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Uncertainty in equity markets will prevail in 2022 - be prepared! 
 

This newsletter was originally written in July 2017. Prima has realised that our clients' have 
experienced uncertainty regarding recent declines in equity markets. Consequently, Prima 
has updated the figures and information in the July 2017 newsletter to give our clients some 
context and comfort to handle the current volatile nature of the equity market.  
 
Investments in equities are inherently volatile, unpredictable over the short term, and 
influenced by many external factors beyond our control. The only thing we know for certain is 
that the market price of equity will decline over certain periods and increase over other 
periods. No one knows exactly how long these periods will last or how big the declines or 
increases will be. All we know is that they are bound to happen. During political and 
economic uncertainty, investors become more aware of the impact that external factors have 
on their investments and become uncertain about their investments. Prima would like to 
address some questions clients have so that they can remain calm in these uncertain times. 
 
If equity portfolios are so volatile, then why put me through this? 
 
Listed equity is one of the few investment assets that have outperformed inflation over the 
long term. The reason why equity investments continue to grow over the long term is the 
increasing demand for goods and services from a growing world population. Quality 
companies will continue to grow over the long term along with an increasing demand for their 
goods and services. These companies strive to enhance their profit by continuously 
improving their businesses, which in the long run, leads to higher earnings and higher equity 
prices. 
 
Why is it important to outperform inflation? 
 
If an investment's return is less than inflation, inflation will reduce the purchasing power of 
the capital. e.g., if one invests R 100 000 a year at a 7% interest rate and the interest is 
withdrawn monthly, the market value of the investment is still R 100 000 after one year. 
However, in an inflationary environment, the prices of goods and services will increase 
annually. The R 100, 000 can therefore buy fewer goods after a year. To maintain and 
protect the purchasing power of your rand, investments must at least keep pace with 
inflation. 
  
  



 

 
If we know there is a possibility that the equity market will decline, is it not better to 
invest all your money in the money market until after the decline? 
 
Firstly, nobody is sure how long a downturn in equity prices will last. Therefore, the precise 
timing of such an event is paramount to guessing. Secondly, there have been bear equity 
markets where interest rates have declined close to zero percent and have stayed at that 
level long after the equity market has recovered. Thirdly, Prima invests in individual stocks 
and not in the entire stock exchange. At an individual stock level, we get good long-term 
buying opportunities during periods of a declining market. We get the chance to buy quality 
companies at cheap prices. These companies' share prices can turn around just as quickly 
and show excellent growth. If we did not buy, we would lose out on growth. Therefore, we 
should take advantage of buying opportunities when they occur, even if there is a chance 
that the share price may fall further. 
 
What should we do then? 
 
Prima fully understands clients' emotions that stem from a volatile equity market, especially 
a declining one. It is critical for investors to manage these emotions so that they do not 
implement destructive investment decisions. The following actions are essential and will 
provide the necessary guidance to clients: 
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Client Prima 

Understand and accept that equity markets 
are volatile in nature - volatility is a given. 
 

Prima cannot prevent volatility in the 
portfolios over the short term. 

Understand and accept that there will be 
periods of declines in market values. 

Prima manages asset allocation to the best 
of our ability to limit declines in market 
values, but we cannot eliminate them. We 
are applying cash to buy more equity to 
accelerate the recovery of the portfolios and 
increase return potential thereafter. 

Understand that declines in market values 
are not the same as capital losses; declines 
in market values only become capital losses 
if the investor withdraws the money or the 
company goes bankrupt. Thus, resist the 
temptation to withdraw the investment 
because the market value has declined. 

If investors withdraw their money in a 
declining stock market, Prima cannot 
protect investors from capital losses. Prima 
invests in good quality companies, and we 
are prepared to wait to unlock the growth 
potential. We need our clients to wait with 
us. 

Assume that the investment environment is 
unpredictable. 

Prima diversifies portfolios between 
different industries, geographical areas, and 



 

asset classes. We do not try to predict what 
will happen, but rather try to structure 
portfolios that are not entirely dependent on 
a specific outcome in the investment 
environment. 

Maintain a long-term investment outlook. 
Do not let short term volatility hinder your 
long term outlook. 

Prima manages portfolios with a long term 
investment objective so that our clients 
investment portfolio  outperform inflation 
over the long-term. 

 
These actions will be to your advantage over the long term and are worth undertaking. 
 
What can we learn from history? 
 
Historical figures are not a guarantee of future returns but are used as guidance in the graph 
below to illustrate the short term and long term nature of the stock market. The graph below 
shows the historical returns of the Johannesburg Stock Exchange (JSE) All-Share Index 
after dividends have been reinvested. 
 

