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2. Performance of Key Indices (index performance
by courtesy of 1JG/Deutsche Securities)
Graph 2.1 Graph 2.5
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3. Portfolio Performance Analysis
3.1 Cumulative performance of prudential
balanced portfolios
Graph3.1.1 Graph3.1.5

Long-term Performance of BRF Universe Long-term Performance of Asset Classes vs Average Fund
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Graph 3.5.2

BRF Rolling 6 Month Returns - Feb 2021 - Special Mandate Portfolios
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Graph 3.5.3

BRF Rolling 6 Month Returns - Feb 2021 - Special Mandate Portfolios
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3.6 Monthly and cumulative

performance of

‘Benchmark Default’ portfolio relative to
average prudential balanced portfolio

Graph 3.3.2
BRF Rolling 3 Year Relative Returns - Feb 2021
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3.4 Monthly performance of prudential
balanced portfolios
Graph 34.1
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3.5. 6-month rolling and cumulative returns of
‘special mandate’ portfolios
Graph 35.1
BRF Rolling 6 Month Returns - Feb 2021 - Special Mandate Portfolios
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Graph 3.6.1
One Year Monthly Performance Style Contrast
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3.7 One-year monthly performance of key indices
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Cumulative Index Performance ex 1 Jan 20 (ex div)
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Graph 3.7.4

Cumulative Index Performance ex 1 Jan 2020 (ex div)
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4. The Benchmark Default Portfolio — Facts in
figures
Table 4.1
Portfolio Default Average
portfolio Prud Bal

5-year nominal return - % p.a. 6.7 7.6
5-year real return - % p.a. 2.5 34
Equity exposure - % of
portfolio
(gtr end December 2020) 45.1 65.4
Cumulative return ex Jan 2011 190.1 175.9
5-year gross real return target - 5 6
% p.a.
Target income replacement 2 24
ratio p.a. - % of income per
year of membership
Required net retirement 13.0 11.6
contribution - % of salary

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. It is to be noted that the default portfolio of late
under-performed the average prudential balanced
portfolio, although still ahead since January 2011, when
it was restructured to its present structure. This is the
result of its significantly more conservative structure with
an equity exposure of only 45% compared to the average
prudential balanced portfolio’s exposure of 65%. When
equities significantly out-perform the other main asset
classes, the default portfolio will under-perform the
average prudential balanced portfolio. Over the past 6
months and as the result of the further significant increase
in central banks’ bond buying activities, equities have
indeed outperformed the other asset classes except
property, significantly. This intervention of course
distorts financial markets and causes significant volatility
and artificially increased valuations of equities, in
particular.

The default portfolio’s long-term return must be read in
the context of it initially having been managed with a low
risk profile that was only changed from the beginning of
2011 when the Metropolitan Absolute Return fund was
replaced with the Allan Gray balanced portfolio.
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Table 4.2 Graph 5.1

Measure Money Default Average RIUSS
Market Portf Prud Bal 20

Worst annual 6.9% 3.2% 2.5% 18 i
performance ii A Y 1518
Best annual 8.2% 9.8% 8.8% 1 JM | 1es
performance 10 jn'\ M/ — RIUSS
No of negative 1-year nla 0 0 2 g L i
periods - 4 ——R:USS Infl
Average of negative n/a nla nla g e Adj
1-year periods TP IRIRIRIIIIETR
Average of positive 1- 7.9% 6.5% 6.2% R R A A R R R R R A
year periods

The table above presents one-year performance
statistics. It highlights the performance differences

between the 3 portfolios over the 3 years March 2018 to
February 2021. This gives an indication of volatility of
the performance of these 3 risk profiles.

Graph 4
Rolling 3 Year Returns - Feb 2021
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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
December was 6.8%, the average was 7.3% vs CPI plus
5% currently on 8.3%.

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 11.83 to the US Dollar while it actually stood
at 15.18 at the end of February. Our measure is based on
adjusting the two currencies by the respective domestic
inflation rates.

vy )
1’\: Benchmark Retirement Fund

The Rand weakened by 0.20% in February with net
foreign investment outflows from bonds and equities of
R37.8 bn. Over the past 12 months the Rand strengthened
by 3.19%. Net outflows of foreign capital from equity and
fixed interest securities over the past 12 months
amounted to R 184.5 bn (outflow of R 155.7 bn to end of
January 2021).

Since the beginning of 2006, total net foreign portfolio
outflows amounted to R 107.4 bn (January R 69.6 bn
outflows).

