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US market just keeps rocketing ahead. The fundamental

A global and local economic update

strategy of buying good quality companies that provide
“Crazy times” is about the best way to describe the world

strong and consistent dividends is taking a back seat.

markets at present. Some of the largest economies are

However, most returns year to date are looking a little

technically insolvent and continue to print more money, SA

better, which is at least encouraging. Higher returns are

is broke but continues to spend more and earn less, and the

being driven by the fashionable tech sector.

Investment analysis on lump sums to 30 June 2020

Source – Morningstar, MSCI, XE.com
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JSE INDICATORS
Wealth Associates BCI Cautious FoF A

1.6

(0.5)

3.2

6.7

6.7

Wealth Associates BCI Moderate FoF A

2.1

(1.6)

2.1

6.4

5.9

Wealth Associates BCI Balanced FoF A

2.9

(3.3)

0.3

5.6

4.4

Wealth Associates BCI Flex Growth FoF A

4.0

(5.3)

(1.4)

4.5

2.5
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5.8

(8.0)

(7.5)

0.4

0.3

7.6

(ASISA) South African Mid/Small Cap

6.8

(20.6)
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(9.0)
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5.0

(ASISA) South African Financials

3.7

(29.9)
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(8.1)

(6.2)

6.4
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7.6

9.2

8.4

0.1

1.4

12.0

(ASISA) South African Resources

9.4

9.4

13.1

20.6

13.8

7.1

(37.2)

(17.4)

(8.7)

4.1

(ASISA) South African Property

12.2

(35.2)

(ASISA) South African Money Market

0.4

3.2

7.0

7.3

7.3

6.5

(ASISA) Global Equity

1.6

14.7

23.3

13.5

11.6

15.8

SA Headline CPI

(0.5)

1.3

3.0

3.9

4.7

6.0

Rand / USD rate

1.0

(23.7)

(18.8)

(32.6)

(7.4)

(8.6)

Rand / EURO rate

0.1

(23.2)

(21.7)

(31.0)

(7.2)

(7.6)

Rand / GBP rate

0.8

(15.7)

(20.1)

(27.0)

(2.6)

(6.4)

MSCI UK 100 ($) – 982600

1.3

(24.5)

(20.8)

(7.9)

(6.4)

(0.1)

MSCI Europe ($) – 990500

3.9

(14.0)

(8.8)

(2.7)

(1.3)

2.7

MSCI US ($)- 984000

2.1

(3.1)

6.3

8.9

8.6

11.8

MSCI World ($) – 990100

2.5

(6.6)

1.1

4.7

4.9

7.8

MSCI Emerging Markets($)- 891800

7.0

(10.7)

(5.7)

(0.5)

0.5

0.8

10.3

(25.2)

(26.9)

(9.7)

(8.3)

(2.0)

GLOBAL INDICATORS

MSCI - South Africa ($) - 971 000
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Wealth Associates Asset Management view

Below is a chart of our risk-profiled funds against their peers.
Our Flexible Growth Fund is used by our advisers as a lower risk offering to SA general equity. However the FSCA does not allow
us to officially report on performance comparisons across fund categories. In the chart it is compared to the worldwide flexible
category which is made up of SA listed funds that have full offshore exposure, hence the disparity.
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(ASISA) South African MA Low Equity
Wealth Associates BCI Cautious FoF A

3.20
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5.54

40

6.75

24

7.04

8

7.97

6

Peer Group Average / Count

3.15

149

4.20

138

5.10

132

5.16

98

6.39

69

Wealth Associates BCI Moderate FoF A

2.06

51

4.56

21

6.41

9

6.44

1

8.24

2

Peer Group Average / Count

1.90

93

3.07

87

4.29

79

4.08

62

6.19

48

Wealth Associates BCI Balanced FoF A

0.31

106

3.19

61

5.64

26

5.24

14

8.14

9

Peer Group Average / Count

0.61

193

1.77

181

3.60

168

3.71

119

6.36

82

Wealth Associates BCI Flex Growth FoF A

-1.44

70

1.70

62

4.49

50

3.62

31

7.82

17

Peer Group Average / Count

11.30

76

7.13

73

7.22

66

5.86

38

8.99

26

1st
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2nd
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3rd
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(ASISA) South African MA Medium Equity

(ASISA) South African MA High Equity

(ASISA) Wwide MA Flexible

Top 10%

Investment discussion

Corporate fraud and question marks around corporate ethics
are not uniquely South African. This has however rocked the
European stock markets.

