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Markets Outlook

“The quest for real returns”
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Asset Class Returns
For the six months to 30.06.09
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Freefalling: Change in interest rates

On average rates have fallen 40%

Source: OMIGSA

Jul-09 Dec-08
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Yesterday’s story

 Out of 46 countries, 44 have cut rates in the last six months

 19 of these now have interest rates of 2% or lower

 The average rate of the G7 is 0.6%

Source: OMIGSA
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Implications of interest rate policy

 Negative real cash yields

− Lower returns on defensive funds

− Money forced out of cash

 Steeper yield curves

− Subsidisation of banks by savers

− Improved growth

 Long-term consequences

− Inflation

− Another bubble
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Negative real interest rates

CPI Policy rate Real Rate

Russia 9.7 5.75 -4.0

Canada 2.1 0.25 -1.9

USA 1.5 0.125 -1.4

UK 2.3 1.00 -1.3

South Korea 3.3 2.25 -1.1

Euro-area 1.1 1.00 -0.1

India 4.5 4.75 0.3

Japan -0.8 0.10 0.9

Australia 2.4 3.50 1.1

SA 5.5 7.50 2.0

China 2.8 5.45 2.7

Brazil 4.4 8.75 4.4

Source: JP Morgan 

Calculations: OMIGSA

2010 forecasts
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Real SA Cash Yields (%)

15yr ave (-0.6%)

15yr ave (4.7%)
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The Quest for the Holy Grail Yield

Note: assumed tax rate of 30%, ILB return is an approximation

Source: OMIGSA
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SA: Bond yields > cash yields

-7.0

-6.0

-4.0

-2.0

0.0

2.0

4.0

6.0

7.0

-7.0

-6.0

-4.0

-2.0

0.0

2.0

4.0

6.0

7.0

1969 1974 1979 1984 1989 1994 1999 2004 2009

SA 10yr bond yield – SA cash yield

Source: INET



11

International: Steeper yield curves

US 10 yr bond yield – US cash yield

UK 10 yr bond yield – UK cash yield

Canada 10 yr bond yield – Canada cash yield

Europe 10 yr bond yield – Europe cash yield-3.0
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Positive for SA growth: A recovery will come

SA leading indicator (LHS)

SA 10yr bond yield – cash yield (RHS)
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Positive for US growth: A recovery will come

US leading indicator (LHS)

US 10 yr bond yield – US cash yield (RHS)
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Long-term implications

 Real interest rates cannot be kept too low for too long

 Volatility in 2010 as central banks unwind quantitative 

easing

 Big government, more taxes

− OECD budget deficit f.8% of GDP in 2009

 Inflation?

− More of a problem in SA

 Another bubble?

− Chinese market up 75% YTD
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asset allocation 

implications
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U.S. cash levels are very high

Money market funds are greater than equity funds



17

US Pension Funds: Allocation to equity
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SA: Institutional asset allocation
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SA: Retail asset allocation
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Domestic Asset Allocation - Prudential Low Equity Sector

Domestic Equity
24.9%

Property
0.4%

Bonds
2.1%

Cash
52.5%

Foreign
17.7% Other

2.4%

Sector AUM = R27 bn

Source: ASISA (March 2009)
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Asset Allocation View

SA

Offshore

Equity

Equity

Real Return View Comment

7.0%

8.0%

Good long-term real return.
Concerned about real earnings growth.

High yield of 9% but expect tough 18 months.
Longer-term winner.

Looking interesting in the next year,
but longer-term concerns about inflation.

Lower real returns in next decade.
Negative after-tax.

N

Property 6.0%

Bonds 3.0%

Cash 2.0%

Bonds 2.0%

Cash 0.0%

Cheap compared to history.

Prefer emerging markets in long-term.

No inflation risk in short-term but low nominal 

returns.

Downgraded as rates fall sharply.

N

N

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

N
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Volatility index continues to trend down
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Global Equity Markets 
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US Earnings
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US PE ratings

Historic, as reported earnings

Forward, operating earnings



26

SA: Forward price:earnings ratio (x)

Source: OMIGSA



27

Trading Pattern – Broadly sideways or Melt Up? 
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Previous bear markets – subsequent rallies 
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Mostly rerating first – then earnings in question



30

Offshore equity has been the worst 

asset class in the last decade

Annual ranking to end June
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Rand – a risk play?
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Longer term perspective
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Conclusion

 Cash yields will remain low in the next year

− Better growth

− Negative real returns. A big issue for low risk funds 

and retail investors.

− Pressure to find alternative yield: Property & Corporate

− Underweight cash

 Equity valuations are reasonable

− Offshore equity looks relatively attractive

− Keep the long-term perspective
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PORTFOLIO POSITIONING AS AT 20 JULY 2009
EBGF & mirrors R22,0bn

Fund Tilt Min BM Max

IBA 17.3       -6.2    23.5        

CASH/MM/FSC 8.1         -1.4    4.5          9.5          14.5        

Bonds 9.2         -4.8    10.0        14.0        21.0        

Equity 45.9       1.9     36.5        44.0        51.5        

Direct Property 10.2       2.7     5.0          7.5          10.0        

Quoted Property 1.0         1.0     -         -         2.5          

Alternatives 7.1         2.1     2.5          5.0          7.5          

Global 18.4       -1.6    15.0        20.0        25.0        

 IBA 4.8         -0.7    -         5.5          10.5        

  Bonds 2.7         

  Credit 0.3         

  Money Market 1.8         

 Equity 10.5       -0.5    6.0          11.0        16.0        

 Alternatives 3.2         -0.3    2.0          3.5          7.0          

Total Equity 56.4       1.4     55.0        
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Regulatory Information

Old Mutual Investment Group (South Africa) (Pty) Limited

Physical Address: Mutualpark, Jan Smuts Drive, Pinelands, 7405

Telephone number: +27 21 509 5022

Old Mutual Investment Group (South Africa) (Pty) Limited is a licensed financial services provider, FSP 604, approved by the
Registrar of Financial Services Providers (www.fsb.co.za) to provide intermediary services and advice in terms of the Financial
Advisory and Intermediary Services Act 37 of 2002. Old Mutual Investment Group is a wholly owned subsidiary of Old Mutual
(South Africa) Limited. Reg No 1993/003023/07.

The investment portfolios may be market-linked or policy based. Investors’ rights and obligations are set out in the relevant
contracts. Market fluctuations and changes in rates of exchange or taxation may have an effect on the value, price or income of
investments. Since the performance of financial markets fluctuates, an investor may not get back the full amount invested. Past
performance is not necessarily a guide to future investment performance.

Personal trading by staff is restricted to ensure that there is no conflict of interest. All directors and those staff who are likely to have
access to price sensitive and unpublished information in relation to the Old Mutual Group are further restricted in their dealings in
Old Mutual shares.

All employees of Old Mutual Investment Group are remunerated with salaries and standard short-term and long-term incentives. No
commission or incentives are paid by Old Mutual Investment Group to any persons. All inter-group transactions are done on an
arms lengths basis.

In respect of pooled, life wrapped products, the underlying assets are owned by Old Mutual Life Assurance Company (South Africa)
Limited who may elect to exercise any votes on these underlying assets independently of Old Mutual Investment Group.

In respect of these products, no fees or charges will be deducted if the policy is terminated within the first 30 days. Returns on
these products depend on the performance of the underlying assets.

Old Mutual Investment Group has comprehensive crime and professional indemnity insurance. For more detail, as well as for
information on how to contact us and on how to access information please visit www.omigsa.com.


