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A unique opportunity to play a 
meaningful role  
Asset managers are in the unique position to make 
decisions that influence the economy, the environment 
and society as a whole. As an industry, we direct a 
material portion of capital flows in the economy and so 
have a genuine interest in ensuring that the economy 
sustains itself. Critical in this work is an appreciation of the 
interconnected nature of the economy, society and the 
environment. The pandemic has heightened this awareness 
and laid bare the vulnerability of the economy to outside 
biophysical system shocks. A measure of this vulnerability 
is the scale of fiscal stimulus being rolled out around 
the globe. It’s an amount that far outstrips the stimulus 
packages post the 2008 Global Financial Crisis. 

OMIG and the responsible investor can play a meaningful 
role in enabling a growth path that best sustains the 
long-term health of the economies, societies and the 
environment. Asset managers and investors alike will 
have to choose which side of the fence they are sit on in 
respect of this issue. The side we choose could well define 
future prospects for the planet, all the while focusing on 
the fiduciary roles to act in the best interest of clients 
and deliver investment outcomes that meet or exceed 
expectations.

Partnerships across the value chain  
will be key  
Capturing the green growth and the “build back better” 
opportunity will require collective action by asset managers, 
asset owners and asset consultants. As industry partners, 
we have the responsibility to understand the impact of our 
investment and stewardship decisions on society and the 
environment. A critical element of this will be formulating 
long-term partnerships based on measurable sustainability 
outcomes. Asset managers will not only need to engage 
proactively with investee companies on sustainability 

Going into 2020, the asset management industry 
was already facing a series of structural changes 
brought on by shifts towards passive investing, 
fee pressure, competition for talent, the rise of 
artificial intelligence (AI), and the drive towards 
responsible investing. COVID-19 has hastened 
many of these trends and, in some cases, also 
enhanced the focus and an opportune time to 
fully embrace responsible investing (RI) alongside 
investors who are deeply interested in a future 
that matters for business, societies and ordinary 
citizens worldwide.

1 Climate change is another example of an external biophysical system shock – currently the market is attempting to respond to this by pricing the externality by way of a 
price on GHG emissions. 

issues, but will similarly need to engage asset owners on their 
views.  Seeking alignment on these issues, through solutions 
that deliver appropriate risk-adjusted returns and impact, will 
remain at the forefront of innovation in the asset management 
industry for the foreseeable future. Long-term partnerships will 
be a key to success here, as will be the ability of managers to 
collect and report on ESG impact metrics. For asset managers, 
it is clear that it’s no longer enough to only focus on providing 
appropriate risk-adjusted returns, excellent client servicing and 
competitive fees. The type and scale of impact will rightfully 
also become an important consideration when selecting a 
long-term partner. 

Aligning impact outcomes across  
asset classes 
The South African government has made a commitment 
that our recovery plan will be infrastructure-led, with a focus 
on energy; water and sanitation; public transport, roads and 
bridges; human settlements, health and education; digital 
infrastructure and public transport. 

All these areas present great opportunities for long-term 
investors to align capital with green economy outcomes. It 
is expected that the bulk of these opportunities will be best 
accessed via long-dated debt and private equity investments. 
Presently, unlisted investments provide the most direct 
opportunities to contribute to green growth through themes 
like renewable energy, schools and housing. 

The economic structure of the SA listed markets means that 
opportunities to further awaken the potential of the green 
growth theme are somewhat limited. However, investors 
shouldn’t forget the opportunity to drive impact through the 
listed market. This can be done by investing in ESG indices 
as well as the growing ranges of active investment solutions 
that leverage and integrate ESG data and insights. Another 
important opportunity to drive impact in the listed markets 
is through active stewardship. We expect large-scale asset 
owners, with long-term time horizons, to start exercising their 
fiduciary right in a more co-ordinated fashion. We see this as a 
material opportunity to drive market transformation while at 
the same time reducing long-term systemic risk. 

While we cannot possibly anticipate all the factors impacting 
the asset management industry as the decade unfolds, we can 
be sure that the COVID-19 pandemic has strengthened and 
accelerated the pre-existing trend of responsible investment 
and green growth. 

PARTNERING WITH THE 
RESPONSIBLE 

INVESTOR

WRITTEN BY 
Khaya Gobodo, Managing Director,  
Old Mutual Investment Group



FIVE INVESTMENT 
 TRENDS THAT  

FUTURE-
FIT ASSET 

MANAGEMENT

“The use of artificial 
intelligence (AI) 
holds the promise 
of helping firms 
identify complex 
patterns and trends, 
potentially improving 
investment 
strategies.

As we reach the end of 2020, it is timely to look further 
ahead into the next decade and attempt to glean those 
investment trends that can generate wealth for our clients 
in the 2020s. This year has been without doubt one of 
the most awful experiences for the whole world. Rarely 
could very single country on earth have faced the same 
devastating problem at the same time, with no roadmap 
to help navigate the problem. COVID-19 has wreaked 
havoc on economies, markets and every aspect of our 
lives. And it is still not over. 

When this happens, it can be difficult to see much further 
ahead. What will the world look like post the pandemic? 
Which industries will survive, let alone prosper? Will our 
daily lives ever be the same again?

But look ahead we must, and to do so, for this decade we 
must look ahead many years, as the pace of change will 

be so startling as to be breath-taking. Let’s take a look at 
five investment trends that will be hard to ignore for the 
next ten years. 

Technology – exponential progress and a 
competitive edge 
Technological innovation has already started separating 
the “winners” from the “losers” in the asset management 
industry. For example, the use of artificial intelligence 
(AI) holds the promise of helping firms identify complex 
patterns and trends, potentially improving investment 
strategies. Automation can help drive accuracy and speed 
across many functions – including valuations, trading and 
reporting – while reducing execution costs.

Investment firms wanting to rethink their approach to 
technology, particularly in the context of refining their 

operating model, must take several key factors into consideration. The 
first is whether it makes more sense to build or buy new infrastructure. 
Asset managers must be mindful about potential future limitations 
when making their selections. It is often helpful to split technology into 
two separate areas of “core” and “non-core” focus, as this allows asset 
managers to take a different approach to each.

In the ‘core’ section, investment firms should place anything that can 
support them in attracting or retaining business. Any technology or 
system that helps articulate their vision, informs investment decisions, or 
is part of the product set, should be included in this first section and be 
part of any agile programme. The second area of “non-core” focus relates 
to any technology that is commoditised, such as reconciliations, which 
should be procured as a service where possible. This can allow firms to 
devote greater resources to, and focus more closely on, their areas of 
expertise. ”



running an existing coal-fired plant, with no subsidies. This 
is progressive and due to the exponential fall in the cost 
of solar and wind technology over the past decade, as 
demand has increased and technologies have improved.

Consequently, large commercial offshore wind projects   
are underway in major markets. Case in point: the 84 
Turbine Vineyard Wind Project, the first of its kind, is set to 
add 800 megawatts to the current 25.8 GW offshore wind 
capacity in the US. With complexity in portfolios comes 
the need for intelligent renewable asset management. No 
doubt, offshore wind projects are a decisive step towards 
a green-dominant energy mix. Optimised supply chains, 
high capex, improved efficiencies, and offshore workers’ 
skill sets are the top ones. Therefore, if wind farm asset 
managers have the right tools, any challenges can be 
dealt with better.

To give an idea of the scale of progress, it is predicted 
that by 2030 the escape velocity of life longevity will 
have been achieved. That means an increasing life 
expectancy making it possible to live forever. There are 
increasing consequences of finding new ways to manage 
wealth for a longer term of life; and taking advantage of 
the associated technologies that allow this to happen. 
Potentially, wealth inequality may morph into life 
longevity inequality - a profound global social problem 
that could widen in the future.

Healthcare – advancements for mankind 
creating a sizeable market  
This is undoubtedly the first pandemic where 
biotechnology firms are leading the way in searching 
for a mitigating treatment, cure or vaccine. This will only 
continue and with the leaps ahead now being seen in 
the areas of gene editing (at birth, and soon before) our 
lives will be significantly better and longer as we progress 
through the coming decade. 

The main benefits of automation are that it creates more 
opportunities in every industry, improve operations, and 
effectively reduces cost. Also, the adoption of AI, which 
enables quick analysis through the dashboard, benefits 
healthcare advancement in undertaking streamlined 
operations.

Pharmaceuticals are vitally important in the healthcare 
system of every country. But the cases of pharmaceutical 
counterfeits have been increasing year on year globally. 
The protection of pharmaceuticals is necessary for 
any company to retain its clients, revenue growth, 
and brand reputation. The World Health Organisation 
(WHO) estimated 116 000 deaths occurred due to 
pharmaceutical counterfeits in Sub-Saharan Africa. 
However, the existing old healthcare infrastructure 
and data privacy concerns are a few restricting factor 
implementations of these systems.

Renewables – for a better planet to 
invest in post COVID-19 
Renewables and climate change will be the battle of 
the decade and whilst we all want to do something 
about this, at scale replacement projects need to make 
commercial sense to propagate naturally and at the 
speed which has been reached for wind and solar energy. 
The cost of constructing and running wind or solar plants 
(in particular solar – in the right locations) is now less than 

1977   1980   1983   1986  1989   1992   1995   1998  2001  2004   2007   2010   2013   2016   2019

$77.00

$51.20

$25.60

$12.80

$6.40

$3.20

$1.60

$0.80

$0.40

$0.20 $0.22

350x Price Decline

Cost of Solar Power (in USD)

Crossover: Starting now

The resources we need to live, work and 
build things in space exist on the moon
The moon contains oxygen, silicon and metals 
essential for construction, power collection  
and propellants.

Lunar Prospector found abundant hydrogen at 
the permanently shadowed poles to complete the 
inventory of feedstocks needed for exploration and 
colonisation.
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Space – not just a gaze into the night sky 
This is perhaps the most contentious trend for the decade 
and currently tough to invest in, given the only direct 
quoted company is Richard Branson’s Virgin Galactic, 
valued at US$3.3bn. Currently only designed for space 
tourists wanting to experience weightlessness at the 
outer edge of the solar system, Virgin is dwarfed by Elon 
Musk’s SpaceX, privately held but currently valued at 
over US$30bn. Thanks to the use of reusable technology 
successfully the cost of getting astronauts and cargo into 
space has plummeted (the cost per astronaut on SpaceX is 
less than 5% of that of the Space Shuttle just ten years ago). 

Inflation – hedging against  
uncontrolled spikes 
We have not experienced uncontrolled inflation for 
40 years. Several market indicators point towards the 
increased investor awareness of potential inflation. 
Analysing of the performance of asset classes that 
have historically been thought of as inflation hedges 
in different inflation regimes, one can see that there 
isn’t a single asset class that performs best in each 
environment, or a one-size-fits-all solution.

In times of declining inflation, reliable income streams 
from cash flows become increasingly important as 
challenges to economic growth develop. Historically, this 
environment has been kind to fixed income, especially 
for bonds of longer duration, while commodities 
have typically repriced lower as the costs of goods 
and services decline. While broad commodities have 
performed poorly in deflationary periods, gold has 
performed better than expected in this regime. A 
deflationary environment is symptomatic of constrained 
economic growth, dovish central banks and a low carry 
environment, which benefits gold. Moderate to slightly 
rising inflation is typically seen as a sign of positive 
economic growth, especially when inflation is realised in 
line with, or close to, market expectations. Accordingly, 
traditional asset classes (such as equities and bonds and 



even real estate investment trusts (REITs)) have historically 
performed well, as price stability boosts confidence 
that businesses will be able to pass along higher costs. 
Furthermore, when inflation has stayed between 2% and 
3% and come in line with or close to expectations, equities 
have acted as a reasonably good inflation hedge and 
performed quite well as corporate earnings grow faster 
when inflation is higher.

