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see money differently

PLEASE CLICK ON THE TURQUOISE HEADINGS ON THIS SUMMARY PAGE TO READ THE DETAIL
WHAT HAS CHANGED?
Governments and leaders around the world, including South Africa,
continue to take steps to:
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Reduce the spread of Covid-19
• Encouraging people to stay home as much as possible
• Increased focus on hygiene
• Implementation of travel bans
• 21-day lockdown for South Africans

No market, asset class or economic indicator has escaped
the impact:
•
•
•
•
•

Provide financial relief
• For the global economy – credit lines and emergency facilities for countries with
liquidity pressures, global economic support by the G7 leaders
• For businesses – business support, tax breaks
• For individuals – payment holidays, lower interest rates, social grants
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Global and local growth
All asset classes, including gold
Employment
Oil price
Emerging market debt and currencies

The outcome remains uncertain and volatility is expected
to remain high.

WHAT DOES THIS MEAN FOR YOU?
OUR WEALTH ADVISORY AND INVESTMENT APPROACH
REMAINS CONSISTENT.
Active and valuationdriven – we actively
decide in which assets
to invest and aim to
understand whether
their current prices are
cheap or expensive.

Focused on diversification to
mitigate risks – we recognise
the benefits of diversifying
to ensure that we make
the most of your wealth at
the lowest risk throughout
market cycles.

Long term – we
believe the power of
compounding will give
you the best chance of
achieving your objectives
if you can stay invested
for five years and longer.

WHAT THIS MEANS FOR OUR PORTFOLIOS.
•
•

We are broadly diversified across asset classes, industries, currencies and
geographies – more so than under more stable conditions.
Like most portfolios globally, our portfolios are affected by the current
volatility.

Where to from here?
We focus on what we know and can control. We cannot forecast the outcome of
Covid-19, so we are taking a very considered approach to how our portfolios are
positioned.

Because we had higher
cash positions going into the
crisis, we are well positioned
to take advantage of any
opportunities.

We are focusing on
filtering what may be
shorter-term effects
from long-term
structural effects.

Our preference remains for quality
companies that have proven their
ability to deliver positive economic
profits over time and can get through
recessionary trading environments.

HISTORY SHOWS THAT IF YOU STAY THE COURSE THROUGH
MARKET CYCLES YOU WILL BENEFIT.
Speak to your wealth manager
if you have concerns
You’re not alone – we are here
to help and guide you when it
really counts.

Stay the course to benefit
from market cycles

Be
aware of
your emotions
to avoid making
irrational
decisions.

History shows that moving
completely into cash or trying
to time the market will
compromise your long-term
returns.

FOCUS ON WHAT YOU CAN
CONTROL.

Stay
positive –
thinking of just
one thing to be
grateful for will
refocus your
attention.

Identify and focus
on what you know and can
control, so that you don’t
waste your energy on things
you don’t know and can’t
control.

You cannot control the markets or decisions
from governments, but you can control
your thoughts, emotions and actions.

Our online services make it easy to keep track of your wealth
•
•
•

Do your banking on our online banking site.
Trade on our secure stockbroking site.
View and manage your wealth using our app.

CLICK ON THE RIGHT-HAND SIDE ICONS TO READ OTHER SECTIONS OR RETURN TO THE SUMMARY

WHAT HAS CHANGED?
WE ARE ALL ADJUSTING TO WHAT FEELS LIKE A NEW WORLD ORDER.
It goes without saying that the Covid-19 crisis has changed the world as we know it.
Our understanding of the transmission of the virus with and without preventative measures is well documented. Governments around the world have taken steps to
encourage and enforce these measures, which include social distancing, a focus on hygiene and travel bans. In South Africa, our President has taken decisive action to
implement a 21-day lockdown to tackle the threat to the country and its citizens.

