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1. Review of Portfolio Performance Graph 1.1
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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.
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Allan Gray Balanced A Gr (blue)
EMH Prescient Balanced Absolute EMH (blue)
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NAM Prudential Balanced NAM (blue)
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15 Year Perform % to Jun 2016
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3.7 One year monthly performance of key indices
(excluding dividends)
Graph3.7.1 4. The Benchmark Default Portfolio — Facts in
Monthly Index Performance (ex div) figures
—— Fin Table 4.1
—%— Industr Portfolio Default Average
Basic M portfolio pru man
—— 0il&G portfolio
5 year nominal return - % p.a. 15.8 14.1
5 year real return - % p.a. 10.2 8.5
Equity exposure - % of 49.7 55.9
§§‘%’=’8§§§§§£§§ portfolio
A ; 5 Cumulative return ex Jan 2011 116.4 97.6
5 year gross real return target - 5 6
% p.a.
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The above table reflects the actual returns versus target
returns required to produce an income replacement ratio
of 2% of salary per year of fund membership that should
secure a comfortable retirement income.

Table 4.2
Measure Money Default Average
Market Portf Prud Bal
Worst annual 5.6% 13.7% 12.8%
performance
Best annual 6.5% 19.1% 18.5%
performance
No of negative 1 year nfa 0 0
periods
Average of negative 1 nla nla nla
year periods
Average of positive 1 5.8% 16.6% 15.9%
year periods
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Graph 5.2

The table above presents one year performance statistics. 1 v Rolling Foreign Port Flows (R mill) - Equity
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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 June
was 14.00%, the average was 13.10% vs CPI plus 5%
currently on 10.52%.

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
undervalued at 10.77 to the US Dollar while it actually
stood at 14.78 at the end of June. Our measure is based
on adjusting the two currencies by the respective
domestic inflation rates.
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Rand strengthens despite foreign capital outflows

Graph 5.2 reflects a net outflow of capital from South
African equities on a rolling one year basis, with a net
outflow of 103.0 bn on a year-on-year basis at the end of
June (outflow of R 76.0 bn year-on-year to end May).
The month of June experienced a net outflow of R 20.3
bn. Since the beginning of 2006, foreign net investment
in equities amounts to R105 bn (end May R 125 bn).
This represents roughly 0.7% of the market capitalization
of the JSE.
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Graph 5.3 on a rolling one year basis reflects foreign
portfolio inflows in respect of SA bonds of R47.1 over
the past 12 months to end of June (inflow of R 28.4 bn
over the 12 months to end of May). Since the beginning
of 2006, foreign net investment in bonds amounts to R
269 bn (to May just over R257 bn). The month of June
experienced a net inflow of R 12.5.

Graph 5.3
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The net outflows of foreign capital from equity and fixed
interest securities was R55.8 bn for the rolling 12 months
to end June 2016 (outflow of R 47.6 bn to end May
2016), compared to an inflow of R 14.3 bn for the 12
months to end June 2015 (inflow of R 22.4 bn to end of
May 2015). Since the beginning of 2006, total net
foreign portfolio inflows amounted to R 374 bn (May
382 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 11.8% per year since January 1987, and this excludes
dividends of 3%. Namibian inflation over this period of
just over 29 years was 8.4% per year. This is equivalent
to a growth in real terms of 3.4% p.a. over this period,
excluding dividends, or around 6.4% including
dividends.
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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 7.2% per annum, over this
period of just over 29 years. US inflation over this period
was 2.7%. This is equivalent to a growth in real terms of
4.5% 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 Allshare,
FTSE, Dow Jones and S&P 500 as the top performing
share indices.

