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SA ASSET RETURNS Index Sep Q3 YTD '19 KEY SA INDICES Index Sep Q3 YTD '19

SA Equity (JSE Alsi) 8 277    0.2% -4.6% 7.1% SWIX 11 561  0.4% -4.3% 4.4%

SA Bonds 0.5% 0.7% 8.4% Large Caps (Top 40) 48 814  0.1% -5.1% 7.6%

SA Cash 0.6% 1.8% 5.5% Mid Caps 69 380  -0.2% -1.8% 2.4%

SA Property 0.3% -4.4% 1.3% Small Caps 46 161  2.2% -3.1% -4.7%

GLOBAL RETURNS (Rand) Index Sep Q3 YTD '19 SUPER SECTORS Index Sep Q3 YTD '19

Global Equity 2.0% 7.6% 23.1% Resources 24 916  -1.1% -6.4% 13.0%

Global Bonds -1.2% 8.8% 13.0% Industrials 75 357  -0.6% -2.4% 9.1%

Global Property 1.1% 12.3% 29.0% Financials 38 673  3.5% -6.8% -2.2%

CURRENCY Price Sep Q3 YTD '19 KEY COMMODITIES Price $ Sep Q3 YTD '19

Rand/USD 15.14 0.4% -7.0% -5.1% Brent Oil 59.25    1.4% -7.1% 7.5%

Rand/GBP 18.61 -0.7% -3.8% -1.5% Gold 1 472    -3.1% 4.5% 14.8%

Rand/Euro 16.50 1.2% -2.9% -0.2% Platinum 883       -5.4% 5.8% 11.0%

 

QUARTERLY REVIEW – Q3 2019 
I sometimes get asked why a lot of our commentary is focussed on the global environment as opposed to the 
South African macro backdrop and local drivers. The reality is that South African investments (and a large majority 
of businesses) take their cues more and more from global factors and this trend has gotten progressively more 
evident over the last two years. Trump’s tweets, trade wars, Brexit’s reverberations, accommodative central banks 
have become the daily market wrap writings with little attention paid to the local stock earnings release (or 
warning) or another story of management indiscretion. Markets have been constantly whipsawed week to week 
on these global drivers that we’ve seen in play for the past year now. The third quarter was no different. Take a 
quick glance at the Q1 winners, Q2 losers versus the Q3 winners. See a trend? It’s called volatility and it does not 
appear to be letting up. 

 

Q3 PERFORMANCE – Global returns trump local assets 

It is abundantly clear that good risk-based investing very simply starts with diversification. This idea is highlighted 
at almost every quarter review when identifying the outperformers against the underperformers and trend. For 
this quarter, and similarly as per the first quarter, global asset returns once again mitigated the pain felt in local 
equity markets.  
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Timeline of key events during Q3 

 

July – Saw a rough start to the second half of 2019 with almost every sector on the JSE coming under pressure, 
but especially any sector with any hint of cyclicality. The SARB highlighted these domestic risks and cut local 
interest rates by 25 basis points to 6.5%. The global drivers of the risk-off appetite revolved around the escalating 
trade wars and their impact on the sustainability of global growth. US corporate earnings misses only added to 
the concerns surrounding the synchronised global slowdown. US equities held up well in the face of this 
uncertainty although largely in anticipation of the long-awaited first interest rate cut by the US Federal Reserve 
on July 31st.  

August – With many of the global economic indicators turning south, and US-Chinese trade tensions ratcheting 
higher, the sentiment remained one of risk-off for most of August. Political upheavals in both the UK ahead of the 
looming Brexit deadline and Hong Kong uprisings also fuelled already jittery markets. Locally a lot of the dailies 
featured Eskom’s plight as its debt burden threatened South Africa’s credit worthiness. Foreigners dumped both 
SA equities and bonds alike as the domestic macro environment worsened which further contributed to rand 
weakness. The USD/ZAR ended the month at 15.20, almost 6% lower, and masked the poor global returns through 
pure translation gains. The sell-off in the SA equity market was once again broad-based, property stocks faring 
worst of all, only the safe-haven precious metal stocks put in a second consecutive stellar month.  

September – Markets staged a modest recovery in anticipation of a US-China trade deal in October as well as 
renewed optimism that the reinstituted US accommodative monetary easing will extend the already very late 
cycle even further. Domestically the JSE found solace in the unexpected benign comments from Moodys ahead of 
their review in November whilst the rand also fought a good fight intra-month as SA recorded a surprisingly robust 
trade surplus in August on improved commodity exports. However the rally did falter into month end as the dollar 
found safe-haven support reaching year-to-date highs and despite the US Fed cutting rates for a second time this 
quarter by 25bps to 2% on September 18th. Badly beaten sectors such as SA Property and Financials found strong 
support in September on cheap valuations.  
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Q3 MARKET DRIVERS 

As mentioned, South African markets have become so intricately tied to global levers with the ripple affect even 
more impactful thanks in large part to our liquid markets and currency. The main drivers for this third quarter have 
been building throughout 2019 and will no doubt continue to dominate headlines into 2020. With that said, the 
global backdrop has not been all too helpful for this quarter.  