The key is which instruments we can 
invest in as stores of value 
In rising inflationary environments, the diversification 
benefits of commodities shine, as these assets are likely 
to reprice higher to reflect the higher future prices of 
materials. Equally, in rising inflation regimes, bonds have 
historically offered poor relative performance to real 
assets and equities, as inflation erodes the purchasing 
power of a bond’s future cash flows. In fact, inflation is the 
largest risk that bond investors face. 

I wanted these five trends for the decade to be of 
investment value and whilst subtrends in each area will 
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Agribusiness 
Cryptocurrencies

ETFs AVAILABLE

inevitably change, I believe that investing in exchange 
traded funds (ETFs) that currently capture the underlying 
shifts in each area will prove profitable. 

A note of caution is that it is relatively easy to identify a 
trend. The hard part is investing in it at the right price. 
Often, by the time companies get quoted and out of the 
private arena, a lot of the upside is gone. Also, investing 
with a long-term horizon and buying and holding these 
kinds of investments is the best approach. The advantage 
of ETFs is also the underlying diversification of the 
holdings within each. You do not need to take a company 
specific bet on Tesla to capture the electric car trend; 
you can buy shares in the Electric Vehicles and Driving 

Technology ETF in which Tesla is the top holding but just 
4% of the fund, alongside many other names positioned 
to also benefit. 
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WRITTEN BY 
Hywel George, Director of Investments,  
Old Mutual Investment Group

“Renewables and climate 
change will be the battle of 
the decade and whilst we 
all want to do something 
about this, at scale 
replacement projects need 
to make commercial sense 
to propagate naturally and 
at the speed which has been 
reached for wind and solar 
energy. 

”



CAN GLOBAL ECONOMIES 
SURVIVE 

COVID-19?

A number of key economic themes – i.e. trends that will 
last some time – are developing that should have clear 
investment implications.  On the global side, the most 
important themes are low inflation, expansionary policies 
and a weaker US dollar. Very expansionary policies (both 
monetary and fiscal) in the wake of the COVID-19 impact 
on economies and subsequent very low inflation rates 
will be in place for a number of years. Not only will this 
help the global economy to stay on the recovery path, 
but also flowing from this is will be a weaker US dollar. 
Similar to after the Global Financial Crisis (GFC), an 
extended period of very low US interest rates (and the 
strong likelihood of another large fiscal support package), 
coupled with low investment returns, is likely to lead to 
investors taking on more risk outside of the US in search 
for better returns. These investment flows weaken the US 
dollar and strengthen emerging market (EM) currencies.

In South Africa, the most important theme is the 
expectation of better medium-term economic growth. 
Despite disappointments regarding the pace of fiscal 
consolidation needed and economic reform policies, 
there are a number of measures and policies already 
at play that will help (in addition to a supportive global 
environment) lift the medium-term growth outlook 
to about double the growth pace seen over last few 
years. So, yes, there is light at the end of the tunnel for 
the SA economy. Another major theme is a strong rand 
exchange rate. While this might sound counter-intuitive 
given SA’s weak fundamentals, I believe that in the short 
term global issues will be more important in determining 
the rand’s value. The expected weakening of the dollar 
will likely lead to a sharp strengthening of the rand 
(in line with the moves in other EM currencies). In the 

medium term – once the “risk-on” trade has played out 
– the focus will likely shift back to SA’s fundamentals, i.e. 
policies, growth and fiscal issues. Furthermore, continued 
low inflation in South Africa (and low global interest rates) 
will also help keep interest rates lower for longer – and 
when an upcycle starts early 2022, the pace will likely 
be very slow. An important theme flowing from this is 
“Cash is Trash” – i.e. low interest rates for long means that 
investors should not be overweight in interest-bearing 
assets.

How far we have come through this eventful year! 
While there are still significant uncertainties around 
COVID-19 relating to infection rates, potential second 
waves and vaccine development, our main focus – a 
global economic recovery – seems to be taking shape. 
This despite severe pain at the start of the crisis in terms 
of lives, livelihoods and economic activity. But, history 
suggests that the economy will eventually recover after 
any crisis. 

Global economy: A V–shaped Cycle 
While the extent of this recovery would not have 
been possible without significant policy support from 
governments and central banks, the nature of the 
lockdowns and subsequent easing of these shutdowns 
suggested a sharp rebound. The global economy 
experienced a V-shaped cycle in terms of economic 
growth. Yes, economic activity will take longer to 
reach pre-COVID-19 levels, but the growth recovery 
is happening. Equally though, concerns around the 
durability of the recovery as well as the time it will 
take to get back to pre-crisis levels will keep policies 
expansionary for a long time.



actual inflation even lower, resulting in an adverse cycle of 
ever-lower inflation and inflation expectations.”

The Fed has thus determined that inflation (its preferred 
measure is the core ‘personal consumption expenditures 
or PCE’ deflator) should be allowed to move higher on a 
more sustained basis – to above the Fed’s 2% target for 
this measure. This inflation measure has consistently been 
below the 2% target since the GFC. To get inflation to 
higher levels, the Fed will essentially keep policy interest 
rates low for an extended period of time. As such, the 
latest Federal Open Market Committee (FOMC) policy-
setting meeting highlighted the Fed’s own expectation 
of keeping the policy rate unchanged at the current 
almost-zero level through the end of 2023. While all of this 
was broadly expected by the market, the extent of these 
policy updates went a lot further than expected and was 
thus substantially more “dovish” than expected.

This policy stance has implications for the rest of the 
world. It will take pressure off other countries’ interest 
rates – especially those of emerging markets (EM’s) thus 
allowing global interest rates to remain low for longer. It 

Most countries experienced the sharpest downfall in 
economic growth in the second quarter of the year (bar 
China, where the crisis started earlier) and high-frequency 
data suggested that a similar sharp rebound was likely in 
the third quarter (as it happened in China in the second 
quarter). In the event, the V-shaped cycle already seen in 
high-frequency production and spending data was also 
reflected in quarterly gross domestic product (GDP) data. 
The table below highlights this picture.

   

Purchasing managers’ indices (PMIs) – as an example 
of many high-frequency indicators – have continued 
their recovery into the fourth quarter. The Global PMI (as 
calculated by JP Morgan) has been above 50 since July 
(any reading above 50 is in expansionary territory) and rose 
further to 52.5 by September (from 26.2 in April and 47.9 
in June) and 53.3 in October – highlighting the expanding 
recovery. While the recovery in the services sectors was 
slower than that of the manufacturing industries, the 
global services PMIs have been in growth territory (i.e. 
above the neutral 50 level) since July. Services sectors 
might come under pressure in the next month or so in 
Europe, as renewed lockdowns came into effect recently.

The Fed’s stance on inflation 
The most important economic news during the past 
three months centred around the the policy update of the 
US central bank (the Federal Reserve, also known as the 
Fed). The Fed has signalled for a while that it is reviewing 
its Monetary Policy Framework, given lower potential 
economic growth, a lower level of interest rates, the strong 
improvement in employment during the post-GFC cycle 
and the fact that strong employment did not lead to 
higher inflation. To quote Jerome Powell (Chairman of 
the Federal Reserve Board) at the Fed’s annual Jackson 
Hall conference in late July, “The persistent undershoot 
of inflation from our 2 percent longer-run objective is a 
cause for concern … inflation that is persistently too low 
can pose serious risks to the economy. Inflation that runs 
below its desired level can lead to an unwelcome fall in 
longer-term inflation expectations, which, in turn, can pull 

will also likely mean that the US dollar will move more 
sustainably to a weaker level – likely around the prevailing 
levels after the GFC, when the dollar was around 1.20 
to 1.40 per euro. This will mean more stable and even 
stronger EM currencies for the next few years. While the 
final outcome of the US presidential elections was not 
known at the time of writing this report, it seems that a 
large fiscal support package is in any event likely in the 
US. This, combined with a dovish Fed, suggests a weaker 
dollar going forward.

SA economy: a recovery under 
challenging circumstances 
The COVID-19 related economic downturn hit South 
Africa particularly hard, as it impacted an economy not 
only already in recession, but also an economy that has 
experienced deteriorating economic growth over the 
past decade.  This worsening growth situation came 
along with the closely related impact on the country’s 
fiscal realities – the ever-widening budget deficit and the 
rising government debt ratio (debt as a percentage of 
GDP). The subsequent economic shutdowns exacerbated 
this situation further and, as a result, the SA economy has 
reached a point of no return.

While the June Supplementary Budget made some 
attempt at the fiscal healing process by announcing 
significant further spending cutbacks, the reality is that 
the fiscal situation can only be improved on a sustained 
basis by improved economic growth. The June Budget 
thus promised policy reform in order to get economic 
growth to a sustained higher growth path. While any 
higher growth than the average of 0.8% p.a. over the five 
years to 2019 will help, ideally, growth should be around 
2.5% plus on a sustained basis. 

The 2020 Medium-Term Budget Policy Statement 
(MTBPS) unfortunately reversed some of the important 
targets set in the June Budget. Fiscal consolidation was 
still the main aim, but the stabilisation of the debt ratio 
was pushed out by a few years to even higher levels. 
While it is commendable that the focus of correcting the 
budget remains on expenditure cuts, there are serious 
implementation risks around the envisaged savings on 
Government’s wage bill. 

Notwithstanding the challenges, there are some positives 
at play that could help lift growth somewhat from the 
annual average 0.8% of the past five years towards 
1.5% to 2% from 2022 onwards. As we look towards the 

“The Fed has signalled for a 
while that it is reviewing its 
Monetary Policy Framework, 
given lower potential 
economic growth, a lower 
level of interest rates, the 
strong improvement in 
employment during the post-
GFC cycle and the fact that 
strong employment did not 
lead to higher inflation.

”
Quarterly GDP growth

Quarterly annualised growth

Q1 Q2 Q3

US -5.0 -31.4 33.1

Euro area -14.1 -39.5 61.1

China -35.1 56.5 7.5



economy. But the easing of the lockdown – also helped 
by policy support – will likely engineer a similar type of 
rebound in the third quarter, we expect +55% annualised 
growth. High-frequency indicators – such as mining, 
manufacturing and electricity production; retail and car 
sales, and manufacturing purchasing managers’ indices 
– have rebounded sharply from average levels achieved 
in the second quarter. While welcome, this rebound is 
still in line with overall 2020 GDP growth of around -8%. 

Meanwhile, inflation has remained relatively subdued 
– around and below 3% since April. I expect inflation 
to remain in this range range until March 2021. The 
two main factors supporting this view and the reason 
why the OMIG forecast is below that of the SA Reserve 
Bank are that rental inflation (around 17% of the CPI 
basket) could slip into negative territory over the next 
few months, and subdued inflation expected in the 
medical insurance component. The medium-term 
outlook remains similarly subdued with inflation mostly 
in the bottom half of the target range, i.e. between 3% 
and 4.5%.  There is room for another 25 basis point rate 
cut by the Reserve Bank. This will depend on the 2020 
MTBPS and issues around fiscal consolidation. The more 
important issue is that interest rates will likely stay at 
these low levels for an extended period of time – maybe 
into 2022. This is not only due to weak growth and low 
inflation locally, but also to the Fed’s low-for-long interest 
rate policy.

Similarly, the Fed’s recent policy update and the 
potential impact on the US dollar likely mean that global 
factors will play a stronger role than local factors in the 
rand’s short-term performance. The risk-on trade in 
light of low investment returns in the US will be positive 
for emerging market currencies. I expect the rand to 
strengthen materially in the short term, as these global 
factors outweigh local factors. In the medium term, the 
rand will become more subject to the local risk factors 
around policy, growth, budget balance and the debt-to-
GDP ratio. 

“There are 
elements of 

Government’s 
Economic 

Reconstruction and 
Recovery plan that 
are commendable, 

but they are far 
from the ‘whatever 

it takes’ approach 
that is needed to 
get us to a 2.5%+ 

sustainable growth 
path over the 

medium term. 

