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Moving on from ten forgettable years

0 many South
African investors are
still spooked by the
first ten years warth

of paltry returns deliv-
ered by offshore markets
in the first decade of this
century. Depending on
when you converted from
rands to a major offshore
currency = you would have
seen zero, less than zero, or
[ar lower growth than the
local market delivered. And
that could well be in fund
CUITEncy.

len years for many
investors is perceived to
be enough time to deliver
some good growth - and to
see the effects low return
markets and volatile cur-
rency movements have on
an investment portfolio has
left even the hardiest inves-
tor unsettled.

Following the financial
crisis and recession inves-
tors have been looking for
opportunitics to grow their
wealth - and in the last nine
months even contrarian
fund managers are punting
developed offshore markets
as the place to look for
good returns.

The latest ASISA inflows
however show that foreign
funds remain low on the
shopping list and investors
have fresh in their mineds
the returns from the local
market. Developed market
economies are also in some
serious debt and show far
lower growth than many
ol their emerging counter-
parts, 5o is there merit in
the argument that offshore
looks like a better invest-
ment opportunity or will
the JSE continue to deliver
stellar returns?

Neville Chester, portfolio
manager at senior Corona-
tion Fund Managers dealt
with the investor aversion
to offshore at the recemt
Conversations with Corona-
tion held around the coun-
try. Chester said we need
to look at why South Africa
has delivered such good
returns to assess whether
they will continue going
forward. He gave several
reasons why the returns

in 5A have been so good:

1. Infrastructure free
ride - in the 1970s and
1980s South Africa built
a'lot of infrastructure for
growth that never hap-
pened, When growth
finally arrived in the late
90s and 2000s we had spare
capacity that we could use -
already paid for.

That spare capacity has
filled up {electricity anc
roads for example) and to
build new infrastructure for
further growth will come
at a cost.

We have to spend on
infrastructure to grow and
we have to pay lor that
spend - so costs will go up
and profits may not be as
spectacular,

2. 'Unbelievable’ com-
maodity boom - and cvery
investor on the [SE has ben-
efitted from this. Growth is
never just confined to one
particular sector = many
others benefit and one
example of this would be
banks- when your business
grows your bank also sees
the benefits,

3. The technology
dividend has also benefit-
ted 5A - and think here of
giants MTN and Vodacom,
Ten years ago what were
these? Today they are enor-
mous companies with big
budgets and wide reach.
While growth is planned
for bath it may not be as
fast and furious as the first
ten years of their existence.

4. Tax rate reduction -
and this was also across the
board,

Taxes came down leaving
more funds available for
spending and that boosts
the economy. Given current
debit levels it is unlikely that
tax rates will reduce much
further and the major ben-
efits of the tax reductions
have happened.

5. Low interest rates
and lower inflation - if
your mortgage bond is tied
with interest rates as most
are you will notice a mas-
sive decline in these rates.
SA Reserve Bank Governor
Gill Marcus has publicly
said that while

lobal growth is so tenu-
ous there may be a chance
of another rate cut - this
will again be only a minor
benefit.

Furthermore to grow
South Africa needs johs and
any further rate cuts would
signal a very depressed
economy that would be
unlikely to create jobs, 5o
again another boom fac-
tor for the decade whose
benefits are largely already
prassed on.

6. Credit - there has
been a huge amount of
credit pumped into the
econcmy, Chester com-
mented. And just think
here of the property mar-
ket. Household debt to GDP
in SA has gone from 52%
to 2% in the last ten years,
Could this go much higher?

7. Structural decline in
the risk discount rate -

SA s seen as a stable, well
regulated and 'decent”
growth area - it has made
us far more atiractive to
foreign investors.

Much of the benefits of
this have been seen - and
we are also now competing

with a very significant
number of other emerging
ECONOMIes,

8. Real job creation
- aside from the last two
years where an unafford-
able million jobs were bost
- South Africa managed to
create jobs in the previous
eighl years,

All these factors contrib-
uted to the impressive real
returns in the local market
as profits rose,

One of the big questions
is the commodity supercy-
ele = where will this goand
when and how will it end?

Chester said that while
commuodity prices are
above normal and close to
peak share prices are not
and there may be some op-
portunities here.

Chester observed these
last ten years have been
something of an anom-
aly - with above average
returns and the next ten
years could be very differ-
ent. South Alrica faces far
greater competition and on
many measures of case of
doing business and global
competitiveness we

have been slipping down
the rankings.

Intlation and interest
rates are at or near a bot-
tom, credit growth is slow
at best, and taxes may well
have to rise,

And if you haven't yet
noticed the electricity hikes
and new toll tariffs- next
yeiar will see even greater
price increases,

Another massive heael-
wind we face, said Chester,
is around red tape and
increasing labour inflex-
ihility.

South Africa is not
creating jobs and is “slowly
putting itself out of work.”

He pointed out that in
the Last ten years only two
have seen wage inflation
below official inflation. “If
you are not able to keep
unit labour costs under
control they will come back
and bite you.”

Mhese headwinds lead to
the conclusion that in 5A
the picture for equity re-
turns does not look as good
as it did ten years ago, The
problem however, is that
oftshore too looks pretty

dismal. But offshore is not
just a single entity with one
investment return profile -
there are far more compa-
nies and regions to access
when going offshore.

As there are pockets
of excellence in the local
market - some still at a
reasonable price ; because
of size there are even more
of these opportunities
olfshore.

It remaing an investor
prerogative to view the
waorld of economics and
investing as a skeptic,

But it would do us well to
remember that markets can
show decades of anomaly

- followed by much lower
growth and a return to
average returns.

South Africa may well
have experienced its boom
years of investment growth
—and it now remains the
decision of the investor to
resort to diversification
that will lead to a more
balanced invesimeni
profile.

And this has to include
an allocation to offshore
investments,
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