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ECONOMIC OVERVIEW

GLOBAL

“War in Europe!” Who would have thought a few years ago that this would be a reality?

The armed conflict has been dominating news flow since Russian armed forces entered Ukraine on the

24th of February. It is an escalation of the Russo-Ukrainian War that started with the invasion of Crimea

in February 2014. It seems as if Russia’s resentment over NATO’s eastward expansion was a big

contributor to Putin’s decision to order the offensive.

Financial markets around the world did not have an

immediate negative reaction, but as the conflict continued

volatility has increased and European bourses, in particular,

have started to show large declines.

Russia’s contribution to global economic output is not overly

significant – it’s about 2% of worldwide Gross Domestic

Product (GDP). Where there could be more significant

implications is in Europe and China.

Europe imports a little over 50% of their natural gas and 25%

of their oil from Russia. This means that the implementation of

economic sanctions on Russia may be a case of cutting your

nose to spite your face.

Around 70% of Russia’s trade (imports and exports) is with

China. Given their political allegiance trade is unlikely to be

impacted. What could have an impact, though, is the rise in

prices of the goods moving between these two countries. It

could have a detrimental effect on food prices in both

countries. In addition to the economic sanctions, Russian

banks’ exclusion from the global Society for Worldwide

Interbank Financial Telecommunications (SWIFT) and frozen

central bank assets may lead to a swift collapse of the

Russian economy.

Against this background global growth is likely to slow further,

but a recession is not on the horizon yet. The risk of

escalation is high despite the optimism around peace talks

which may be brokered by China.

Let us also not forget the human suffering that comes with

armed conflict. Millions of lives will be impacted by the

megalomania of a few, and our thoughts are with all of them.

The sad truth is that war does not determine who is right. It

merely determines who is left.

Russia’s 

contribution to 

global economic 

output is not 

overly significant.
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ECONOMIC OVERVIEW

CONTINUED

South Africa

South Africa’s finance 
minister Enoch 
Godongwana delivered 
his maiden budget 
speech on the 23rd of 
February.

The minister reported that South Africa’s macro-economic environment remains extremely challenging, reflected in declining GDP per capita figures

each year for the past seven years, and a record level of unemployment that is considered alarming by global standards. At the same time, world

economic growth is expected to slow over the next couple of years. According to the most recent World Bank economic update, global growth is

expected to slow from 5.5% in 2021 to 4.1% in 2022 and 3.2% in 2023, as fiscal and monetary support is systematically unwound across the world,

given the recent surge in consumer inflation.

One of the government’s main concerns is the continued increase in South Africa’s debt burden. Although the outlook for the country’s future debt

burden has improved from the Medium-Term Budget Policy Statement (MTBPS) in October 2021, it will be several years before the budget delivers a

primary surplus

According to STANLIB Asset Management the 2022 budget was presented under difficult economic conditions, although the tax revenue windfall

made the minister’s job significantly easier. In that regard, it is encouraging that the minister did not attempt to deliver a politically expedient budget

given the ANC elective conference at the end of this year, nor was there any shock tax announcement. Instead, the minister reiterated the need to

control expenditure over the medium term, while continuing the path of fiscal consolidation. In that regard, the success of this year’s budget will be

determined by government’s ability to maintain fiscal discipline, while at the same time ensuring that key policy initiatives are implemented much

more effectively.

Although several policy options are available to revitalise the South African economy in the medium-term and therefore improve government

finances, the range of workable solutions have diminished substantially over the past ten years given the destruction of the public sector’s balance

sheet and the weakening of key public sector institutions, including many state-owned enterprises (SOEs).

At this stage, the most viable policy initiatives would still include substantially expanding the use of public-private partnerships, the extensive

deregulation of the business sector in a concerted effort to make it easier to do business and lift business confidence, bold initiatives that make it

easier and safer for foreign tourists to visit SA, the urgent clarification of key policy pronouncements, a demonstratable focus on restoring good

governance and the urgent reorganisation of South Africa’s energy and water sectors.

