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2. Performance of Key Indices (index performance
by courtesy of 1JG/Deutsche Securities)
Graph 2.1
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portfolios relative to average prudential balanced
ortfolio on zero
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3.2 3-year rolling performance of prudential 3.4 Monthly performance of prudential
balanced portfolios relative to CPI balanced portfolios
Graph3.2.1 Graph3.4.1
BRF Rolling3 Year Returns - Aug 2018 One Year Monthly Performance Style Contrast
% 6.0%
18 N E— 5.0%
6 _W\‘m\,\"\/\ _ 4.0% E——
14 ——AGr 3.0%
1 \=> . 2.0% 24 ——Inv
10 ~\ A Stan 1.0% 49
|\, e/ 0.0% —o— Met
8 X— Inv
6 ———— -1.0% 4 —— MOM
4 Isol FG -2.0% Y
z Pl _3'0%03020 A S >
0 —T—T—T—T— T — g s I e &
2 z 2 z 2 z 2 z 2 z 2 82853 %828 533 FE
g g & g8 g2 & g 8 g ¢& SR A8 BB EB LS B
5 8B 2 R G5 5 5 5 58
Graph 3.2.2 Graph 3.4.2
BRF Rolling3 Year Returns - Aug 2018 One Year Monthly Performance Style Contrast
21 6.0%
18 N D,\JA w Pru 4.0% A A /\ /‘. Ao
15 \/ ,
2 E’) \\\CN \%A Met . 20% T ——Pru
9 | el 0.0% 1 NAM
6 \~— e NAM -2.0% e < —e— Is0l FG
3 t\\uﬂ” —cpl
T e 2 o s 722 = &
0+—T——T—TT T T T T T T T T T T T T g 5 Z 2z £ g 2
EEEEETEEERESEEERESEE TERLiELiifieg
BBLEEELREBERGHEELSEE SR8 BE L8 g8y
3.3 3_year ro"ing performance Of prudential 3.5. 6-m0nth rOlliﬂg and Cumulative returns Of
balanced portfolios relative to average ‘special mandate’ portfolios
prudential balanced portfolio on zero Graph35.1
Graph 3.3.1 BRF Rolling 6 Month Returns - Aug 2018 - Special Mandate Portfolios
BRF Rolling 3 Year Relative Returns - Aug 2018 18 L )
18 u 1 N\ —— sanCPI+
— AGr 10
. rer o T LV AW VA Y T
W WY Y Pru CPI+
6 L A Inv g mm— v ¥
& — Met -2 ——— NAM Def
Lo~ N
0 -6
NOSES T D I ) [
I P s S I U I P I g
BB 38885ERBEGENE
Graph 3.3.2 BRF Rolling 6 Month Returns - Aug 2018 - Special Mandate Portfolios
BRF Rolling 3 Year Relative Returns - Aug 2018
—— OM DF
— Met San Act
Pru 'lvw‘ = NamCap+
Inv H
v Ul
— Stan \|[
Isol FG -10
EEEEE R TR CR e ERERERERERE
E5EE558558558865¢% BPS8BBBEERERNEE R RGEEEINEE
IR R R I - = B L
W H OO N0 O O P NWS OO N ©

