
 

 

Committing capital for investment purposes has been very difficult for South African investors over the last 

few years. The South African economy has struggled to grow and political uncertainty has intensified in the 

lead up to the ANC national elective conference. All the while revelations of state capture has shed light on 

the extent of bribery and corruption taking place at the highest level of the country which has contributed 

to extremely low levels of business, consumer and investor confidence. 

We all know that in order to meet our long term goals we need to invest into a portfolio that has an 

element of risk in order to produce returns that exceed inflation. Inflation is the biggest enemy to investors 

and can devastate the purchasing power (how much you can buy from year to year with the same amount 

of money) of an investor’s portfolio if left in low risk and low return assets (such as cash). 

In practice however, it is difficult to make the decision to invest in longer term growth assets that have an 

element of risk. The question of timing comes into play as we would rather commit capital when we feel 

more comfortable to do so. The problem with this though is that it is hardly ever comfortable for people to 

invest into uncertainty, and, when we do feel comfortable to commit capital it is typically when asset prices 

have already produced large positive returns. 

Uncertainty is unavoidable and it is also naturally unpredictable. People are also notoriously bad at making 

predictions and forecasts. Despite the overwhelming evidence of our inability of making such forecasts, 

many people still feel that they can. The only real defence that we have to uncertainty is diversification. 

Diversification allows us to take the necessary risk to produce our required long term returns whilst 

remaining reasonably protected in the face of short term uncertainty. In other words diversification is our 

protection against the unpredictability of event risk. 

An example of event risk for South African investors is the ANC National Elective Conference in December 

which to many people poses a risk to South African asset classes should an unfavorable result transpire. 

The problem however, is that the event itself is effectively a coin toss between two factions of the ANC. 

One faction resembles a relatively bad outcome for business and the economy and the other faction 

resembles a relatively positive outcome. This is called a binary event because the probability of it going 

either way is 50%. People naturally think that the best thing to do when faced with such uncertainty is to 

remain in a low risk asset class such as cash. However, this is quite a false sense of security as this is a 100% 

bet that the currency in which the cash is denominated (South African Rand) will hold its value over the 

period. Remembering that a large part of our inflation basket is in actual fact imported goods (petrol prices 

are a good example as they are largely affected by the USD oil price), a loss in currency value effectively 

means a loss in purchasing power.  

A very good example of this is the Brexit vote in June 2016. UK investors that were conservative and 

decided to rather hold cash in Sterling and wait for the result lost about 10% of their moneys value on a 

relative basis in the days following the vote. The FTSE All Share (UK Equity Market) was up 6.22% the week 

after the vote. 
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A bad result in the ANC National Elective Conference will effectively render SA cash as one of the worst 

asset class choices for investors. This is because the currency will undoubtedly take a large knock that will 

negatively affect the investor’s purchasing power even though in absolute ZAR terms the investor has not 

lost money. The irony in this is that the investor’s choice of SA cash is more than likely made in an attempt 

to protect capital in the event of a bad outcome; we would argue that the opposite is true. It also 

represents an opportunity cost to investors should there be a positive result as riskier asset classes that are 

domestically focused should recover on the news. Cash forms an important role in a well-diversified 

portfolio, however the choice of how much cash to hold should depend on long term requirements and not 

be based on short term forecasting. Evidence suggests that timing of markets is near impossible and that 

the cost of attempting to do this successfully over time has been very high.  

SA specific risk is typically felt through the currency and bond market first. Because the South African equity 

market is dominated by large multi-national companies that derive their profits from outside South African 

borders (much like the FTSE All Share in the UK), we have found that the recent SA specific political shocks 

(e.g. firing of Finance Ministers) have been weathered fairly well in this high risk asset class. Clearly there 

are exceptions to this with those listed companies that are pro-cyclical to the South African economy (e.g. 

SA banks, retailers and property stocks). Global asset classes would be completely unaffected by SA specific 

risk for obvious reasons and are a good hedge against local risk factors. 

A well-diversified portfolio has exposure to all asset classes, the blend of which is dependent on the 

underlying investor’s long term needs and objectives. The whole reason for diversifying across asset classes 

is because different asset classes behave differently to unexpected events and we cannot predict or 

forecast these events or the returns that will be generated in the short term. Because the world is 

inherently uncertain and unpredictable, a well-diversified portfolio is the best defence to uncertainty as it 

addresses both timing risk (when is the right time to invest) and event risk (what will happen to my 

portfolio when an unpredictable event occurs) with the highest probability of long term success. 


