
DUNCAN THERON JULY 2019

www.grayswan.co.za   l   021 852 9092 (CT)   l   011 431 0141 (JHB)

QUATRE

2019 Q2 
MARKET COMMENTARY

INVESTMENT CONSULTING  I  WEALTH MANAGEMENT  I  TREASURY SOLUTIONS

CHIEF EXECUTIVE OFFICER

QUATRE

A french ballet term meaning, four of something. 
GraySwan provides their perspective on each of the four financial quarters.

SA Inflation (y-o-y) 4.50%
ALSI Level   58,203.84
Prime Rate  10.25%
Overnight Call  6.74%
Gold Price (R/kg)  R640,371.02

Dollar / Rand Exchange Rate         R14.10
Euro / Rand Exchange Rate          R16.03 
British Pound / Rand Exchange Rate  R17.89
Brent Crude Oil ($/Barrel)         $64.41
Gold Price ($/OZ)                        $1,409.10JU

N
E 

LO
CA

L 
EC

O
N

O
M

IC
 

IN
D

IC
AT

O
RS

JU
N

E 
O

FF
SH

O
RE

 
EC

O
N

O
M

IC
 

IN
D

IC
AT

O
RS

We started the year anticipating the end of global quantitative easing (QE) and we also expected further US interest-
rate hikes. But now it seems that the US Federal Reserve (FED) have adopted a more dovish stance and as a result 
interest rate cuts may now be expected during the rest of the year.

Jerome Powell, Chairman of the US Fed has indicated that the case for accommodative policy has increased as the 
global economy slowed. The market expects a cut of 25bps (0.25%) at the end of July. 

Brexit has been delayed until October 31. It is hard to see how the potential appointment of Boris Johnson will improve 
the chances of an orderly exit. 

In general, equity markets pushed higher in the first half of 2019, despite uncertainties about the US / China trade wars, 
Brexit and all the fears of a US recession. 

The S&P 500 Index (a measure of the US share market) has now climbed more than 440% in total-return terms (price 
plus interest plus dividends) over the past ten years. The MSCI All Country World Index, a measure for the world’s 
broadest basket of shares in both developed and emerging countries has followed suit but has not been as strong 
as such and has produced a return of 300% over this period.  Next month will most probably mark the longest-ever 
economic expansion in the US of 121 months (the previous longest was 120 months and was for the period 1991 to 
2001).
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LOCAL ECONOMIC OVERVIEW

In early June, the news broke that South Africa’s Gross Domestic Product (GDP) contracted by much more than what 
was anticipated during the first quarter of 2019. A decline of roughly 1.6% was expected, but figures published put the 
contraction at 3.2%, the biggest quarterly fall in economic activity since the first quarter of 2009 when the economy 
tumbled by 6.1% as a result of the global financial crisis.

The chart below outlines that the most significant contractions came from the Mining-, Manufacturing- and Electricity 
sectors.

• The Agricultural sector, which declined by 13.2%, experienced a slowdown in the production of field crops (tobacco, 
sunflower seeds and wheat) and horticultural products like vegetables, citrus and deciduous fruits.

• Mining experienced a decline in diamond, iron ore and coal production which pulled the sector down 10.8%
• In total, 237,000 jobs were cut across the entire economy, of which the construction industry shed 142,000 – more 

than half of the total. Construction also only witnessed one quarter of positive growth over the last two years.

Only three sectors posted positive growth figures in 2019’s second quarter. 

It has not only been South Africa which have struggled - economic activity in the major emerging market economies has 
continued the decelerating trend that took hold late last year. The start of 2019 saw the largest number of emerging 
markets with negative growth (on a quarter-to-quarter basis) since the global financial crisis. It’s just been tough out 
there!

Financial planning is about more than just good advice or investment returns.
It’s about providing guidance that you can trust.
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“To invest with success, you must be a long-term investor.” 

 - John Clifton Bogle

LOCAL MARKET OVERVIEW

In the local markets, albeit that we have experienced a stumbling economy during the first 6 months of the year our 
stock market raced to its best start in 12 years. The All Share Index (ALSI) reached double digits (10%) by the end of 
June. Market giant Naspers, which accounts for 19% of the main index, contributed the most as it surged by 22%.

During the quarter under review,  the ALSI gained 3.92% from 1 April to end June 2019. The month of June specifically 
yielded 4.78%. SA Listed Property returned 4.52%, SA Fixed Rate Bonds 3.70%, SA Inflation Bonds 2.86%, and SA Money 
Market 1.80%. Local inflation came in at 1.73% for the quarter.