”

medium-term outlook, some of the key factors that influence growth in SA 
include:
• A more supportive global environment in terms of growth, inflation, 

commodity prices and the Fed’s policy stance, which would likely impact 
SA’s interest rates and the rand over the next few years.

• Even if there is a second wave of COVID-19 infections in SA, it seems 
unlikely that any resultant lockdown will be as severe as in March and 
April this year.

• The planned fiscal consolidation should help stabilise and turn 
sentiment.

• Eskom’s recovery in terms of restructuring, unbundling and maintenance 
has gained momentum. With reduced load shedding and extra energy 
supply likely coming on stream from 2022 onwards, the electricity 
constraints should be easing.

• Recent momentum with respect to the corruption fight should be 
maintained and could help lift sentiment.

• Other policy measures put in place over the last two to three years seem 
to be slowly gathering pace. These include: the infrastructure focus 
and processes to ease approval of projects; modernising ports and rail 
infrastructure; progress with 5G spectrum selling; lowering the cost of 
doing business; reducing red tape and improving access to development 
finance for small, medium and micro enterprises (SMEs); market-friendly 
changes to SA’s investment regulations introduced so that institutional 
savings increasingly finance vital infrastructure development across 
a range of sectors; support for agriculture, tourism and other sectors 
with high job creation potential; reducing the skills deficit by attracting 
skilled immigrants; revamping the skills framework; undertaking a range 
of reforms in basic education and the post-schooling environment to 
improve outcomes for workers – and the firms that can employ them – 
and facilitating regional trade.

Addressing the SA growth dilemma 
There are elements of Government’s Economic Reconstruction and Recovery 
plan that are commendable, but they are far from the “whatever it takes” 
approach that is needed to get us to a 2.5%+ sustainable growth path 
over the medium term. Economic growth of around 1.5% to 2% would be 
substantially better than growth of 0.8%, although it will clearly not be 
enough to stabilise and reduce the debt ratio. Ideally, we would need growth 
around 2.5% plus. (Gone are the days when we talked about the potential 
for growth to reach 5% plus.) To engineer this, far more radical policy reform 
is needed. We need a radical restructuring of state-owned enterprises 
(SOEs) which, ideally, should include privatisation, deregulation of labour 
markets, and immediate implementation of the National Development Plan 
(NDP). While privatisation will probably not generate lots of (or any) income, 
such a policy will take pressure off government finances and bring the 
private sector’s managerial capabilities into SOEs, and will thus be a huge 
boost to confidence. However, these policy measures seem unlikely to be 
implemented.

In the shorter term, the 51% annualised decline in GDP in the second quarter 
was not a big surprise – shocking as it was – given the lockdown of the 

WRITTEN BY 
Johann Els, Chief Economist, 
Old Mutual Investment Group



Our long-term return expectations are updated every six months, where 
we step away from the daily noise and refresh our long-term strategic 
thinking. After running some of the numbers, the result has been largely 
unchanged with negative real returns from cash and bonds offshore at 
-1.5% p.a. This is not encouraging of savings, forcing investors to search 
elsewhere for returns in other stores of wealth.

What is important to understand at this stage for the investor is a 
long-term view of emerging themes, trends and the COVID-19 market 
induced impact on long-term fund positioning. The valuations are roughly 
unchanged and the resulting economic and market activity impact 
across economies from the various lockdowns will yield longer-term 
consequences. 

The most important actions have been extreme monetary and fiscal 
stimulus measures supporting the global economy in this crisis. A positive 
consequence is that it slows down the extent of the downside and speeds 
up the upside. This has led to a sharp recovery which, however, comes 
at a very high cost, taking a look at the fiscal packages around the world 
and the increase in debt, with SA at an average of a budget deficit around 
15% of gross domestic product (GDP). This is indicative of a global sharp 
step-up in government responses to the pandemic and accelerating 
government debt. The latter is partially due to a lack of taxes as profits 
collapsed; but also, due to spending initiatives and support in terms of 
basic grants while keeping ordinary citizens and workers in jobs. Fiscal 
responses are leading to more influence by governments, a growing 
trend that was emerging before the onset of the pandemic. Increasing 
pressure towards socialism and away from capitalism, has been the 
driving force behind the need for basic income grants to support ordinary 
citizens most affected by the pandemic. This is true of current growth 
patterns around the world. In this environment, we are seeing more of 
interventionalist governments, spending more and therefore politics 
having a much bigger impact on markets. 

The emerging patterns above come with greater uncertainty because, 
unlike economics where there are clear trends and patterns, politics is 
variable in comparison. What is expected going forward is increased 
volatility featuring more in market analysis. The other impact to consider 
is the monetary response that has witnessed a deflationary shock and 
has led to very low interest rates, with the unlikelihood of a rise in the 
near term because of the very high level of government debt. Therefore, 
governments are incentivised to suppress interest rates and keep them 
low. In line with this, lower rates are expected for an extended period of 
time across developed and developing nations. The Fed has committed 
to this monetary action. In the event we do see inflation picking up, the 
central bank will be slower to respond, and already there are expectations 
of negative real returns from cash and bonds being pushed out longer 
into the future. The consequence is that the traditional allocation of 60-
40 equities and bonds is no longer sustainable – making for a profound 
impact on how capital will be allocated in the long term. 

GLOBAL 
INVESTMENT 

THEMES  

AND LONG-TERM FUND 
POSITIONING 

“Increasing pressure 
towards socialism 
and away from 
capitalism, has been 
the driving force 
behind the need 
for basic income 
grants to support 
ordinary citizens 
most affected by the 
pandemic.
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The social impact of COVID-19 has been far reaching and has brought 
about more government spend supporting people and their respective 
economies. These actions have come at a cost leading to the higher debt 
scenario currently unfolding, thereby ensuring lower interest rates and lower 
returns from cash and bonds. The ability to generate real returns on savings 
is therefore sharply reduced, which is a tremendous headwind for the entire 
financial services industry and for future expected real returns. With this, there 
is more liquidity in circulation, effectively chasing assets that yield a good 
real return. This is a positive scenario for equity and real assets. We therefore 
expect higher multiples or higher ratings on shares as a result of this change  
in policy.

Note: These are long-term, real returns expected over the next five years, as at 15 June 2020. There is 
not a huge amount of change in these numbers when looking at current valuations.

* The international return expectations above are in US dollar terms; any rand depreciation will add to 
returns in rands.

South Africa: offering some of the most attractive  
fixed income returns in the world  
The impact from COVID-19 in South Africa has largely been the same as the 
rest of the world, with a dramatic increase in the budget deficit and hence 
government debt-to-GDP ratio. The challenge for SA is that, unlike the 
developed world, our central banks does not have a licence to print money. 
SA has lost the confidence of global capital markets, as our debt has been 
downgraded to junk. As a result, the cost of our debt has risen to well above 
the nominal growth in the economy – the classic sign of a debt trap. 

Because of the very high interest rates and steepness of our yield curve, the 
expected return on SA government bonds is 5% real. This is very attractive by 
historic standards and is remarkable in a world where the quest for yield has 
destroyed the expected returns on global bonds (-1.5% real). In the short term, 
we find these high comparative returns very attractive and our overweight 
SA bonds in our multi-asset class portfolios. While the rest of the world prints 
money and maintains negative real rates, and South Africa runs a current 
account deficit, we are happy to take the superior yield and the possibility of a 
capital gain. However, over the longer term, the sustainability of this debt will 
be a real challenge. Government must deliver a lower civil servant salary bill 
in line with its Medium-Term Budget Policy commitments and successfully 

REAL RETURN VIEW COMMENT

SA + SA assets offer better real returns

Equity 6.0% + Earnings risk to downside

Property 6.5% Neutral Keep the survivors

Bonds 5.0% + Great real return even for “junk”

Cash 0.5% − Cash is trash

Global* − Still maintain some diversification

Equity 4.5% Neutral + Preference for non-US

Bonds -1.5% − Rewardless risk

Cash -1.5% − Zero rates

reform Eskom. If it fails to do this the spiralling 
debt burden will set up an inflationary cycle 
of currency weakness. 

A big new theme: Cash Is Trash  
A major change in SA as a result of COVID-19 
has been the step change lower in domestic 
interest rates, facilitated by a demand shock 
and a collapse in domestic inflation. The SA 
Reserve Bank has been free to cut interest 
rates, resulting to the lowest levels since 1973. 
A notable difference in expected real returns 
compared to last year is the low real return 
expected from cash, forcing investors out of 
cash into local bonds and equities. This is the 
exact opposite of what we have seen in the 
unit trust flows where the average investor 
has been pulling money out of equity and 
solutions and pouring money into income 
funds. This strategy makes sense looking in 
the rear-view mirror, as shown in the adjacent 
chart. However, it will not work looking 
forward and we expect a reversal of this trend 
in the next five years. Sitting in cash will not 
deliver for any meaningful savings goals and 
we have increased exposure to SA equities in 
our funds.

SA shares have de-rated significantly, 
driven down by a higher cost of capital and 
disappointing earnings. While much of this 
was justified they now offer genuine value, 
both on an absolute basis and relative to 
global equities. Once the world moves out of 
the COVID-19 induced recession, SA equities 
will return capital through high dividend 
yields or buybacks justifying a good real 
return – comfortably beating cash. 

Rolling real returns of cash vs equity in SA

WRITTEN BY 
Peter Brooke, Head of MacroSolutions
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“The impact from 
COVID-19 in South 
Africa has largely 
been the same as 
the rest of the world, 
with a dramatic 
increase in the 
budget deficit and 
hence government 
debt-to-GDP ratio.

Source: Old Mutual Investment Group | Performance as at September 2020
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I remember the afternoon in April before lockdown 
began in South Africa. I took my children to a beach in 
the upmarket Cape Town suburb of Camps Bay. When 
you park in South Africa there are often “car guards” who 
assist watching over your vehicle.  When you return to 
your vehicle, you typically tip your “car guard” a few rands. 
Speaking to the car guard that day brought home some 
of the reality of lockdown on a personal level. This person 
would not be able to earn an income. As a foreigner, he 
would not qualify for any government assistance. While 
he probably has very little impact on the broader South 
African economy, he was about to start a very challenging 
period in his life, and very likely had no savings to support 
himself, and unable to send money back to his family.

Working in financial services I have been receiving a 
paycheque each month as normal. And without having 
travelled to our investment countries or even being able 
to move much around our own country, it means that 
since reflecting on that day in Camps Bay I have not been 
able to witness how ordinary citizens and businesses 
operate across the continent this year, particularly 
those significantly affected by loss of income. As listed 
companies release quarterly results, the COVID-19 impact 
is being quantified at a level that matters to investors - 
profits. Of course, the pandemic induced circumstances 
are far from over, as the timing and extent of lockdowns 
and curfews varied across countries.

The infection rate on the continent has lagged compared 
to other parts of the world. In fact, at the time of writing 
it accounted for just 3% of the world’s reported infections 
while it has almost 20% of the world population. Said 
differently, there is a six times bigger chance of being 
infected in the rest of the world, than in Africa. Of course, 
the testing rate is likely to be lower, and maybe the 
statistics are less accurate. But, it has not been business 
as usual in Africa. 

The immediate pandemic impacts are very obvious 
while the extent is more difficult to gauge. Some of the 
consequences have included:

• International tourism grinding to a halt. There was a 
drop in demand in food and alcohol consumption in 
countries where gathering in restaurants and pubs 
has been banned.

• With many people shifting to “work from home”, 
telecommunications demand has picked up.

• The switch to online shopping has also accelerated.
• Banks and other lenders have had to hike provisions 

in the anticipation of bad debts.

