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IThere have recently been fears about South Africa’s fiscal debt situation and with it,
the suggestion that investors move all their money into offshore equities. Before doing
so, investors should carefully consider countries that have been through a similar
situation and how their equity markets fared. 

Turkey has been struggling from a fiscal and economic crisis resulting in the Turkish
Lira losing about 81% of its value relative to the Dollar since the beginning of 2019. This
was driven by excessive amounts of foreign denominated debt as well as a heavy
reliance on imports relative to exports. South Africa doesn’t face the same situation as
Turkey, the Turkish debt was largely denominated in foreign currencies so as the
Turkish Lira devalued, the debt became harder and harder to service. In contrast, most
South African debt is denominated in Rands so if the Rand decreases in value, the debt
burden remains unchanged.

Turkey does, however; provide a useful example for investors to consider when thinking
about their own investments. Is moving money offshore the only way to be protected
from similar crises? To answer this question, consider the performance of the FTSE
Turkey Index presented in the following chart. In the same way that stocks offer some
protection against inflation, they offer protection against currency devaluation too.
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Over this period, an investor would have received a total return of approximately 64%
p.a. in Turkish Lira terms! Such a return would have benefited the Turkish investor and
protected the value of their money as the Turkish Lira fell in value relative to the
Dollar. This can be seen more clearly in the following chart which illustrates the
performance of the FTSE Turkey index in Dollar terms, which shows that the Turkish
investor would still have benefited.
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Investors were also rewarded with a return of 16.26% p.a. in US Dollar terms.

Investors should be weary of focusing too much on a specific risk and a singular solution
when constructing a portfolio. It’s substantially better to maintain a well-diversified
portfolio to achieve the best trade-off between achieving protection against adverse
events while minimizing the opportunity cost.
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