
Market Commentary January 2019

The Iza Global Balanced Fund was up +3.38% for the month, with all underlying strategies contributing in a positive 

manner. 

Asset Class Index MTD YTD 1 Year 3 Years* 5 Years*

Global Equity MSCI ACWI 4.7% 4.7% (0.4)% 14.5% 11.5%

Global PropertyFTSE EPRA Nareit Developed Rental 7.3% 7.3% 15.7% 10.9% 13.2%

Global Bond JPM GBI Global Traded (1.9)% (1.9)% 7.4% 5.1% 5.6%

Global Cash ICE LIBOR 1 Month 0.1% 0.1% 0.6% 0.4% 0.5%

SA Equity FTSE/JSE All Share 7.9% 7.9% (9.1)% 15.9% 7.9%

SA Property FTSE/JSE SA Listed Property 14.6% 14.6% (12.4)% 12.0% 10.3%

SA Bond Beassa ALBI 8.0% 8.0% 5.2% 20.3% 10.2%

SA Cash STeFI Call Deposit 5.5% 5.5% 3.1% 16.3% 7.4%

YTD 1 Year 3 Years* 5 Years*

Iza Global Balanced Fund (Class A) 3.38% (0.82)% 12.35% 11.90%

Benchmark - GIFS GBP Flexible Allocation 2.56% 0.70% 7.96% 7.41%

Global Market Overview

January was a good month for markets in general, with risk assets (equities and property) recovering well from the sell
off in December 2018. As indicated above the broad based equity markets recovered 4.7% in the month and the global
development market property sector was up 7.3%. While equities are now largely flat over the past 12 months, global
property is up 15%. The 1 year performance of the fund is below benchmark, this is largely due to two factors: the
first is that none of our underlying strategies are index tracking in design and second we have the view that our
property exposure should be limited to UK (non-London) industrial and logistics type exposure. This strategy offers
yields of 4-9% p.a. Over 3 year periods and longer our strategies more than compensate for shorter term volatility.

On the global macro front we see a continued increase in asset prices for the next six to 12 months but with
increased volatility. For this reason we are comfortable to retain the current weight in global equities with a bias
towards “quality companies”. Tactically we do see some weakness in asset prices from the 3rd or 4th quarter of 2019
and a potential technical recession in the US in 2020. On the back of the more dovish statements from the US Federal
Reserve Chairman, we do not expect any rise in interest rates in the first half of 2019.

Brexit remains a mix of “stumbling moves” that seems to be heading to a conclusion that will achieve most of what
Mrs. May had initially negotiated with the EU. The Northern Ireland border issue looks more a matter of principle to
both sides rather than a commercial matter. Our view is that a balanced Brexit deal will give some support to the GBP
immediately, but in the longer term there is no certainty that the British economy will be better off in general. We are
however confident that the fund exposure in “Big Box”, logistics and industrial property development will continue to
benefit investors due to the sustainably high demand and materially slower supply in this sector in the UK.

Keep in mind that the world has bottomed out on the supply of cheap money (see below) that has fuelled global
market expansion since the 1980’s. Almost all of our partner managers are expecting much lower equity returns over
the next ten years, as corporates and governments deal with the higher costs of borrowing and servicing debts.

Co- Manager Comments
“The fund’s long-held investment in the US provider of store cards, Synchrony, has hurt. E-commerce has cannibalised many of Synchrony’s
clients, such as Toys ‘R’ Us (which now, of course, is no more). Synchrony’s net interest margin is very high and its return on equity (roe) is 20%.
So it trades on 1.35x book. We tend to focus on growth in the tangible book value per share and think 7-10%, as reported this week, is good
enough. The stock’s gone up – sharply.” - Jacob de Tusch-Lec, Artemis Global Income