Domestically the picture remains bleak although it becomes a question of whether we are at rock bottom yet. 
Some key risk events will be highlighted in the coming months with the Medium-Term Budget Policy Statement 
(MTBPS) on October 30th, coupled with the October Brexit deadline and followed by Moody’s sovereign credit 
review on or near November 1st. In short, not a lot of good news and some that may have the capacity to unravel 
any short term optimism. Moody’s being the only credit rating agency that hasn’t downgraded South African 
bonds to “junk” and should it do so will result in the expulsion of SA bonds from Citigroup’s World Government 
Bond Index (estimated to be in the tune of $14 billion by Bank of America). Never mind the consequential impact 
of making it far more expensive for our government and SOEs to borrow externally to stay afloat. The expectation 
is for a downgrade in outlook (currently on stable) but not necessarily the full launch of a junk downgrade. 

Given that most of these drivers are merely a follow up from previous quarters, we provide the following summary: 

Global Drivers fuel uncertainty, threaten global growth and an already very late cycle 

Downside Drivers:  

 Global protectionism is here to stay which typically undermines global growth 

 Weak global manufacturing data sounds the alarm bells 

 The inverted US yield curve and the message it typically conveys 

 US corporate earnings begin to wobble 

Upside Drivers: 

 Accommodative monetary policy has the potential to extend the already very long late cycle 

 The synchronised global slowdown can be finessed into a softer landing, China leads by example. 

 The US macro environment remains broadly supportive – Trump will do his best to prolong this into 
November 2020 elections but needs the Fed to play ball 

Domestic Drivers highlight a fragile economy that begs the question whether we’re at rock bottom  

Downside Drivers:  

 The SA macro environment is close to, if not at, rock bottom 

 The strong dollar does not bode well for Emerging Markets or commodity prices  

 SA corporates are wilting and waiting for rain (policy reforms) to stimulate growth 

Upside Drivers: 

 So much bad news is built into expectations, share prices and the bond market 

 Cheap valuations and exciting dividend yields! Beaten up sectors like SA property and banks find support. 

 Foreigners have largely exited already, the seepage will eventually dry up 

 An easing US Fed means the SA carry gets noticed once again in the hunt for yield 

 Inflation is in check and that’s a good thing! 
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Seven charts that identify the drivers at play 

Global Manufacturing slows down sharply  impacting global growth  

 

Hopes riding on extending the cycle through accommodative monetary policy  

     

 

 

The current US expansion is the longest but not the largest , can the cycle be extended? 
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S&P500 corporate earnings fall from their 2018 peak and head negative in 2019  

 

Impact of the strong dollar, weak Europe and Trade Tariffs begin to take a bite  

  

China finesses a soft landing?  
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The JSE trades on an attractive valuation relative to trend and other Emerging Markets  

 

And at a dividend yield over 4% (>9% for JSAPY Property Index)  
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Source: Bloomberg 

Source: Bloomberg 

Q3 ASSET RETURNS 

 

1. SA Asset Classes 

The JSE suffers a broad sell-off on global uncertainty and poor domestic growth 

Over the quarter only cash and bonds posted positive returns from SA assets. This sub-trend growth on SA 
risk assets remains a feature over the past 5 years. Foreigners dumped SA banks and industrial miners with 
Anglo and BHP Billiton suffering heavy losses. Naspers spun off its international assets in the new listing 
Prosus and is subsequently down weighted in the JSE indices. Not even the listing inspired the great NAV 
unlock that many were predicting with both stocks suffering the global malaise. 

 

2. Sectors 

No place to hide besides defensives (Tobacco, Bevs, Healthcare, Food Producers)  

 

Top 10 Sectors (%) Q3 Bottom 10 Sectors (%) Q3

Equity Investment Instruments 20.6% Chemicals -25.6%

Tobacco 13.7% Household Goods -24.6%

Beverages 13.4% Fixed Line Telecommunications -23.4%

Construction & Materials 4.8% Industrial Metals -19.2%

Health Care Equipment & Services 3.5% Industrial Engineering -18.2%

Real Estate Investment Services 2.4% Pharmaceuticals and Biotech -13.2%

Electronic & Electrical Equipment 2.2% Media -11.9%

Nonlife Insurance -0.7% Forestry & Paper -11.5%

Food Producers -0.8% General Financial -8.9%

Automobiles -2.3% Travel & Leisure -7.9%
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Source: Bloomberg 

Source: RMB Global Markets 

Final figures adjusted in the following month 

3. Stocks 

Precious metals shine whilst property / retail battles the low growth environment 

 
 

4. Portfolio Flows 

Foreigners dump SA equities and bonds in Q3, although aligned with EM sell -off 

Foreign investors sold approximately R2.9bn in SA equities in September, compared to the R25.8bn in August.  
In the SA bond market, foreigners were net sellers of bonds of R2.6bn, an improvement on the almost R20bn 
that left our market in August. 

