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What not to do 
when stock markets 
go down.

Unless you made a resolution not to read, 
listen to or watch the news during 2018, 
you have noticed that world markets had a 
rather wild 2018. Indeed, one glance at the 
headlines quickly reveals that local and in-
ternational markets experienced some of 
the worst performances in many years.

With the market volatility we have ex-
perienced thus far, some investors may be 
considering getting out of the market and 
moving into cash. This is a mistake. Histo-
ry has shown that trying to time the mar-
ket is nearly impossible and that staying the 
course has shown a significantly improved 
outcome.

Between 80% to 90% of the returns gained 
on shares occur in less than 20% of trading 
days. So, if you are out of the market when 
shares begin to move upward, your long-
term returns may suffer significantly.

In a study on all bear markets since World 
War II, the Wall Street Journal reported 
that shares rose, on average, 33% in the 12 
months following the bear-market bottom.  
If you missed the bottom by just a week, 
however, the return reduced to approxi-
mately 25%. If you waited three months af-
ter the market had turned, your gain was re-
duced to just 15%. (Investopedia describes a 
bear market as “a condition in which share 
prices fall amid widespread pessimism and 
negative investor sentiment”).

William Sharpe, a Nobel laureate, found 
that those clients trying to time the market 
would need to be correct a staggering 82% 
of the time to just match the returns gained 
by clients who followed a long-term invest-
ment horizon. While investors with a long-
term investment horizon are sitting and do-
ing nothing, those clients who are trying to 
time the market are anxiously wondering 
when the best time will be to get in or out 
of the market and then still not earning su-
perior returns.

It is very tempting to “get out of the mar-
ket now and return when things are looking 
better”. The problem with this is that one 
never knows when things have improved 
until it is too late, and the shares have al-
ready skyrocketed.

Staying the course
In times of market turmoil, we are tempt-

ed to focus on the short term. However, it 
is important to consider your long-term in-
vestment horizon and why you are invest-
ing, whether that be for or after retirement, 
or for some other goal.

Market returns do vary over time, but 
with the global economy remaining healthy 
and companies continuing to innovate and 
grow their earnings, we still believe in stay-
ing invested in one of our diversified port-
folios.

It is important at this point to reaffirm the 
investment objectives and philosophy of Ca-
diz Asset Management. 

Our objective is to protect and grow our 
clients’ capital over the long-term. 

We predominantly invest in good qual-
ity businesses, run by a capable manage-
ment team, with low financial risk, and 
that trade at an attractive price below 
what we believe the business is worth. 

Good quality businesses are more resil-
ient to industry and economic downturns 
and tend to compound their profits (earn-
ings) over the long-term, hence they are a 
safer way to gain exposure to equities. In 
the short term, however, asset prices can 
differ materially from the underlying val-
ue of the investment. This is because pric-
es tend to be driven by investor sentiment, 
industry or stock specific concerns and the 
effect interest rates have on the supply of 
money. 

As seen in our performance, market-beat-
ing outcomes are achieved when we buy 
these businesses when they trade at a dis-

1. This Month’s Focus

2. International Market Overview

 United States of America

 Europe

 Asia

3. Local Market Overview

 Local Equities

 Local Currency

 Local Fixed Income

In This Issue

December 2018
0800 50 50 50  |  thewarwickgroup.com  

ADRIAN MEAGER
MD of Asset Management

This
Month’s
Focus 



Volatility in global markets continued 
during the month of December as President 
Trump’s rhetoric came back to haunt him 
like the ghost of Christmas past in a bad 
edition of A Christmas Carol. US markets 
ended the year on a weaker note, and by 
default, so did the other major world mar-
kets as the continued pressure of the US-Si-
no trade wars, a no-deal Brexit, as well as 
a ‘wall-induced’ funding stand-off between 
the Democrat-led House of Representatives 
and President Trump had an impact.

