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“Be governed not by the tyranny of the urgent, but by the elevation of the important.”

Unknown

The last few years have been anything but boring - South African investors have had much to deal
with. At the risk of excluding any of the countless “crises”, the major inflection points centered around
Nenegate in December 2015, Ramaphoria in December 2017, the Covid crisis of 2020 and more
recently the tragic scenes of looting, violence and destruction in parts of Kwazulu Natal and Gauteng
that shook the nation. Some good, mostly bad, generally adding to the narrative that South Africa is
an investment destination best avoided. We have for some time refuted that common refrain. The
investment industry is filled with clichés - it is often said that investing is not a popularity contest, and

many of the better investment ideas can be lonely.

At ClucasGray Asset Management, we don’t set out to differ — we are merely guided by our
fundamental investment process, and our quest to discover opportunities that will help us deliver on
our investment objectives. At each one of the unfortunate inflection points outlined above, and those
unmentioned, we too have been offended, and suffered moments of deep introspection. The events
of the here and the now can be troubling for all — the media storm that amplifies all negative news

can be overwhelming, and one often feels the urge to act in order to deal with the “tyranny of the
urgent”.

We find the below chart instructive — it shows the Rand Dollar exchange rate (blue) and the South
African 10 year Government Bond (red) over the last 8 years. It is fascinating that both, despite a
scenic route containing many peaks and troughs, have been largely flat since 2015.
Perhaps, notwithstanding everything that has been thrown at the South African investment narrative,
the negativity is more than priced in.
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Source: ClucasGray Asset Management, Iress, August 2021

To us, as we attempt to articulate in the below commentary, the fundamental investment view of
numerous, but not necessarily all, South African assets looks constructive. We have attempted to
stand back from the daily emotions, and elevate what we deem to be the important factors

impacting the investment case of all assets. Time, as ever, will be the ultimate judge!
South African Equity

Informed investors are well aware of the longer term performance of South African equities. The
table below shows the return of the JSE All Share Index against both Inflation, and the MSCI
World, in Rands, up to 30 June 2021. As is clearly evident, South African equities have delivered
consistently high real returns over all periods since 1975.

Whilst the last decade has been a relatively tough one for Emerging Markets in general, and
investors have been better served by the MSCI World index than the JSE, the longer term picture
is very different. Over 20%2 years, and 45%: years, the JSE has materially outperformed the MSCI

World index — both index returns are shown in Rands below, for ease of reference.

South African Equities & Inflation

Annualised returns to 30 June 2021, all in South African Rands

JSE Inflation Real MSCI World SA vs

World
5.5 years 10.7%  5.2% 5.5% 11.8% -1.1%
10.5 years 11.8%  5.4% 6.4% 18.5% -6.7%
20.5 years 14.8% 5.6% 9.2% 8.9% 5.9%
45.5 years 18.1% 8.9% 9.2% 15.1% 3.0%

Source: SBG Research, Bloomberg, ClucasGray, August 2021



Understandably, it is the last decade that is the focus of much debate in investment circles. Whilst
we know that history is clearly no guide to future performance, we take some comfort in the current
relative valuation of South African equities against both EM peers (chart below on left) and the MSCI
World (chart below on right). Given the current relative ratings, we believe the starting point for South

African equities is much more attractive than it has been over the last few decades.

Figure 46: MSCI SA vs MSCI EM: 12m fwd P/E ratio Figure 47: MSCl SA vs MSCI World: 12m fwd P/E ratio
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ClucasGray Equity Prescient Fund

Over the last few months we have continued to reduce the number of holdings in the portfolio, and
added to the positions in companies where we have more conviction in their investment case.
Whilst there can no guarantee that our considered assumptions and forecasts are accurate, our
bottom up assessment of the potential returns of all the companies in the portfolio, does provide us

with some cause for optimism.

Each investment case is unique — in some we expect earnings and dividend growth to drive returns,
while others are likely to enjoy a re-rating off remarkably low valuation multiples. In addition there is
a growing list of companies that have their own levers to pull to unlock what we believe to be
extraordinary value that to date remains trapped. It is these companies, some of which are holding
company structures, where we believe proactive management teams have an ability to generate
outsized returns for their shareholders. The future is always uncertain, but we take comfort in current
valuations for the large majority of our portfolio holdings, and believe patience is likely to be well

rewarded.