Although impactful, the sell-off in September was in line with portfolio outflows from all Emerging Markets. 

 

 

 

 

 

 

 

 

 

 

 

5. Commodity Prices and Emerging Markets 

Oil prices, base metals and EM relinquish some YTD gains on the strong dollar 
and slowing global growth 

Precious metal prices continue to outperform the commodities basket, buoyed by expectations of further rate 
cuts by the US Federal Reserve. 

Top 10 Shares (%) Q3 Bottom 10 Shares (%) Q3

Pioneer Foods Group 53.6% Delta Property Fund -70.0%

Capital & Regional 46.5% Rebosis Property Fund -54.0%

Northam Platinum 40.9% Accelerate Property Fund -40.3%

Trencor 37.4% EOH Holdings -38.7%

Impala Platinum Holdings 36.6% Blue Label Telecoms -38.6%

Harmony Gold Mining Co 36.4% Intu Properties -38.6%

Wilson Bayly Holmes-Ovcon 30.0% AfroCentric Investment Corp -36.4%

Sibanye Gold 25.2% Stadio Holdings -32.0%

Trustco Group Holdings 24.7% Sappi -31.6%

Clover Industries 22.5% Massmart Holdings -29.5%
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Source: Bloomberg 

Source: Bloomberg 

Although oil prices fell over 7% in the quarter the market was volatile and plagued with geopolitical tension 
and supply shocks. The seizure of a UK tanker by Iran in July was followed by a series of drone strikes on the 
world’s largest oil processing facility in Saudi Arabia, temporarily threatening oil supply and prompted a 
kneejerk spike in prices. Saudi Arabia was however very quick to recover this lost production and markets 
traded back into range within a few weeks.  

Demand remains the worry for the liquid commodity as the impact of trade tariffs will no doubt hinder an 
already fragile global growth outlook. 

These attacks in the Middle East have however fuelled already tense relations between Iran and the US as 
well as highlighted the vulnerability of this area and the potential impact on short term supply. 

Emerging markets as a whole were sold almost indiscriminately as the global risk appetite waxed and waned 
in response to the trade negotiations, political tensions and strong dollar. Turkish stocks rebounded sharply 
in September following a torrid 18 month period, although gains are likely to be short-lived as unrest with 
Syria has resumed following the exit of US troops as well as US sanctions targeted at the unpredictable 
Turkish President Erdogan. 

 
 

6. Global Markets 

Developed markets continue to outperform Emerging markets on hopes that 
accommodative Monetary Policy extends the cycle 

 
 

KEY COMMODITIES Price $ Sep Q3 YTD '19 EMERGING MARKETS ($) Sep Q3 YTD '19

Brent Oil 59.25    1.4% -7.1% 7.5% MSCI Emerging Markets 1.9% -4.2% 6.1%

West Texas Oil 54.07    -1.5% -7.1% 12.1% MSCI South Africa -1.1% -12.4% -2.3%

Gold 1 472.5 -3.1% 4.5% 14.8% MSCI Brazil 2.5% -4.6% 10.6%

Platinum 883.1    -5.4% 5.8% 11.0% MSCI China 0.1% -4.7% 7.8%

Palladium 1 675.8 9.3% 9.0% 32.8% MSCI India 3.5% -5.0% 2.3%

Copper 5 695.3 0.7% -4.8% -4.3% MSCI Russia 3.3% -0.9% 30.3%

Iron Ore 62% 92.98    5.9% -17.5% 31.7% MSCI Turkey 12.5% 11.6% 10.4%

WORLD INDICES IN LOCAL CURRENCY Sep Q3 YTD '19

MSCI ACWI (DM+EM) ($) 2.1% 0.1% 16.7%

MSCI World Index (Dev $) 2.2% 0.6% 18.1%

MSCI Emerging Markets ($) 1.9% -4.2% 6.1%

MSCI South Africa ($) -1.1% -12.4% -2.3%

Europe - EuroStoxx 600 (€) 3.7% 2.7% 20.3%

Europe - EuroStoxx 50 (€) 4.3% 3.1% 22.9%

US - Dow Jones Indust 30 ($) 2.1% 1.8% 17.5%

US - NASDAQ ($) 0.5% 0.2% 21.6%

US - S&P 500 ($) 1.9% 1.7% 20.6%

UK - FTSE 100 (£) 2.9% 0.9% 14.1%

French - CAC 40 (€) 3.7% 2.7% 23.7%

Germany - DAX 30 (€) 4.1% 0.2% 17.7%

Hong Kong - Hang Seng (HK$) 1.9% -7.5% 4.3%

Japan - Nikkei 225 (JPY) 5.7% 3.0% 10.8%

China - Shanghai SE (yuan) 0.8% -1.4% 19.3%
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Source: Bloomberg 

