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Agenda 

ǒMarkets

ïThe current state of play

ïLong-term prospects

ǒPreserve, or invest 

ïShould you be in cash?

ǒInvestec Asset Management

ïOverview of the Investec Opportunity & Value funds



Page 3

2009 
Central banks and governments threw money at the credit crisis

ǒGovernments increased spending, 

cut taxes and provided subsidies 

for the purchase of houses, cars 

and household appliances

ǒCentral banks bought government 

bonds

Source: Slate; Plexus Asset Management

With unemployment so high, rates are certain to stay low for longer
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2010
Taxpayers are a generally little rattled...

http://www.investmentpostcards.com/wp-content/uploads/2010/02/budget.jpg
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America in miniature

Old General Motors
(before July 10, 2009)

New General Motors
(after July 10, 2009)

5,900 US Dealerships 3,600

Common shareholders, 

bondholders and secured 

creditors
Ownership

The US Treasury, Canada, 

old GM bondholders and 

the UAW union. 

47 US Plants 34

$94.7 bn Debt $17 bn

91,000 US employees 68,500
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The US market has recovered astonishingly quickly

Source:  Macquarie Research; Quarterly Strategy, 27 January 2010
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Despite this, it has not been a good decade for equities

Source: www.chartoftheday.com
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At least house prices have started to recover!

Sources: Steve Breen, August 4, 2009. Investec Asset Management, January 2010

http://www.investmentpostcards.com/wp-content/uploads/2009/08/humor-steve-breen-04-aug-2009.jpg
http://townhall.com/cartoons/cartoonist/SteveBreen
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US banks are still in distress
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Hence, they are in no mood to lend, while consumers are unable / 

unwilling to borrow
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Emerging markets have outperformed!
12-months to end March 2010 (in Rand)

Source: I-Net Bridge
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Was rand strength a cause of the rally ïor an effect?

Source: I-Net Bridge
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Local returns have normalised over the short term
12-months to end March 2010

Source: I-Net Bridge
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FTSE/JSE All Share: 44.09%

SA Listed Property: 27.07%

SA Cash 8.15%:

SA All Bond Index: 9.01%

Consumer-related indices rose between 64% and 71% over 12 months ïtech rose 86%
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But the medium-term has been very tough
3-years to end March 2010

Source: I-Net Bridge

FTSE/JSE All Share: 14.44%

SA Listed Property: 30.87%

SA Cash 32.92%:

SA All Bond Index: 24.04%
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Patience is STILL rewarded!
5-years to end March 2010

Source: I-Net Bridge

FTSE/JSE All Share: 147.94%

SA Listed Property: 176.91%

SA Cash: 53.38%

SA All Bond Index: 47.80%
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Bad decades for equities lead to good decades

At the end of 2009, 10-year US returns are negative for only the second time in 

history

Following the 13 prior periods* in which 10 year returns turned negative, 

stocks returned on average real returns of over 10% per annum over 

the next decade

Worldwide, we have seen an astonishing relief rally, 

supported by a consumer bounce-back ïbut recovery 

remains fragile.

Source: Dudack, Legg Mason
* Since 1871

Sub-prime was a crisis ïbut crises are part of the system; 

the fundamentals are no different to what they were pre-crises!
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But bear in mind - equity returns are modest in year 2 of 

recovery
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The South African economy appears to have bounced back

-30%

-25%
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Agric Mining Manufact Elect Construct Trade Trans Finance Gov Other

GDP Components QoQ

Mar-09 Jun-09 Sep-09 Dec-09

Recoveries are underway in export sectors of mining and manufacturing ïalthough 

a short-term setback in manufacturing reveals that recovery is fragile

Source: IAM, Deutsche  Bank

Manufacturing 2.7% up year-on-

year, well below the 4.9% expected
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SA prime interest rate
Seven cuts since December 2008, totalling 550bps

Source: I-Net Bridge
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But in the global search for yield, we still look attractive 

Nominal 10yr bond yield (%)
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Foreign buying has pushed valuations  up in mid-caps

Source: IAM

Investors appear to believe that mega-caps may lead the next leg
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So remember that sharp bull runs usually end in tears!
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SA equities are not very cheap relative to history...
20-years to end March 2010 (17.7x)

Source: I-Net Bridge. BOAML

Mean: 14.41

Std Dev: 2.55

ALSI Current P:E

...looking forward, however, we are attractive relative to other emerging markets!