…the tax revenue 

windfall made the 

minister’s job 

significantly 

easier…
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ECONOMIC OVERVIEW

CONTINUED

MARKET PERFORMANCE

Global equities faced 

heightened volatility and 

continued their negative 

trend as the MSCI All 

Country World Index slid 

2.6% in February, with 

some European markets 

posting sizeable losses 

because of Russia’s 

invasion of Ukraine.

The rand gained 

against most 

emerging market 

currencies 

In the United States the S&P 500 briefly traded in official correction territory and finished 3.0% lower in February, amid rising geopolitical
concerns and uncertainty regarding the timing of the Fed’s tightening of monetary policy. Emerging markets retreated 3.4% in February,
with the majority of countries (14 out of 25) increasing during the month. Russia (down 50.3%) posted its largest monthly decrease since
August 1998, while Hungary (down 24.6%) and Poland (down 11.8%) also faced sizable declines.

South African assets have held up particularly well once again, benefiting from a 9.7% increase in the PGM (platinum group metals)
basket. South African equities outperformed their developed and emerging market counterparts. Local bonds, despite a sharp sell-off in
the last week of the month, managed to record a positive return as their high yield was more than sufficient to compensate for the
decline in capital value.

The rand remained stable against the US dollar, Pound Sterling and the euro, and gained against most emerging market currencies. The
gold price rose on geopolitical developments as investors allocated capital to defensive assets. At the time of writing, Brent Crude Oil
was trading at nearly USD140 per barrel, not far off it’s all time high of USD147.50 in July 2008.

1 Source: Factset

2 All performance numbers in excess of 12 months are annualized

3 A negative number implies fewer rands are being paid per US dollar, so it implies a strengthening of the rand

MARKET INDICES 1

(All returns in Rand) 

28 February 2022

3 months 12 months 5 years2

SA equities (JSE All Share Index) 8.8% 20.5% 12.0%

SA property (S&P SA Reit Index) 2.2% 22.9% -7.0%

SA bonds (SA All Bond Index) 4.1% 9.1% 8.9%

SA cash (STeFI) 1.0% 3.9% 6.2%

Global developed equities (MSCI World Index) -3.7% 11.2% 12.6%

Emerging market equities (MSCI Emerging Markets Index) -3.0% -10.4% 7.4%

Global bonds (Bloomberg Barclays Global Aggregate) -3.3% -5.3% 2.4%

Rand/dollar 3 -3.6% 2.0% 3.4%

Rand/sterling -2.2% -2.1% 5.0%

Rand/euro -3.8% -5.6% 4.5%

Gold Price (USD) 7.1% 9.9% 8.7%

Oil Price (Brent Crude, USD) 43.1% 52.7% 12.7%
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ECONOMIC OVERVIEW

CONTINUED

Commentary: It’s time to halt

“Whenever you see a successful business, someone once made a courageous decision.”

Peter Drucker, Educator and Author

Successful investing is as much about good decision making as anything else. Whether it’s the choice of adviser, fund, share or timing of a trade, the world of investments exists

because of decisions made – good or bad.

In most instances these decisions are made by human minds. Artificial intelligence has evolved in leaps and bounds in recent years but is still light-years behind the power (and

problems) of the human brain. Humans have endured a lot since their appearance on earth and have been through millions of “this time it’s different” episodes. Each one that followed

was, with the benefit of hindsight, not that different to countless similar (if not the same) preceding episodes. And yet humans tend to repeat their mistakes despite having “seen this

movie before”.

The World Health Organisation recently published a scientific brief: “Mental Health and COVID-19: Early evidence of the pandemic’s impact.”. Its main findings were

• There was a significant (more than 25%) increase in mental health problems in the general population in the first year of the pandemic.

• Younger age, female gender and pre-existing health conditions were often reported risk factors.