iy
1‘!\: Benchmark Retirement Fund

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

Page 4 of 9


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

Volume 14, No. 8

August 2018
3@ Benchmark Retirement Fund
MONTHLY REVIEW OF PORTFOLIO PERFORMANCE TO 31 AUGUST 2018
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 3.5.3 Graph 3.7.2
Long-term Performance of Special Mandate Portfolios Monthly Index Performance (ex div)
20%
300% 293%| v or 15% —x— Industr
MZSO% 10% A °* /: Crs G
250% 251% San CPI+ 5% - A —a— Cns Gds
/ ‘//W 228% Pru CPI+ 02/" :iﬁW% —e— Hith C:
200% -5% > - —\\‘glf th Care
NAM Def -10% Y x
-15% 5] | —— Cons Srv
150% =7 San Act -20%
NamCap+ 'gﬁ; *— Telec
100% 55— ) >po0zogTEZrZEE >
S 888 ERBERELGSBSL N 58 5B D 5
. Graph 3.7.3
3.6 Monthly and cumulative performance of L
‘Benchmark Default’ pOI’thliO relative to Cumulative Index Performance ex 1 Jan 2018 (ex div)
average prudential balanced portfolio }53 g |+ Fin
Graph 3.6.1 115
110
One Year Monthly Performance Style Contrast 105 —x— Ind
5.0% lgg N . 99
4.0% +— y — B0 | e Alsh
3.0% "\ A x / gg & 93
Vi —— T T T T T T T
ol I~ 5 § 5 2 5 £ £ 2 e
0% — AR RN 7 = Ind < i ! < asic
D i~ v | S 55 5 5 5 5 B
2.0% -
-3.0% — -
Dgozogyg>§‘s‘§> Graph3.7.4
3 9283 828 & 3 % &
NS5 BEEEE g g lative Index P 1 Jan 2018 (ex di
Cumulative Index Performance ex 1 Jan 2018 (ex div) Tndustr
Graph 3.6.2 —— Cns Gds
Long-term Performance of BRF Universe —e—Hlth
280% Care
260% BM Def 257% —+— Cons Sv
240% P=F Average 238%
220% —— Telec
200%
80% —e— BM Def ~ ~ — Techn
160% s & Z Z g g
140% —=— Average ; ; o ; ﬁ é 2 E
120% ® ® ®
100%
FEETRERTRERTRERS 4. The Benchmark Default Portfolio — Facts i
IBS‘E:‘BS‘SE‘EG‘EE%:‘E& . .e enchnmar eTau ortolio - acts In
figures
Table 4.1
3.7 _Og_e-year Img_nthgl_ _gerfdormance of key Portolio Default Average
indices (excluding dividends) portfolio Prud Bal
Graph3.7.1 5-year nominal return - % p.a. 113 10.8
Monthly Index Performance (ex div) 5-year real return - % p.a. 6.2 5.7
15% Equity_exposure - % of 46.2 61.8
10% portfolio (qgtr end June 2018)
5% /_JA‘K\A oy —=— Fin Cumulative return ex Jan 2011 157.29 137.68
Y. A X 5-year gross real return target - 5 6
0% —— Industr
06 12 Yy \\Y/ % p.a.
10% \ Basic M Target income rgplacement 2 2.4
-15% ratio p.a. - % of income per
£REFEEET5EEZ year of membership
SRE8BE 85408 g Required net retirement 13.0 11.6
contribution - % of salary
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The above table reflects the actual returns of the Default
Portfolio 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.

Income Tax Ref. N0.12/1/12/462

Registration

No 25/7/7/489
Page 5 of 9


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

Volume 14, No. 8
August 2018

vAg ,
1’\1 Benchmark Retirement Fund

MONTHLY REVIEW OF PORTFOLIO PERFORMANCE TO 31 AUGUST 2018
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.

Table 4.2
Measure Money Default Average
Market Portf Prud Bal
Worst annual 5.9% 8.3% 6.2%
performance
Best annual 8.1% 16.1% 16.0%
performance
No of negative 1-year n/a 0 0
periods
Average of negative nla nla nla
1-year periods
Average of positive 1- 7.1% 11.4% 10.1%
year periods

The table above presents one-year performance statistics.
It highlights the performance differences between the 3
portfolios over the 3 years September 2015 to August
2018. This gives an indication of volatility of the
performance of these 3 risk profiles.

Graph 4

Rolling 3 Year Returns- Aug 2018

—— OM Stable

— CPI+5%

—— BM Def

Average

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 August
was 10.1%, the average was 8.8% vs CPI plus 5%
currently on 10.5%.

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 at
fair value at 11.42 to the US Dollar while it actually
stood at 14.64 at the end of August. Our measure is
based on adjusting the two currencies by the respective
domestic inflation rates.

Graph 5.1
RIUSS
16 14.64
14
12 11.42
M o
10
—RIUS$
8 JAL\ L
61 :F-; ; ——RUS$
4 Infl Adj
2
OO0 0000000000000 0
8888333833388 833838283
B EVREBEIRIZIERERES

@ Benchmark Retirement Fund

The Rand weakened by 11.75% in August with net
foreign investment outflows from bonds and equities of
R 33.3 bn. Over the past 12 months the Rand weakened
by 12.5%. Net outflows of foreign capital into equity and
fixed interest securities over the past 12 months
amounted to R 31.5 bn (inflow of R 2.5 bn to end July
2018).

