
 
 

Surprise elements 
 

All commentary is the personal opinion of the key individual(s) at Afrafin (Pty) Ltd. While opinions stated are honestly held, there are not any 
guarantees and should not be relied on. The information provided should not be construed to be specific investment advice that merits any 
decision. We encourage anyone to contact us when they have questions. 

 

Issue 77:  February 2017 
With this quarterly perspective, we would like to reflect 
on some major milestones of 2016. What it possible 
could mean for the near future and how do we intend to 
adjust our investment strategies, or not? 
 

Fundamental shifts and populism 
To our mind this was what characterized 2016.  Fed up 
with the status quo, the developed world witnessed a 
pronounced shift towards populism. Brexit and the 
election of Donald Trump as US president are 
manifestations of this global trend.  Both these results 
were grossly underestimated during the preceding polls.  
Expect the populist wave to continue building 
momentum as several European countries (France and 
Germany amongst others) are set for elections during 
2017.   
 

At home the electorate expressed its disapproval with 
the establishment when three of the four previously 
ANC governed metros went to opposition party 
coalitions.  Maybe 2016 can be the year in which “the 
people of South Africa” took charge.  We can only hope 
that this trend may continue well into 2017 and beyond. 
 

Investment performance in perspective 
2016 was also the year that certain investment 
strategies (that used to serve us well in previous years), 
reversed its trend: 
• While avoiding mining and commodity shares in 

prior years was the right thing to do, this sector 
gained 28% during 2016! 

• On the other hand, the big industrial shares, most 
of which have important Rand hedge qualities had 
a torrid time with the Top 25 industrial shares 
having lost 9% over the same period; 

• Instead of continuing its decline against the world’s 
major currencies throughout 2016, the Rand 
actually gained ground!  Against the US Dollar that 
gain was 15.1% over a 12 month period till the end 
of January, 15.5% against the Euro and a whopping 
25% against the British Pound (for once a nation 
other than South Africa engineered the decimation 
of its own currency).  These currency movements 
cause noticeable volatility in diversified investment 
portfolios. 
 

The "Oracle of Omaha” 
Warren Buffett says, "I control my emotions with my 
intellect, instead of allowing my emotions to rule my 
intellect."  Basically investment has little to do with our 
emotions and feelings, but humans naturally respond 
much different. During the last two years financial 
markets were bumpy, but the fact is that markets move 
in cycles – up and down! We also know that over time 
stock exchanges outperform most other types of 
investments or asset classes. In addition we have 
witnessed and experienced (again) that exchange rates 
also demonstrate wild swings in cycles. Warren Buffett 
reminds us to think clinically and to be patient.  
 

During 2016, investors converted large amounts of 
Rand into foreign currencies. Now these investments 
are negative because the Rand has strengthened in the 
short-term! However, over the long-term we expect a 
weakening trend. 
 
 

A longer-term view and approach 
Proven investment strategies in the past, 
underperformed during 2016.  We also know that in 
order to judge any given strategy fairly, it has to be 
done over a period longer than just 12 months.  It is not 
meaningful since our planning is for the long-term.  And 
so while the core principles that underlie our investment 
philosophy have not borne the desired results over the 
previous year, they remain valid none the less.  Some 
of these core principles include: 
• The predictability of profits.  We invest and prefer 

companies that have a stable and relative 
predictable pattern underpinning their profit history.  
This means that we are prepared to forego short-
term gains in cyclical businesses (such as mining/ 
commodity companies) in favour of industries 
where patterns of profitability are less erratic.  In 
years when cyclical shares do well, performance 
will lag, but in the long run our strategy works and it 
causes significantly less anxiety! 

• Protecting ourselves against a continuing weaker 
Rand.  While the Rand gained against the world’s 
major currencies during 2016, two fundamental 
factors will ensure that the Rand should continue a 
weaker trend in the long run.  First, inflation in 
South Africa is higher than inflation in our 
developed world trading partners.  Secondly South 
Africa has inherent political risk. Regarding the 
latter, you probably need not to be reminded that 
while we managed to stave off a downgrade to junk 
status last year, we again face a ratings review later 
this year; 

• Time in the market rather than trying to time the 
market.  We have had positive returns on the local 
exchange (JSE) for each of the previous four 
calendar years.  So in total over the last 3 to 5 
years, the compounded returns year-on-year were 
satisfactory. 

 

What about Gold? 
To some, Gold might seem to be an attractive 
investment alternative. Keep the following in mind. 
Investors could get Gold exposure in different ways e.g. 
via coins, gold shares or an exchange traded fund 
(ETF’s). If an investor holds physical gold such as 
coins, there is usually additional trading and storage 
(safekeeping) costs involved. Further, agent 
commissions could be up to 6% of the purchase and 
sale price. Also, Gold does not yield any income; i.e. 
rental distributions, interest or dividends. You solely rely 
on capital growth. Statistics since 1980 also show us 
that gold does not have the ability to significantly 
outstrip inflation. 
 

In closing… 
2017 will most probably be another difficult year. There 
is no "best" investment. The right way to address this 
challenge and to cope with a clutter of information is 
good diversification, a simple investment strategy and 
to stick to a well thought through financial plan that is 
reviewed periodically. It works in the long run! 


