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3. Portfolio Performance Analysis
3.1. Cumulative performance of prudential
balanced portfolios
Graph 16
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3.2. 3 year rolling performance of

prudential

balanced portfolios relative to CPI

Graph 18
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3.3. Monthly performance of prudential balanced 3.5. Monthly performance of ‘Default’ portfolio
portfolios relative to average prudential balanced
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4. A Contrarian Preview Of The Next 12 Months
Since the oil price commenced its speculative trajectory in
2003, closely tracked by resources and global financial
markets, our very crude estimate suggests that over this 5
year period, global wealth, equivalent to around 20% of
global GDP (roughly equal to US GDP) was
‘redistributed’, proportionately most, from the poorest to
the richest. In USS this is roughly 14 trillion! Are we now
on course to let this flood wave reverse its flow through
seepage (inflation and negative real interest rates)? The
chosen route at this stage appears to be the drawn out
process of deleveraging. This requires the re-inflation of
asset values through demand stimulation, and the deflation
of liabilities by means of inflation and low interest rates, in
the US in particular as main destination of global capital
flows.

Since March 2006, when we considered market to be at
unsustainable levels and moved to more conservative
investment vehicles, the SA ALSI forged ahead from
around 20,000 in March 2006, to 33,000 in October 2007.
Over this period, the average prudential balanced portfolio
picked up another 42% over this period, while our more
conservative default portfolio only managed to grow
another 29%.

Taking this comparison further to end February 2009, the
average prudential balanced portfolio produced a total
return of 12.2% (4% p.a.) compared to our more
conservative portfolio’s 17.8% (5.8% p.a.), Allan Gray on
top of the log of prudential balanced portfolios, with 40.7%
(12.4% p.a.) and OMIGNAM’s Profile Balanced portfolio
at the bottom with a total return of 4% (1.4% p.a.)! And
guess what, cash delivered a total return of 30.6% (9.6%
p.a.) over the same period. Inflation increased by 27.2%
(8.6% p.a.) over this period.

Based on our expectation of a long drawn out process of
market correction, we will see low, probably even negative
real interest rates and increasing inflation in the developed
world with sideways movement in global equity markets
for an extended period of time of between 3 and five years.
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Volatility will remain in financial markets for probably
another year until all surprises are out of the global
financial system. Stock picking the right shares should
prove to be a skill that will produce superior returns.

Locally, we believe that the exodus of foreign investment
flows into equities should be largely behind us, as evident
from Graph 28, so that one may expect sentiment driven
negative swings soon no longer to be a serious threat for
the investor. In the mean time we expect local inflation and
local interest rates to continue declining in measured
fashion to cushion the negative impact on the Rand, but the
Rand will remain under pressure for a while. Graph 29
indicates that the Rand is oversold at 10 to the US$ at end
of February, and should be around 8.30, on a relative
inflation adjusted basis. The weaker Rand should be
beneficial for local manufacturing while declining inflation
and interest rates should be beneficial for local
consumption, particularly with regard to food and clothing
and of course for property investments.
Graph 28
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Graph 30 shows clearly to what extent the South African
share market had departed from the US market. At the end
of February both the Allshare Index and the Dow Jones
were down roughly 50% from their inflation adjusted peak
in October 2007. The gap between these two indices
however, closed considerably from 22,000 point in October
2007 to 11,400 points at the end of February. Both the Dow
Jones and the SA Allshare Index are now around 35%
below the CPI adjusted trend line.
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5. Conclusion

We believe that volatility in global equity markets will
remain for a while, but with a declining tendency. On the
basis of fundamentals, it would seem that global markets
are now in more sustainable territory. Globally, we expect
to see significantly lower returns on all asset classes than
we have seen over the past 5 years and it should be quite
difficult to achieve real returns over the next 2 to 5 years.

In view of our expectation of declining inflation and
interest rates locally, bonds should be a more attractive
asset class on the basis of fundamentals. Local industrial
and commercial property should offer fair returns in times
of higher inflation and an environment of negative real
interest rates. We see no value in cash other than as short
term parking to protect against further market volatility.

With the steep correction of equity markets, we believe the
time has approached when one should selectively consider
investment in equity again, specifically, consumer goods
and services, local manufacturing and exporters.
Commodities should also start offering opportunities on a
selective basis again. The focus should be on stock
selection and dividend yield.

Taking our view of a significantly undervalued Rand, we
would not raise the offshore exposure at this stage. A
correction though should encourage a fair spread of
investment in global equity.

To conclude, exceptional times as we are currently
experiencing, require exceptional approaches. We have
asked the question before - should the individual really be
concerned if the market value of his property has declined?
Surely the utility value remains unchanged? In other words,
is it not a good time now to use one’s pension capital to
invest in residential property that offers a utility value in
excess of the market returns, considering that it may be
difficult to achieve real returns on conventional
investments? We have also suggested before that an
investment in the member’s or his children’s education now
may well generate better returns in the long-term than
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conventional investments will. This would require changes
to our current legislation though and our legislators should
seriously consider these exceptional approaches.

6. 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.
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