE/ JSE
Allshare Index increasing steadily since the end of the
financial crisis from its low of 21,000 in October 2008 to
around 49,000 at the end of April this year, it has been
see-sawing since then between 49,000 and 54,000.

We read of South Africa’s economic woes; Namibia ran
a trade deficit of N$ 10 billion in the latest reported
month, there are reports that our government is running
out of cash and has recently had to issue a Eurobond,
exposing Namibia to a significant currency risk while at
the same time the Rand has depreciated by 26% from
10.5 at the end of April this year to currently around
14.2. Global commodity markets are in the doldrums,
which is particularly bad news for commodity based
economies such as South Africa and also Namibia. But
wait — on the positive side of lower commaodity prices is
the low oil price which has declined by 65% from just
short of US$ 133 per barrel in July 2008 to its current
level of around US$ 47 per barrel only which should be
good for your pocket and mine. But is this true? In fact
for you and me diesel for example only declined by 4%
from N$ 11.31 per litre in July 2008 to N$ 10.85
currently. In Rand terms, one barrel cost R 976 or
roughly N$ 6.14 per litre in July 2008, as opposed to R
643 per barrel, or roughly N$ 4.04 per litre the end of
October this year, a reduction of 34%. Does this sound as
strange to you as it does to me? What this implies is that
besides the taxes already built into fuel prices in July
2008 someone is currently cashing in at the rate of N$
2.1 per litre consumed in Namibia. Working back from
reported SA fuel consumption of 25 billion litres per
annum on the basis of our economy relative to the SA
economy, Namibia’s fuel consumption should be in the
region of 1 billion litres per annum. Times this by N$ 2.1
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per litre, this ‘someone’ is currently cashing in at the rate
of N$ 2 billion per annum, and this for a full year
already. Even the fuel storage facility in Walvis Bay
which is reported to cost N$ 3.6 billion should be paid
off fully by October next year everything else being
equal. So what could have been one piece of good news
for the Namibian consumer unfortunately is also not
really good news.

Where else can we then look to for good news? What
about Europe? Europe is still very much in the doldrums
and its quantitative easing will continue for a while. As
the result of the refugee crisis, Europe is doomed to
divert more and more resources internally to manage this
crisis. This must be expected to impact negatively on the
consumer — so good news is unlikely to come out of
Europe for some time. What about China, will it once
again become the locomotive of global growth? Well by
all counts China is successfully in process of migrating
from an export based economy to a consumption based
economy where local retail growth of around 11% is
outpacing economic growth of currently 6.9%, by a
substantial margin. China was the largest importer of
many base materials and other commaodities and has been
driving the commodity boom. This is no longer the case
and will also not be the case again. Listening to an
interesting presentation on China by an ‘insider’, figures
coming from China are simply mind boggling and are
destined to become more so. There are now 90 million
Chinese tourists travelling the world every year and this
figure will grow by leaps and bounds. So if we cannot
export our base materials to China anymore, how about
exporting our nature to the Chinese tourist? Tourism
after all is an important sector of our economy and
provides employment for a substantial portion of our
work force.

What about the US as largest global economy? Well by a
number of indicators it seems that the US economy is
busy building up steam. The unemployment rate has
declined from its peak of 10% to currently only 5%. The
US economy added 271 000 Nonfarm jobs in October,
marking the strongest pace of employment growth this
year and nearly 100 000 jobs above the consensus
forecast for 182 000. The other key variables of US CPI
and the trade weighted US Dollar exchange rate have
also improved significantly since the beginning of 2014,
to the point where some commentators now quantify the
likelihood of a Fed rate hike to have reached 80% from a
low of only 5% at the beginning of 2011. So there is
some good news it seems, or is it? This good news
unfortunately does not manifest positively in the Rand
US$ exchange rate which has weakened significantly,
probably purely as the result of a general expectation that
the Fed will hike the repo rate as early as its next session
in December.

What does all of this mean for us in Namibia? For one,
the Rand will remain under pressure, not only because of
improving economic fundamentals in the US but also
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because of the poor state of our own economies both in
South Africa as well as in Namibia. Of course once the
US starts hiking the repo rate, SA and Namibia will have
to follow, possibly even pre-empt such a hike to prevent
the demise of our currency. The weak currency and the
fact that the likelihood of oil declining further being a lot
lower than it increasing, will clearly not be good news
for the local consumer who will have to tighten his belt,
over-indebted as he already is. Export orientated
businesses should do well though as the result of the
weak Rand.

Conclusion

The investor should continue to focus on real returns
rather than absolute returns to increase his wealth slowly
and steadily. With an inflation rate of around 3% one
should be quite content if one manages to achieve an
investment return around of 8% per annum. As an active
fund member one should not shun equities but should be
cautious, spread the risks as far as the law allows and
focus on stock picking.

To cite some good advice from an article that recently
appeared in Moneyweb: “You can do anything you like
in investments if it seems like a good idea to you, with
one rule: don’t put all your eggs in one basket. Make sure
you’ve got a diversified portfolio. A very good rule of
thumb is put a maximum of — | think it actually should be
5% but most people use 10% — put a maximum of 10%
of your wealth at risk on any one idea, any one product,
any one investment, any one share. Diversification is the
only thing that truly protects you from a catastrophe.”
And when reference is made to diversification, part of
your investment strategy must be to diversify offshore as
well but if you do beware of the currency risk and rather
spread your offshore money transfers over a period of
time to avoid the risk of buying when the Rand is at its
weakest!

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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