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1. Review of Portfolio Performance Prudential Managed Prudential (blue)
In January the average prudential balanced portfolio Metropolitan Managed Metr (blue)
returned minus 0.83% (2.06% December). Best and worst Old Mutual Profile Balanced OM B (blue)
performance for the month was delivered by Allan Gray Old Mutual Profile Growth OM H (blue)
(0.32%) and Prudential (- 1.88%), respectively. Here is an RMB Managed RMB (blue)
analysis of performance of the best and worst performing Sanlam Managed Sanl (blue)
manager based on our asset and sector allocation Stanlib Managed Stan (bluc)
information as at 30 September 2009: Graph 1
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Graphs 1 to 7 reflect the performance for periods from 3 ]
months to 10 years of a number of the most prominent O Perfom ot Jan 2010
prudential balanced portfolios (blue bars), ‘special mandate 120 TR 5=
portfolios’ with lower volatility risk (grey bars), fixed 90 R a
interest portfolios (no colour bars), the average of 00 T Ty BiNR
prudential balanced portfolios (black bar), the JSE Allshare >0 ]TI‘H‘”‘ T T
Index (green bar), and the CPI (red bar). Benchmark o0 NS5 zEEZTr¢ 505 o0vrorxzTso
investors should take note of the performance of the default SSzfgiziezofsiiifiis 8 o2
portfolio (yellow bar), which represents a combination of z E’ L7 =3 LA g5
Prudential Namibia Inflation Plus and Metropolitan °
Namibia Absolute Return. Below is the legend to the Graph 3
abbreviations reflected on the graphs:
Calendar YTD Perform % Jan 2010
IBenchmarks ,-,vv,"go.ofcx'c\'\'
Namibian Consumer Price Index CPI Cum (red) = Ij D i A AL 1 T
JSE Allshare Index JSE Cum (green) £ s =8 E £ ; e ESE ;
Benchmark Default Portfolio BM Def (yellow) 5 83 83:E = B te
Average Portfolio (prudential, | Aver (black) YT = 5
balanced)
Special Mandate Portfolios
Money market BM Cash (no colour)
Investec High Income (interest Inv High (no colour) Graph 4
bearing aSSCtS) 1 Year Perform % to Jan 2010 N
Investec Absolute Protector Inv Abs Pr (grey) 35 2
Investec Opportunity Fund Inv Opp (grey) 28 — === = § E E
Metropolitan Absolute Return Metr ARF (grey) 21 i o i Se==2 s
Prudential Inflation Plus Pru Infl+ (grey) 14t ep0® o b ® L
Old Mutual Dynamic Floor OM DF (grey) ;] D 1] | L[]
Sanlam Inflation Plus Sanl Infl+ (grey) i
NAM Coronation Balanced Def NAM Prot (grey) O T T T T
. 95I85;7947442257TFTF228
Market related portfolios EE Sk E > Eg == cE 3(’% & S 2580 o)
Allan Gray Balanced A Gr (blue) & ; R :m? E°F ¢ E 2
Investec Managed Invest (blue) °
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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

portfolios
Graph 20
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Graph 21 3.6 Monthly and one year cumulative performance
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3.4. 6-month rolling returns of ‘special mandate’
portfolios Graph 25
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4. The Benchmark Default Portfolio

Graph 6 shows that the average prudential balanced
portfolio returned 15.3% in nominal terms, or 8.3% in real
terms, over the past 5 years while the Benchmark Default
portfolio returned 12.0% in nominal terms, or 5.0% in real
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terms. We believe that the past 5 years are now much more
representative of the expected long-term performance
differential between the Default portfolio and the average
prudential balanced portfolio, probably still slightly skewed
in favour of latter portfolio. We would expect the average
prudential balanced portfolio to deliver a real return of
roughly 6% per year and the Default portfolio to sacrifice
around 2% for the benefit of lower volatility, thus an
expected real return of around 4% per year.

The Money Market portfolio returned 8.7% and the Default
portfolio returned 9.5%, gross for the one year to end
January. The more ‘risky’ average prudential balanced
portfolio returned 19.1% gross over this period. A fee of
roughly 0.75% p.a. still has to be deducted from all but the
Money Market Portfolio. The performance of the
prudential balanced portfolios is significantly more volatile
than that of the Default portfolio, which produces
significantly more volatile performance than the Money
Market portfolio. The table below presents one year
statistics over the 3 years February 2007 to January 2010:

Measure Money Default Average
Market Portf Prud Bal

Worst annual 7.8% 6.0% 5.4%
performance

Best annual 10.2% 20.5% 32.9%
performance

No of 0 0 0
negative 1
year periods

Average of 0% 0% 0%
negative 1
year periods

Average of 9.0% 13.7% 18.3%
positive 1
year periods

This table represents the different characteristics of the
three types of portfolio quite well. The Default portfolio is
a more conservative investment aimed at minimising
negative returns and with a long-term return objective of
inflation plus 4%.