Since the beginning of 2006, total net foreign portfolio
inflows amounted to R 295bn (July R 328 bn).

Graph 5.2 reflects a net inflow of capital into South
African equities on a rolling one-year basis, of R16.9 bn
at the end of August (inflow of R 30.5 bn year-on-year to
end July). The month of August experienced a net
outflow of R 13.2 bn. Since the beginning of 2006,
foreign net investment into equities amounts to R 9.6 bn
(end July net investment of R 22.9 bn). This represents
roughly 0.06% of the market capitalization of the JSE.
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 48.40 bn
over the past 12 months to end of August (outflow of R
28.0 bn over the 12 months to end of July). The month of
August experienced a net outflow of R 20.1 bn. Since the
beginning of 2006, foreign net investment in bonds
amounts to R 285.4 bn (to July R 305.5 bn).

Graph 5.3
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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 11.3% per year since January 1987, and this excludes
dividends of 3%. Namibian inflation over this period of
30 years was 8.1% per year. This is equivalent to a
growth in real terms of 3.2% p.a. over this period,
excluding dividends, or around 6.2% including
dividends.
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Graph 5.4 Graph 5.7
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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 7.7% per annum, over this
period of 30 years. US inflation over this period was
2.6%. This is equivalent to a growth in real terms of
5.1% p.a. over this period, excluding dividends or around
7.1% including dividends.
Graph 5.5

Nominal vs CP1 Adj S&P 500 Index (exdiv)
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Graph 5.6 provides an interesting overview of some of
the major global share indices, showing up the S&P as
the top performing index since the start of 2018.

Graph 5.6

Cumulative Bourses Performance ex 1 Jan 2018 (exdiv)
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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 Services: 19.8%; Consumer Goods: 15.7%;
Industrials: 8.3%; Financials: 7.5%; and Basic Materials:
4.4%.

wiy
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6. Prudential balanced or smooth growth portfolio
— what should you expect the difference to be?
by Tilman Friedrich

In this column, we will not discuss market conditions and
our expectations as there have been no significant
changes that would make us review the state of affairs.
So if you want information to guide your decision how to
invest, you are referred to this column in last month’s
report. This month we will once again try to assist
investors in their decision whether to choose a smooth
growth portfolio or the more conventional prudential
balanced type of portfolio.

Smooth growth portfolios are notorious for the lack of
transparency. For the employer or individual investor it
is really difficult to ‘get a feel’ for the characteristics of
these portfolios vis-a-vis financial markets. Most of us
have ‘a feel’ for and follow financial markets to the
extent that one would know whether financial markets
are flying, diving or limping along. An investor would
understand his portfolio doing badly when markets have
tanked. An investor would start getting disorientated and
concerned when his portfolio is doing poorly despite
flying markets.

Some investors at times believe there are investment
products around that defy the ‘laws of gravity’. Typically
the smooth growth portfolios sometimes portray
themselves and are seen as being such type of product.
Of course thinking rationally about it, no one would
really believe anything on earth can defy the laws of
gravity. What goes up will come down again! The
fundamental principle of every pension fund investment
portfolio is that it invests in mostly conventional and
publicly priced asset classes, i.e. equity, property, bonds
and cash. The parameters are defined in sections 12 and
13 of part 7 of the schedule of regulations, recently
promulgated under the Pension Funds Act (previously
referred to as regulation 28).
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Period oM Average | BM JSE
AGP Default | Allshare
1 month 0.4% 3.7% 3.6% 2.2%

3 months | 1.4% 6.4% 6.0% 4.5%

6 months | 2.5% 6.5% 7.1% 0.6%

Calendar | 4.1% 6.3% 7.6% -1.4%
y-t-d
1 year 3.8% 10.9% 11.5% 3.8%

3 years 7.9% 8.8% 10.1% 5.5%

5 years 10.9% | 10.8% 11.3% 6.8%

The table above sets out the returns of the Old Mutual
AGP (Stable) portfolio, the average prudential balanced
portfolio, for the sake of our Benchmark members the
Default portfolio and the Allshare Index over various
periods as also displayed in graphs 1.1 to 1.7 above. It is
to be noted that the OM AGP has not been around for 10
years yet. A few interesting conclusions can be drawn
from this table.