Graph 5.2 reflects a net outflow of capital from South
African equities on a rolling one-year basis, of R 121.1
bn at the end of February (outflow of R 106.7 bn year-on-
year to end January). The month of February experienced
a net outflow of R 17.3 bn. Since the beginning of 2006,
foreign net investment outflows from equities amounts to
R 290.4 bn (end January net investment outflow of 273.1
bn). This represents roughly 1.5% 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 63.4 bn
over the past 12 months to end of February (outflow of
49.0 bn over the 12 months to end of January). The month
of February experienced a net outflow of R 20.5 bn. Since
the beginning of 2006, foreign net investment in bonds
amounts to R 183.0 bn (to January R 203.4 bn).
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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 10.8% per year since January 1987, and this excludes
dividends of 3.1%. Namibian inflation over this period
of 34 years was 7.8% per year. This is equivalent to a
growth in real terms of 3.0% p.a. over this period,
excluding dividends, or around 6.1% including
dividends.
Graph 54
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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 8.0% per annum, over this
period of 34 years. US inflation over this period was
2.6%. This is equivalent to a growth in real terms of 5.4%
p.a. over this period, excluding dividends or around 7.6%
including 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 Nikkei as
the top performing index since the start of 2020.
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Graph 5.6
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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 ones offer less value on the basis
of fundamentals. Annualised returns for these indices
since the beginning of 2006 were: Consumer Services:
15.0%; Consumer Goods: 12.9%; Basic Materials: 6.9%;
Industrials: 4.2% and Financials: 3.8%.
Graph 5.7
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6. Taking charge of your retirement fund
investments — Part 1

By Tilman Friedrich

In the next few issues of our monthly Performance
Review, | will be providing background and guidance on
investments to assist Benchmark Retirement Fund
members to take charge of their fund investments.

e  Parties to fund and their roles and responsibilities

e Investment choice and return objectives

e Investment range and portfolio composition

e Performance characteristics of asset classes and
portfolios

e  The default portfolio

e  The default portfolio vs the smooth growth portfolio

e Income replacement ratio and contribution rates

e  Selection of investment managers

e  Combining investment portfolios and when to
switch

e Investment manager risks and  manager
diversification

e  Performance measurement
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Firstly, I will deal with typical statements made by fund
members and questions posed to us, in particular when
markets are not doing so well. You may have had some
of these questions yourself or acquaintances may have
posed these questions and you thought that these are valid
questions:

1. The Benchmark Default portfolio has been
performing poorly over the past so many years.

Well, when someone makes such a statement, one
needs to establish what the commentator’s
benchmark is for saying that the portfolio has been
doing poorly. One also needs to understand what
this portfolio aims to achieve before one can put
such a statement into context. This statement is
similar to saying ‘my Ferrari’s fuel consumption is
horrific’. Really an empty statement when made out
of context. The fuel consumption of a Ferrari will
certainly be significantly higher than that of a 1.4
litre Golf TSI. Would you not have expected this,
when comparing the technical specs of these two
cars, particularly in terms of engine output? It’s
simply an unreasonable comparison and a matter of
‘horses for courses’!

The default portfolio’s technical specs are those of
the typical prudential balanced pension fund
portfolio, having been a significantly more
conservative portfolio to the end of 2010. The
portfolio’s technical specs have changed to mirror
those of the prudential balanced portfolio only since
the beginning of 2011. Due to the fact that the
default portfolio comprises of 3 different portfolios,
its performance should mimic the performance of
the average prudential balanced portfolio. This it
does by-and-large. Cumulatively, an investment of
N$ 100 in the default portfolio since its restructuring
at the end of 2010, would be worth N$ 285 while the
same investment in the average prudential balanced
portfolio would be worth N$ 268 at the end of
January 2021. That out-performance of the default
portfolio was not by design, but rather by
coincidence. The fact that the portfolio is currently
structured more conservatively than the average
prudential balance portfolio, with an equity
exposure of only around 45% vs the average
prudential balance portfolio’s 65%, has benefited it
over the past 11 years and is the result of high market
volatility and poor performance of equities relative
to other asset classes. This more conservative
structure is by design in the face of market volatility.

Relative to what the default portfolio is designed for,
namely mimicking the average prudential balanced
portfolio, one clearly cannot say that the portfolio
has performed poorly, in fact over the past 11 years
it has actually done slightly better that what may be
expected. Over the past 10 years to end of January
2021, both the default portfolio (annualised return of
10.8%) as well as the prudential balanced portfolio
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(annualised return of 10.3%) out-performed the All-
bond Index (annualised return of 10.1%), 10 equities
(annualised return of 7.1%), money market
(annualised return of 6.8%) and listed property
(annualised return of minus 2.6%). These returns
were at a specific point in time and the picture will
change if one looks at different points in time. These
two portfolios’ 10-year returns were not far short of
the annualised return on gold of 11.4%. There will
be other specialist portfolios that have out-
performed these portfolios. For example an
investment in the S&P 500 index would have
yielded 19.5% in Rand terms, excluding dividends
or about 21.5% including dividends, helped on by an
annualised Rand depreciation by 7.7%.

