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South Africa Real Returns (% p.a.)

: SA Listed Offshore Profile
SA Equity Property SA Bonds SA Cash Equity Balanced

40 Years

Seventies

Eighties

Nineties ) ) . ) ) 7.7

Noughties 9.8 17.7 6.1 2.8 -4.0

2009 26.1 8.0 -7.0 3.1 -1.9 12.1
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Good returns were from earnings

PER moved from 17.8xin 2000 (tech bubble) to 17.2x currently
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Historic PE Ratio on FTSE/JSE All Share index
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Noughty Themes

i BRI CO0 s
1 China / Emerging markets

I Resource intensity, commodity boom

i Higher GDP growth
1 Capex boom, emerging consumer

i Monetary policy
1 Lower inflation, lower rates
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The China boom directly helped SA
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SA: Best decade for GDP g
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JSE earnings growth outpaced GDP
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Resulting in great earnings growth
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Monetary Policy
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US Real Returns (USD) (% p.a.)
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Volatile rand not a theme

160 -

140 -
+0.4% -0.5% -1.4% +0.4%

120 -

Real rand

100 -

80 -

60 T T T T T T T T T
Mar'70 Mar'74 Mar'78 Mar'82 Mar'86 Mar'90 Mar'94 Mar'98 Mar'02 Mar '06

*Growth rate refers to Compound Annual Growth Rate in real terms per decade

R OLD MUTUAL | macro strategy

Investment Group | Investments



13

Expected Returns
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Teenie Themes

i China / Emerging markets
I Emerging world wil/ continue to

I  Good for resource demand, especially agricultural commodities, bad
for the environment, good for Africa

i De-leveraging
I Reduced financial intermediation, slower Anglo-Saxon growth = more
cyclical

1 South Africa affected, bond issuance a problem

i Electricity: This one wonot

i DI vidends: | t 0s why you buy
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Long-Term Asset Allocation View

Real Return View
SA N
Equity 6.5% N
Property 6.5% N +
Bonds 3.0% N
Cash 3.0% N
Offshore N +
Equity 7.0% +
Bonds 2.0%
Cash 0.0%

A

NB: These are long-term, real returns expected over the next five years

Comment
Vulnerable to decreased risk appetite.

Limited valuation upside.
Reliant on earnings growth.
Could still benefit from global flows.

Recent re-rating has reduced expected returns.
Vacancies will erode growth in the short-term.

Improving valuations result in an upgrade.
Massive supply remains a concern.

Good risk adjusted returns but not a long-term
option.

Should benefit in the long run from depreciation.

We expect earnings to surprise on the upside.
Longer-term loser as rates eventually normalise.

Unattractive until rates rise.
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2010 Outlook

_ ExitAhead _ -
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The party has to end sometime

[ 2009 ] [ 2010 ]

1. Record low interest rates 1. Interest rates will rise (China, Aussie)
2. Quantitative easing 2. QE lapses

3. Massive fiscal stimulus 3. Governments must plan their exit

A
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2009 return driven by massive re-rating

82% increase in PE - largest annual increase ever
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Earnings will rise

Yield gap at high levels across the world
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Yield gap measures the difference between bond yields and cash yields and is a leading indicator of economic growth
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