This means materially lower South African and global growth, and financial markets are signalling a recession.
The extent of the impact depends on the duration of the disruption, which nobody can predict. Initial economic indicators point to materially lower short-term
economic output and a spike in unemployment. The flight to cash, especially US dollars, the increase in the cost of debt for companies and emerging market
government debt, and the global sale of ‘risk’ assets (such as equities and property) are signalling a global recession.

World leaders have offered a largely coordinated response.
1.

In early March, the International Monetary Fund and World Bank formally opened credit lines and emergency facilities to countries facing liquidity pressures due to
the outbreak.
2. G7 leaders acknowledged the scale of the potential economic impact of Covid-19, confirming that they would use ‘all appropriate tools’ to support the global
economy.
a. Central banks across the globe, including the South African Reserve Bank, have cut interest rates and employed various tactics to provide support to banks,
financial markets and economies that are being disrupted and under stress.
b. In tandem, European countries and the US have offered and are approving further fiscal stimulus (tax breaks, business support and social grants) when
monetary policy (interest rates) is close to its limits, at zero or in negative territory.

Despite these measures, most markets and assets have sold down heavily.
1.
2.
3.
4.

Volatility, as measured by the Volatility Index or VIX, has increased to record highs, beyond the levels last seen during the global financial crisis in 2008/2009.
Geopolitics between Russia and the Middle East has seen the oil price plummet.
The flight to ‘safety’ has brought emerging market currencies and assets to new pressure points.
No asset class has remained unscathed. Even traditional safe havens like US government debt and gold have been affected by the continuing market panic, as
investors sell assets indiscriminately to raise cash. Cash, especially the US dollar, has been king.
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THE LENS THROUGH WHICH WE VIEW RECENT EVENTS,
AND WHAT THIS MEANS FOR YOU.
OUR WEALTH ADVISORY AND INVESTMENT APPROACH REMAINS CONSISTENT.
As explained in the table below, our approach is active and valuation-driven, focused on diversification to mitigate risks, and can be summarised as well-considered,
long-term investing. We spend our time assessing the price we pay for assets. We diversify to mitigate risks, and take a very thorough and disciplined approach to
understanding the difference between short-term events and long-term structural changes that affect long-term value and risks.
The elements of our investment
approach

What this means

What are the key points for you?

Active and valuation-driven

Investment returns are a function of what you get
(value), for the price you pay, adjusted for risk. There
are certain investments that we want to own in the
long term and certain investments that we don’t.

You know that we have a team of investment professionals who spend their time:
• actively filtering and deciding what assets (which company shares, bonds etc) to own compared
with index investing (where you own everything); and
• understanding to what extent prices reflect short-term events and whether the current price is
cheaper or more expensive than the long-term intrinsic value of the assets we would like to buy/
sell.
Materially, in the context of the unfolding global crisis, our investment team is supported by
the significant Nedbank Private Wealth and related Nedbank Group resources, locally and
internationally. This includes international economic, investment, research and wealth advisory
expertise and a presence across geographies and markets.

Focused on diversification to
mitigate risks

We recognise the benefits of diversifying across
countries, currencies, asset classes, business sectors
and counterparties to ensure that we make the most
of your wealth at the lowest risk throughout market
cycles.

You have peace of mind that with us, you will be invested in a diversified portfolio. This mitigates the
risk of:
• things going wrong (they always do at some point); and
• us getting things wrong, which does happen at times.

Long term

Investing in financial markets offers the best results
over the long term (five years or longer).

While the current environment is extremely uncomfortable; with considered advice and the
fortitude to stay the course when assets are being sold off heavily, the power of compounding will
give you the best chance of achieving your objectives over time.

Our investment team is supported by the
significant Nedbank Private Wealth and
related Nedbank Group resources,
locally and internationally.
INVESTMENT UPDATE | COVID-19
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HOW ARE OUR PORTFOLIOS POSITIONED AND
AFFECTED, AND WHERE TO FROM HERE?
HOW OUR PORTFOLIOS ARE POSITIONED.
We entered this period of volatility with higher levels of cash than normal.
We have been concerned about valuations for some time and have therefore entered this period of volatility with higher cash levels than normal. Although this has
mitigated the downside somewhat, our current portfolio values have certainly not been unharmed.