US markets end-
ed the month of De-
cember on a weaker 
note, with the S&P 
500 down by 9.2% 
(-6.2% for the year), 
the DOW Jones by 

8.7% (-5.6% for the year), and the Nasdaq 
by 9.5% (-3.9% for the year). The market 
malaise was largely driven by weaker ener-
gy counters as the crude oil price continued 
its slide, contributing to the softer S&P, and 

tech majors like Apple, Google, and Amazon 
bearing the brunt of the Nasdaq weakness. 
The prolonged ‘wall-induced’ partial gov-
ernment shutdown continues to cause a rift 
with the US President’s demand for billions 
of Dollars to fund his election promise of the 
US-Mexico wall being stymied at every turn.

On the economic front, the Federal Re-
serve raised the US interest rates by 0.25% 
in December but lowered its projections 
for future rate hikes as well as tempering 
growth prospects for the 2019 year. Jobless 
numbers released in December for Novem-
ber showed that fewer people than fore-
cast was hired. Notwithstanding this, the 
US unemployment rate held steady at a 49 
year low. The inflation number for Novem-
ber (CPI), increased 0.3% month-on-month 
with the year-on-year number printing a 
decrease from 2.5% to 2.2% even with an 
increase in food, medical aid, and rental 
costs, as petrol prices dipped on the back of 
weaker oil prices.  

European markets 
also ended the year 
on the backfoot, as 
continued negativi-

ty around the UK Brexit, as well as social 
unrest in France continued to put a damp-
ener on the Eurozone. This contributed to 
the unexpected contraction in both the Ger-
man (automotive factory closures), and Ital-
ian economies during the third quarter of 
2018. In addition, we saw the Eurozone PMI 
weakening to its lowest level since February 
2016, and the French PMI falling for the first 
time in two years. 

UK markets closed December lower by 
3.6% with concerns regarding a no-deal 
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count due to short-term issues which are 
easily rectifiable.

 All investments carry 
some degree of risk, 
but we only invest if 
there is an adequate 

margin of safety built 
into our valuations, 

which ensures that we 
are not overpaying for 

these businesses. 

By establishing what we believe the fair 
market value of the business is worth cre-
ates a margin of safety. 

We build our portfolios via a bottom up 
stock-by-stock selection process, without re-
gard to the benchmark weightings. We take 
high conviction positions when we are in-
vesting in a good quality business with ca-
pable management that is trading close to 
our worst-case valuation together with sig-
nificant upside to our normal scenario val-

uation. We perform a high-level review to 
ensure that our bottom-up selection process 
does not lead to a portfolio which is too con-
centrated in any industry, or too reliant on a 
specific macroeconomic outcome to deliver 
on our objective to protect and grow our cli-
ents’ capital over the long-term. 

We believe that our highly-qualified and 
experienced investment team, with over 150 
years’ combined experience, together with 
our disciplined investment process will lead 
to continued outperformance of our funds 
and portfolios relative to our peers. 

Additionally, the JSE All Share Index has 
ended the year more than 10% higher than 
where it was in the beginning in each elec-
tion year since 1999, even in 2014 when 
the MSCI Emerging Market index ended 
the year down (Performance per election 
year, source Bloomberg: 1999 70.96%; 2004 
25.44%; 2009 32.13% and 2014 10.88%). 

So, during volatile periods we recom-
mend that investors consult with their War-
wick Wealth Specialist before they make any 
changes to their investments, to determine 
the most appropriate portfolio allocations 
for their circumstances, needs and situation.

The recent market noise has not changed 
our view of the world. Although there may 
be continued volatility, we remain optimis-
tic about the coming year.