For anecdotal evidence, just have a brief discussion with your local psychologist to hear how their workload has increased over the last two years. That’s if you can get hold of them…

Against this backdrop of a general decrease in mental health (and yes, investment professionals and their clients were not spared) it’s important to create an environment within which

successful investment decisions can be made.

A simple rule of thumb is hidden in the acronym HALT. Before you make an important decision (investment or otherwise) it’s useful to halt. Don’t make that decision while you are

hungry, angry, lonely and/or tired. And if any of these conditions are persistent find a professional who can assist you in your decision making.

There is another side to this approach though – it does not help to put decisions off indefinitely. Robert Greenleaf, in his book “The Servant as Leader” said that this: “On an important

decision one rarely has 100% of the information needed for a good decision no matter how much one spends or how long one waits. And, if one waits too long, he has a different

problem and must start all over. This is the terrible dilemma of the hesitant decision maker.”

You’ll have to make important decisions in the next hour, day, week, month and year. Take a deep breath, halt and then remember it’s not the end of the world to make a mistake,

albeit difficult to accept. In the words of Tim Harford: “Accepting trial and error means accepting error. It means taking problems in our stride when a decision doesn't work out,

whether through luck or misjudgment. And that is not something human brains seem to be able to do without a struggle.”

Good resolutions are simply 

cheques that men draw on 

a bank where they have no 

account
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AFFINITY INVESTMENT 
APPROACH

Affinity Capital Management has been established as a collaborative
business that works hand in hand with financial advisors and their
clients. We believe that investment solutions should not be created in
isolation. A collaboration between advice and asset management
ensures that investment products are designed solely with the clients’
needs in mind. Our investment approach primarily focuses on
balancing client return outcomes with risk management.

We have adopted a long-term strategic asset allocation framework as

a basis for our investment solutions. Over long investment time

horizons comparisons between active managers and passive

strategies show that very few active mangers outperform an efficient

frontier and thus a core component of our solutions utilises passive

and rules-based strategies to access the market optimally. Active

managers are included in our solutions where they have a proven

track record of generating excess returns. Since asset allocation is the

greatest predictor of portfolio volatility, we construct our portfolios with

a clear mindset to risk mandates using a building block approach. This

allows us to increase risk and returns in a predictable and measurable

manner, creating distinct portfolios by simply increasing or decreasing

the weightings of asset classes. An additional layer of portfolio risk

management is introduced through diversification both across asset

classes and within asset classes. We devote a great deal of time and

resources aimed at identifying and extending our asset class

categories and how best to access them.

Finally, we believe that a dynamic asset allocation framework can add

value to portfolio returns when asset class return profiles and

correlation behaviours are understood in different market regimes.

Ongoing management of our investment solutions thus centres on

understanding market regimes and the behaviours of asset classes in

different market cycles. Through our proprietary models we assess

certain lead indicators of market cycles and use this to position

portfolios optimally for the expected market environment. Based on

the signal strength of the lead indicators we will then implement

appropriate tilts to the long-term Strategic Asset Allocation

weightings.

Asset class return expectations and correlations change in different market cycles. We
have thus adopted a dynamic asset allocation approach, which allows us to tilt away from
our long term strategic asset allocations through different market cycles. The size of
these tilts is informed by the signal strength of various lead indicators. We are currently
positioning our portfolios between a contraction and recovery cycle.
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PERFORMANCE

Indices 1 Month 3 Months 6 Months 1 Year 2 Years 3 Years 5 Years 10 Years YTD

SA Equities (JSE All Share Index) 2.9% 8.8% 15.8% 20.5% 26.7% 14.8% 12.0% 11.8% 3.8%

JSE Preference Shares (J251) -3.3% 7.2% 29.3% 46.2% 16.5% 14.5% 11.4% 0.6%

SA Property (South African Listed Property Index) -3.3% 1.4% 1.0% 22.4% 1.6% -5.8% -5.8% 4.7% -6.0%

SA Bonds (SA All Bond Index) 0.5% 4.1% 2.1% 9.1% 8.7% 8.7% 8.9% 8.1% 1.4%

ILBs (Barclays South Africa Government Inflation Linked Bond) 2.2% 5.7% 6.5% 11.4% 9.5% 6.9% 4.6% 6.3% 1.0%