A COVID-19 DETOUR IN THE  
AFRICAN 

INVESTMENT 
JOURNEY

Then there are less apparent impacts and these are more 
difficult to gauge going forward, including:

• Healthcare in Africa is largely an out-of-pocket 
industry. Yes, there is support from some global 
non-profit organisations and some governments 
do provide some services, but for many Africans 
healthcare is too expensive. Initially, I expected 
healthcare to have benefited from a pandemic. 
But it seems that in countries where information is 
available, there has been less demand for healthcare. 
People have been fearful of visiting hospitals and 
clinics. Once the dust settles, will people go back to 
their old habits or will the reduced level of healthcare 
needs persist? Only time will tell. 

• Considering office space, how much do we need 
going forward? The knock-on effect is that, with more 
people working from home, it should lead to less 
traffic and less need to live close to the city. This is 
probably positive for residential developers, but less 
exciting for office space owners.

Probably the most important impact from the 
perspective of an African investor is that interest rates 
have fallen in many countries. Lower rates mean that less 
of the budget is going to be spent on paying interest. In 
a way, this is a slow but lasting benefit. As old treasuries 
mature, new treasury bills and bonds can be replaced 
with lower priced debt. As long as interest rates stay low 
there should be some budget relief. Part of this will be 
offset by the increase in borrowing in certain countries to 
fund COVID-19 relief.

Lower interest rates are a gain for those businesses 
and individuals that borrow. It is typically not good for 
banking shares, as net margins typically get squeezed. 
This is because, when interest rates fall, the rate banks 
lend at also drops, but the cost of deposits does not fall 
as fast, as many deposits are already interest free. The 
fact that many African countries still offer relatively high 
interest rates is potentially supportive of their currencies. 
Looking forward, the low rates mean that once business 
confidence returns, businesses are very likely to invest for 
expansion, as the borrowing costs will be far lower than 
before the onset of the pandemic.

Interest rates heading down  
Zoom and MS Teams have become part of our everyday 
lives and we have had to interact with company 
management teams using these platforms with a 
frequency akin to previous years when we travelled to the 
various African countries in which we invest in. 



Conference call protocols are fascinating to witness in 
action. We are now far more comfortable with children 
and pets (and in my personal case, construction workers 
at my housing complex!) participating in work meetings. 
We take signal losses in our stride. Years of meetings in 
Nigeria where the lights go out with regular occurrence 
had primed us well for meeting interruptions when 
the wifi goes down. We have learnt which meetings 
to “dress up” for and those in which pyjamas are fine. 
Said differently, “camera on” or “camera off” meetings. 
Nigerians remain the snappiest dressers in our universe 
and have maintained other formalities. Nigeria is certainly 
a ‘camera on” country. In Nigeria, its suit and tie Monday 
through Thursday, with Friday being “trads”, the brightly 
coloured traditional clothes of West Africa. They say 
old habits die hard, and that seems to be the case in 
Nigeria and Morocco. In Nigeria, it is very seldom we 
ever meet with just one person. There is usually a long 
list of participants and going virtual has not led to the 
entourage being curtailed. Further to this, Nigerian and 
Moroccan introductions are nearly always mandatory. 
Only after each person’s name and background is 
known can a meeting really get going. This can take 20 
to 30 minutes. And don’t forget the late-comers – they 
too are afforded the opportunity to present their own 
backgrounds.

But understanding backgrounds and taking time to hear 
different stories is part of the process when investing 
outside of a home or base market. Right now, there are 
differing stories across African countries and industries. 
It seems investors can’t get enough of anything with a 
bit of a technology spin. The pickings in this space in 
Africa are thin. Loss-making Jumia, a business trying 

to emulate Amazon, has almost doubled in size this 
year. In my mind, Amazon is more of a non-perishable 
business, selling and delivering products like clothing, 
books and electronics. But speaking to some of our 
FMCG businesses, many have turned to companies like 
Jumia to distribute products like beverages, food and 
detergents during this time of restricted movement. The 
Egypt-listed payment service company Fawry is another 
counter that has performed strongly even though most 
of its business is selling telco airtime. There has been 
growing interest in Safaricom given that around 30% 
of its revenues come from its mobile money business 
Mpesa. A number of governments (such as Ghana and 
Kenya) have stepped into the electronic payment space 
and zero rated certain transactions to try encourage less 
circulation of physical cash. This is likely to have a lasting 
impact leading to an expansion.  

At the other end of the performance spectrum, the 
share prices of many African banks have come under 
significant pressure over concerns about growing bad 
debts. At the time of writing, most banks were saying 
that the provisions taken are general, rather than in 
response to people and businesses actually not servicing 
their borrowings. Of course, mandatory payment 
holidays were instituted in some African countries, which 
probably masked reality for the start of the COVID-19 
period. With many industries shut down, or with reduced 
sales, it is only a matter of time though before the 
inability to meet interest payments will really be felt.  

The consumer shares in many markets have suffered 
– the brewers as a consequence of social distancing 
and limited public gatherings. Sourcing raw materials 
has been challenging, and in Nigeria downtrading has 
continued.

Value indicators are showing that the African markets 
are attractively priced. The average forward P/E is close 
to 10x vs its history of closer to 11.5x.  There is some 
uncertainty around the dividends in the short term, as 
many of the banks have been instructed to withhold 
dividends to build capital buffers. As such, the expected 
dividend yield is closer to its average of 5%. What these 
charts don’t show is the wide range of shares. 
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TO HOLD OR NOT TO 
HOLD GOLD?  

THAT IS THE QUESTION.

On New Year’s Eve of 1970 the gold price was US$38/oz. A decade later it 
had rocketed to US$590/oz. By December 1990 and 2000, it had receded to 
US$386/oz and US$273/oz, respectively. In the wake of the Global Financial 
Crisis (GFC), by the end of December 2010, gold had touched a new high of 
US$1 406/oz. Ten years later, in the midst of a lingering global pandemic, the 
gold price is likely to see out 2020 at an even greater high, north of US$1 700/
oz. What will the gold price be as we toast to the dawn of 2031, and how 
will it travel to that point across the next decade? The key driver of the gold 
price is investment demand, which is in turn driven by growth and inflation 
expectations for developed economies, in particular the US. Therefore, the 
question beneath this question is “What kind of world will we be living in for 
the next ten years?” We describe four broad scenarios later in this article, on 
page 29. 

Annual change in demand
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Investment demand is the key driver of 
the gold price 
At this very moment gold miners across the globe are 
working to extract the roughly 3 500 tons of gold mined 
annually. Since gold is virtually indestructible, 2020’s haul 
will be added to the estimated 198 000 tons of gold 
above ground. Above-ground stocks equate to more than 
fifty years’ worth of mined supply and yet production has 
doubled over the last five decades. All the while the gold 
price has touched new highs. It would seem gold is the 
one commodity where supply is not a key driver of the 
price in the long run. 

The world uses gold for two things: fabrication and 
investment. Fabrication refers to the 2 000 to 2 200 
tons of annual jewellery demand and 300 to 500 tons 
of electronics and other technological demand. Central 
bank purchases, gold bars and coins and ETF holdings 
make up investment demand. Though jewellery demand 
is somewhat price elastic there is a strong underpin from 
Chinese and Indian volumes tied to cultural traditions. 
Investment demand is by far the more cyclical driver. 
The role of investment demand as the price setter 
for gold was further reinforced by the introduction 
of gold exchange traded funds (ETFs) in 2003. ETFs 
democratised individual investor access to gold, with 
smaller trade sizes that were previously not possible. With 
the annual change in demand being on average twice 
as large as the change in jewellery demand, investment 
demand acts as the swing factor for gold demand as a 
whole. It follows then that the outlook for investment 
demand is key to understanding what the next decade 
holds for gold. 

US inflation and growth expectations 
are the key drivers of investment 
demand 
On the 15th of August 1971, US President Richard Nixon 
delivered a landmark speech that changed the gold 
market structurally and triggered the most bullish 
decade for gold in modern history. Reneging on the 
long-standing global commitment by the US under the 
gold standard to exchange dollars for physical gold, his 
decision enabled the dollar to float in relation to the gold 
price. Up to that point, the gold price was fixed under 
$40/oz by the US Federal Reserve. Despite attempts 
at wage and price controls, what followed this dollar 
devaluation was a decade of stubborn often-times 
double-digit inflation, worsened by the oil price shocks of 
1973 and 1977. Gold demand grew as inflation eroded the 
value of the dollar leading investors to seek an alternative 

store of value. Paul Volcker was appointed as chair of the 
Federal Reserve in 1979 and by 1981 began to break the 
back of inflation with interest rates reaching 20%.  By the 
time the USD gold price peaked in January 1980, it had 
increased by a phenomenal 22 times over the decade. 
Inflation remained stable and tamed in the decades that 
followed and the driver of investment demand shifted to 
growth expectations. Real (adjusted for inflation) US 10-
year bond yields now reflected the markets’ best guess 
of growth expectations into the future. Since 2003, the 
real gold price has moved almost perfectly in tandem 
with changes in real bond yields. Post the unpegging of 
the dollar from gold, the key drivers of gold investment 
demand have been US inflation and growth expectations. 

The least favourable scenario for gold is 
also the least likely to play out 
In December 2019 in Wuhan, the seeds of the COVID-19 
health crisis were sown, watered by the failure of Western 
nations to contain the virus as efficiently as China did. 
The 2020s have begun with a deep recession as the 
economic impact of hard lockdowns, social distancing 
and consumer fear has played out. Unprecedented 
measures have been taken to support households and 
businesses, at the cost of expanding government debt. 

Post 2020, what kind of world will we be living in for 
the next ten years? There is no single certain outcome 
from this point. However, we think the least favourable 
scenario for gold is also the least likely to play out (see 
Back to “Goldilocks” on the next page). In addition, we 
believe the risk of uncontrolled US inflation has increased 
on a ten-year view, given that high government debt 
levels render raising interest rates politically unpalatable. 
We describe four broad scenarios below which could play 
out depending on: a) the speed with which countries 
adapt to or contain the COVID-19 pandemic, b) the fiscal 
and monetary policy choices made, and c) the ability 
for populist forces to translate into higher wages and/or 
social welfare payments. These factors will determine the 
trajectory of growth and inflation. 

1. Grow now, pay later: high inflation, high growth 
Governments bail out the global economy and worry 
about the debt later.  Effective containment of the 
virus, coupled with synchronised infrastructure-
heavy fiscal stimulus, sparks growth as global trade 
tensions ease. Rising employment leads to inflation 
but high government debt levels render raising interest 
rates politically unpalatable. Industrial commodities 
outperform gold but gold remains firm. 