ClucasGray Equilibrium Prescient Fund

Our approach to managing the multi asset ClucasGray Equilibrium Prescient Fund has always been
to weigh up our analysis of prospective returns from underlying assets and asset classes against
expected South African inflation - our ultimate objective is to deliver sustained industry leading real
returns for our investors. We have adopted a dynamic approach to asset allocation, favoring those

assets we believe are best placed to deliver on our investment objective.



As illustrated below, the Fund has at different times since its inception favored different asset classes.
For a long period, we took advantage of high real yields in local fixed income, holding over 30% of
the portfolio in SA cash and bonds, a position that has steadily been reduced. Material interest rate
cuts have made cash a far less appealing asset class, so the majority of the funds income exposure
is invested in bonds, where we believe elevated starting yields should result in attractive prospective
real returns. More recently, following a period of sustained out performance from global equities, and
the limited prospective returns we forecast from current levels, we have reduced weightings
meaningfully to global equity. Countering that view, we increased the weightings to South African

equities, where we continue to believe prospective returns are more compelling.

ClucasGray Equilibrium Fund Asset Allocation
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Given our continued focus in the ClucasGray Equilibrium Prescient Fund to deliver returns well in

excess of inflation over time, South African bonds still make up a meaningful portion of the Fund.

Whilst the performance of both the ClucasGray Equity Prescient and ClucasGray Equilibrium
Prescient Funds against their respective peer groups are displayed on the monthly fund fact sheets,
we think the below chart showing the performance of the Equilibrium Fund against both peers and
inflation to be instructive. Since the inception of the fund in January 2015, the Fund has managed to

deliver on its investment objective of industry leading real returns for investors over time.



ClucasGray Equilibrium Prescient Fund vs Peers & Inflation
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In conclusion, we believe that the opportunity set within South African equities, and fixed income
remains very attractive, and have positioned the portfolios to take advantage thereof. Both the
ClucasGray Equilibrium Prescient Fund and the ClucasGray Equity Prescient Fund have
demonstrated an ability over many years since their respective inceptions, to deliver on their
investment objectives — industry leading real returns over sustained periods of time. Our view of the

prospective returns from current levels leads us to remain optimistic about the next few years.

DISCLAIMER

This document is for information purposes only and does not constitute or form part of any offer to issue or sell or any
solicitation of any offer to subscribe for or purchase any particular investments. Opinions expressed in this document may be
changed without notice at any time after publication. We therefore disclaim any liability for any loss, liability, damage (whether
direct or consequential) or expense of any nature whatsoever which may be suffered as a result of or which may be
attributable directly or indirectly to the use of or reliance upon the information.

There are risks involved in buying or selling any financial product.

Collective Investment Schemes in Securities (CIS) should be considered as medium to long-term investments. The value may
go up as well as down and past performance is not necessarily a guide to future performance. CIS’s are traded at the ruling
price and can engage in scrip lending and borrowing. A schedule of fees, charges and maximum commissions is available on
request from the Manager. There is no guarantee in respect of capital or returns in a portfolio. A CIS may be closed to new
investors in order for it to be managed more efficiently in accordance with its mandate. CIS prices are calculated on a net
asset basis, which is the total value of all the assets in the portfolio including any income accruals and less any permissible
deductions (brokerage, STT, VAT, auditor’s fees, bank charges, trustee and custodian fees and the annual management fee)
from the portfolio divided by the number of participatory interests (units) in issue. Forward pricing is used. Prescient
Management Company (RF) (Pty) Ltd is registered and approved under the Collective Investment Schemes Control Act
(No.45 of 2002). For any additional information such as fund prices, brochures and application forms please go to
www.prescient.co.za. Performance has been calculated using net NAV to NAV numbers with income reinvested. The
performance for each period shown reflects the return for investors who have been fully invested for that period. Individual
investor performance may differ as a result of initial fees, the actual investment date, the date of reinvestments and dividend
withholding tax. Full performance calculations are available from the manager on request.

ClucasGray Asset Management (Pty) Ltd is an independent investment management company registered in South Africa,
company registration number 2019/060149/07 and authorised financial services provider under the Financial Sector Conduct
Authority (FSCA) registration number 50733. The main business of ClucasGray is the provision of investment management
services to private and institutional clients.

Annualised performance: Annualised performance shows longer term performance rescaled to a 1-year period. Annualised
performance is the average return per year over the period. Actual annual figures are available to the investor on request
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