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Despite the recent further accommodative policy actions of central banks globally, trade disputes (the 

USA being increasingly unpredictable) and geopolitical frictions remain key drivers of global economic 

markets. Markets just don’t like uncertainty! We believe that the easy money in equities has been 

made and that recent actions by central banks are offering us the time required to position portfolios 

towards greater market resilience, as global momentum slows. 

 

The prevailing global uncertainty, coupled with domestic concerns relating to consumer sentiment, 

business confidence, SOE demands, funding the NHI, a moribund economic environment and 

deteriorating tax revenue makes the upcoming Medium-Term Budget Statement (MTBS) one to watch 

very closely.   

 

National Treasury’s economic policy document setting out the political priorities and key reforms to be 

followed by South Africa in the quest for inclusive growth, economic transformation and increased 

competitiveness is welcome! That said, without the required political cohesion and institutional 

capacity to implement these priorities we will continue to “tilt at windmills”.  

 
Table 1: Total return of selected indices (all in ZAR) to 30 September 2019 

 Qtr % 1 Yr % 2 Yr %* 3 Yr %* 5 Yr %* 

SA Equity (J203T) -4.6 1.9 2.6 5.1 5.3 

SA Property (J253T) -4.4 -2.7 -9.4 -3.5 3.2 

SA Bonds (ALBI) 0.7 11.4 9.3 8.9 8.3 

SA Preference Shares (J251T) 2.8 19.9 11.8 9.3 8.0 

SA Cash (Call Deposit) 1.6 6.6 6.6 6.7 6.5 

SA Cons Inflation (CPI) ** 1.0 4.3 4.6 4.7 4.9 

      

MSCI World NR USD 8.1 9.1 12.8 13.9 13.7 

EPRA/NAREIT  Property TR USD 11.0 20.7 13.6 9.5 13.2 

FTSE WGBI USD 8.4 15.9 9.3 4.5 8.0 

BofAML USD Libor TR USD 8.1 9.7 8.1 5.0 7.2 

US BLS CPI USD ** 4.8 5.5 10.5 3.2 9.0 

      

* Returns are annualised / Source: Morningstar Direct 
**Inflation lags by 1 month due to data availability 

 
The FTSE/JSE All Share Index (J203T) fell -4.6% over the quarter, with resource (Resi10 Index -

7.3%) and financial (Fini15 Index -7.7%) counters faring worst. Industrial (Indi25 Index -2.3%) 

counters provided scant support during the period. Small (J202T – 3.2%) and Mid (J201T – 1.8%) cap 

shares fared better than their large cap (J200T – 5.2%) counterparts during the quarter. 
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Fixed-income assets continued to fare better than equities during the quarter, with SA bonds (ALBI) 

rising 0.7%, SA listed preference shares (J251T) returned 2.7% to tax-sensitive income investors and 

cash (SteFI) a steady 1.6%. SA listed property stocks (J253T) remain under pressure, delivering a 

loss of -4.4%. 

 
Table 2: ZAR movement against selected currencies to 30 September 2019 

 Rate Qtr % 1 Yr % 2 Yr %* 3 Yr %* 5 Yr %* 

USD 15.14 -7.4 -6.9 -5.7 -3.4 -6.1 

EUR 16.50 -3.0 -0.5 -1.5 -2.3 -3.0 

GBP 18.61 -4.0 -0.9 -1.6 -1.9 -0.4 

AUD 10.22 -3.4 -0.1 2.2 0.9 -0.7 

* Returns are annualised / Source: Iress 

 

ALLOCATING LOCAL ASSETS 
 
The SA Reserve Bank is understandably treading carefully around the level of interest rates at this time 

and we expect interest rates to be held at current levels in the short-term. With domestic CPI well 

contained (up 4.3% on a year ago in August) and the ZAR at levels where the risks are more 

symmetrical after a weak quarter, we do not discount marginally lower interest rates in the second half 

of 2019 as economic growth concerns take centre-stage against the background of a potentially 

unsupportive global environment.    

 

Domestic listed property fundamentals remain weak as tepid economic growth, high unemployment, 

depressed sentiment and competing needs keep consumers and tenants under pressure. We remain 

underweight the sector in the short-term as growth forecasts in the sector continue to be downgraded.  

 

Listed Preference Shares remain an important component of our holdings within the fixed-income sector 

for tax-sensitive income investors. While liquidity has tightened somewhat, the after-tax yield remains 

compelling and capital values have held up well over the past quarter. The sector remains an important 

component of a diversified client portfolio.  