Yet another corporate scandal hits the markets
A leading company announced that R35bn that it had
reported as assets probably did not exist. The company is in
discussions with creditors and considering a full-scale
restructuring to survive, after pulling its 2019 financial
results and Q1 2020 reports. The company has reported that
previous descriptions of the value of its business were “not
correct”. I can only imagine what you are thinking.
Don’t panic, this is not in sunny SA. It is Wirecard, a darling
tech company in Germany.
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Market indicators
Over time we have reported in numerous newsletters the
completely uncorrelated behaviour of markets against their
respective economies. This is largely why our newsletters are

FTSE:JSE Top 40 index - 51% of the market is five shares
which are all companies generating close to 100% of their
revenue offshore:
22.6% - Naspers

devoid of economic data (the other reason is that we are not
economists

). There is extensive documentary evidence

that markets mostly do the opposite of what the economy is
doing. The difference is that the economy is reporting on

11.6% - BHP Billiton
10.1% - Richemont
3.5% -

Prosus

3.5% -

British American Tobacco

what has just occurred (usually the last quarter which is
reported a month or two later), while the market is
anticipating what will happen in any period going forward,
ranging from one day (for the day traders) to 7-10 years for
the fund managers investing money for long-term investors.
Many stock traders look for the opportunity over the next 612 months, but there is a rapidly growing volume of trades
happening in seconds, days and weeks which will drive
demand and thus prices.

Know what you are buying

S&P 500 Index - 20% of the index is five companies:
5.7% -

Microsoft

5.1% -

Apple

4.3% -

Amazon

3.3% -

Alphabet A and C (Google)

2.0% -

Facebook

Investing in an index needs to be interpreted. Most indices
are top-heavy, in that the large companies have a much

Nasdaq 100 index - 45% of the index is five companies, and

higher representation. We look at a few of the common

yes, it is the same stocks as above:

indices used:

12.1% - Apple

A well-diversified portfolio should in theory give you
excellent diversification. We see that that is not the case

11.7% - Microsoft
10.6%- Amazon

currently.
•

JSE All share – SA representative stocks

7.3% -

Alphabet A & C (Google)

•

S&P 500 - US listed companies

4.1% -

Facebook

•

Nasdaq 100 – US tech-based companies

•

MWSCI World Index – Global companies

The World Index is more diversified, with a much lower
12.7% invested in those big five tech stocks.

The following chart to the end of May 2020 shows the high and low performers during the Covid-19 crisis, and the trend has
continued into June.

Source David Shapiro end May 2020

Negative oil price?
How does that work, where you pay to drill for oil, and then
you pay someone to take your oil?

An oil producer will want some certainty on selling oil at a
known price in the future, so will agree to sell barrels of oil in
January at a fixed price to deliver in May, for example. This
price (say $45 per barrel) may be lower than the current

What happened in April was related to futures contracts or

market value in January of say $60 per barrel), but then at

derivatives. In the SA export and import business, it is quite

least there is certainty. The buyer of that oil will hope that

common to fix the currency and/or the price of goods you

the oil price stays the same or rises, so that he can fulfil his

are buying at the date of delivery. If you are importing

contract with the oil producer and then sell at the higher

bicycles to sell, you want to collect those bicycles at a pre-

price in May.

agreed price so that you can determine the price you will sell
them. This is a simple currency futures contract, to trade the
currency at a fixed price sometime in the future.
The world of futures contracts has expanded to the level that
you can buy a futures contract on almost anything. It has
also progressed so that a contract between two parties can
be sold prior to delivery or split up and traded.
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The catch is that the buyer may have absolutely no intention

Financial services notes

of collecting the oil he bought, he just wants to make a profit
when selling the contract of oil collection at a profit to
someone who does want oil. The contract he has entered