“NAV of £152.12 million or 100.37 pence per share as at 31/12/2018 vs (30 September 2018: £151.65 million or 100.06 pence per share). The
Company announced an interim dividend of 2.00 pence per share for the three months ended 31 December 2018. The Company remains
conservatively geared with a gross loan to value ratio of 25.95% (30 September 2018: 25.84%).”– AEW UK Reit plc – NAV/Dividend Update

“We exited our position in Colgate-Palmolive during the month. The top 5 contributors in the month were Waters, Facebook, Stryker, PayPal and
Idexx. The top 5 detractors were an as yet undisclosed new position, Unilever, PepsiCo, Reckitt Benckiser and Coloplast.” – Fundsmith Equity
Fund Portfolio Update

* Disclaimer: Source for data and commentary from Morningstar, BCA Research and STAR Investment Partners. 3 and 5 year returns are annualized. This 
documented is intended for use by investment professionals and not to be reproduced or altered.
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The Fed Will Keep the Bond Bear Market Going
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Asset Class Index MTD YTD 1 Year 3 Years* 5 Years*

Global Equity MSCI ACWI (0.5)% (0.5)% 3.4% 5.1% 10.5%

Global PropertyFTSE EPRA Nareit Developed Rental 2.2% 2.2% 18.4% 0.7% 11.0%

Global Bond JPM GBI Global Traded (6.5)% (6.5)% 11.0% (3.5)% 4.6%

Global Cash ICE LIBOR 1 Month (7.6)% (7.6)% 14.1% (4.7)% 4.4%

SA Equity FTSE/JSE All Share 2.8% 2.8% (6.1)% 6.4% 6.9%

SA Property FTSE/JSE SA Listed Property 9.2% 9.2% (9.4)% 2.8% 9.2%

SA Bond Beassa ALBI 2.9% 2.9% 8.8% 10.5% 9.1%

SA Cash STeFI Call Deposit 0.6% 0.6% 6.6% 6.8% 6.3%

Local Market Overview

Lest we forget that while the developed markets were getting beaten up in December, the SA market was positive
+4.25%. This was in part due to a weakening currency and the knock-on effect that this had on the ALSI40 ( with
earnings in the region of 60% in hard currency) and partly because there was a renewed global interest in commodities
that SA have plenty of. Enter January (ALSI up +2.81%) and we have a big global equity market recovery but also a
substantial recovery in the Rand vs. US$ and GBP, 7.6% and 4.9% respectively. In GBP the ALSI was up 7.9%.

As a proxy for emerging markets in general, the Rand is often used by global market traders to quickly position
themselves for favourable outcomes for EM (risk on) or poor outcomes (risk off). This volatility can and does cause a
tremendous amount of poor decision making over short periods of time by amateur investors and day traders. As the
Rand weakens many investors sell, out of fear of losing more, often at the bottom of the market and when it rises or
recovers they do not recover but rather sit on the side line often only jumping in after it has risen.

Our view is that the Rand will over time devalue against it developed market trading partners at a rate close to the
inflation differential between these currencies. If Rand inflation is 5% p.a. and GBP inflation is 1.5%, then the Rand
returns will over time lose 3.5% p.a. when measured in GBP. Recently we have seen SA Inflation coming down as we
recover from several droughts and fuel price hikes over the past 12 months. At the end of January we recorded the
Rand being at fair value to its trading partners. See below Rand/GBP last five year journey.

Perhaps the biggest factor weighing of the SA economy, apart from low growth and the lack of job creation, is the
state of our SOE’s and the knock-on effect on our collective debt burden and our deteriorating infrastructure, most
especially ESKOM.

On the positive side of all this, for savvy investors low risk money market and income fund strategies have for the
past 30 years offered real returns to SA investors with very little volatility. Current yields range from +6.5% to +10%
p.a.

Asset Class Performance (ZAR)

Source : XE (ZAR vs GBP 5y graph)

* Disclaimer: Source for data and commentary from Morningstar, BCA Research and STAR Investment Partners. 3 and 5 year returns are annualized. This 
documented is intended for use by investment professionals and not to be reproduced or altered.
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