SA Cash (STeFI) 0.3% 1.0% 2.0% 3.9% 4.4% 5.3% 6.2% 6.2% 0.7%

Global Equities (MSCI All Countries World Index, $) -2.6% -3.6% -5.1% 8.3% 19.0% 14.0% 12.0% 10.4% -7.3%

Developed Market Equities (MSCI World Index, $) -2.5% -3.7% -4.5% 11.2% 20.2% 15.0% 12.6% 11.3% -7.6%

Emerging Market Equities (MSCI Emerging Market Index, $) -3.0% -3.0% -9.7% -10.4% 10.6% 6.4% 7.4% 3.6% -4.8%

Global Bonds (Bloomberg Barclays Global Aggregate,$) -1.2% -3.3% -5.6% -5.3% -0.6% 2.2% 2.4% 1.3% -3.2%

RAND/DOLLAR -0.1% -3.6% 6.8% 2.0% -0.9% 3.2% 3.4% 7.6% -3.2%

RAND/STERLING -0.1% -2.2% 4.1% -2.1% 1.6% 3.5% 5.0% 5.7% -4.1%

RAND/EURO 0.1% -3.8% 1.6% -5.6% 0.2% 2.7% 4.5% 5.7% -4.4%

Solutions 1 Month 3 Months 6 Months 1 Year 2 Years 3 Years 5 Years 10 Years YTD

•  Affinity Income Solution 0.7% 1.8% 2.9% 6.4% 6.1% 6.7% 7.7% 7.0% 1.2%

• Affinity Ci Cautious Fund 0.3% -0.7% 1.9% 6.7% 8.1% 6.3% 6.9% 6.4% -2.2%

• Affinity Ci Moderate Fund 0.6% 0.1% 2.9% 8.2% 10.1% 7.0% 6.9% 8.3% -1.8%

• Affinity Moderate Solution (Non Reg 28) -0.1% -5.2% 0.5% 5.5% 7.6% 5.3% 5.9% 7.9% -6.1%

• Affinity Ci Growth Fund 0.7% 0.4% 3.0% 8.8% 10.9% 6.7% 7.4% 9.0% -2.0%

•  Affinity Growth Solution (Non Reg 28) 0.1% -4.8% 1.2% 6.4% 13.3% 9.5% 9.3% 11.2% -5.9%

• Affinity High Growth Solution (Non Reg 28) -0.3% -8.3% -0.2% 5.5% 15.7% 12.6% 10.0% 11.5% -9.0%

• Affinity Global Cautious Solution -1.6% -3.5% -4.6% -0.2% 5.2% 5.3% 5.0% 2.5% -4.6%

• Affinity Global Cautious Restricted -1.0% -1.6% -2.0% 1.4% 6.4% 6.2% 5.5% 2.6% -2.7%

• Affinity Global Moderate Solution -2.2% -4.8% -6.2% 0.2% 7.6% 7.3% 6.9% 3.9% -6.4%

• Affinity Global Moderate Restricted -1.7% -3.6% -4.4% 1.8% 9.3% 8.4% 7.6% 4.2% -5.2%

• Affinity Global Growth Solution -2.5% -5.8% -7.2% 1.3% 10.5% 9.3% 8.6% 5.6% -7.8%

• Affinity Global Growth Restricted -2.1% -5.1% -5.8% 3.5% 13.6% 11.3% 10.1% 6.3% -7.2%

Low

Low Medium

Medium

Medium High

High

ZAR returns

USD returns
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AFFINITY PORTFOLIOS

FEBRUARY UPDATE

February continued to prove a volatile month for investors as global markets continued to sell off as Russia

began its invasion of Ukraine as geopolitical tension turned into conflict. The uncertainty of a potential

resolution to the conflict will likely keep markets volatile for some time to come. Goldman Sachs is

predicting that the Fed will hike interest rates a total of 7 times this year in order to combat it is highest

inflation since the early 80’s. Local equities and bonds again proved to be the asset classes that delivered

decent returns over the month as SA outperformed emerging and developed markets in a month where the

currency was relatively stable to major currencies. The state of the nation address and budget speech both

took place in February and were well received by the market as the outlook

for SA seems slightly more constructive than previous forecasts have indicated.