WHAT DRIVES GOLD BULL MARKETS? 
INFLATION, GROWTH AND UNCERTAINTY, AND A WEAK USD
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Bottom line: hold some gold 
Given the wide range of outcomes, we deem it prudent 
to hold some gold in a well-diversified portfolio. 
Most especially, since we think the least favourable 
outcome for gold is also the least likely to occur, we 
see limited downside risk for holding gold with a long-
term investment horizon. In the short term, industrial 
commodities and cyclical equities will outperform 
in a post-COVID-19 cyclical recovery. Surviving the 
pandemic has already come at the cost of historically 
high government debt levels. If the recovery is funded 
predominantly by fiscal stimulus this debt will expand 

• Effective vaccine fast, social distancing eases
• V-shaped recovery driven by synchronised infrastructure-

heavy DM fiscal stimulus
• Synchronised global growth and expanding balance sheets
• Full employment, stronger labour = inflation
• Eased geopolitical and trade tensions, globalisation picks up 

again
• Low-for-longer rates, co-ordinated monetary and fiscal policy

• Effective vaccine fast, social distancing eases
• V-shaped recovery driven by private sector
• Synchronised global growth and resuming balance sheet 

tapering without stalling growth
• Full employment but disorganised labour/tech disruption 

= low inflation
• Eased geopolitical and trade tensions, globalisation picks 

up again
• Rates can rise, independent central banks

• Vaccine discovery/roll-out slow, social distancing/caution 
restricts economies

• U-shaped recovery driven by unsynchronised DM fiscal 
stimulus 

• High unemployment, growing populism increases social 
welfare + continued geopolitical and trade tensions + tariffs 
= inflation

• Weak global growth and expanding balance sheets
• Low-for-longer rates, co-ordinated monetary and fiscal policy

• Vaccine discovery/roll-out slow, social distancing/caution 
restricts economies

• Tight/unsuccessful fiscal policy = deflation
• High unemployment, growing populism and unrest
• Continued geopolitical and trade tensions
• Weak global growth but contracting balance sheets
• Independent central banks normalise rates too soon

High Global Growth >3% Low Global Growth <2%

Low Inflation/Deflation

Higher Inflation

Back to Goldilocks 
Equities/Industrial commodities > Bonds > Gold

DM deflation 
Bonds = Gold > Equities > Industrial commodities

Grow now, pay later 
Cyclical equities/industrial commodities > Gold > Bonds

DM stagflation 
Gold > Industrial commodities > Equities  > Bonds

2. Stagflation: high inflation, low growth 
Reminiscent of the 1970s. A protracted pandemic 
with ongoing social distancing, lockdowns and 
unsynchronised fiscal stimulus result in low growth. 
High unemployment and growing populism pressure 
governments to extend debt-funded welfare 
programmes which, combined with trade tariffs, lead 
to higher inflation. High government debt levels render 
raising interest rates politically unpalatable. Gold shines in 
a low growth, high inflation, low interest rate world.

3. Back to “Goldilocks”: low inflation, high growth 
Everything is just right. Effective containment of the 
virus, coupled with private sector-led growth, allows 
government debt to stabilise. Rising employment leads 
to inflation but slow normalisation of interest rates, 
coupled with technological advances acting as a counter-
inflationary force. Global tensions ease and tariffs reverse. 
Gold weakens significantly relative to other assets.  

4. Deflation: low inflation, low growth 
Reminiscent of the 1930s. A protracted pandemic 
with ongoing social distancing, lockdowns and 
unsynchronised fiscal stimulus result in low growth. 
Despite high unemployment and growing populism, 
governments opt for fiscal discipline to reduce 
government debt. Geopolitical tensions grow, weighing 
on growth. Central banks maintain independence and 
push to normalise interest rates to higher levels. A low 
growth, deflationary environment sets in. Gold remains 
firm but global bonds offer better returns. 

WRITTEN BY 
Meryl Pick, Head of Research,  
Old Mutual Equities

“Post 2020, what kind of 
world will we be living 
in for the next ten years? 
There is no single certain 
outcome from this point. 
However, we think the least 
favourable scenario for gold 
is also the least likely to 
play out.

The outlook for gold lies in the version of the future supportive of it

The least likely scenario to play out

”

further. The long-term consequences of today’s fiscal and 
monetary policy choices remain a large unknown, but we 
believe the risk of uncontrolled US inflation has increased 
on a ten-year view. 



GLOBAL MACRO EQUITY –  
A FUTURE-FIT 

FUND

As 2020 draws to a close, we are filled with hope for 
things to look forward to in 2021 – the end of the erratic 
and arguable inept Trump presidency and a potentially 
highly effective vaccine for COVID-19, to name just two. It’s 
almost enough to make us forget 2020. Almost, but not 
quite.  

2020 will unarguably be remembered as a standout 
year – and not for good reasons. While the lockdowns 
implemented across the globe were unprecedented, 
so too was the policy response. Central banks cut rates 
radically. Several have implemented or accelerated 
quantitative easing – increasing money supply to prop up 
prices and stimulate activity by buying bonds issued by 
governments, and in some cases even by corporates. The 
aim is to keep interest rates low to maintain economic 
stability and provide for the smooth functioning of 
financial markets. These radical monetary policy 

measures were accompanied by radical fiscal stimulus 
from countries around the globe to combat the effects 
of the lockdowns. Countries have instituted policies that 
are costing the equivalent of portions of their entire 
economy, with the richer developed countries leading the 
way. When taking fiscal and monetary stimulus measures 
together, for the G20 countries, the average stimulus level 
per country was almost 22% of GDP. That is more than 
a fifth of their respective economies spent on stimulus – 
clearly a very large number. 

With a backdrop like this, it’s not hard to see why, globally, 
market moves are being driven by much more than the 
prospects for the underlying companies. They’re being 
pushed by these huge macro and policy drivers that 
influence entire countries or sectors at a time. 



Global Macro Equity Investment 
Universe 
The reality however is that this is not just a recent turn 
of events. We look at the returns over the last 21 years 
generated by the MSCI All Country World index, (using 
the Barra variance-based risk attribution) we are able to 
dissect which elements drove the returns generated in 
these years. What we find is that on average almost three 
quarters of the returns generated can be attributed to:

1. The country invested in;
2. The industry group invested in; or
3. The factor/style exposure generated.

Only a quarter of the return on average over the last 21 
years can be attributed to company specific elements. 
This is a remarkable result when we think that the 
majority of the (active) equity asset management 
industry has and still is obsessed with picking the right 
companies. It is precisely because of this counter-intuitive 
result that the Global Macro Equity Fund launched by 
MacroSolutions in 2016 is a unique global equity fund 
that does not seek to select individual companies that 
are preferred investments, but rather the countries and 
currencies, the sectors and industry groups, in addition to 
the factors and styles that are preferred investments. 

 

By focusing on investing this way, we are achieving  
two key aims:
1. We are investing in a way and using a perspective 

that few others are using. We are thus able to find and 
invest in ideas that others may not even be looking for. 
Examples of this are investing in the Egyptian pound; or 
going overweight countries like Poland and underweight 
countries like the Philippines. By looking in different 
places and generating different ideas, we are able to 
generate unique ideas and uncorrelated alpha.

2. By investing this way, we are also playing to the unique 
strengths of the MacroSolutions investment process and 
philosophy, which seeks to blend valuation dynamics (or 
PRICE) and top-down influences (or THEME).

Carefully calibrated risk-taking 
Another key element of the Global Macro Equity 
investment process is that thinking about where and 
how to take risk when investing is hard coded into the 
process. The starting point of our risk philosophy is also 
the starting point of our portfolio construction. This is the 
MSCI All Country World Index. We believe the index is a 
good starting point for generating global equity returns. 
Now this is the probably the exact opposite of where the 
standard active manager starts from – especially bottom-
up stock pickers. These asset managers would start with 
companies that that they want to own, put these together 
into a portfolio and then try to massage the overall 
portfolio into an acceptable shape with constraints outside 
of the investment process to “manage” the risk.

For Global Macro Equity, our investment ideas are 
explicitly focusing on country, currency and sector 
risk. These are what drive our positions away from the 
benchmark – and these are the exact elements to which 
we are consciously trying to adjust our position size. 
We craft trades by assessing what these trades do for 
the total portfolio – what they are specifically adding or 
taking way. 

A handy way to visualise this is the game Jenga. The 
game starts with a totally solid tower made up of stacked 
wooden blocks and the aim is to remove and add blocks 
to the tower without causing it to topple over. This 
concept is very close to the idea of how we build the 
overall portfolio for Global Macro Equity.

Once again, our good starting point is the MSCI All 
Country World Index. This is the solid tower of blocks that 
the game of Jenga starts with. We wish to adjust this to 
create a better outcome. So, we want to take away blocks 
or parts of the tower that are not adding value, that are 
dead weight. 

As an example, you see here on the sides are these 
blocks that we have removed and placed aside, namely 
Denmark, S&P 500 (US Large Cap), Thailand, India and 
the World Growth index. These are all areas where the 
GME Fund has an underweight position compared to the 
benchmark. 

We then can also add on extra blocks where we have 
high conviction. For example, at the base we have  
blocks like:

• South Korea, which is part of the tech and chipmaker 
complex which is thriving. Strong, positive earnings 
based on solid fundamentals.

• Japan, which is seen as a cyclical market but with a low 
volatility and low beta nature supporting it. 

• Quality cyclical and industrial exposure via countries 
in the European Economic and Monetary Union and 
Sweden.

• Exposure to companies that are historically cheap and 
offer good value and high future potential returns via 
the MSCI World Value index.

 
These positions help form a solid, stable and stronger 
platform for the portfolio’s future performance. Just like 
the skyscraper builders that add on a needle at the top 
to give extra height to the building, we’ve added on risk 
at the top here to give us extra return. We’ve added Brazil 
and South Africa here but, because we see these as a bit 
riskier, we’ve added them on in smaller size. They are also 
currently not core positions and shouldn’t significantly 
drive the overall outcome.

3 000+ DECISIONS 
26% OF THE 

IMPACT

GME APPROACH
• Countries & currencies
• Sectors & industries
• Factors & styles
• Thematic baskets

GME INVESTMENT UNIVERSE

150+ DECISONS 
74% OF THE 

IMPACT

Specific 
(stock) 
26% Country 

32%

Industry 
26%

Factors 
16%

Sources: MacroSolutions, Barra | MSCI ACWI data (annual average for last 21 years) | 
Variance-based risk contribution

PRICE

THEME

PHILOSOPHY | THEME AND PRICE

Expensive

Cheap

Deteriorating Improving

SELL ALL REDUCE

BUY LOTSBUY SOME

Source: Old Mutual Investment Group, MacroSolutions 

Sources: MacroSolutions
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To summarise our thinking about risk and portfolio construction:
• We start the portfolio with the All Country World index – which we think is 

a good base for a global equity portfolio.
• We take away what’s not needed. 
• We add more of what’s good.
 
From this there are two takeouts:
• If we have no or fewer high conviction ideas, we will add less and  

subtract less. 
• Where we add and where we subtract are deliberate and intentional for 

the impact they bring to the overall portfolio.
 
Cost effective, competitive and future fit 
By investing in this way, we are also able to use a wide range of investment 
tools including derivatives and passive building blocks to provide an overall 
actively managed fund that focuses on decisions that drive almost 75% of 
the typical global equity outcome – but at a very low cost to the end client. 

Global Macro Equity has now been running for over three years and has 
produced competitive returns relative to all local and global peers. 

In a world where global equity markets are at very high valuations and 
global interest rates are next to 0, it should not be a surprise that future 
returns are going to be hard to come by. We therefore believe that providing 

cost-effective active fund management is a key 
component of providing investment solutions to 
clients that are future fit. 

In addition, while this fund is designed to 
give one exposure to the wide world of equity 
investment available globally, it is gratifying 
to note that it is a fund that is manufactured 
with a distinctly South African flavour. The 
investment team is based in Cape Town and 
comprises members from across the Old Mutual 
Investment Group – a true home-grown local 
collaboration. 

The team looks forward to bringing you more 
information on the Global Macro Equity Fund  
in 2021.  

Source: Old Mutual Investment Group, MacroSolutions

Underweight positions Overweight positions

PETER BROOKE
Portfolio Manager
(25 Yrs)

THOMO 
MOLATJANE
Quants Analyst
(4 Yrs) 

GRAHAM TUCKER
Portfolio Manager
(20 Yrs)

JASON SWARTZ
Portfolio Manager
(20 Yrs) 

JOHN ORFORD 
Portfolio Manager 
(18 Yrs)

THABANI MZOBE
Head: Market Risk 
(15 Yrs) 

ANELISA 
BALFOUR
CS: Portfolio 
Manager
(9 Yrs) 

URVESH DESAI
Strategist  
(18  Yrs)

ZAIN WILSON 
Strategist
(11 Yrs)

Accountability
team-based debate

Quants, risk and beta

Thematic and macro input

Average

GME

Source: Alexander Forbes International Survey (July 2020) 

“Global Macro Equity has 
now been running for 
over three years and has 
produced competitive 
returns relative to all local 
and global peers.