Graph 5.6
Cumulative Bourses Performance ex 1 Jan 2016 (ex div)
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Graph 5.7 provides an overview of relative movement
of the key equity sectors on the FTSE/SE 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 Services: 21.6%; Consumer Goods: 20.4%;
Industrials: 9.4%; Financials: 8.5%; and Basic Materials:
2.0%.
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6. Is abad weather warning on the horizon?
(by Tilman Friedrich)

The ‘ZIRP’, acronym for zero interest rate policy, that
has been applied by many of the large global economies
since the financial crisis, projects some bad weather
warnings on the screen of pension investors the
consequences of which are not all that clear.

More directly it has been eroding the social security
systems of these countries as these systems are to a large
extent dependent on fixed interest instruments delivering
real returns. Those that are still actively contributing
towards their social security systems will be on the
losing end of this equation and will either have to pay in
ever more or will experience ever declining old age
provision and will have to make supplementary
provision. Those that are already receiving benefits will
be faced with a steadily declining standard of living as
the result of the systems not earning real returns
anymore.

More indirectly, savers have been turning their backs on
fixed interest bearing assets in favour of equities,
property and other assets that generate real returns. As
the result global equity markets, property and a number
of other markets are bloated. At some point in time this
imbalance has to correct as no one can afford to invest in
an asset returning negative yields in the long-term while
flows into such assets will eventually dry up.

When the inevitable turning point comes, any investor
who has placed his reliance on capital appreciation of his
investments — caused by the search for yield in areas
other than fixed interest assets — will experience
disappointment from a decline in the valuation of
equities, property and other bloated assets.

An analogy to a decline in market value of equities that
the man in the street is probably more familiar with is a
decline in the property market. If you own a property and
you live in that property, a decline in its market value is
unlikely to be of concern to you, unless you leveraged on
the increasing value of the property to incur debt. The
value of any debt will not change of course, no matter
what happens to the value of your property and debt
typically must be repaid. If you wanted to sell your
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property in order to purchase shares or other assets, a
general decline in bloated asset values will mean that you
will now get less for your property, but at the same time
you will probably be able to purchase another asset that
has also declined in value.

Similarly, if you bought the property to generate an
income for you to live off, a decline in the market value
will not impact immediately on your rental income but as
tenants find alternative shelter whose rent is now
calculated on a lower capital value, you will eventually
be forced to reduce the rental on your property as well.
So why should your share investment be different? If you
are not required to sell you shares, a change in their value
will not affect you, alternatively you will be able to
exchange value for value, be it at a lower level. But why
does a pension fund investor invest in equities at the end
of the day? You require an income to live off when you
retire. If you have to sell to survive, you will have a
problem because you will get less than what you had
bargained on. What you will be left with is the dividends
generated by your shares. And of course we are aware of
inflation so your dividends should not remain constant
but grow with or above inflation.

In summary, if we are facing declining markets, selling
lower without simultaneously buying lower will realise
investment losses that would otherwise not have been a
problem for the investor. A pensioner who needs to live
of his pension investment will be selling if he draws at a
rate higher than the dividends and other income
generated by the pension investment and will be realizing
losses as he continues to sell down his investment into
declining markets. This should be avoided at all cost.
Furthermore when choosing his investments, he should
look out for investment generating high and growing
income.

Unlike property, where your income is a function of the
market values in the long-term, dividends are not a
function of the underlying market value of the share but
are a function of the turnover generated by the company
and the expenditure incurred by the company to generate
the turnover.

Conclusion

In view of our expectation of a continued sluggishness of
the global economy and the risk of rebalancing between
fixed interest assets and equities, primarily, yield will be
hard to get by. The basic principles are to spread risk and
to look for value in assets that generate high yields with
superior growth prospects. The pension fund investor
should continue to focus on achieving real returns of
inflation plus 4% to 5%, i.e. be content with returns of
between 10% and 12% for the next 12 months. ldeally
this yield should be generated by your dividend to avoid
being dependant on selling assets to realise capital gains.

Al _
A,.\A Benchmark Retirement Fund

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.

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

Page 8 of 8


http://www.rfsol.com.na/