1. The average prudential balanced portfolio has
outperformed the JSE Allshare index over all
periods above and also over the 10 (graph 1.8), the
15 (graph 1.9) and the 20 (graph 1.10) year period.
This is the result of portfolio managers moving
between asset classes based on market conditions
and expectations.

2.  The BM Default portfolio tends to under-perform
the average portfolio when equities outperform the
other asset classes and vise-versa. This is the result
of it having a lower equity exposure than the
average prudential balanced portfolio.

3. The OM AGP performance does not really show
any consistent performance relative to the other
indicators in the table.

In order to get a ‘better feel’” for the OM AGP
characteristics relative to the other indicators we have
produced the below graph that shows 6 month, one
month shifting rolling returns of the JSE the BM default
portfolio and the OM AGP (stable) portfolio. Carefully
tracking the lines one will note the following:

1.  OM AGRP line shows the least volatility, no negative
returns over any 6 month period and lower
maximum returns over any 6 month period. The
movement of this line appears to be consistently
trailing the movement of the JSE by a few months
given that it takes out quite a bit of the oscillation of
the JSE line.

2. The BM default portfolio shows similar volatility to
the JSE, lower peaks and lower troughs over all 6
month periods, and much fewer negative 6 month
periods than the JSE. Interestingly it actually has
periods of rising returns when the JSE returns
decline while the opposite has not occurred.
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BRF Rolling 6 Month Returns - 31 August 2018
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Conclusion

Understanding the characteristics of the smooth growth
portfolio should make it easier for the investor to decide
whether he should invest in a prudential balanced
portfolio or a smooth growth portfolio and to then also be
comfortable with the results in terms of the portfolio’s
performance relative to the market and relative to the
typical  prudential  balanced  portfolios  without
continuously looking over his shoulder and getting
uneasy about any under-performance of his portfolio,
which is certain to happen from time to time.

So which portfolio should one expect to produce higher
returns in the long-term? The old adage of higher risk,
higher return will apply, not necessarily to you as an
investor because of the fact that timing plays an
important role and can distort the results for you.
Evidently, a portfolio that does not produce negative
returns, presents a lower risk to the investor than one that
does and hence should produce lower returns. Now, if
the investor is faced with a lower return in one portfolio,
it means his counter party is assuming this risk. Given
this wisdom, the counter party will charge a premium for
assuming this risk. Again in your particular case you may
have paid a premium without having had the benefit or
vise-versa. That is what insurance is about. You cannot
have your cake and eat it, be happy that life treated you
well in terms of investment returns and do not expect to
get back your premium!

The smooth growth portfolio through ‘manipulation’ of
investment returns exposes itself to ‘mispricing’ when
prospective returns are likely to be higher or lower than a
market value priced portfolio. This is particularly
important when the investor considers moving from one
type of portfolio to the other. It affords the investor to
exploit any mispricing. Smooth growth product providers
are quite aware of this risk and have built in terms that
try to reduce this risk. In the light of our expectation of
markets limping along for quite some time to come,
smooth growth portfolios will have little opportunity to
prop up returns and to absorb severe negative movements
from accumulated reserves. They are thus more likely to
track the performance of prudential balanced portfolios,
minus the risk premium for some time to come.
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The monthly review of portfolio performance, as set out in this issue, is also available on our website at www.rfsol.com.na.

Important notice and disclaimer

This document has been prepared in good faith on the basis of
information available at the date of publication without any
independent verification. Benchmark Retirement Fund and
Retirement Fund Solutions Namibia (Pty) Ltd does not
guarantee or warrant the accuracy, reliability, completeness, or
currency of the information in this publication nor its usefulness
in achieving any purpose. Readers are responsible for assessing
the relevance and accuracy of the content of this publication.
Benchmark Retirement Fund and Retirement Fund Solutions
Namibia (Pty) Ltd accept no liability whatsoever for any direct
or consequential loss, damage, cost or expense incurred or
arising by reason of any entity or person using or relying on
information in this publication. This document is not for
reproduction, distribution, or publication by any recipient.
Opinions expressed in a report are subject to change without
notice. All rights reserved. These disclaimers and exclusions
shall be governed and construed in accordance with Namibian
Law. If any provisions of these disclaimers and exclusions shall
be unlawful, void or for any reason unenforceable then that
provision shall be deemed severable and shall not affect the
validity and enforceability of the remaining provisions.
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