Source: PortfolioMetrix, Bloomberg 

Source: PortfolioMetrix, Bloomberg 

LONGER PERIOD ASSET RETURNS 

Over the last five years SA risk assets have disappointingly failed to beat both cash and bond returns whilst global 
asset classes have been the great diversifier. SA bonds have been the consistent yielding asset, although this past 
one year has been a standout performance. 

 

 

THE SA MACROECONOMIC ENVIRONMENT 

GDP growth recovers in Q2 but remains stuck in first gear  
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Source: PortfolioMetrix, Bloomberg 

Source: PortfolioMetrix, Bloomberg 

Source: PortfolioMetrix, Bloomberg 

Inflation remains comfortably within bounds, SARB cuts repo to kick start growth  

 

Has business confidence hit rock bottom?  

 

SA unemployment has never looked this bad  
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Source: PortfolioMetrix, Bloomberg 

Source: PortfolioMetrix, Bloomberg 

Source: PortfolioMetrix, Bloomberg 

SA PMI and Manufacturing contract  

 

Retail sales show some signs of life 

 

Foreign reserves rise to a record on Eurobond debt proceeds, broadly positive 
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Source: PortfolioMetrix, Bloomberg 

Source: PortfolioMetrix, Bloomberg 

LOOKING AHEAD 

Brandon recently wrote an article titled “Uncertainty and the Global Economy” which I believe provides an 
excellent viewpoint of where we stand today and why despair is premature. As articulated in this piece, there are 
some vital ingredients missing from the mix that make today’s gloomy outlook far from certain. Much has been 
written of how long the current economic cycle has been and what the typical bellwether indicators such as the 
inverted US yield curve and contracting manufacturing inventories may be predicting. However a few mitigating 
factors are worth a second look and have the capacity to possibly extend this already long (but not necessarily 
large) expansion phase. 
 
Firstly the typical precursor to US recession is rising inflation as full employment puts upward pressure on wages 
which in turn is passed on to consumers. This is not visible, yet. Inflation in the US, as well as across the globe, 
has been contained. Secondly the excesses that we saw pre-GFC period are not building, a typical tell-tale sign of 
an asset bubble. And thirdly the shift into second gear of the global central bankers and the massive monetary 
stimulus currently at play has the propensity to extend the cycle beyond historical trend (possibly kicking the can 
further down the road, but that will be a topic for the future). 
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A word to the wise 

 
In this unpredictable environment that we currently find ourselves, it has become obvious that one needs to have 
a global perspective. The reality is that global trends have a material influence on domestic markets and one 
needs to mindful of a more balanced view when evaluating the attractiveness of investment opportunities – both 
locally and abroad. Risks and uncertainty have become the new normal, however so much pessimism and short-
term noise has been factored into South African markets already. Although it would be amiss to believe that it’s 
all plain sailing from here, far from it, however it only takes a few small “wins” for the tide to turn. 
 
That said, South Africa continues to face idiosyncratic challenges and it makes sense to prepare for a tough 
environment in 2020 and possibly beyond by keeping a balanced and diversified view.  In the absence of growth 
and policy certainty, don’t forget about yield. The importance of dividends is highlighted particularly in low total 
return environments. Furthermore the global thirst for yield pick-up has become ever more challenging in the 
fixed income space with global fixed income yields at multi-year lows (almost a third of sovereign bonds in 
issuance are in negative yield territory). SA asset classes are yield outliers with SA bonds reflecting one of the 
highest yield opportunities in the Emerging Market space – both in nominal and real yield terms. This gives some 
confidence that there is already a decent margin of safety to an ultimate credit rating downgrade. 
 

 

 
 

  
 

 
PortfolioMetrix (Pty) Ltd is an Authorised Financial Services Provider in South Africa. The information contained is given for information purposes 

only and is not intended to constitute financial, legal, tax, investment or other professional advice and should not be relied upon as such. 
Investments can go down as well as up and past performance is not a guide to the future. Data sourced from Bloomberg, FactSet, IMF, Investec 

Asset Management, Investec Securities, RMB Global Markets, TRowe Price, Schroders and SA dailies 


