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THEM’S THE BREAKS

“I want you to know how sad I am to be giving up the best 

job in the world. But them’s the breaks.” 

Following one scandal too many, UK prime minister Boris 

Johnson stepped down in disgrace recently but left us this 

memorable line in his resignation speech. 

Sometimes, things just don’t go your way. 

Looking back on the first half of 2022, investors might similarly 

feel that everything that could go wrong, did (which, of course, 

is the original phrasing of Murphy’s Law).

The list of bad breaks this year is long but well known:

• China continues to follow a zero-Covid strategy. Hard 

lockdowns brought the world’s number two economy 

to virtual standstill at times, disrupting supply chains in 

places thousands of kilometers away.

• Russia’s invasion of Ukraine sent food and energy prices 

soaring, putting upward pressure on inflation and raising 

the cost of living across the world, particularly for the poor.

• Global inflation was already surprisingly high and persistent 

before the above two factors made things worse.

• In response to high inflation and fears of it becoming 

entrenched, central banks are hiking aggressively. The 

most important central bank of all, the US Federal Reserve, 

will likely take its policy rate from 0% at the start of the 

year to above 3% by the end, a historically rapid increase. 

• All of the above act as a drag on global economic activity, 

and the risks of major economies slipping into recession 

in the next year have increased. 

BREAKING POINT

To this list South Africans can also add devastating flooding in 

KZN, stage 6 loadshedding, and a general feeling that no one 

is steering the ship, that we are floating aimlessly, buffeted 

by one storm after the other. 

The rand is also sharply weaker in recent weeks. Many South 

Africans see it as the country’s share price, incorrectly so. 

The rand is weaker mostly because the dollar is stronger in 

response to higher US interest rates and rising risk aversion. 

A weak rand does make imported items more expensive, 

but it also boosts export revenues and the value of offshore 

investments. On a net basis, a weaker rand is probably good 

for the country. 

FIRST HALF FLOP

It is no wonder that the first half of the year was the worst in 

decades for global investors. Global equities lost 20% in the 

first six months and global bonds 14% in dollars. Cash returns 

are rising with short-term interest rates but remain low in 

absolute terms. Therefore, investors had almost nowhere to 

hide. Add in the fact that inflation is at multi-decade highs in 

Europe and North America, and dollar-based investors’ real 

returns were truly abominable in the first half of 2022. 

Chart 1: Asset class returns in 2022, US$
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However, these are the headline index returns. There are many 

investments that fared much worse. The more speculative and 

overhyped the asset, the harder the fall has been. Technology 

shares fell further than old economy shares, while crypto 

completely crashed. It is easy to find portfolios that have 

halved in the first half. The old saying of “if it looks too good 

to be true…” has once again proven its worth. You can’t speed 

up wealth creation through investing. It takes time and there 

are no shortcuts. 

IT PAYS TO BE CHEAP

Perhaps surprisingly, South African investors were somewhat 

better off in the first half. Our equities and bonds did not 

escape the global sell-off, but because they were cheap to 

start with, have suffered less. To use an example, the South 

African and US 10-year bond yields both jumped by around 

1.5 percentage points in the first half. For the South African 

bond, that meant rising from 9% to 10.5%. But for the US 

bond, it meant doubling from 1.5% to 3%. And since yields 

and prices moved in opposite directions, US bondholders 

suffered massive capital losses. On top of that, the interest 

income they are earning is relatively small while for the SA 

bond, the interest income will be a sizable 9%. 

The relative outperformance of South African assets means 

that the decision not to rush offshore when Regulation 28 

was relaxed has so far paid off. 

GOOD BREAKS

There is some good news amid all the bad breaks. In fact, there 

always is since every crisis creates opportunities. Indeed, Boris 

Johnson himself is known for saying, “There are no disasters, 

only opportunities.” He did add that “… indeed, there are 

always opportunities for fresh disasters” but let’s leave that 

aside for now!

There are signs of easing goods inflation. Global food and fuel 

prices are well off their highs, shipping costs are lower, supply 

chains are becoming unblocked and consumer demand for 

durable goods is moderating. The big question facing the 

Federal Reserve and other central banks is whether service 

inflation faces sustained upward pressure from strong housing 

markets, rising wages, and a recovery in demand for services 

such as travel and leisure. 

If a recession does happen, it is likely to be relatively mild 

in the main developed countries. Household and company 

balance sheets are generally in good shape. There were 

few signs of excessive leverage and irrational exuberance. 

The deepest recessions are usually associated with banking 

crises that follow a build-up of bad loans, typically linked to a 

property bubble. While there have been property booms in 

most developed countries, generally borrowers and lenders 

have been well behaved. To use the US as an example, most 

mortgages have been of a high quality in contrast to the 

sub-prime borrowing binge of the previous housing boom. 

Banks, under the eagle eyes of regulators and still scarred by 

the near-death experience of the 2008 crisis, have maintained 

sufficient capital buffers.  

Market sell-offs present opportunities to buy asset classes and 

individual securities at more attractive levels. Current valuations 

are now at or below longer-term averages for the main global 

asset classes, and this bodes well for longer-term returns. 

In the case of South African asset classes, valuations remain 

below long-term averages. The forward price-to-earnings ratio 

of the SA equity market, for instance, is in the single digits 

and already at levels usually seen during bad recessions. A 

lot of bad news is priced in already. 

Chart 2: Forward price: earnings ratio for major benchmarks
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STAYING THE COURSE, OF COURSE

As a rule of thumb, below-average starting valuations result 

in above-average returns. Unfortunately, this doesn’t tell 

us anything about what the market will do in the next few 

months, which is what most people would want to know right 

now. The reality is no-one knows. This uncertainty is inherent 

to investing and underscores the extremely valuable role 
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financial advisers play in managing investors’ psychology as 

much as their money. 

Similarly, our approach remains to temper this volatility with 

appropriate diversification. We use valuations, not forecasts 

about an unknowable future, to guide asset allocation. This 

helps to get the odds on our side in managing our clients’ 

assets, but also requires patience all round.

In contrast to another famous Johnson quote – “My policy on 

cake is pro having it and pro eating it” – the trade-off between 

short-term volatility, as we’ve been experiencing, and long-

term real returns is unavoidable. There is no free lunch; cake 

must be eaten or had. 

We all know how important it is to stay invested, to buy low 

and sell high, and that “time in the markets beats timing the 

markets,” but we all struggle to do it when the emotions of 

greed and fear are running high. That is why investing is said 

to be simple, but not easy. Them’s the breaks, unfortunately. 