AFFINITY PERFORMANCE

Source: Morningstar Direct & Analytics Consulting

The information provided is of a general nature only and does not take into account investor’s objectives, financial situations or needs. The information does not constitute 

financial product advice and it should not be used, relied upon or treated as a substitute for specific, professional advice. It is, therefore, recommended that investors obtain the 

appropriate legal, tax, investment and/or other professional advice and formulate an investment strategy that would suit the investor’s risk profile prior to acting on such 

information and to consider whether any recommendation is appropriate considering the investor’s own objectives and particular needs. Although the information provided and 

statements of fact are obtained from sources that Portfolio Analytics Consulting (“Analytics Consulting”) considers reliable, we do not guarantee their accuracy, completeness or 

currency and any such information may be incomplete or condensed.

Any opinions, statements and information made available, whether written, oral or implied are expressed in good faith. Views are subject to change on the basis of additional or 

new research, new facts or developments. All data is in base currency terms unless otherwise indicated and are sourced from Factset or Morningstar Direct.

Financial Services Provider: Portfolio Analytics Consulting; FSP No 18490; 

Tel: (021) 936 9500; Website: www.analyticsconsulting.co.za.

The Affinity strategies invest in strategic asset allocations that have high probabilities of achieving the respective return

targets of the various portfolios on a risk adjusted basis. The asset allocation process allows for dynamic asset

allocation based on various leading indicators of macro economic regimes. As of late, the OECD indicator suggests

that the global economy moved towards an economic slowdown regime and the Affinity portfolios are positioned to

mitigate any volatility and allocate to asset classes that are expected to perform well in this regime and underweight

the other asset classes that are expected to underperform (within certain limitations). This framework is designed to

work (and is best evaluated) over longer investment periods (typically longer than a quarter, a year or even 3 years).

A slowdown regime is still somewhat beneficial for most growth asset classes (such as South African Equities and

Property as well as Global Equities and Property, both in Emerging and Developed Markets) but even better for

defensive assets (such as local and global bonds, credit and cash). Currently the Affinity funds move towards a neutral

to underweight these growth asset classes to ultimately minimize market volatility through this period.

…Currently the Affinity funds move 

towards a neutral to underweight these 

growth asset classes to ultimately 

minimize market volatility through this 

period…
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ATTRIBUTION OF PERFORMANCE

CONTINUED

ASSET ALLOCATION ACROSS SOLUTIONS

Our asset allocation models indicate that we fall
within an economic expansionary regime, thus local
government bonds have been increased and within
local equities, the level of protection should be
reduced in favour of direct equity market exposure
and thus the weighting of Methodical (a protected
equity manager) was reduce further. With regards to
the portfolio’s offshore exposure, the expansionary
regime supports our portfolios holding more global
equities.

Weighting of asset classes

0.0% 20.0% 40.0% 60.0% 80.0% 100.0%

Income

Reg 28 Cautious

Reg 28 Moderate

Moderate

Reg 28 Growth

Growth
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Current Asset Allocation

SA Cash SA Bonds SA Property

SA Equity Global Cash Global Bonds

Global Property Global Equity Africa

Commodities

0.0% 20.0% 40.0% 60.0% 80.0% 100.0%
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Global Cautious Restricted
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Global Moderate Restricted

Global Growth
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Current Asset Allocation
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Global Cash Global Bonds Global Property Global Equity

Africa Commodities
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Changes to portfolio asset class weightings
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011 262 2740 | admin@affinitycapital.co.za

Block G, Pin Mill Farm, 164 Katherine Street, Sandton, 2196