When we assess the various market sectors, the financial sector was the frontrunner producing 5.44% performance 
with Industrials yielding 4.01%:

In June alone, Resources moved up by 10.16% and Industrials by 3.76%. These movements can be attributed to the 
strong performance in the mining sector, as can be seen below when looking at the performance of the JSE Top-40 
for the first half of 2019, with Impala Platinum, Kumba Iron Ore, Anglo Platinum, Gold Fields and Anglo Gold Ashanti 
leading the way.
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“Patience, persistence and perspiration make an 
unbeatable combination for success. ” 

- Napoleon Hill

A number of companies took a 
beating, including Sasol, Shoprite, 
Vodacom and Pepkor. 

The Consumer Price Index (CPI) stayed 
steady, moving only by 10 basis points 
during the first quarter. The upward 
pressure came mainly from a slight 
rise in costs for housing & utilities, 
food and the fuel price.

Source: businesstech.co.za

IF OPPORTUNITY 
DOESN’T KNOCK, 
BUILD A DOOR.

“
“

- Milton Berle
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In April, the price for 95 octane petrol shot up by R1.31 per litre. This shock can be attributed to various factors coming 
into play at the same time: the Rand weakening against the Dollar, the increase in the price of Brent Crude Oil and the 
Fuel and Road Accident Fund Levies increasing by a combined 20c per litre. In May, the price increased again by 54c 
per litre still due to a weakening Rand and higher oil prices. June’s increase came as a relief as it was only 9c per litre, 
attributing the hike the introduction of carbon tax of 7c per litre.

Over the course of the second quarter, the price for 95ULP increased by R1,94 per litre, which, to no one’s surprise, put 
consumers under immense pressure:

“Challenges are what make life interesting. 
Overcoming them is what makes life meaningful.” 

- Joshua J. Marine

Source: AA
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The national elections have now come and gone, with the African National Congress receiving an overwhelming 
majority of the votes despite a 4.65% decline in support. The Democratic Alliance also lost support, but maintained 
the ‘official opposition’ badge. The support lost from these two parties made up a substantial gain for the Economic 
Freedom Fighters and the Freedom Front Plus, with both (considered by some as polar opposites) posting significant 
growth in support since 2014.

But with election results being anticipated and already priced into the market before it actually happened, our local 
investment markets did not move much as the results trickled in.

Voters are now waiting for some firm legal action against those accused of corruption. Once that becomes a reality 
(and should Moody’s not downgrade South Africa to junk status), together with better governance and management of 
our state-owned entities (including the embattled Eskom, Transnet and South African Airways), we might see economic 
activity increase and market sentiment looking up after a very long 8 to 9 years of going nowhere slowly.

ALL OUR CLIENTS HAVE ACCESS
TO OUR BEST VIEWS.

“In investing, experience is not only the best teacher, it’s the only teacher.”

- Charles D. Ellis
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OFFSHORE MARKET OVERVIEW

The MSCI All-Country World Index (a market capitalisation weighted index designed to provide a broad measure of 
equity-market performance throughout developed and emerging markets) returned 3.61% during the second quarter 
of 2019, yielding 6.55% in June alone.

                                       Source: MSCI

Emerging market shares had a volatile second quarter and is now lagging behind developed markets over the short, 
medium and even 10-year period. 

Other International equities underperformed the US markets, even as the US Dollar weakened. Developed markets as 
measured by the MSCI EAFE Index (a stock market index that is designed to measure the equity market performance 
of developed markets outside of the US & Canada), rose 3.97% for the quarter, driven by Germany, France and 
Switzerland. The UK disappointed with a decline in its equity market due to uncertainty surrounding Brexit and British 
Prime Minister Theresa May’s announced resignation.

The asset classes, investment managers and funds in which to invest and the cost 
thereof is just as important as how much you save for retirement.
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Source: MSCI

“The essence of investment management is the management of risks, 
not the management of returns.”

- Benjamin Graham

Our superior track record is proof of a successful and 
robust investment process that has been developed 

and enhanced over the past two decades.



QUATRE 2019 Q2 MARKET COMMENTARY

www.grayswan.co.za   l   021 852 9092 (CT)   l   011 431 0141 (JHB)

INVESTMENT CONSULTING  I  WEALTH MANAGEMENT  I  TREASURY SOLUTIONS

US-China trade tensions were rekindled in May as talks unexpectedly broke down and both sides implemented new 
tariffs. However, hopes for a resumption of talks post the G20 summit in June and rising expectations that the US 
Federal Reserve Bank will cut interest rates, provided support later in the period. 

