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Domestic South African portfolios 

In our weekly report dated 18th August we wrote:  

The yuan’s devaluation will be particularly harmful to the currencies of commodity exporting 

economies including the Aussie and Canadian dollars, and the rand. The yuan devaluation is bad 

news for the rand and for the mining resource sector …. China’s economy is showing signs of 

slowdown, its property market is correcting, and export growth, industrial output, retail spending, 

and investment are all slowing. Credit demand is waning in spite of substantial monetary stimulus. 

Producer price inflation has been negative for nearly four years… The currency devaluation will help 

reflate China’s economy but at the same time will export deflation to the rest of the world….The 

yuan devaluation will cause commodity prices, which have already suffered sharp declines since the 

start of the year, to fall even further. A weaker yuan will raise the yuan price of imported 

commodities and therefore weaken demand. China accounts for over half of the world’s demand for 

mining resources, so the impact on base metals prices could be significant.  

A sharp decline in equity markets and emerging market currencies ensued but there is no reason to 

panic. The portfolios were repositioned (ahead of the period of consolidation) and contain sizeable 

cash weightings. While there is likely to be further uncertainty in coming weeks focussed around 

China’s economic outlook and the Fed’s monetary policy decisions, we have been waiting for this 

period of consolidation for a long time and are pleased it has finally come.  

Lower equity markets mean cheaper markets and therefore better prospective long-term returns for 

investors. Cash is not a long-term strategic investment due to the fact that it offers no capital 

growth. However, cash adds substantial short-term tactical value. High cash weightings in the 

portfolios have protected portfolios from much of the recent downturn. Once the outlook improves 

and shares can be bought at lower valuations the cash will be re-deployed. We have identified 

several shares to be added to portfolios at lower levels. 

Moreover, local portfolios have been protected by a significant rand-hedge component. As the rand 

depreciates these rand hedge stocks adjust upwards in value thereby adding a sizeable boost to 

portfolio valuations. 



 

 

 

In conclusion, our clients’ portfolios have fared well during the recent sell-off through defensive 

asset allocation and high cash weightings, and an emphasis on rand hedge stocks. We look forward 

to further equity market consolidation so that we can re-deploy cash into new investment 

opportunities at lower valuations.  

Global portfolios 

Global portfolios have also been made more defensive with an emphasis on tactical cash holdings 

over the short-term. The cash will be reinvested at lower more favourable levels and therefore 

offers an exceptional opportunity for market outperformance. In addition portfolios have significant 

weightings in asset classes and equity sectors which will benefit from expected US dollar strength 

and a normalisation in the Fed’s interest rate policy. The following two investment companies are 

prime examples: 

Neuberger Berman floating rate income fund (NBLU): The fund managed by Neuberger Berman, 

targets an annualised yield in the region of 4% with an emphasis on preserving investors' capital and 

providing protection from rising interest rates. NBLU invests in a global portfolio of senior secured 

corporate loans and senior bonds, diversified across industrial sectors and borrowers. NBLU has a 

bias towards the US reflecting management's more positive view on the US economy. Investments 

within the fund are weighted towards short duration and floating rate debt which will flourish in an 

environment of rising interest rates. The fund is hedged into US dollars, which given the positive 

outlook for the US economy and dollar, should provide portfolios with a stable currency anchor. 

Polar Capital Global Financial Investment Trust (PCFT) will benefit from a normalisation in monetary 

policy. PCFT invests in banks and financial companies with a worldwide mandate. There is a high 

weighting to US banks which are extremely under-valued trading at a price-to-book multiple of less 

than 1.0x. This is close to the cheapest on record. Banks in the US and generally, in a worldwide 

context, have not recovered like other equity sectors since the global financial crisis and are offering 

an exciting investment opportunity. Practically everything that could go wrong for banks has done so 

over the last seven years. Wholesale funding evaporated, bad debts rose, pre-crisis practices were 

deemed to be inappropriate, evidence of market rigging emerged, fines ensued, regulators 

demanded more capital and net interest margins were pressured by the effects of quantitative 

easing on bond yields. It’s surprising that any banks remain in business, but that in itself is testament 

to the underlying strength of banks and their ability to generate significant amounts of cash, a virtue 

that is in danger of being forgotten. We are close to the end of the process of rebuilding capital and 



 

 

reserves to the levels required by regulators. The smooth functioning of credit markets is a pre-

requisite of durable economic recovery, and despite the proliferation of peer-to-peer lending 

platforms and other means of by-passing traditional channels, banks will remain the key providers of 

loans. A catalyst for the re-rating of the sector is likely to be the start of interest rate increases in the 

US and UK. Rising interest rates and a steeper yield curve should boost banks' profit margins. PCFT 

trades on a compelling discount to NAV of -6% which adds further merit to a sector which is already 

trading at a significant discount to its long-term average. In addition PCFT trades on an attractive 

dividend yield of 3.2%.        

* * * * * * 
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