 

 

The ZAR awaits direction from the MTBS, details as to the Eskom turnaround plan and the Moody’s 

rating review - all due in October. While some volatility is expected around these events, we are of the 

view that most of these events are largely priced in already. Any negative news-flow negatively 

influencing our current thinking is expected to cause spikes in the ZAR and bonds on the further 

outflows that would be triggered. We maintain an overweight position to offshore assets expecting the 

USD maintains its safe-haven status, global tensions to remain elevated and domestic reforms to 

remain wanting. 

 

 

With sentiment low and growth wanting, a focus on SA listed counters able to produce the required 

efficiencies and introduce additional growth vectors is our core focus. Any positive change in the current 

political, economic, sentiment, flow or trade conditions prevailing is likely to reward resilient SA Inc 

stocks handsomely from current levels.  

 

That said; we expect that global capital flows into emerging markets will be more selective in the short-

term, shunning those economies with weak economic fundamentals and heightened political risks. The 

SA market remains vulnerable in the short-term as a result. 

 

 
 

ALLOCATING OFFSHORE ASSETS 
 

Higher yielding emerging market debt is preferred to that of developed markets as accommodative 

policies from the US Fed and ECB (despite options being almost exhausted as global interest rates 
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plunge towards zero or below) provide an underpin. The search for yield globally by investors starved at 

home is expected to provide support for emerging market currencies against the USD in the current 

benign environment. Plunging bond yields and interest rates leave little room for intervention in the 

face of real global trauma in the future, resulted in global bonds returning 0.9% in USD for the quarter.  

 

 

It’s too early to call the top of the USD, but with US rates lower and growth converging with the rest of 

the world at lower levels, a more bearish USD narrative is to be expected. The EUR is unlikely to 

provide any comfort as rates remain in the basement, while the GBP offer little more than elevated 

levels of volatility as the Brexit agreement that will be in place eventually still remains a mystery. Still, 

the GBP and JPY do look attractive relative to the USD on a Purchasing Power Parity (PPP) basis over 

the medium-term.  

 

 

A supportive policy mix out of the USA and Europe, in an attempt to extend the current economic cycle, 

provided a quick fix for risk assets.  Despite additional Quantitative Easing (QE) and asset purchases 

from the ECB with an eye on its inflation target, business surveys confirm a bleak economic outlook, 

particularly in manufacturing. The UK continues to air new episodes of its local soap-drama, where a 

highly unpredictable election being seen as the most likely outcome if a deal can’t be agreed to with the 

EU. China continues to slow broadly, with economic growth still comfortably above that of the USA, 

creating the space needed to deal with a “determined” Trump on trade policy. With slowing global 

manufacturing already providing headwinds for Japan, the introduction of a consumption tax has new 

risks they can do without. 

 

Developed market equities (MSCI World Index) rose 0.5% over the past quarter in USD terms, with 

global listed property (NAREIT Global) rising 3.5%. Emerging markets (MSCI EM) underperformed 

developed alternatives, ending the quarter -4.3% lower. The MSCI South Africa Index declined by 

12.6% in USD terms, significantly underperforming the broader emerging market universe. Large cap, 

quality, value stocks are likely to provide more resilient should downside risks be amplified. Further 

diversification in gold and alternative / real assets (eg infrastructure) could also prove helpful.  
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Craig, Rolfe, Kim & Jonathan  
 
Website: www.cordatus.co.za 

Twitter:  @CordatusC 

Facebook: Cordatus Capital 

  

 

DISCLAIMER 

Cordatus Capital (Pty) Ltd is an authorised Financial Services Provider [FSP # 21263]. The content of 

this document and any information provided may be of a general nature and may not be based on any 

analysis of the investment objectives, financial situation or particular needs of the client (as defined in 

the Financial Advisory Intermediary Services Act). As a result, there may be limitations as to the 

appropriateness of any information given. It is therefore recommended that the client first obtain the 

appropriate legal, tax, investment or other professional advice and formulate an appropriate investment 

strategy that would suit the risk profile of the client prior to acting upon such information and to 

consider whether any recommendation is appropriate considering the client’s own objectives and 

particular needs. Any opinions, statements and any information made, whether written, oral or implied 

are expressed in good faith. The products discussed in this document, may or may not, be regulated by the 

FSCA. 