WRITTEN BY 
Urvesh Desai, Portfolio Manager, 
MacroSolutions

”

Our current portfolio therefore looks like the following versus the MSCI All Country World Index:

-5%             -4%             -3%              -2%             -1%               0%               1%                2%                3%             4%            

MSCI World  Value

MSCI World Growth

Japan

US Large Cap

Korea

EM

India

Thailand

EMU

Sweden

Denmark

Brazil

SA

23,1%
21,1%

20,2%
16,6%

15,6%
15,4%
15,4%
15,3%
15,1%

14,7%
14,5%
14,5%

13,8%
13,7%

13,1%
13,0%

12,4%
11,9%
11,8%

10,9%
10,0%
9,7%

7,0%
5,3%

3,4%
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                    ESG Quality

We’ve spent the last year refining our thinking around defining what “Quality” 
stocks means to us. Definitions are important, as they have the potential to 
provide clarity and a common understanding.  At their best, definitions act like 
a compass, providing direction. 

In our definition of business Quality, we believe the best indicators of 
underlying long-term business performance are Return on invested capital, 
balance sheet Resilience, Growth and ESG metrics. Old Mutual Investment 
Group’s proprietary ESG insights are actively integrated into its Quality 
framework. 

QUALITY  
RETURNS THROUGH 

VALUE-BASED 
INVESTMENTS

Source: Customised Solutions

Quality



However, our views of the industry are shaped by the fact 
that consumer preferences have changed in favour of 
a greater focus on health pertaining to the destructive 
effects of tobacco, coupled with controversies that such 
companies have faced related to tobacco sourcing and tax 
evasion allegations. 

For example, BAT may look cheap given its dividends, but 
the health and legal risks around tobacco products and 
the shift in consumer preferences towards healthier and 
more socially conscious lifestyles indicate the price is low 
for good reason. The increasing loss of social support for,  
or the social support to operate for tobacco companies in 
particular even though they provide products consumed 
by millions of people, meant that it is in fact better to avoid 
these companies as investments. This is on the back of 
the tobacco industry being in the spotlight this year after 
smoking was banned in South Africa during the lockdown. 

A risk factor for investors in a share such as BAT is that 
sectors with a low social licence tend to attract more 
significant taxes and struggle with access to markets. 
Governments across the world are likely to continue taking 
a more active stance against companies seen to be causing 
social harm in light of COVID-19, and that includes tobacco 
and alcohol.

Tobacco shares have long been excluded by ethical and 
sustainable investment funds, as they are seen as sunset 
industries – that are old and declining – and they are 
becoming too risky, as various stakeholders take a stand 
against the social and health hazards of these business 
models. These include risks around ethical, social and 
government sustainability of some of BAT’s suppliers and 
ongoing concerns about tax receipts and practices. The 
result is that the market is assigning a punitive valuation 
penalty on BAT and placing it firmly in the category of 
“cheap for a reason”.

British American Tobacco ranks poorly in our proprietary 
ESG Model (Quintile 4), and it is placed in the 22nd 
percentile relative to its benchmark peers. Major US cities, 
states and the FDA are banning or proposing bans on 
flavoured and menthol products. As of FY2019, 40% of 

Actively incorporating quality 
measurement and the outlook of 
investor behaviours 
Companies are scored on a standardised basis against our 
definition of quality, leading to a significant bias towards 
those companies that score well. Using a systematic 
process, our objective is always to determine whether the 
business meets our definition of quality and attractive 
valuation. Through our focus on investing in high quality 
businesses with an attractive valuation, we maximise our 
chances of generating attractive real returns over time.

By actively integrating ESG factors into our overall 
definition of quality we are able to identify idiosyncratic 
risks and characteristics not adequately captured in 
traditional financial data. Companies with superior ESG 
metrics are less sensitive to market shifts and are better 
equipped to manage business specific risk. In simple 
terms, companies with high ESG ratings typically have 
good management systems and teams and thus suffer 
less “blow-outs”.  

Companies that have poor ESG metrics can have higher 
costs of funding, higher bankruptcy risk, higher future 
earnings risk, may be prone to business model disruption 
due to the transition to a green economy, and may 
also have higher risk of controversies – all of which may 
negatively impact company valuations. The long-run 
transition to a low carbon, socially inclusive and resource-
efficient economic growth path (green growth) is one 
of the most significant global economic shifts in the 
past two decades. At a fundamental level, companies 
that respond to this “disruption” will reap the benefits 
of stronger growth prospects, enhanced operating 
efficiencies, stronger social licence to operate, better staff 
retention, lower cost of capital and, ultimately, a stronger 
and more sustainable competitive advantage.

A cautionary note – companies that are 
“cheap for a reason”  
An example that illustrates the active incorporation of 
ESG into our definition of Quality is British American 
Tobacco (BAT). In our opinion, optically, the valuation 
measures of BAT look extremely cheap and attractive. 

BAT’s total revenues were represented by its subsidiary, 
Reynold’s American Inc – owner of Newport, a menthol 
cigarette brand. BAT may therefore face potential costs 
which could adversely affect its revenue stream. BAT 
continues to be involved in controversies over alleged 
unethical corporate behaviour, including allegations and 
lawsuits related to anti-competition and tax practices, 
and influencing local regulations against tobacco control. 

 
This case study demonstrates the value trap thesis at play.

The Fourth Industrial Revolution 
highlighting energy investments 
Transition and disruption have had an impact on energy 
and chemical companies because of a global shift that 
is not only impacting the technology industry, but also 
the broader energy and industrial sectors. This is resulting 
in the energy and chemicals complex having a very 
bifurcated valuation. For example, Tesla is a company 
that epitomises that shift towards electric batteries, 
and non-combustion type engines have a comparative 
valuation greater than the old technology car companies 
combined. 

The above illustrates the significance and realisation 
of changing consumer and investor preferences as 
drivers and trends to note going into the decade. From 
a business perspective, it is crucial for us to separate 
companies that optically look attractive from a valuation 
perspective, but upon further analysis unearth potential 
business models that are being challenged by a renewed 
focus by consumers and investors alike on the ESG 
dimension of the companies concerned. Both investors 
and companies need to consider the shifting landscape 
and actively incorporate these factors so as not to lose 
market relevance going into the future. The business 
models that are therefore susceptible or subject to 
disruption as a result of a change in investor attitudes, like 
carbon. They would be companies the investment team 
would tread carefully on, given the adverse challenges 

and potential tail risks. ESG considerations actively 
applied in the investment process can help separate 
those businesses that are optically cheap due to ESG risks 
and/or changing consumer attitudes on say carbon or 
diversity, from those that are attractively valued due to 
other transient challenges. 

Glencore, as an example, is a paradox – from a revenue 
perspective, a significant percentage of revenue will grow 
due to the shift towards the green economy through 
electric vehicles and battery technology. However, there 
are significant concerns around bribery allegations in 
the sourcing of cobalt and copper in Central Africa and 
investigations around unethical business practices and 
corporate governance. Given this, in our opinion Glencore 
falls into the “value trap category” given the material 
tail risks, notwithstanding that the core business is a 
potential beneficiary of the green economy transition. 

Glencore ranks poorly per our proprietary ESG Model 
(Quintile 5). Glencore is placed in the 13th percentile 
relative to its benchmark peers. 

 
An alternative future – investors see the 
future that comes to pass 
It is not inconceivable to imagine a future where ESG 
risks cause significant value destruction. Investing 
requires us to embrace uncertainty and in turn 
probability. By actively incorporating ESG metrics into 
our definition of Quality, we are able to identify a range 
of potentially negative outcomes that could transpire as 
a result of tail risks in environmental, social or governance 
track records of companies. Managing ESG “tail risks” 
becomes crucial in our journey to preserve and grow 
clients’ wealth over the long term. 
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WRITTEN BY 
Saliegh Salaam, Senior Portfolio Manager,  
Customised Solutions

Sources: Customised Solutions and MSCI
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Sustainable index strategies have shown resilience in 
difficult times. While calendar 2020 has witnessed the 
fastest market crash brought on by COVID-19 in March, 
sustainable indices exhibited resilience relative to broad 
market benchmarks. The quality stocks that make up 
the indices are generally comprised of companies with 
higher profitability, healthy balance sheets and sound 
governance practices, positioned to focus on mitigating 
ESG risks. 

Despite prevailing volatile market conditions, investments 
in sustainable strategies continue to grow. Given the long-
term nature of sustainable investments, this points to 
sustainable ETFs and index funds as the way of the future 
in how they are quickly becoming the default strategy for 
investors of all types, as they build portfolios to invest for 
their future goals. 

As a result, investors have increasingly prioritised: 

• Greater transparency – a greater need to understand 
the drivers of risk in an investment strategy. 

• Cost efficiency – ensuring that the costs are justified 
by the level of value-add being generated by the asset 
manager. 

DELIVERING ESG 
SMART BETA 
INVESTMENT  

SOLUTIONS ALONGSIDE  
CLIENT PREFERENCES

• Consistency – strategies that deliver consistent 
performance, especially relative to a predefined 
benchmark.

• Resilience – positive growth in ESG strategies during 
times of market uncertainty and extreme volatility. 

 
The overall offering as an investment capability at the Old 
Mutual Investment Group to deliver on ESG smart beta 
investment solutions is a competitive space in the market, 
with the likes of the SA ESG Listed Equity Fund and the 
increased client focus on carbon emission needing to be 
addressed in the investment offering. 

Customising solutions for customised 
client investment goals 
The global offering at OMIG includes ESG index products 
that are quantitative in nature, while the local offering 
includes the actively managed ESG SA Fund. All of them 
are upholding the characteristics of being transparent 
and a rule-based strategy, making it easier to deliver 
on ESG-related client interests like addressing carbon 
emissions in their investments. 

Investing in these indices allows an asset manager to 
follow through on these interests on behalf of clients 



Index MSCI ESG Enhanced Focus MSCI  ESG Leaders MSCI SRI

Key Benefits Reduction of carbon dioxide 
(CO2) and other greenhouse gases 
(GHG), as well as their exposure to 
potential emissions risk of fossil fuel 
reserves, by thirty percent (30%)

Simple and transparent ESG 
integration through best-in-
class approach

Combines a best-in-class  
selection approach with a set of 
values-based screens

Index  
Methodology • Maintains risk and return 

characteristic to parent
• Optimises tracking error and 

carbon reduction

• 50% target sector 
representation

• Min ESG rating BB
• Min ESG controversy  

score 3

• 25% target sector 
representation

• Values-based exclusions
• Min ESG rating A 
• Min ESG controversy score 4

Weighting 
Scheme Market capitalisation

≥ 5% of revenue:
• Thermal coal
• Oil sands
• Tobacco
• Civilian firearms

Market capitalisation
≥ 50% of revenues:
• Alcohol
• Gambling
• Tobacco
• Civilian firearms
• Conventional weapons

Market capitalisation
Values-based exclusions:
• Adult entertainment
• Alcohol
• Gambling
• Tobacco
• Civilian firearms
• Conventional weapons

Exclusions • Controversial weapons
• Nuclear power

• Controversial Weapons  
(> 0%)

• Nuclear power (≥ 6000 
MW installed capacity)

• Controversial weapons
• Nuclear power
• Genetically modified 

organisms
• Thermal coal

Methodology comparison

in a cost-effective and socially responsible manner.  
Environmental concerns are addressed in investments 
when applying rigorous screening of the stock universe. 
In this way if clients choose to eliminate tobacco 
companies and controversial listings - this opens up a 
range of products that provide key benefits that follow 
an index methodology, weighting scheme and exclusions 
alongside client preferences. 