We are well diversified across asset classes, industries and geographies.
Our portfolio holdings are currently more broadly diversified than they would typically be in a more stable economic environment.
Equities

We are considering adding risk assets that are becoming available at attractive valuations.
We prefer quality companies with strong balance sheets and long-term competitive advantages that have proven their ability to deliver economic profits over
time. We are adjusting certain positions to improve resilience in the overall portfolio and remain well diversified by industry and geography. We are also diversified
across holdings, arguably more broadly than we would typically be in a more stable economic environment. Our protected equity position (an equity-linked note) has
proved valuable.

Property

We are defensively positioned and focused on quality.
This sector has sold off over 70% since its 2018 peak. Within the property sector we have been defensively positioned as much as possible in this uncertain
environment, where consumer behaviour is rapidly changing as governments put in place measures to curb the spread of Covid-19. Retail Real Estate Investment
Trusts (REITs) share prices corrected sharply in February and in March. We continue to hold the view that businesses with quality assets, healthy balance sheets (low
gearing), and operationally strong management teams who are aligned with shareholders will weather the storm better than their peers. They will be more likely to
deliver superior performance for our clients in the long term. Going forward, we will continue to seek opportunities to introduce quality stocks that offer consistent
yields to the portfolio as they become more attractively priced.

South African fixed income

We are maintaining a measured, balanced and diversified strategy and seek to buy local bonds at attractive valuations.
Our house view has been for a balanced and diversified stance and we continue to follow this strategy. Throughout the last year, we accumulated long-dated bonds
when they offered value. This was largely against a backdrop of easier monetary conditions globally and local fiscal concerns. This has put us in an optimal position
where we can now buy local bonds at very attractive valuations. Given the benign inflationary backdrop in South Africa and broadly accommodative stance of
global central banks, we believe South African bonds continue to offer attractive real returns. This is balanced against a difficult fiscal position for the country, which,
like all emerging markets, remains vulnerable to external shocks (such as the oil price crash) and currency volatility. The portfolio has a lower duration than the
BEASSA All Bond Index (ALBI), which helped cushion the further spike in yields seen last week. We continue to follow our measured strategy, focus on the risk/reward
trade-off and the price we pay for assets, which currently provide a good starting point to build long-term value.

Preference shares

From a more normalised starting position we think liquidity is a key consideration, but preference shares offer relative defensiveness.
After several years of outstanding returns from this asset class, we cautioned that headline valuations for preference shares were still attractive, especially on an
after-tax basis. But the starting point was more normalised. Valuations of bank preference shares had reset relative to that of corporate preference shares and
offered lower returns going forward. The current environment remains trying for all credit-linked instruments. The overriding portfolio approach has favoured
healthier balance sheets where there is more room to weather difficult conditions. As always with this asset class, liquidity remains a key consideration. Although
no asset class has been unaffected by the current volatility, preference shares have performed as we would expect, offering defensiveness on a relative basis. We
continue to look for opportunities to optimise the portfolio composition and future returns, recognising that for several instruments, valuations are now offering
better prospective returns.
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WHERE TO FROM HERE?
We had higher cash positions going into the crisis, which now gives us options.
•
•

Our valuation process led us to have higher cash positions than usual in our portfolios going into the crisis. This positions us well to take advantage of opportunities.
Current valuations are relatively more attractive when looking at long-term comparisons, but we are taking a considered approach to the elevated investment risk
arising from:
-- companies with vulnerable balance sheets (too much debt), insufficient liquidity and that are vulnerable to sustained earnings declines; and
-- the collective fear of investors that is prompting them to rush for any exit, regardless of the price of that exit, and the knock-on or contagion risks that
indiscriminate selling presents – please read the following section on page 7.