“The stock market is the only market 
in the world where customers run away 
during a sale” FT, Lex column

Europe 
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The JSE All Share In-
dex (ALSI) bounced 
back strongly in De-
cember to cap off 
what has been a dis-

mal year for local investors. The local mar-
ket bucked the global trend in the final 
month of the year, gaining 4.25%, largely 
driven by the resources sector, which con-
tinued its excellent run in 2018. For the 
year, the ALSI fell 8.53%, its worst perfor-
mance in a decade. Investors will remem-
ber 2018 for the collapse in the property sec-
tor, led by the Resilient Group of companies, 
as well as the large declines in a number of 
blue-chip industrial companies.
From an economic perspective, 2018 was 
another disappointing year with the local 
economy struggling to gain any momentum. 

After ousting Jacob Zuma early in the year, 
the Ramaphosa euphoria (Ramaphoria), 
quickly fizzled out, with business and con-
sumer confidence taking a further knock 
when the South African economy plunged 
into a technical recession. However, GDP 
data released in December saw the local 
economy grow quicker than expected in the 
third quarter, expanding by 2.2% year-on-
year, ahead of the 1.9% expected. Consumer 
inflation figures released during the month 
also saw a slight uptick to 5.2% from 5.1% in 
the previous month. 

Local Market Overview

Local 
Equities

Brexit increasing, with growth consensus 
for the UK steady at about 1.5% for 2019. The 
EU is satisfied with the negotiated deal, but 
the UK parliament is required to approve 
Prime Minister May’s deal before agreement 
with the EU. Currently, the UK parliament 
seems unlikely to accept Theresa May’s 
deal and may ask for the EU to amend the 
terms and conditions in order to get the deal 
‘over the line’. The UK’s scheduled EU exit 
is planned for the 29 March 2019, but there 
could be a request to extend the Article 50 
period, which would need to be ratified by 
all the EU countries. There was also a spike 
in inflation above the 2% target, set by the 
Bank of England, on the back of the flow of 
the weaker pound into import prices, but is 
expected to pull closer to the 2% inflation 
target during 2019. Further UK interest rate 
hikes are likely to be dependent on how the 
Brexit negotiations evolve and the impact 
this would have on economic data.  

The German DAX 30 ended the month 
lower by 6.2% as factory orders fell more 
than expected in November. Orders slid 
1% from the October reading and showed 
a 4.3% year-on-year decline, the most in al-
most six years. On the positive side, German 
unemployment fell to record low, extending 
its five-year decline with continued confi-
dence being shown in the largest Europe-
an Economy. The unemployment number 
declined by a seasonally-adjusted 14 000 in 
December, more than forecast, with the job-
less rate remaining at 5%.

In France the CAC 40 also ended the year 
on a weaker note, closing lower by 5.5% as 
the ‘Yellow Vests’ protest continued to rock 
the retail sector. There was an unexpected 

fall in consumer spending during the month 
of November as confidence in the sector and 
among retailers fell to a three-month low. In 
another blow to the economy and Emman-
uel Macron’s presidency, there was a down-
ward revision of third quarter growth from 
0.4%, to 0.3%, a further indication that the 
economy had been slowing even before 
the onset of the ‘Yellow Vest’ protests in                    
November. 

Asian markets fol-
lowed the trend of 
weaker world markets 
as both the Shanghai 

Composite (down by 3.6%), and the Hang 
Seng (weaker by 2.5%) ended the month of 
December lower. The Asian bear market 
appears to be continuing as Chinese policy 
makers tried to curtail dangerous lending 
practices as debt levels rose significant-
ly. This was exacerbated as third quarter 
growth numbers came in lower than expect-
ed (printing at 6.5% year on year), touching 
its lowest level in almost ten years. 

The uncertainty 
with respect to a trade 

settlement between 
China and the US 

continues to weigh on 
these markets. 

The Nikkei followed suit, also ending De-
cember in the red, closing the month down 
by 10.3%, even as the Bank of Japan (BoJ) 
kept its stimulus settings unchanged at the 
final policy meeting of 2019, just hours after 

the Federal Reserve indicated a more dov-
ish rate path going forward. The BoJ reiter-
ated its previous assessment that the Japa-
nese economy will likely continue to expand 
moderately, being supported by reasonable 
export growth and an uptick in domestic de-
mand. Currently sitting around 1%, the BoJ 
expects core inflation to gradually increase 
toward 2%.

