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This “un-comfortable and 

un-bearable” status-quo  is also

prevalent when we examine 

the rolling 5 years returns for 

Low Equity,  High Equity and 

General  Equity funds in the 

market.

The past month was more sweet than sour. Moody’s reviewed our credit rating from stable to negative

keeping as on investment grade. A negative outlook means the next move on the credit rating may be a

downgrade, which would leave South Africa without an investment-grade ranking for the first time in 25

years. The outlook would only change back to stable if it can be shown that government would stabilise

debt over the medium term. This can be done by reining in expenditure, improving tax compliance and

lifting potential economic growth. But the sight of captain Siya Kolisi holding the William Webb Ellis

trophy probably shifted our thoughts about Moody’s to the distant past.

 
The JSE All Share Index up by 3.14% for the month. This was on the back of global risk on trade. Over the

past 2-years global equity and the S&P 500 have been range bound. As for South African Investors this

“un-comfortable and un-bearable state of affairs” has been in place for almost 6-years now.  This is

illustrated in the chart below.
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SOUTH AFRICA HANG ON TO ITS LAST INVESTMENT-GRADE CREDIT

RATING

The funds noted above control at least 70% of all assets within the SA MA Low Equity Category.   While

most of them have a recent 5-year outcome that is close to that achieved by SA Cash, they are all

performing at their weakest ranges compared to prior 5-year periods.

For higher-risk strategies (SA High Equity & General Equity Funds) the picture of a tough prior 5-year

period becomes even more pronounced – the key message being that a significant amount of

investor capital is currently achieving investment return outcomes synonymous with the lowest / weakest

performance outcomes ever achieved on a rolling 5-year basis!

The allure of SA Cash is appealing, despite the fact that, future outcomes for SA Cash are close to their

peak, unless we encounter a meaningful hike in interest rates.

The ratings downgrade risk is already priced in. However, the deterioration of the fiscal deficit backdrop

over the long term is however not fully priced in, and may not be fully priced in, at least until the

fiscal deficit stabilisation strategy is announced during the main February 2020 budget statement.
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These fears of further negative discounting of the fiscal deficit deterioration over the long

term, appear to be more focused on the ZAR as well as SA Bonds, than they are

for SA Equities.
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Short term ZAR negative, with ZAR likely to remain around levels of +/-R14,50/USD$ to R15/USD$, if

domestic fundamentals are the only issue to  consider.  This however does not take into account the

support for ZAR strength  that is currently being  implied by the stronger external backdrop.

Asset class implications:
 

 

CPI impact likely to remain muted, as ZAR weakness unlikely to be of such intensity as to actually force

domestic inflation out of the current inflation tar-geting range, especially in the absence of demand 

up-lift pressures.
 

Short term Bonds negative, with yields for the generic-10-year expected to stabilise around 9,00%.

Taking both onshore-fundamental-trends as well as offshore-fundamental-trends, coupled with the

current global policy attitude towards defending the current global economic expansion through

various measures of fiscal-stimulus as well as monetary-stimulus, we remain of the view that, this is not

the environment to take up active bets against carefully selected and carefully test-ed benchmarks:

both absolute-return-benchmarks as well as relative-return-benchmarks. 

 
We continue to recommend that clients remain neutral across all asset classes, by retaining the

different asset class exposures at benchmark weight. 
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Selected Financial Market

Indicators (in ZAR)

Financial markets started to recover somewhat during October. There is more positive sentiment on the

movement of economic indicators that the global economy is likely not to go in a recession but rather a

healthy downturn. Signs of successful trade negotiations between the US and China that will bring an

end to the four year trade war between them, as well as some or other Brexit agreement had stabilised

the negative outlook. World equity prices started to improve again and bond rates eased. Despite the

devastating news on government finances in South Africa as was outlaid by the Minister of Finance

during his Medium Term Budget Policy Framework (MTBPF) speech at the end of the month, South

African share, bond and foreign exchange market improved strongly. The news of the decrease in the US

interest rate, Moody’s decision not to downgrade South Africa to junk status and expectations on the

President’s Investment summit in November helped positive movements on financial markets. On the JSE

the ALSI index ended the month  3.0% higher, the Rand/Dollar exchange rate recovered quickly back to

R14.70/$ and the bond index also ended positive. 

