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Inflation is expected to average around 5% over the 
next two years and this could create an environment 
for interest rate cuts by the South African Reserve Bank 
(SARB). Despite downward revisions in both headline 
and core inflation, the SARB kept policy rates unchanged 
at 6.75% at their last meeting, citing risks from potential 
currency weakness should Moody’s, which has placed 
SA on downgrade review, downgrade the local currency 
to sub-investment grade. Fiscal policy, Moody’s 
downgrade and the knock-on rand effect remain the 
biggest hurdles to interest rate decreases – something 
that our local economy so dearly needs.

MARKET PERFORMANCE

February saw US stocks fall after US Federal Reserve 
Chairman Jerome Powell suggested that rate hikes 
may be more aggressive than expected. Bond yields 
soared after this statement which sent stock markets 
tumbling. Locally, positive sentiment surrounding Cyril 
Ramaphosa’s election saw SA Inc stocks outperform 
while the strengthening rand led to the large, multi-
national companies’ underperformance. Both local 
and global property stock prices declined considerably 
(although the reasons for their decline differed). Global 
property stocks fell victim to rising global bond yields 
while the SA Listed Property sector’s fall could be 
attributed mostly to the plummet of three large shares 
(Resilient, Fortress Income Fund B and NEPI Rockcastle).

The rand continued to strengthen against most other 
currencies and this weighed on the performance of 
global holdings in South African portfolios. Over the last 
year, the MSCI World Index gained more than 18% in  
US dollar but only 6.5% in rand.

GLOBAL

Around the globe, economic prospects remain 
favourable despite mixed data from the Eurozone 
and China over the last couple of months. Most of 
the readings of manufacturing PMI across most 
economies remain consistent with strong output 
growth for 2018. China is the exception with its 
softening in manufacturing data suggesting a 
slowdown in underlying demand over the course 
of the year. Bearing in mind that their economy 
(now the second largest in the world) is still 
growing in excess of 5% per annum (6.5% is the 
official growth rate), they remain a significant 
contributor to global economic output.

Real sector data aligns broadly with solid global 
growth for 2018. The outlook beyond that is 
less assured. While the IMF assumes an annual 
GDP growth of 3.9% over the next two years 
(compared to a long-term trend growth of 3.5% 
per annum), Bloomberg consensus forecasts hint 
at a loss of momentum in 2019.

A hurdle to global growth remains the protectionist 
policies of the US which are now clearly more than 
just rhetoric. This is the lesson from last week’s 
announcement that President Trump would sign 
an order imposing global tariffs of 25 per cent on 
steel and 10 per cent on aluminium. These tariffs 
are not that important in themselves. However, the 
rationale used to justify them, their proposed level and 
duration, the willingness to target close allies and the 
president’s statement that “trade wars are good and 
easy to win” must alarm all informed observers. 

According to the Financial Times, the International 
Monetary Fund is right to criticise this plan. It will 
impose substantial costs, disrupt alliances and surely 
lead to yet more costly protectionism, by the US and 
others. It is a product of a characteristic blend of self-
pity (the world is mean to us) and bombast (we can 
easily bully others into submission). The result is likely 
to be further shredding of the fragile fabric of global 
trade. And this, in the end, could shock global financial 
markets.

SOUTH AFRICA

RMB Global forecasts economic growth improving 
to 1.3% and 1.6% in 2018 and 2019 respectively, 
from an estimated 0.9% in 2017. Even though this 
is a significant improvement from last year, it’s off a 
very low base and well below the global growth rate 
of nearly 4%. The good news is that the three key 
drivers of South African economic performance – 
global growth, commodity prices and the real effective 
exchange rate – are all supportive of domestic growth. 
Due to low confidence locally and economic growth 
decoupled from global growth, the expectations for a 
recovery in consumer and business confidence mean, 
however, that local growth could return to historical 
levels in line with global growth.
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A diversified portfolio tends to be harder to 
achieve than simply following the mantra: 
don’t put all your investment eggs in one 
basket.