Asia
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RESOURCES
Resources ended the year on a strong note, 
adding 12.59% over the festive period, 
taking 2018’s total return to 17.77%. The 
month’s performance was, in part, support-
ed by a depreciating rand against the US 
dollar, with the rand down 3.46%. Accord-
ing to the Bloomberg Commodity Index, 
commodity prices took some strain over 
the month, losing 6.89% in US dollars. De-
cember saw the continued decline of Brent 
crude oil, down 8.36% in US dollars, trading 
at USD53.80 at year end. Despite the move in 
the oil price, Sasol gained 4.61%. The price of 
iron ore rose by 9.07% over the month, push-
ing Kumba Iron Ore 14.33% higher. Precious 
metals were a mixed bag, with gold gaining 
5.07%, yet platinum slipping 0.30%. Gold 
miners had a positive month, with the likes 
of AngloGold Ashanti gaining 30.63% and 
Gold Fields growing 22.25%.
INDUSTRIALS
The INDI25 index managed to end 2018 on 
a positive note, adding 2.74% in December 
as a weaker rand boosted some of the larger 
rand hedge stocks. Naspers and Richemont, 
the two largest constituents within the in-
dex, added 4.68% and 5.07% for the month, 
helping to push the index higher. Other 
notable positive performances came from 
Spar (+5.99%), Vodacom (+5.18%) and Bid-
corp (+3.45%). On the downside, Aspen’s 
share price continued to fall, sliding another 
8.34%, while retailers Pick ‘n Pay, The Fos-
chini Group and Shoprite also all ended the 
month weaker. The INDI25 ended the year 
down 17.87%, and 2018 will be remembered 
for precipitous falls in some of the most 
widely held blue chips, with the likes of As-
pen (-51.42%), Mediclinic (-43.48%), British 
American Tobacco (-43.42%), Tiger Brands 
(-40.48%) and MTN (-34.85%) all suffering 
major declines. While the performance 
from some of the INDI25 shares has been 
disappointing, we have been taking advan-
tage by accumulating more shares, at lower 
prices, of certain companies that we consid-
er to be above average in terms of quality. 

This should bode well for future returns.
FINANCIALS
The FINI15 recorded gains for the second 
consecutive month, adding 1.24% to finish 
off the year. The JSE Banks Index gained 
1.44%, with most of the banks ending the 
month in the green. Absa Bank was the best 
performer, gaining 5.08%, followed by Ned-
bank (+3.35%), and Standard Bank (+2.07%). 
FirstRand and Investec underperformed, 
with both counters ending in negative terri-
tory. Sanlam and Discovery led the insurers 
higher, gaining 3.87% and 3.83% respective-
ly. The FINI15 ended the year 4.09% lower, 
with most of the constituents finishing in 
the red. Nedbank and Capitec both finished 
in positive territory, however, in what has 
been a difficult year for companies exposed 
to the local economy and consumer. 
LISTED PROPERTY
Once again, the local listed property sector 
declined over the month of December, los-
ing some 1.05% over the period. The losses 
were experienced across the entire sector 
with counters such as Accelerate, Rebosis 
and Arrowhead each losing more than 10%. 
Counters with an offshore bias struggled to 
deliver as global risk factors such as trade 
tensions contained their returns. By way of 
example, Hammerson was down more than 
11% for the month.
Property fundamentals remain weak in a 
low-growth environment with very few 
signs of recovery in the retail sector. The of-
fice sector also remains a laggard as over-
supply increases. The near-term outlook 
remains volatile in what is a challenging 
sector. 
We maintain a diversified mix of property 
counters in our portfolios. The investment 
strategy remains focussed in shares that 
fall within defined quality and liquidity 
parameters.
LOCAL CURRENCY
The South African rand had a bumpy ride 
over the month, trading in a wide band rang-
ing from ZAR14.64/USD1 to ZAR13.69/USD1. 
The rand depreciated by 3.46% against the 

US dollar over the period. Annualised quar-
ter-on-quarter GDP in South Africa set a pos-
itive tone at the beginning of the month, ris-
ing to 2.2% in the third quarter, helping to 
buoy sentiment. 