1 Year Forward
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Desultory returns likely from market as a whole

Source:  Macquarie Research; Quarterly Strategy, 27 January 2010

Stock-picking will be vital to unlock returns
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Domestic equities have been strong, but some stocks are more 

vulnerable than others

Source: I-Net Bridge

Famous Five:  Anglos, Billiton, Richemont, SAB and Naspers

Rest of market
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Market will be looking for sharp recovery in earnings growth to support 

the current prices reflected in the market
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SA Bond Yields
Yield on the R207 over the last 4 years (8.53%)

Source: I-Net Bridge
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But supply remains a concernéand the focus of the market
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The budget has laid to rest the worst fears
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Spending and issuance stabilise

Revenue collection seems better than expected!
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We hold a non-consensus view on inflation

Source: Investec Asset Management
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Which keeps the door to further rate cuts open

At worst, rates stay lower for longer

Source: Investec Asset Management
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Coupon flows should also show some support
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Trying to time the market is a mugôs game

Opportunity 

Fund: 20.4%

Opportunity 

Fund: 8.2%

Opportunity 

Fund: 25.3%

Opportunity 

Fund: 35.5%

Opportunity 

Fund: 29.1%

Opportunity 

Fund: 23.3%Opportunity 

Fund: 14.3%

Opportunity 

Fund: -5.3%

Opportunity 

Fund: 20.9%

Opportunity 

Fund: 13%
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Never forget - it ainôt over till itôs over

http://www.gnto.gr/


Prospects
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EMs ïwith 75%+ of global growth ïhave
less than 20% weighting in global indices

2009: 20%

EM global capitalization share already up 400% in 7 years
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Japanôs relative decline is hardly surprising:                    

its annual borrowings exceed its tax revenues

2010: Chinaôs GDP overtakes Japanôs

2020

1. By generating 75% of global GDP growth, 

Asiaôs share of production and 

consumption closes in with its share of 

population

2. Asiaôs giant population countries ïnot just 

China and India but Indonesia, Vietnam, 

Bangladesh and the Philippines ïwill 

awake 
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Commodity countries will benefit over a long period!

ÅThe Big Boys: Brazil, Russia, 

South Africa, Indonesia

ÅThe Developed Quartet: 

Australia, Canada, Norway, 

New Zealand 

ÅThe Sultans of Oil: OPEC, the 

óStansô of Central Asia

ÅThe Mining & Agricultural 

Chiefs:  Africa

ÅThe Metal & Coal Barons:  The 

Andes

However, base metal prices have run well ahead of where they should be, given inventories
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The world is changing shape

11 
Percentage increase in EU investment in Africa, to $27.3 billion 

37 
Percentage increase in Brazilian, Russian, and Indian investment in Africa, to 

$2.35 billion 

25
Percentage decrease in American investment in Africa, to $3.3 billion 

323 
Percentage increase in Chinese investment in Africa, to $5.5 billion 

Source: Newsweek, Overseas Development Institute 
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It is why 

Kraft ate 

Cadburyôs

It is why 

Heineken 

drank 

FEMSA

World companies are realising that supra-national is the way 

forward
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But short-term Chinese growth dependent on capital spending
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And there is another catch....

Source:  Haver

Labour market pressure is rising

Li Daokui (PBoC's MPC member) warned that China may raise interest rates in 2Q10 if inflation exceeds 3% (8 April 2010)
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China: What the media donôt tell usé

Ordos: Area

- Total 87,000 km2

Population (2009)

- Total 1,548,000

- Density 17.8/km2

ñChina keeps growing like a giant red 

octopus fed by nuclear power and 

monosodium glutamate, a country that 

keeps spending money in Pharaonic 

projects. Some useful, like the fastest 

train in the world. And some eerie and 

worthless, like Ordos.ò 
http://gizmodo.com/5444592/the-ghost-city-of-

ordos

Cape Town: Area

- Total 2455 km2

Population (2007)

- Total 3,497,097

- Density 1424/km2

China

Ordos, Inner Mongolia

http://en.wikipedia.org/wiki/Area
http://en.wikipedia.org/wiki/Population_density
http://upload.wikimedia.org/wikipedia/commons/d/d9/China_Inner_Mongolia_Ordos.svg
http://en.wikipedia.org/wiki/Area
http://en.wikipedia.org/wiki/Population_density
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Ordos City, Inner Mongolia: Chinaôs ghost town
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China

Ordos, Inner Mongolia

Largest Shopping Malls Worldwide
1 New South China Mall Dongguan, China

2 SM City North EDSA Quezon City, 

Philippines

3 Central World Bangkok, Thailand

4 SM Mall of Asia Pasay City, Philippines  

5 Dream Mall Kaohsiung City, Taiwan

6 Mall Taman Anggrek Jakarta, Indonesia

7 West Edmonton Mall Edmonton, Canada

8 The Dubai Mall Dubai, UAE

9 SM Megamall Mandaluyong City, 

Philippines

10 Berjaya Times Square Kuala Lumpur, 

Malaysia
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South China Mall: 892 000 square metres, 99% vacant 