It is very important, though, 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!

5. A Contrarian Preview Of The Next 12 Months

As shown in Graphs 26 and 27 the main indices on local
markets have produced somewhere between 3.8%
(‘Technology’) and 77% (‘Software & Computer Services’)
and the Allshare delivered a return of 23% over the 12
months to January 2010, excluding dividends. This
compares well with the returns delivered by the DOW
Jones (26%), the DAX (19%), the Nikkei (28%) and the
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Hang-Seng (52%). SA historic P:E was 16.5 at the end of
January down slightly from its highest point since January
2007 (17.6), at the end of December, when it was on 17.2.
The historic S&P 500 P:E was 18.3 at the end of January,
compared to 18.1 in January 2007. With this dramatic
recovery and in the light of the status of global economies
and historically low interest rates, we believe that equity
markets are unlikely to produce any meaningful positive
returns in 2010.

The crude price remains below US$ 80 touching 70 at
times over the recent past. This is a positive sign for a
prospective normalization of global financial markets
indicating that the thrust of speculation has receded
significantly. Should the price remain stable at this level,
we believe that focus will slowly shift from commodities to
the consumer.

Consumer sentiment seems to be recovering slowly in the
US although the termination of the Fed’s ‘quantitative
easing programme’ as from end March, and huge tax
increases possibly looming in the US (and other countries,
Greece being in the lime light right now) later this year, is
likely to put a cap on any meaningful improvement of
sentiment and this is likely to be mirrored in other
economies as well.

Zero or low interest rate policies are likely to become
unsustainable in the course of 2010 as huge government
deficits will be vying for hesitant financiers globally. Note
that the Fed just raised its rate from 0.25% to 0.75%. This
should also take any remaining steam out of equity
markets.

Under this scenario, the Rand is likely to weaken further
from its current level of around 7.7. Graph 29 indicates
that the Rand is fairly valued at 8.50 to the USS$, weakening
further over the course of 2010 as the result of the inflation
differential and an increasing risk premium likely to be
attached to weaker currencies in the light of the expected
economic woes. We believe the Rand may weaken to 8.7
over the course of 2010, representing a potential return on a
USS$ investment of 17.6%.

Graph 28 indicates that foreign equity purchases in SA
have receded significantly of late and given our outlook
this is likely to persist for an extended period of time
putting pressure on the Rand and on local equity markets.
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Graph 30 indicates that equity markets seem to have
bottomed. The 1 year trailing SA Allshare P:E gained 8.3
points to 16.5 from its bottom of 8.2 at the end of February.

Graph 30
Allshare Index vs Dow Jones (ex div)
40,000 —— Alish
35,000 /‘TAﬁ CPladj
30,000
25,000 M 1 A |——Dows
8 CPI Adj
20,000 — LVl
15,000 - Linear
10,000 (Alish-
5,000 A+ CPl adj)
S EEEE s EsEssrEESsEssrEsEr Linear
P TR T LI TR T T TR TI I TR T (Dow ]
SREESE2IITSTRRITIRIISRIS S CPI Adj)

5. Conclusion

It would seem that global markets are now in risky
territory. We believe that the oil price will now remain in a
sustainable oil range of between US$ 45 and US$ 80.

In this scenario markets have probably run ahead of
themselves and are likely to produce no or negative growth
for the next 6 to 12 months. Interest rates will remain stable
for another 6 months to start picking up from thereon, and
consumer demand will be subdued for the next 12 months,
while the Rand should start weakening once global interest
rates start rising, which we expect to happen toward the
latter part of the year.
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An expected incline in global interest rates in the medium
term will be negative for all interest bearing assets for a
while. In terms of equity sectors, our shorter term view
would indicate on the basis of fundamentals, that consumer
goods and services should be overweight to neutral in one’s
portfolio, while commodities should be neutral to
underweight. We expect financials to return to the higher
quartiles later in the year once the interest cycle has turned.
Industrials are expected to experience rather tough times
over the next 12 months. In this environment the
performance of most conventional asset classes will be
muted. We do not expect equities in general to perform but
stock picking can add value. Hedge funds should also be
able to produce positive returns in this scenario. As far as
precious metals are concerned, we expect prices do decline
in US$ terms. Due to our expectation of the Rand
depreciating, this will offset the decline in prices and
produce a muted return for the year.

Taking our view on the Rand, an investment in the US$
could produce a return of between 5% and 20% in 2010. A
lack of prospective investment opportunities suggests that
one should be overweight offshore assets, specifically cash
exposure in these circumstances. For pension funds, a
conservative balanced portfolio with a high foreign and
high local cash exposure is our choice for 2010.

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. 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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