The US Federal 
Reserve’s FOMC 

raised the Federal 
Funds target rate to 
2.50% from 2.25% 
in mid-December, 
strengthening the 
dollar against the 

South African rand. 

Emerging market currencies continued 
their positive trend, with the MSCI Emerging 
Markets Currency Index adding 0.43% over 
the month. Against the British pound ster-
ling, the rand fell 3.36% and against the Eu-
ropean euro, the rand depreciated by 4.71%.
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Local Fixed Income

Global yields con-
tinued to decline as 
the United States Fed-
eral Reserve (US Fed) 

maintained its less-hawkish stance for the 
remainder of the year. US treasury yields 
declined by as much as 30 basis points 
over the period.

Local bond yields declined, reflecting 
the movements in the US yield curve. Fur-
ther selling pressures in equity markets 
prompted demand for safe-haven assets. 
The R186 South African government bond 

yield also declined by some 30 basis points 
from its highs in the middle of the month 
to end the period below the 9.0% mark. 
South African Government bond valua-
tions remain stretched and a potential 
sell-off could be fuelled by a rise in credit 
risk, worsening structural issues in state-
owned enterprises and a deteriorating fis-
cal balance.

Our fixed income outlook for the com-
ing month is detailed as follows:

• Economic growth remains low with 
few signs of substantive recovery.

• Currency volatility will continue to be 
fueled by political and international fac-
tors.

• Inflationary pressures remain, but 
lower fuel prices have contained, in small 
measure, the threats posed to the econo-
my.

• Foreign flows remained negative, but 

liquidity is strong with institutional port-
folio cash holdings at high levels. 

• Short term technical trends are posi-
tive, with long term trends remaining in 
neutral territory.

• Local sentiment remains cautious.

We continue to seek value along the 
yield curve with careful duration risk po-
sitioning of our portfolios.

PLEASE TAKE NOTE
This document is for information purposes only and does not constitute or form part of any issue to offer or sell, or any solicitation or any offer 
to subscribe for or purchase any particular investment. It is recommended that investors obtain professional financial advice from a licensed 
financial advisor prior to investing. Warwick Wealth, or any of its subsidiary companies’ directors, employees or officers shall not be respon-
sible and disclaim any liability for any loss, expense and or damages (direct, indirect, consequential and or special) which may be suffered 
due to or be attributable, directly or indirectly, to the reliance of, or use of any information contained in this document. Collective investment 
schemes in securities are generally medium- to long-term investments. Collective investment schemes are traded at ruling prices and can en-
gage in borrowing and scrip lending. The value of participatory interests or the investment may go down as well as up. Past performance is not 
necessarily a guide to future performance. A schedule of fees, charges and maximum commissions is available on request from the manager, 
or is available on the website at www.bcis.co.za. The manager does not provide any guarantees, either with respect to the capital or the return 
of a portfolio. Foreign securities within portfolios may have additional material risks, depending on the specific risks affecting that country. 
Fluctuations or movements in exchange rates may cause the value of underlying international investments to go up or down. Investors are 
reminded that an investment in a currency other than their own may expose them to a foreign exchange risk. Warwick Portfolios (Pty) Ltd, 
Warwick Funds (Pty) Ltd, Warwick Wrap Funds (Pty) Ltd, Warwick Specialists (Pty) Ltd, Warwick Consult (Pty) Ltd and Warwick Advisory 
(Pty) Ltd are Authorised Financial Services Providers.
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