As long-term investors we are focusing on filtering what may be shorter-term effects from long-term structural effects.
•
•
•
•

This recognises the possibility that some business models could be at risk of longer-term disruption as behaviour and preferences change, resulting in a negative
impact on the longer-term earnings power and ratings of these companies.
It is important to note that we are unable to forecast the outcome of Covid-19 and therefore what the world will look like in the near term, so we are taking a very
considered approach to assessing each opportunity in turn.
We will nonetheless remain selective in our capital allocation process.
Regarding ‘risk’ assets, we continue to favour quality companies that have proven their ability to deliver economic profits over time and withstand the stresses of
the current state of the global economy and this phase of the financial market cycle.
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FROM A WEALTH ADVISORY PERSPECTIVE, WHAT SHOULD
YOU BE DOING?
Rapid declines make us want to act decisively, to control the outcome, but this has proven to be a flawed response in previous market cycles.

1

FIRST, WE CONSIDER THE EFFECT OF MOVING INTO CASH DURING PREVIOUS BULL AND BEAR MARKETS.

The illustration below shows how your money would have grown if you had invested R100 in the equity market in January 1980.

The charcoal line assumes that you pursue a ‘buy-andhold’ strategy over the period, which means that you do
not disinvest regardless of how much the market is falling.

Value of R100 invested in January 1980

18 000
16 000

The turquoise lines show how your money would grow after
disinvesting from the market at various times after a 20% drop1
and then moving completely into cash and staying invested in
cash2.

14 000
12 000
10 000

Markets may fall further, but they recover over the long
term.
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Although markets may fall even further, and though it may take
time for the equity market to beat the returns achieved from
being in cash during a crash, it can be seen from this graph that
the market does provide long-term returns, which are always
superior.

Value of money after moving into cash
Source: Nedbank

1
2

Since 1925, there have been 12 instances where the market has fallen by more than 20%.
Cash is taxed at a 30% marginal rate at this time, no CGT assumed.

INVESTMENT UPDATE | COVID-19
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Even disinvesting from the market for very short periods of time can be detrimental to achieving good returns.
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The turquoise bars show the returns you would have achieved
and are measured on the left vertical axis, while the charcoal line
shows by how much your overall return would have fallen and is
measured on the right vertical axis.
Fall in return (%)

Investment return (%)

The illustration below shows by how much your return can fall if you miss out on some of the best days of the market:
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Fall in return

Source: Nedbank

It is amazing how quickly you can decrease your returns just by missing a few days in the market.
1.

Looking back to previous cycles, for the 10 years to 30 September 2008, those who remained fully invested in the South African equity market would have
achieved a return of 432%.
2. If you missed the best 10 days, your return drops by almost half to 220%, and if you missed the best 30 days your return would have fallen to a meagre 56%
over the entire 10-year period (which is less than 15% of the return that you would have got if you just remained invested in the market).
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2

CAN YOU BEAT THE MARKET BY SWITCHING BETWEEN EQUITIES AND CASH?

It is extremely difficult for any market timing strategy to consistently outperform a ‘buy-and-hold’ position.
The second aspect of the example included a back-tested study that considered whether investors can beat the market by switching between equities and cash.
This tested a variety of market timing strategies that investors might consider using and found that it is extremely difficult for any of these strategies to consistently
outperform a simple buy-and-hold position. Using 40 years of data until 30 September 2008, it was found that more than 85% of investors achieved worse returns
than a simple buy-and-hold strategy, while almost 10% of them achieved returns even lower than cash (but with volatility like equities). Furthermore, if one factors in
the cost of switching between equities and cash each time (as well as the effect of tax), the potential outperformance becomes even less likely.

Equities are an important asset class for long-term wealth creation, so any portfolio aiming for growth should have an equity component.
This decision can only be made, however, after carefully considering your needs and circumstances with our wealth management experts, as well as considering
your ability to bear any paper or actual losses over defined periods of time. It is important that one understands the risks of making such investments, and investors
should not be materially invested in equities unless they are willing to maintain their position for at least five to seven years.