Review of investment markets

The inauguration of a new president of the United States
has brought about quite a change to outlook for global
financial markets, particularly since he can speak with
authority knowing that the Democrats now have a
majority in both houses of parliament. President Biden
intends to spend another US$ 1.9 trn to stimulate the US
economy, and that is nearly 10% of US GDP. As a result
global equity markets have responded positively to the
new outlook. The SA Allshare index increased by 9.5%
over the last 2 months, the SP&500 increased by 33.3%,
the Dax increased by 5.2%, the Nikkei increased by
38.3% leaving only the FTSE that actually declined by
nearly 25%. Similarly, the US 10-year bond yield
increased by 27.1%, which for an investor unfortunately
presented a severe capital depreciation. | expect that the
US moves will force the hand of other developed
countries to employ similar measures, not only to
stimulate their economies but also to protect their
currencies. The day of reckoning therefore seems to have
been pushed forward by at least another year and the
reversion to an equilibrium between the various asset
classes is nowhere in sight. While the economies of most
developing countries are still reeling under the
consequences of COVID-19, the Chinese economy
seems to be picking up speed and as a result global
commodity prices are also on an upward trend. This of
course is good news for commodity-based economies
such as SA and also Namibia. As | pointed out in last
month’s column, the easy money floating around, that is
currently stimulating global bourses and other asset
classes has resulted, but particularly in specific large cap
technology shares. So while it might appear that some
bourses linger at dwindling hights, this tremendous
growth was not across the board and there are still lots of
opportunities to be found elsewhere.

Monetary stimulus so far has failed to get the global
economies going, more lately exacerbated by the COVID
induced slump in the global economy. Fiscal stimulus
may now be a more effective way of achieving this goal
and that seems to be the route President Biden intends to
go and other developed countries are likely to go as well.
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Following the media closely, one will have noticed how
the talk about economic metrix such as the fiscal deficit
of 3% and a cap on debt to GDP of around 60% is
nowhere referred to anymore. In any event there are only
few countries in the world that still meet these metrics.
While the ratio increased by only about 2% from 310%
to 320% following the global financial crisis, it then shot
up by 11% following the COVID-19 pandemic. In this
column in an earlier Performance Review journal | also
showed that Namibia is sailing very close to the wind
with its debt situation already. Namibia of course cannot
print money while the US in particular, and to a lesser
extent the other developed countries have the means to
manage excessive debt by determining the interest rate
they have to pay on borrowed money.

At this point it is likely that new fiscal stimulus in the US
and likely to be followed by other developing countries,
will provide an underpin to global equity markets as a
result of which equities should do well for this year. The
expectation is that the gradual opening up of developed
economies will stimulate consumption and get their
economies going again, which is envisaged towards the
end of this year. | believe the hope is that inflation will
then pick up and will help in reducing the real value of
government debt that has now been built up since the
global financial crisis. This will then provide the room for
a gradual return to an equilibrium between the different
asset classes and a return to normality in asset valuations
and risk adjusted investment returns. | expect this to be a
long, drawn-out process. As interest rates will then start
to increase central banks will need to reduce their balance
sheets by reducing excessive liquidity in the financial
markets. Investors will no longer be able to bloat equity
valuations by borrowing at near zero interest rates and
generating a net return from the appreciation of their
investments. This will be the time for a correction of
valuations, which as we know, drove up the values of
specific shares only but not the market across the board.

Conclusion

The good old fashioned investment principle still applies.
Do not put all your eggs in one basket but diversify your
risk by spreading it across assets and asset classes as
widely as possible. Equities are a mirror of the real
economy and remain the asset class that should generate
superior returns in the long run. Economic fundamentals
should improve as the COVID-19 hysteria subsides going
forward. The time we find ourselves in, however, requires
stock picking skills rather than the shot gun approach of
index management and the focus should be on good
quality, fairly valued or cheap companies with high
dividend yields. The investor should thus be able to
expect a real dividend yield in excess of 3%. This may be
low in relation to what we have seen in years gone by,
however it is still a respectable return on any equity
investment and an investment in a typical balanced
portfolio should be able to generate a real return of
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around 5%, or around 7% in the prevailing inflationary
environment. Offshore diversification is essential and the
strengthening of the Rand once again creates the
opportunity for doing so. It is this principle one needs to
focus on more than the timing though, as the Rand tends
to rise when offshore markets also rise, and vise-versa,
often negating the effect of it strengthening or weakening.
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