The MSCI ESG Enhanced Focus, MSCI ESG Leaders and 
MSCI SRI Indices are examples of theory in practice in 
meeting customised client investment goals: 

Back to quant basics – sustainable 
investing starts with indexing 

Control 
As more investors transition into sustainable investments, 
ETFs and index funds are providing the building blocks 
investors need to pursue their specific or customised 

financial and sustainability goals, putting them in control 
of what type of sustainable investor clients want to be 
and creating the future they desire. Many sustainable 
indices are built from the same broad index benchmarks 
investors follow today, but with additional degrees of 
sustainability screens and ESG insights built in. As a result, 
investors can use sustainable indices to directly express 
what sustainability means to them without altering their 
broader investment strategies.

Standardisation 
We are at the beginning of a decades-long shift away 
from traditional strategies into sustainable investments. 
As more investors embrace sustainable investing, 
indexing is helping investors find clarity by showing the 
precise holdings that make up sustainable investments 
and by creating standards to help measure the market. 
These are some of the reasons why investors are moving 
towards choosing to invest into sustainable index assets, 
and this trend is set to continue well into the next decade.

Shaping a sustainable investment 
outlook 
Sustainable indices will play an increasingly important 
role in directing investments to companies with the best 
sustainability practices and the most comprehensive 
sustainability disclosures. Companies that are dedicated 

to prioritising sustainability efforts will be better 
positioned to attract long-term shareholders, as they 
will have a higher weighting in the market’s new 
mainstream indices. Conversely, companies that are slow 
in addressing sustainability risks may encounter growing 
scepticism among investors. A company’s inclusion 
or position in a sustainable index will serve as a clear 
indication of how it performs against its industry peers, 
prompting action that can lead to enhanced corporate 
sustainability practices in the future. 

Past and predicted growth of sustainable index assets (2009 - 2029)

ETF                       Index Mutual Fund

2009

2014

2019

2024

2029

£15bn

£44bn

£220bn

£550bn*

£1,200bn*

Source: Projected growth. BlackRock projection, April 2020, based on Morningstar data, as of March 2020.

“In this way if clients 
choose to eliminate 
tobacco companies and 
controversial listings - 
this opens up a range of 
products that provide key 
benefits that follow an index 
methodology, weighting 
scheme and exclusions 
alongside client preferences. 

”
WRITTEN BY 
Frank Sibiya, Portfolio Manager, 
Customised Solutions

Source: MSCI



Global markets cheered the arrival of 2020 with great optimism as the S&P 
500 reached several record highs in January 2020. Closer to home in South 
Africa, the precious metals sector surged to record highs with the Platinum 
Group Metals (PGM) producers’ share prices reaching all-time highs. In the 
midst of the booming start to 2020, news began filtering in about a flu-like 
virus that was spreading rapidly in the Chinese city of Wuhan. In the following 
weeks, the virus was spreading at an exponential rate and impacting the 
global economy. Charles Koch once quipped that “The future is unknown and 
unknowable.” How true these words proved to be in 2020! 

This quote also reminded us of US Secretary of State Donald Rumsfeld’s 
framework – in order to make the case for the invasion of Iraq, Rumsfeld stood 
on the podium (at the Pentagon) and shared his decision-making framework:

“As we know, 
There are known knowns. 
There are things we know we know. 
We also know 
There are known unknowns. 
That is to say 
We know there are some things 
We do not know. 
But there are also unknown unknowns, 
The ones we don’t know 
We do not know.”

Looking forward into 2021 amidst all the uncertainty, we have to ask ourselves 
a couple of philosophical questions:

1. What do we know, we know?  
2. What do we know that we don’t know? 
3. Finally, what don’t we know we don’t know?

So, what do we know we know?

• We know that markets and economies are cyclical. Markets are littered 
with crashes, but they are also littered with recoveries.  

• We also know that buying SA assets at these moments of peak pessimism 
and despair has proven very profitable for the long-term investor. 

South Africa has a history of political crisis which tends to spill over into often 
lacklustre economic outcomes and currency volatility. We are a nation that 
swings from epic optimism to deep pessimism. As true as this narrative has 
been, what’s also proven true is that investing in JSE-listed equities especially 
in the darkest moments has proven to be a highly profitable venture, because 
fearful conditions present attractively priced investments. This is illustrated by 
the data released in the “Credit Suisse Global Investment Returns Yearbook”, 
which ranks South Africa’s USD real returns as the 3rd highest in 119 years 
of history. The ZAR returns rank 1st globally in the same publication. History 
suggests that buying strong South African businesses in a crisis whilst ignoring 
the political and economic noise is a great wealth creation strategy.

SA EQUITIES:  
COVID-19 WINNERS  

AND LOSERS  
INTO THE FUTURE 
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What do we know we don’t know?

• We don’t know when the markets will crash.
• We don’t know how long it will take for the markets 

to recover.

The JSE ALSI has a demonstrated history of going 
through crises spanning a timeline from 1976 to 2020. 
The graph below shows a clear upward long-term trend, 
indicative of listed companies growing their business 
and profits and delivering returns to investors. Alongside 
significant market collapses and drawdowns that reflect 
the challenging times being experienced, one thing 
that is clear is that the market does tend to recover over 
time.  As a case example, the JSE has returned 12.7% on 
an annualised basis since the 1970s to date. The time to 
recovery is often forgotten in times of deep crisis, ranging 
from 30 to 61-month recovery cycles.

The detail overlaid reflects the circumstances and reasons 
behind market peaks and troughs. This represents the 
“noise” brought on by the market uncertainty, coupled 
with political and economic events locally and globally. 
Investment managers recognise that noise is a constant 
when it comes to investing – it’s always been there and 
it will always be there. The investment strategy around 
how this is handled is imperative. The decade leading to 
the era that is unfolding was a particularly fruitful time 

for investing in SA shares, notwithstanding the patterns 
around noise related to companies, politics, moving 
currencies and uncertainty – the performance was 
notably significant.

Market crises offer future investment 
opportunities 
The year of the pandemic came to SA when the country 
was already on the backfoot. Facing unfavourable politics 
related to state capture and a growth dilemma with 
respect to gross domestic product (GDP), muted growth 
and unsustainably rising debt put pressure on the fiscus. 
The crisis facing the globe and SA offers exceptional 
opportunities to buy assets because when there is 
pessimism, the prices in the market reflect this. If followed 
through by the discipline to recognise these buying 
opportunities, this may lead to fruitful rewards while a 
recovery takes shape as illustrated in the chart below.

As Investment managers and custodians, we have the 
imperative to separate the noise from the business 
prospects and ability to survive and thrive amidst the 
crisis. This is embedded in our investment process 
and involves compelling research into long-term 
industry dynamics, company strategies and balance 
sheet strength and, most importantly, price discipline. 
This enables us to see through the “noise” and sift for 
companies that survive and thrive at compellingly  
cheap prices. 

How are SA counters positioned going 
into 2021?

NASPERS, PROSUS AND TENCENT 
Naspers is an investment holding company with a 
holding in a very significant asset, Tencent – the Chinese 
social media platform behemoth. We believe that value 
for Tencent is lofty when growth rates are at their peak in 
the current environment. In our view, growth in Tencent’s 
high margin gaming business will slow going forward, 
as the world returns to normal and people will have less 
time and money to spend playing mobile games. Future 
growth from its payments and advertising businesses 
is at a lower margin compared to the gaming business 
and will lead to the group’s margin trending lower over 
time. This will make it a challenge to maintain the profit 
growth rate that the market is pricing in. Furthermore, 
regulatory pressure is growing across the globe and in 
China that can force the tech giant to give up some of 
its massive advantages as its seeks to level the playing 
field. Naspers is set to continue to invest high levels of 
capital in developing its online food business, hence 
profitability may take longer to achieve and it remains 
unclear whether this investment interest will deliver the 
adequate and desired returns as the world recovers from 
the pandemic.

Prosus provides the same underlying exposure as 
Naspers, trading at a narrower discount to its net 
asset value (NAV) versus Naspers due to its listing 
in Amsterdam, which provides a more tax-efficient 
environment.

BRITISH AMERICAN TOBACCO 
British American Tobacco is a global tobacco giant.  The 
company is defensive with strong cash flow generation 
that provides support in tough economic times and 
earnings that have been resilient during the pandemic. 
A significant portion of its revenues is generated in the 
US where regulatory pressure has been mounting. In 
our view, the company has a history of navigating and 
adapting to a changing regulatory environment, which 
is not being reflected in the share price. A high dividend 
yield gives a certain return in a very uncertain world.

FIRSTRAND 
The banks are trading at record-low valuations where 
balance sheets have proven to withstand the brunt of the 
pandemic storm. We believe the resumption of dividends 
and the release of provision over time are not being 
reflected in the share prices. FirstRand is transitioning 
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South Africa, ongoing investments in its local supply chain and design 
capability have enabled the group to deliver more consistency, and a 
stable and lower product inflation than its competitors. The group has 
dialled up the focus on its digital strategy in the wake of COVID-19. A 
number of the group’s brands have not reached saturation point. TFG 
recently acquired JET out of a business rescue process undertaken by 
the Edcon Group. 

This acquisition has given TFG a strong foothold in the value retail 
segment at an attractive deal multiple. As a result, we believe that 
the market share gains the group has achieved can continue for a 
number of years. TFG continues to improve its cash flow generation 
through a focus on cost savings and working capital optimisation. 
Sales in South Africa are no longer dominated by credit, as the group 
has incrementally pivoted towards cash sales. Future earnings should 
therefore be less cyclical than historic earnings as this transition 
advances. 

STANDARD BANK 
Banks are trading at record-low valuations where balance sheets 
have proven to withstand the pandemic. We believe the resumption 
of dividends and the release of provision over time are not being 
reflected in the share prices. Standard Bank offers a diversified 
business versus its peers. Furthermore, efficiencies in terms of revenue 
growth less cost growth will support improvement in the quality of 
earnings and returns (namely ROE) in South Africa.  A rebound in its 
African business also adds support to its earnings growth.

ANHEUSER-BUSCH 
Consumer goods companies, in particular brewers, are normally 
considered defensive. The impact of social distancing and hard 
lockdowns has made this crisis different. An otherwise defensive 
company has been exposed to a cyclical downturn in revenue as 
bars, restaurants and sports events were closed for extended periods 
of time. We believe Anheuser-Busch, owner of some of the world’s 
leading beer brands, is trading at a discount to its long-term intrinsic 
value based on the assumption that beer consumption will normalise 
on a 3-5 year view. 

In addition, the firm is a skilled marketer and has begun to adapt 
to new ways of reaching the consumer during the pandemic. The 
balance sheet is highly geared following the acquisition of South 
African Breweries (SAB) However, the debt repayment profile has 
been well structured and does not pose a threat to liquidity even in 
the prevailing environment. 

to a financial services platform where its eBucks ecosystem provides a 
source for a competitive advantage in its ability to both improve product 
sales and retain customers over time. We see growth opportunities in the 
insurance and asset management operations as return on equity (ROE) 
gradually picks up, as it requires less capital versus a traditional lending 
model.

ANGLO AMERICAN 
Although its diamonds and coal divisions were hit in 2020, the diversified 
nature of the business has stood the overall business in good stead. The 
iron ore business will benefit significantly from the buoyant prices, the 
copper operations have performed well and, despite operational issues, 
the PGM operations (Amplats) should still have a good year even though 
it should have been much better. The pandemic has had an impact, 
with some loss of production generally due to various lockdowns and a 
slowdown in its project at Quellaveco, but the overall business remains 
resilient with most of its assets in the lower half of the cost curve, a strong 
balance sheet and a recognisable growth profile. 

MTN  
Operationally, COVID-19 has been encouraging of the business and other 
cell phone networks alike. Working from home has led to increased data 
use in practically all markets, driving earnings growth. While there was 
some offset with a fall in voice traffic when the strictest lockdowns were 
enforced, generally speaking, voice has recovered as lockdowns have 
eased while data usage has remained at high levels as people adapt 
to new ways of working. The strategy of realising value from non-core 
assets has continued and this has helped in strengthening the balance 
sheet for the group. The main drawback has been the low oil price, 
which has meant MTN has been unable to upstream dividends from its 
Nigerian operations. This has also probably led to a delay in the listing of 
its Towers business. These are hopefully temporary delays that are overly 
compensated for in MTN’s current lowly rating.  