Scamsters and fraud

into with the oil producer gets bought and sold many times

If anyone asks you to update your FICA details, or any other

before May, as investors predict the oil price in May and

details (however legitimate it looks), please call us to check

then work out the attractiveness of the contract.

what is required before handing out any

With the price of oil dropping from $60 to $35 over the
contract period, no-one wants to buy the oil contract for

information/documents. Fraudsters are rampant at present,
and it is thus well worth just asking us first.

collection as the going price is below the contract price of

In the normal course of events the product providers ask us

$45 and there is no storage space. The individual/institution

first for any outstanding information, which we supply them

that last bought and thus holds the contract has to collect

on your behalf. If someone does contact you directly, there

the oil. Imagine the panic when you are holding a contract to

is a good chance it is fraudulent.

collect 1 000 barrels of oil in your office on the 24th floor in
New York.

In addition, if you receive banking details to pay for an
investment, please phone us before you transact to check

The day before delivery, you start by trying to give it away

that the account details match what we have on record.

(Anyone for 1 000 barrels of oil?), which means that the
value of oil on that trade is $0. No-one wants to even take it
free as they do not have storage space. By mid-morning you
are have no alternative but to pay someone to take the oil,
which means the oil is trading at a negative price. The initial

Prescribed Assets
A hot topic! Below is an excerpt from an Old Mutual report
casting some light on the current proposals.

trader bought oil at $45 per barrel, and the current contract
holder is paying someone else $35 per barrel to collect.

The Economic Transformation Committee (ETC) of the ANC
has developed a policy framework for Reconstruction,

It was actually an Oil Exchange Traded Fund that was caught
with no other choice but to pay someone else to take the

Growth and Transformation, with the objective of building a
new, inclusive economy.

contract for delivery off their hands – on the last day to
trade, down to the last hour. And you thought the queues at

In order to achieve this the ETC has proposed to amend

Woolies were stressful!

Regulation 28 of the Pension Funds Act to allow (not force)
pension funds to invest directly in infrastructure assets and
the Development Finance Institutions such as the
Development Bank of South Africa and Industrial
Development Corporation.
Just as a reminder, Regulation 28 of the Pension Funds Act
determines the limitations on what a pension fund may
invest in and in what proportions it may invest. The sections
that are relevant to 99% of retail clients (who have RAs,
preservation funds and unit linked pension/provident funds)
are summarised in three lines:
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•

Maximum 30% offshore and 5% in Africa

•

Maximum 75% in equity

Google, Microsoft and Apple and have bragging rights while
they look good. You will probably be very quiet when it
comes to selling them after the fashion has changed.

•

At least 25% in cash/bonds/property.
If you are investing for the long-term, you have the

There are, however, onerous limits on the quantum of

advantage of being able to look through the noise and

shares a pension fund can buy respective assets and debt

consider fundamental strategies. That generally includes

etc. The Act is 70 pages long, and the summary table is four

looking for companies/markets/sectors/ currencies that are

pages. The impact of the proposed changes is mostly

trading at lows to their peers. Opportunities exist in

affecting large pension funds where the trustees invest on

emerging markets (bonds, equity and currency), and the very

behalf of the members. There are a number of assets that

strong USD creates opportunities to pick up other currencies

have stringent limits on these holdings, and a number of

at good prices. For those petrified about the Rand, buy USD.

assets that pension funds may not invest in. The proposals

If you are terrified of the USD, buy gold or other currencies.

are related to these limitations.

We do know that in every depression, recession and market

These proposals are thus unlikely to affect our clients. Living
annuities are not governed by the Pension Funds Act and

crash there are always companies and economies that
thrive.

thus do not need to comply to Regulation 28, so they are not

As always, please do not hesitate to call us for assistance if

affected.

you have any queries.
Keep well

ALASTAIR MACKIE - on behalf of the investment
management team
WEALTH ASSOCIATES ASSET MANAGEMENT

Investment strategy
Why buy winter jackets at the start of summer when you will
not need them for nine months? They are on sale for half the
price. Or maybe we should buy the new winter fashion next
year at double the price. Investing in the global market is no
different. If you are looking for bargains, look at every
currency other than USD, emerging market bonds/shares,
European shares, retailers, energy companies, banks, to
name a few. Or you can buy a few hot stocks like Amazon,
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