Hi All
The last few days have been extreme on several fronts. We find ourselves in unfamiliar territory
– bare supermarket shelves, schools closed, concern for our domestic workers, unemployment
risks, cancelled sporting events, travel bans, social distancing and a general shutdown of
activity. In these troubling times we look towards each other for guidance, comfort and support.
At PMX we remain vigilant of how markets are reacting – but most importantly we are poised to
tackle the questions, queries and requests of our valued partners.

Market Performance & Outlook
Equity markets globally have sold off significantly over a very short period (see chart below).
This naturally creates anxiety which will result in a barrage of concerned investors needing
advice. These events, albeit extreme occur and recover in time. Extreme corrections of this
nature often lead to short and sharp recoveries – which we have witnessed in China, so calling
the bottom of a decline with any amount of certainty is almost impossible and certainly not our
style.

The S&P500 experienced its largest single day drawdown since 1987 – highlighting the enormity
of current events. Similarly the VIX or “Fear index” reaching all-time record highs on Monday 16
March shows how turbulent things are.

It is likely that many countries will go into technical recessions (2 quarters of negative GDP
growth), severely impacting global growth for 2020. This will result in large negative economic
consequences to the South African economy; an economy that was already struggling with
growth prior to the COVID-19 outbreak.
Central banks are doing their best to try and support their domestic economies through
unprecedented measures, however one feels that the haemorrhaging of the last few weeks will
have a material impact on life as we know it as we enter a period of unprecedented uncertainty.
Markets are pricing in a recession and an aggressive fall out in corporate earnings – however the
severity can be reduced by bringing the virus under control (as has already been successfully
achieved in China and South Korea). The South African government has introduced measures to
curb the spread of the virus and its economic fallout in a televised address by President
Ramaphosa on Sunday evening.

PortfolioMetrix Performance
The PortfolioMetrix portfolios have understandably been affected by the excessive drawdowns
experienced in domestic and global equity markets. That said, diversification benefits continue to
add value to portfolios, moderating the magnitude of these corrections with even our riskiest
portfolio significantly better off than the FTSE/ JSE All Share Index year to date:

Growth assets, and through association growth portfolios, have been negatively affected in this
period. However the shock absorbers of domestic and global fixed income (bonds) come into
their own in this environment and add significant value to portfolios.
During the events of the last three weeks we have been pleasantly surprised by the composure
demonstrated by our clients and investors, however as the extent and enormity of market
corrections continue we are picking up more enquires regarding portfolio performance and
requests for guidance on how to position these events with a growing number of nervous
investors.
We continue to monitor and manage portfolios prudently and carefully. We remain confident in
the manager selection within the funds and see no reason to make any drastic manager
changes. The portfolios are in safe hands, with in excess of 200 investment professionals
globally assessing and re-assessing developments as they unfold and making necessary
alterations to the funds. Within our domestic building blocks we have been active:

PMX BCI Equity FoF - we introduced a small 2% tactical holding in local property given
the extreme sell-off in the asset class.
PMX BCI Bond FoF - we removed our exposure to Stanlib Income (short duration credit)
and moved to being fully invested in long duration bonds. This was to take advantage of
the significant sell-off in the South African yield curve across the board which offers good
value with calculated downside risks.
Asset Allocation - given the drift experienced in portfolios and the extreme levels of
volatility in markets, the case for rebalancing portfolios gets stronger. For now, we are
happy that portfolios have naturally drifted into less risky asset classes however a
rebalance in the next month is likely.
In this environment our FPA is an invaluable tool that enables advisers to revisit FPA results and
have meaningful conversations with jittery investors and guide them in keeping their composure
in light of long-term goals. We would encourage you to use the FPA comprehensively as a
foundation for investor conversations and investment expectations and if you need a refresher
on how it works our partner relationship specialists are just a phone call away.
We will continue to update you with our thoughts as well as analysis on how our portfolios are
performing during these testing times.

Best wishes
Allan Geddie and Edden Kift
Mobile +27 82 334 4055/ +27 82 496 2545
Email support@portfoliometrix.co.za
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