ANGLOGOLD ASHANTI LIMITED 
Beyond a cyclical recovery from a steep fall in global growth due to 
COVID-19, we note that global growth has been trending lower. Global 
levels of government debt have grown to unprecedented levels due to 
efforts to cushion the economic impact of the pandemic. The long-term 
impacts of high debt levels and ultra-low interest rates are unknown, 
although given the level of uncertainty around long-term growth, 
monetary policy and heightened geopolitical tensions, we therefore 
consider it prudent to have some gold exposure.  

AngloGold has a globally diverse portfolio of operating assets which stand 
to generate significantly higher levels of cash at prevailing gold prices. The 
business has been steadily reducing gearing and has recently sold the last 
of its high cost underground South African assets. 

FOSCHINI GROUP  
The Foschini Group operates in South Africa, the UK and Australia. South 
Africa is the most significant region but Australia is the fastest growing. In 

“As investment 
managers and 

custodians, we have 
the imperative to 

separate the noise 
from the business 

prospects and ability 
to survive and thrive 

amidst the crisis. 

WRITTEN BY 
Siboniso Nxumalo,  
Head of Old Mutual Equities
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2 Systematic integration of environmental, social and governance issues into investment processes.  
3 Socially inclusive, resource-efficient  and low carbon growth.

1 2019 GDP taken into account for values related to COVID-19 crisis.  
2 Data published by international Monetary Fund in March 2009; includes discretionary measures announced for 2008-10. 
Source: Global economic policies and prospects, International Monetary Fund (IMF). March 2009, imf.org; government sources; 
IHS Market; IMP; press search; The state of public finances: Outlook Medium-term policies after 2008 crisis, IMF, March 2009

STEWARDSHIP – 
KEY TO DRIVING LONG-TERM 
SHARED VALUE OUTCOMES

Economic stimulus crisis response, % of GDP1

2008 financial crisis2 COVID-19 crisis

The term Shared Value is a technical term first coined by the Harvard 
academics Michael Porter and Mark Kramer in 2011. The concept refers to “a 
management strategy in which companies find business opportunities in 
social and environmental problems”. The central premise behind creating 
shared value is that the competitiveness of a company and the health of 
the communities and the environment around it are mutually dependent. 
Porter and Kramer proposed that recognising and capitalising on societal, 
environmental and economic connections had the power to unleash the next 
wave of global growth and redefine capitalism. Shared value, along with the 
concepts of responsible investment1 and green growth2, gained traction in the 
period after the 2008 Global Financial Crisis. These ideas are all rooted in an 
understanding of the powerful role the markets and capital flows can play in 
solving for long-term social and biophysical system resilience. 

Fast-forward to the end of 2020 and the world is again staring down the 
barrel of a financial crisis – a crisis that has its origins in the biophysical realm. 
The diagram below shows the scale of COVID-19-related fiscal stimulus versus 
that of the 2008 Global Financial Crisis. The relative proportions provide an 
interesting proxy for how economically vulnerable the world is to biophysical 
system shocks. With these thoughts in mind, it’s perhaps no surprise that 
policymakers, regulators and capital allocators are beginning to recognise 
the importance of directing the current stimulus in ways that build long-term 
system resilience. 

“These ideas are 
all rooted in an 
understanding of 
the powerful role 
the markets and 
capital flows can 
play in solving for 
long-term social 
and biophysical 
system resilience.

33.0

21.0
14.6 14.5

5.58.610.011.812.1

4.9

3.5

2.8 1.2 2.9 0.6

1.51.42.2

Germany

United States Canada India South Africa Brazil

Japan France United Kingdom

Across countries, economic stimulus responses to the COVID-19 crisis outsize those to the 2008 
financial crisis.

”



Dimson’s analysis concludes: 

1. A two-tier engagement strategy, combining lead 
investors with supporting investors, increases the 
success rate of an engagement substantially (by 
26%–39%, depending on the specification). 

2. An investor is more likely to lead the collaborative 
dialogue when the investor’s stake and exposure to 
the target firm are higher, and when the target is 
domestic.

3. Success rates are elevated when lead investors are 
domestic, and the investor coalition is capable and 
influential. 

Delivered in this fashion stewardship has the potential 
to play a meaningful role in delivering shared value 
outcomes across the markets. We expect this trend 
to continue into 2021 and additionally envisage that 
the trend towards passive investing will amplify its 
importance.

The Old Mutual Investment Group’s approach to active 
stewardship draws from the King IV Code on Corporate 
Governance (King IV), the governance provisions in the 
South African Companies Act 71 of 2008, the JSE Listing 
Requirements, the ICGN Global Stewardship Principles 
and the Code for Responsible Investing in South Africa 
(CRISA). We have a focused approach and work hand in 
hand with our portfolio managers to carefully assess the 
material ESG risks that require attention. We set out clear 
timelines for change on issue and work collaboratively 
with company boards to effect change. We attend 
AGMs, vote all our proxies and additionally engage on 
key public policy issues to help build resilience across 
the market place. We presently steward some R300bn 
of client capital in the listed market and have adopted 
a transparent approach to our practice, making public 
our voting guideline and vote results. During 2020, we 
began offering a standalone stewardship service to 
large institutional clients who want to deliver proactive 
stewardship consistently across all holdings, irrespective 
of the investment manager. 

Innovating into 2021 
As we move into 2021 we believe that the green 
economy transition, which was well under way before 
COVID-19, will only be hastened and that the trend 
towards responsible investing will continue. Alongside 
this we expect the demand for active stewardship will 

increase as asset owners with long-term investment 
horizons will increasingly want to speak with one voice 
across their holdings. We expect this will result in greater 
collaboration and clearer industry positioning on key 
ESG issues. We expect the following to be important 
stewardship topics in the next 12 months: 

• Governance of strategy and the extent to which long-
term ESG issues are considered by both company 
boards and management. We expect the use of 
transition scenarios and technology road maps will 
be key in this process.

• Executive remuneration and alignment with strategy 
– we expect to see the regulatory environment to be 
more supportive on matters of remuneration and 
“say on pay”. Additionally, we expect to see greater 
focus on ESG issues and the long-term duration of 
share award vesting horizons.

• Clarifying shareholder rights in respect of tabling 
shareholder resolutions as it pertains to ESG issues. 

• Cross-asset class collaboration on common ESG 
issues to drive change. 

The year ahead will magnify the demand for effective 
outcomes-based stewardship, not only because it is 
essential in the current fragile economic environment, 
but also because long-term asset owners will increasingly 
want to ensure their assets are used to effectively drive 
shared value outcomes. 

Our role as an asset manager 
As a business, our approach to responsible investment 
is founded on the understanding that sustainability 
issues can and do influence long-term return outcomes. 
Issues such as resource depletion, climate change, poor 
governance and social inequality pose both investment 
and long-term systemic risks to society and the bio-
physical environment. 

Across the industry, much of the initial focus and 
innovation in the field of responsible investing was 
directed towards solving for ESG integration in 
research, valuation and portfolio construction activities. 
Increasingly, however, stewardship (here we mean proxy 
voting and company or regulatory engagement) has 
become an equally important aspect of responsible 
investment practice. Applied correctly, stewardship has 
the potential to lower risk and be additive to returns, 
as evidenced by research undertaken by Elroy Dimson,  
Emeritus Professor of Finance at the London School of 
Business. The chart below shows the impact of successful 
engagements on cumulative abnormal returns over time.  

“Applied correctly, 
stewardship has the 
potential to lower risk and 
be additive to returns, as 
evidenced by research 
undertaken by Elroy 
Dimson, Emeritus Professor 
of Finance at the London 
School of Business. 

”

WRITTEN BY 
Jon Duncan, Head of Responsible Investment,  
Old Mutual Investment Group 
Robert Lewenson, Head of ESG Engagement,  
Old Mutual Investment Group
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FOR MORE INFORMATION

INVESTMENT GROUP 

The following entities are licensed Financial Services 
Providers (FSPs) within Old Mutual Investment Group 
Holdings (Pty) Ltd, approved by the Financial Sector 
Conduct Authority (www.fsca.co.za) to provide advisory 
and/or intermediary services in terms of the Financial 
Advisory and Intermediary Services Act 37 of 2002 (FAIS). 
These entities are wholly owned subsidiaries of Old Mutual 
Investment Group Holdings (Pty) Ltd and are members of 
the Old Mutual Investment Group:

• Old Mutual Investment Group (Pty) Ltd  
(Reg No 1993/003023/07), FSP No: 604.

• Old Mutual Customised Solutions (Pty) Ltd  
(Reg No 2000/028675/07), FSP No: 721.

• Old Mutual Alternative Investments (Pty) Ltd  
(Reg No 2013/113833/07), FSP No: 45255.

• African Infrastructure Investment Managers (Pty) Ltd 
(Reg No 2005/028675/07), FSP No: 4307. 

• Futuregrowth Asset Management (Pty) Ltd 
(Futuregrowth) (Reg No 1996/18222/07),  
FSP No: 520.

Market fluctuations and changes in rates of exchange or 
taxation may have an effect on the value, price or income 
of investments. Since the performance of financial markets 
fluctuates, an investor may not get back the full amount 
invested. Past performance is not necessarily a guide to 
future investment performance. The investment portfolios 
may be market-linked or policy based. Investors’ rights and 
obligations are set out in the relevant contracts. Unlisted 
investments have short-term to long-term liquidity risks 
and there are no guarantees on the investment capital 
nor on performance. It should be noted that investments 
within the fund may not be readily marketable. It may 
therefore be difficult for an investor to withdraw from 
the fund or to obtain reliable information about its value 
and the extent of the risks to which it is exposed. The 
value of the investment may fluctuate as the value of the 
underlying investments change. In respect of pooled, life 
wrapped products, the underlying assets are owned by 
Old Mutual Life Assurance Company (South Africa) Ltd, 
who may elect to exercise any votes on these underlying 

assets independently of the Old Mutual Investment 
Group. In respect of these products, no fees or charges 
will be deducted if the policy is terminated within the 
first 30 days. Returns on these products depend on the 
performance of the underlying assets. 

Disclosures: Personal trading by staff is restricted to 
ensure that there is no conflict of interest. All directors 
and those staff who are likely to have access to price 
sensitive and unpublished information in relation to 
the Old Mutual Group are further restricted in their 
dealings in Old Mutual shares. All employees of the 
Old Mutual Investment Group are remunerated with 
salaries and standard incentives. Unless disclosed to 
the client, no commission or incentives are paid by the  
Old Mutual Investment Group to any persons other than 
its representatives. All inter-group transactions are done 
on an arm’s length basis. We outsource investment 
administration of our local funds to Curo Fund Services 
(Pty) Ltd, 50% of which is owned by Old Mutual Investment 
Group Holdings (Pty) Ltd.

Disclaimer: The contents of this document and, to the 
extent applicable, the comments by presenters do 
not constitute advice as defined in FAIS. Although due 
care has been taken in compiling this document, the  
Old Mutual Investment Group does not warrant the 
accuracy of the information contained herein and 
therefore does not accept any liability in respect of any 
loss you may suffer as a result of your reliance thereon. 
The processes, policies and business practices described 
may change from time to time and the Old Mutual 
Investment Group specifically excludes any obligation 
to communicate such changes to the recipient of this 
document. This document is not an advertisement and 
it is not intended for general public distribution. The 
information herein does not constitute an offer to sell or a 
solicitation of an offer to buy any securities. 

The Old Mutual Investment Group has comprehensive crime 
and professional indemnity insurance. For more detail, as well 
as for information on how to contact us and on how to access 
information, please visit  www.oldmutualinvest.com
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