All indications are pointing towards growth prospects for the emerging countries in 2020 continues to

worsen due to a slowdown in export markets and the climate of uncertainty brought about by the US-

China trade war. This had brought uncertainty and increased the volatility of portfolio investments since

the end of last year. External financing conditions nevertheless are still favourable with an increase in net

investments into most emerging markets. In its regional research portal BNP Parabas has found that: “The

majority of countries have also eased monetary policy, and the pass-through of key policy rates to lending

rates is functioning rather well. Yet private sector debt has risen sharply over the past decade, which

could hamper monetary easing if credit risk were to rise.” 
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The announcement that the US economy had grown by 1.9% during the third quarter

(2.0% during the second quarter) supported the argument that the changes for the US

economy to go into recession. The Federal Reserve did cut its bank rate by another

0.25%, the third time this year, indicating that the US government will fine tune the

economy to keep economic growth in line with its target of 2.0% and the inflation rate

at 2.0%. The rate of inflation came in at 1.7% in September, lower than expectations.

The US economy had created another 188 000 jobs during October indicating that the

economy remains strong. These indicators contributed to a rally on Wall street as

equity indices once again reached record high levels with the S&P500 quickly broke

through the 3050 level (3 078). 

USA

In Europe, the European Central bank is still trying to stimulate the region’s economy,

although interest rates tend to be already in negative territory. The European Central

Bank had cut its bank rate in September, the first time since 2016, setting a record low

at -0.5 percent. The move was part of a broader stimulus package as Europe’s economy

slows down and it is the latest signal of concern about a potential global recession. The

package also includes a revival of the 20-billion-euro program to buy bonds for an

unlimited period, known as quantitative easing. The Eurozone economy grew 0.2

percent during the third quarter 2019. This is the same rate as the previous quarter and

slightly above market expectations of 0.1 percent, a flash estimate showed

EUROPE

During the month of October up to the MTBPF speech by Minister Mboweni, more

positive economic indicators had shown that the South African economy is recovering.

The inflation rate during September came down to 4.1%, from the previous months

2.3%. The rand exchange rate had appreciated during the first three weeks from

R15.17/$ at the beginning of October to as low as R14.55/$ and R14.65/ the day before

the MTBPS. Bond rates also came down strongly as the R186 at one stage had traded at

a level of 8.10%. The BER Business confidence index had recovered from 89.1 in August

to 92.4 in September showing some change in sentiment form the business

community. The Absa Manufacturing Purchasers Managers (PMI) index rose to 48.1 in

October 2019 from a revised 45.1 in the previous month, still pointing to a contraction in

the sector. 

South Africa's trade surplus rose to ZAR 5.16 billion in September of 2019 from a

downward revised ZAR 4.54 billion in the previous month and beating market

expectations of a ZAR 2 billion surplus. Imports declined at a faster 8.6 percent month-

over-month while exports fell 7.8 percent. This is an indication that the South African

economy is still under pressure as domestic demand dwindles, while foreign demand

for exports is also contracting.

South Africa

In its regional economic outlook for Asia and the Pacific, the International Monetary

Fund reported in its latest report in October 2019 that “ Although the region is still the

world’s fastest growing major region, contributing more than two-thirds to global

growth, near-term prospects have deteriorated noticeably since the April 2019 World

Economic Outlook, with risks skewed to the downside”. The growth rate for the region

was scaled down to 5.0% for 2019 and 5.1% in 2020. This is 0.4% and 0.5% lower than

previous projections. The report concluded that: “A marked deceleration in

merchandise trade and investment, driven by distortionary trade measures and an

uncertain policy environment, is weighing on activity, particularly in the manufacturing

sector.”
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