Historical return of JSE All-Share Index 

 
 
Over the short term, volatility in stock markets can be huge. Examples of periods where 
declines in the stock markets caused great panic were 1998, 2002/2003, 2008 and 2020. 
After large bear markets, the market values of the portfolios can take up to 5 years to 
recover. 
 
If we look at the long-term picture, we see that despite sharp market declines over the short 
term, the trend is upward. This indicates that the stock market is growing sustainably over 
the long term. 
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Below is a detailed breakdown of the various assets and markets' annual return figures as % 
from 1996 onwards to give you an idea of historical volatility. Annual return figures look 
better because several good months neutralise the bad months. For example, in 2020 the 
Covid- year, the 4-month return was -33%, but the average for the year was a positive 7%.  
 

Year Money 
market 

Inflation SA Equities Global equities SA bonds 

1996 16.31% 9.52% 9.51% 42.24% 
 

1997 17.22% 6.21% -6.91% 17.75% 
 

1998 17.79% 9.06% -5.91% 45.65% 
 

1999 15.72% 2.14% 70.82% 30.04% 28.73% 

2000 10.95% 6.82% 0.35% 8.36% 19.44% 

2001 10.61% 4.67% 32.61% 31.19% 17.845 

2002 11.53% 12.44% -8.31% -43.38% 15.96% 

2003 12.78% 0.21% 16.08% 0.93% 18.07% 

2004 8.22% 3.54% 25.44% -3.25% 15.25% 

2005 7.54% 3.62% 47.25% 22.05% 10.80% 

2006 7.93% 5.83% 41.23% 31.16% 5.48% 

2007 10.11% 8.81% 19.19% 6.34% 4.21% 

2008 12.40% 9.61% -23.23% -19.76% 16.97% 

2009 8.90% 6.31% 32.13% 1.39% -0.99% 

2010 6.88% 3.47% 18.98% -1.65% 14.96% 

2011 5.77% 6.15% 2.57% 11.16% 8.82% 

2012 5.58% 5.67% 26.68% 18.04% 15.99% 

2013 5.32% 5.36% 21.43% 49.75% 0.64% 

2014 5.98% 5.33% 10.88% 13.04% 10.15% 

2015 6.42% 5.28% 5.13% 29.93% -3.93% 

2016 7.42% 6.72% 2.63% -6.31% 15.45% 

2017 7.53% 4.72% 20.95% 9.51% 10.22% 

2018 7.27% 4.51% -8.53% 3.23% 7.69% 

2019 7.26% 3.97% 12.05% 21.46% 10.32% 

2020 4.91% 3.06% 7.00% 19.52% 8.65% 

2021 3.79% 5.93% 29.23% 28.80% 8.40% 

2022 so far* 2.14% 3.10% -8.90% -16.57% -2.27% 

Average 
return** 

8.9% 5.5% 13.1% 10.0% 9.8% 

* For the period 31/12/2021 – 07/07/2022 
** The average return for the period 1996 to 2022 
 
  



 

From the table above, you will also see the value of diversification between the different 
asset classes. If you only invested in equities in 2002, the return was negative. For example, 
if there was a combination of equities, capital market bonds, and money market instruments, 
the return would have been much better. Also, note what happens to a person who makes 
investment decisions based on short term historical returns; in 2008, the return on shares 
was a negative -23.23%. If the client, then decided to withdraw money to invest in the money 
market he/she would have missed out on returns of 32.13% and 18.98% in the years that 
followed. 
 
Negative short-term returns cannot be used as a basis for investment decisions. 
 
To summarise 
 
It is important to be prepared for declines in market values of investments as well as periods 
of very low returns. These are normal phenomena in investment markets and are not 
something to worry about. Furthermore, declines in the equity market create good 
opportunities to buy shares in quality companies below their fair value. 
 
Prima cannot predict the future or control the markets. To protect our clients from huge 
capital losses, Prima invests in quality companies with sustainable earnings growth. Such 
companies are not exempt from large declines in stock prices, but their recovery and growth 
potential are better. Prima also keeps the investments as flexible as possible so we can 
make changes when needed. 
 
Prima encourages you to use a long-term perspective when investing in equity and not to 
allow short-term return figures to influence your investment decisions over the long term. A 
long-term perspective is more representative of the equity market's true nature and will allow 
you to be relaxed about the volatility of your equity investments, even in a declining stock 
market. The declines in the domestic and foreign equity markets are likely to continue. 
However, this will give us extraordinary buying opportunities in these markets. 
 
Prima Batebestuur 