Speak to us and focus on what you can control: nobody can control markets, but you can control your reaction to them.
While we grapple with what is truly a ‘new normal’ in our lives, we want to reassure you that we are here for you, as a wealth management partner. Please speak
to your wealth manager before making any rash decisions about your wealth. We are here to help and guide you when it really counts.

Previous market cycles reinforce the importance of staying the course at times like this.
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THREE PRACTICAL AND PROVEN WAYS THAT EMOTIONALLY
INTELLIGENT PEOPLE OVERCOME UNCERTAINTY
As we face uncertainty, our brains push us to overreact. Successful people can override this mechanism and shift their thinking in a rational direction. This requires
emotional intelligence (EQ). To boost your EQ, you must become proficient at making sound decisions in the face of uncertainty, even when your brain fights against
this. Below are some proven strategies that you can use to improve the quality of your decisions when your emotions are clouding your judgement.

1. Be aware of the role that your emotions may be playing in your decisions, so that you can manage this.
Fear inhibits good decision-making. People who are good at dealing with uncertainty are wary of this fear and spot it as soon as it begins to surface. In this
way, they can contain it before it gets out of control. Once they are aware of the fear, they label all the irrational thoughts that try to intensify it as irrational
fears - not reality - and the fear subsides. Then they can focus more accurately and rationally on the information they must go on. Throughout the process, they
remind themselves that the primitive part of their brain (the survival fight or flight mode) is trying to take over and that the logical part (that asks whether
this is a permanent threat) needs to be the one in charge. It is worth flagging that ‘doing nothing’ is also a strategy, and when it comes to making optimal
investment decisions during the current phase of financial markets, it is a sensible one.

2. Remain as positive as possible.
Positive thoughts quiet fear and irrational thinking by focusing your brain’s attention on something that is completely stress-free. Any positive thought will do to
refocus your attention. When things are going well and your mood is good, this is relatively easy. When you’re stressing over a tough decision and your mind is
flooded with negative thoughts, this can be a challenge. In these moments, think about your day, and identify one positive thing that happened, no matter how
small. A long-term perspective is the foundation for success when it comes to wealth and your well-being.

3. Focus on asking the right questions, and then focus on what you can control.
People who excel at managing uncertainty start by taking stock of what they know and what they don’t know. They gather all the facts they have and take
their best shot at compiling a list of things they don’t know or can’t know. This means they don’t waste energy on things like asking what the market is going
to do or what the currency is going to do, because nobody has a crystal ball and nobody knows. People who excel at managing uncertainty aren’t afraid to
acknowledge what’s causing it. Don’t be afraid to step up and say, ‘Here’s what we don’t know, but we’re going forward based on what we do know’. When it
comes down to it, almost every decision contains at least a small factor of uncertainty — it’s an inevitable part of life. Learning to balance the many decisions on
your plate, however, allows you to focus your energy on the things that matter and to make more informed choices. It also removes the unnecessary pressure
and distraction caused by a flurry of small worries.
Source: Travis Bradbury, award-winning author of Emotional Intelligence 2.0.

We cannot control this perfect storm,
but we can control how we react to it.
INVESTMENT UPDATE | COVID-19
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DOWNLOAD THE NEDBANK PRIVATE WEALTH APP FOR FREE. IF YOU WOULD LIKE MORE INFORMATION ABOUT
NEDBANK PRIVATE WEALTH PRODUCTS, OR HAVE ANY QUESTIONS, PLEASE CONTACT US.

Service suite 0860 111 263
nedbankprivatewealth.co.za
This update is intended for general information purposes only and should not be construed as tax, legal or accounting advice. This communication is based on our bona fide interpretation of legislation, rules, regulations and
publications. Nedbank Private Wealth provides estate and tax planning advice; however, we do not provide tax, legal or accounting advice and you are requested to consult a professional tax advisor or professional in this
regard.
T & Cs apply. Nedgroup Private Wealth (Pty) Ltd Reg No 1997/009637/07. An authorised financial services provider (FSP 828).