China, the best performer last quarter, fell 6.6% on slowing data and trade tensions. In 2019, the standout performer 
has been Russia, with a 13.7% rally in the second quarter, a 29.2% rise for the year. A year-to-date rebound in oil 
coupled with a lower likelihood of US sanctions drove the emerging market economy’s stock market and currency 
soaring. 

Considering the dreaded US bond yield curve inversion (when the 3-month bond yield is higher than the yield on bonds 
with a longer duration, specifically the 10-year bond), this has, in the past, been a much-debated leading indicator of 
an economic recession. 

However, an interesting graph to ponder is the Federal Reserve Bank of St Louis’ ‘US recession probability forecast’.

Source: Federal Reserve Bank of St Louis

They have mostly been very accurate, as can be seen above, with false positives only in 2005 and two in the late 1970’s. 
According to this measure, as at the end of May, the probability for a recession in the US was only a low 0.98%.

Equities in the Eurozone, represented by the MSCI EMU (an equity index tracking the largest companies in the Eurozone, 
representing approximately 85% of the total market capitalisation of the Eurozone) gained 4.01% in Euro terms, after 
shooting up 10.04% in the first quarter. In June alone the index increased by 5.11%. In the long-run though, it has 
significantly underperformed against the MSCI World Index.

“...everything should be made as simple as possible, but not simpler.”
- Einstein
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                                             Source: MSCI

When comparing the MSCI EMU index with the MSCI USA index, this underperformance might be the result of the 
EMU Index being heavily weighted toward Financials, Industrials and Consumer Staples. Information Technology, a 
sector that has performed well, only accounts for 6% of the EMU index as opposed to 22% of the USA index:

Source: MSCI

As can also be seen, the USA index has less than half of the exposure to Energy and Materials (which have not had the 
best quarter) that the EMU index has.

We provide premium and tailor-made investment advisory services.
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LOOKING FORWARD

In our view, the appropriate investment mindset for the year ahead is one of caution, rather than pessimism.

The big unknown, of course, is how the evolving tariff war between the US and China will affect US economic growth 
and global trade in the months ahead. Even if the trade dispute temporarily subsides, investors will remain wary of 
tariffs already in place as trade wars ultimately damage the global economy.

Further, everyone continues to worry about whether a US recession is coming in the next 12 to 24 months? A very 
frequent rationale or reason for recessions historically has been an overexuberant economy, with rising inflation and an 
over-tightening US Fed but we probably won’t see such over-tightening as the latest comments has been very dovish.

Furthermore, there is deep seated anxiety that the bull market in US equities is on its last legs. Overall, we think the US 
economy will probably show further resiliency. The decline in interest rates may well provide further room for a last leg 
of strong share market performance. Albeit that we remain positive, we have implemented S&P 500 hedges to protect 
our client portfolios should this not be the case. 

An easing of trade tensions between the U.S. and China, together with a shift in the balance of risks toward a more 
dovish US Fed and therefore a potentially weaker US Dollar, might be a very good time to tilt portfolios more to 
emerging economies. A weaker US Dollar would also be a tailwind for emerging markets. We have already tilted our 
client portfolios to benefit from such should this scenario play out.

In general, we continue to favour local markets rather than offshore markets.  We have implemented Rand / US Dollar 
hedges to protect our client portfolios should the Rand strengthen from oversold levels. Such may be a contrarian view 
but we believe it to be the prudent one at this point. Local shares and property are not nearly as expensive as their US 
counterparts and our local money market and bond markets offer attractive real return opportunities. 

CONTACT US

If you have any questions regarding our Research, Investment Consulting, 
Wealth Management or Treasury Solutions services please contact us today.

As the most successful investor off all time, 
Warren Buffett puts it: 

“Risk comes from not knowing what you’re doing.”
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OUR CORE TEAM

The core of our investment team has been working together for more than a decade. Our collective investment 
experience exceeds 100 years of advising to and managing institutional client’s and private client’s assets in South 
Africa.
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UN PRI is an international investor 
initiative sponsored by the UN and 
based on six principles for responsible 
investments. The aim is to help investors 
actively to incorporate environmental, 
social and governance issues into their 
investments.
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