This basic strategy can help, but it is often 
not enough to avoid concentration risk—the 
risk of amplified losses that may occur from 
having a large portion of your holdings in a 
particular investment, asset class o market 
segment relative to your overall portfolio.

Mark Twain popularised this saying in 
Chapters from My Autobiography in 1906: 
“Figures often beguile me,” he wrote, 
“particularly when I have the arranging 
of them myself; in which case the remark 
attributed to Disraeli would often apply with 
justice and force: ‘There are three kinds of 
lies: lies, damned lies, and statistics.’”

There is so much that can be hidden in 
statistics, which is “(t)he practice or science 
of collecting and analysing numerical data in 
large quantities, especially for the purpose of 
inferring proportions in a whole from those in 
a representative sample.” In short, statistics 
is the process of reducing data. The result 

is that fewer numbers (or even a single 
number) represents large data sets without 
losing too much of the characteristics of the 
original data.

Sometimes, as we argue next, this is not 
achievable. Investors could be excused for 
showing some measure of disappointment 
when they hear that the South African 
equity market (as measured by the  
FTSE/JSE All Share Index) went up by 21%, 
but their latest quarterly statement shows 
an annual improvement closer to half of 
that. This is because of the influence that  
a share like Naspers had on a concentrated 
market like our local bourse. In the last year, 
Naspers contributed just about half of the 
returns of the FTSE/JSE All Share Index.  
If it’s excluded, this benchmark would have 
ended the year only 11% higher. This is not 
an uncommon experience for South African 
investors. Dimension Data, Anglo American 
and BHP Billiton all played similar roles 
before their eventual fell from grace:

CONCENTRATE ON  
CONCENTRATION RISK
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 DIMENSION DATA* ANGLO AMERICAN BHP BILLITON NASPERS
 Sep 2000 June 2008 June 2008 November 2017

9.9% 19.2% 17.2% 24.5%

TOP 40 
WEIGHT AT 
THE TIME

PERCENTAGE 
OF TOP 40 
RETURN***

TOP 40 
WEIGHT AS 
AT 16 MARCH 
2018****

CONTRIBUTION 
TO TOTAL 
MARKET  
RETURN**
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 Top 40 return  Single stock contribution

From a robust portfolio construction point of view, it’s 
difficult to justify putting 25% of your investments in one 
company, Naspers in this instance. So even though it has 
contributed just about half of SA’s equity market growth in 
one year, it’s not unfathomable that it could detract the same 
quantum from market performance just as easily. In March 
2009, nine months after their prices peaked, Anglo American 
and BHP Billiton were between 60% and 70% lower. 

In order to further illustrate the risks associated with putting 
all your eggs in one basket, we’ll end off with a real-life 
example: towards the end of 2017, one of our investment 
partners was approached by a recent retiree from a long 
career at Steinhoff. This investor has no debt and have built 
up a portfolio in excess of R15 million which, for most  
South Africans, would equate to a comfortable retirement. 
As it happens, the investor did not heed the advice to 
diversify into a broader number of securities, as “Steinhoff 
has never disappointed me”. The now well-publicised events 
around Steinhoff early in December swiftly changed this into 
a retirement portfolio of less than R2 million in a matter 
of days.

Sometimes a concentrated bet can pay off handsomely.  
But that’s exactly what it is: a bet. More often than not, 
however, diversification provides the protection of wealth 
built up with a lot of effort and over many years. You’ll agree 
that this is a lesson that our retiree above would have been 
willing to pay a few million rand for.

Source: Investec Asset Management. Bloomberg
*  The Dimension Data peak price weight refers to the weight on the peak intra-day price. The Top 40 weight refers to the peak price weight (month-end).
**  The 12-month return (and contribution to return) is calculated starting 12 months prior to the peak price.
***  Returns/contributions to returns exclude dividends.
**** When Didata delisted in London in 2010
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