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Investor conﬁdence index
reﬂects higher conﬁdence
Economy

The opportunity in
volatile markets
Economy

South African institutional
investors have expressed a
strong improvement in conﬁdence in the latest Sanlam
Investment
Management
(SIM) investor conﬁdence
index – a monthly survey of
investor sentiment. Although
conﬁdence among ﬁnancial
advisers also improved, the
index reﬂected greater optimism about equity markets
among institutional investors than among advisers. The
most noticeable movements
in conﬁdence amongst institutional investors pertained
to expected returns and the
risk of a market crash.
Frederick White, head of
research at SIM, the asset manager within Sanlam Group
said that although advisors
remained negative about the
short term outlook for equity
returns, institutional investors have become positive on
all returns from a month to a
year. “For the ﬁrst time, since
the inception of the indices,
all the institutional respondents expected positive returns over 12 months and the
expectation of a market crash
has shown a dramatic decline,
with less investors anticipating a 1929-type crash in the
markets.”
“An impartial observer
would justiﬁably question the
rationality of the improved
sentiment among SA institutional investors,” says White.
The news ﬂow over the last
month on the US and global
economies has been worse
than expected and as a result, prominent economic
forecasters like the US FED
and the IMF have reduced
their outlook for economic
growth rates. White says that,
at the same time, corporate
earnings forecasts globally
have been downgraded and
during the last month, the
breadth of such downgrades
has increased. In addition,
local investors were confronted with the prospects

Frederick White: Head of research at SIM
of huge potential electricity
rate increases and the risk of
additional interest rate hikes
despite a clear slowing of the
local economy.
“But,” White says “the equity markets are seemingly
taking their cues from happenings in the USA and from
that perspective the one thing
that would support investors’ improved sentiment is
the vigour with which the US
FED continues to attack the
problems in the US ﬁnancial
system.”
“After ensuring a rescue
of Bear Sterns and signalling
that they are willing to go
to unusual lengths to support their economy and the
critically important ﬁnancial
system, a lot of people seem
to have formed the opinion
that the worst of the risk is
probably over,” says White.
Investors seem to believe that
although there might still be
losses and some negative surprises, a melt-down has probably been avoided.
“In addition to the positive
signals sent by the FED, the
absence of a large quantity
of negative news ﬂow from a
corporate perspective might
have contributed to luring
investors into what could still
prove to be a false sense of
security with regards to equity markets,” he says. “If the
initial results by the colossal

(and quite representative)
GE are anything to go by, investors’ newfound positive
outlook for markets might
be thoroughly tested over
the next couple of months,”
warns White.
Theo Vorster, chairman of
the Institute of Behavioural
Finance which runs the index
in conjunction with SIM, says
that the strong increase in the
one-year conﬁdence index
of institutional investors to
a level of 100% indicates the
effect of greater certainty and
clarity in terms of the risks
in international markets. He
does however believe that in
the underlying uncertainty
in the environment, it is
common that swings in conﬁdence could result in short
term volatility as we gain
greater visibility on the prospects going forward.
“The risk lies primarily in
the fact that as the market
starts to receive more current
information our view of the
international ﬁnancial system
may be inﬂuenced, since the
focus of investors are diverted
away from the Bear Sterns / JP
Morgan transaction and towards the most recent available information.”
“However, it is clear that
institutional Investors believe
that this period of uncertainly
will last months and perhaps
not years,” he concludes.

Inflation targets the world over
Our current inﬂation target of 3 – 6% CPIX was set in February 2000 by the
South African Reserve Bank, Treasury and Department of Finance. Current
expectations are that CPIX will fall back into this band by the fourth quater of
2009. According to data from STANLIB there are currently 23 countries in the
world that have an inﬂation target, and only 7 of these 23 are meeting their
target with more expected to join in future. South Africa has the highest target
range of the 23 countries.

It’s been a tough start to the
year – one day the markets
are down and the next they
bounce back. It makes a rocky
climate for many investors.
But there is also opportunity
in the crisis.
“We have all learnt, many
times, that every moment of
crisis is always also one of
opportunity,” says Max King,
Strategist at Investec Asset
Management.
STANLIB’s Paul Hansen
agrees. “Our view is that there
is plenty of risk out there,
plenty of danger because of
high uncertainty. However,
hand-in-hand with uncertainty and risk goes opportunity. The higher the perceived
risk, the higher the potential
opportunity for alert investors.”
STANLIB urges investors to
remain invested unless they
cannot handle the “heightened risk or uncertainty.
Those investors who are correctly positioned, suitably
diversiﬁed amongst all asset classes according to their
risk proﬁle, should remain
invested.”
But as King says, some lessons are “learnt easiest with
the beneﬁt of hindsight, rather than at the time.”
“The best deﬁnition of a

Markets may not
be at the absolute
low, but it would
require luck as well
as judgement to
pick that ... it will
be much harder to
buy on the way up
than now
contrarian opportunity is
when market momentum
has failed to take notice of
a change in direction of the
fundamentals. An increasing
gap then opens up between
what the market discounts
and what is actually happening.” King says that we are
now at that point.
“Markets may not be at the
absolute low, but it would
require luck as well as judgement to pick that. With the
Federal Reserve cutting interest rates and other Central
Banks sure to follow, it is a
time to embrace risk, not to
avoid it. Markets will recover
as quickly as they have fallen,
and it will be much harder
to buy on the way up than
now.”

Max King: Strategist at Investec Asset Management

INFLATION EXPECTATIONS
“According to the inﬂation expectations survey conducted on
behalf of the Bank by the Bureau for Economic Research (BER)
at the University of Stellenbosch, average CPIX inﬂation expectations for 2008 have increased from 5,9 per cent at the time of
the previous survey to 7,8 per cent, and for 2009 from 5,6 per
cent to 7,0 per cent. CPIX inﬂation is expected to average 6,7
per cent in 2010. Whereas ﬁnancial analysts expect inﬂation to
moderate to 5,9 per cent in 2009 and 5,4 per cent in 2010, business executives and trade union ofﬁcials expect inﬂation to average 7,5 per cent and 7,4 per cent in those years respectively.”
Reserve Bank Governor Tito Mboweni’s speech on 10 April 2008

