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Domestic Domestic Domestic Domestic EconomicsEconomicsEconomicsEconomics    

    Interest RatesInterest RatesInterest RatesInterest Rates    InflationInflationInflationInflation    CurrencyCurrencyCurrencyCurrency    

The past quarterThe past quarterThe past quarterThe past quarter    

The SARB reduced the repo rate by 50 basis points to 6.5% 

at the March MPC meeting. The move came after the 

inflation outlook improved significantly. 

 

Inflation has tended to surprise on the downside recently, 

largely as a result of the positive effect of the strong rand 

on imported goods and on food prices. CPI fell back within 

the target range (3% - 6%) in February, to 5.7%. 

The rand has continued to largely shadow global risk 

appetite. It came under a bit of pressure in February as 

concerns about Greece led to some retreat from risky assets, 

but has since retraced to stronger levels once more. The rand 

closed the quarter at R7.28 per US dollar, a bit stronger than 

its 2009 close of R7.40. 

Looking forwardLooking forwardLooking forwardLooking forward    

With the repo rate at an all-time low, and despite a positive 

inflation outlook, interest rates have probably bottomed.  

With evidence that growth has turned the corner in SA, it 

seems likely that the SARB will leave rates on hold for a 

while. 

 

 

 

 

We believe that the market is still under-estimating the 

positive influences on inflation, especially that of the 

currency. While there will be some pressure on inflation 

from higher petrol and electricity prices, we still see CPI 

falling further to around 4.5% later this year. The biggest 

risk to the inflation outlook would be unexpected sharp 

rand weakening. 

We believe the rand’s moves will continue to be largely 

driven by global risk appetite. As the global recovery gains 

further traction, we think the rand will be supported for some 

time yet. Although we do expect the rand to start weakening 

at some stage, especially as dollar strength gains more 

traction, we see this as more likely towards year-end than in 

the coming quarter. 

 
Domestic Domestic Domestic Domestic EquitiesEquitiesEquitiesEquities    

    FinancialsFinancialsFinancialsFinancials    IndustrialsIndustrialsIndustrialsIndustrials    ResourcesResourcesResourcesResources    

The past quarterThe past quarterThe past quarterThe past quarter    Financials led the market with a 9.9% return.  Industrials returned 4.4% for the quarter. Resources returned 2.1% for the quarter. 

Looking forwardLooking forwardLooking forwardLooking forward    

Banks led the financial index upwards, returning 12.2% for 
the quarter. Despite the recent run banks remain attractive, 
trading at price-to-book ratios of 2 and forward price 
earnings ratios of 10.  
 
South African banks remain well-capitalised and offer good 
earnings growth prospects driven initially by an unwinding 
of the impairment provision and followed by advances 
growth as consumers respond to lower interest rates. 
 

We remain overweight industrials with our funds skewed 
towards rand-hedge counters that we consider to be 
attractively valued, such as MTN, Naspers, SABMiller, 
Richemont and Bidvest. These companies are globally 
diversified with best-in-class business models that should 
benefit from a depreciating rand. 
 
We continue to believe that global equities are more 
attractive than local equities. 

We remain underweight resources with the view that the 
upside to long-term valuations, based on mid-cycle earnings, 
is not attractive enough to justify higher exposures. 
Notwithstanding this view, we believe Sasol presents a good 
opportunity given its long-life assets, low cost base and the 
favourable long-term fundamentals of oil as a commodity. 
We have started adding to our Anglogold position. While 
gold and platinum producers are experiencing enormous 
cost pressures (labour and electricity), we believe that this is 
adequately discounted in the Anglogold share price. Further, 
one is not currently paying for the optionality of a weaker 
rand and future growth projects, which if successful, could be 
company transforming. 

 
        Domestic Domestic Domestic Domestic Fixed Income & PropertyFixed Income & PropertyFixed Income & PropertyFixed Income & Property    

    Money MarketMoney MarketMoney MarketMoney Market    BondsBondsBondsBonds    PropertyPropertyPropertyProperty    

The past quarterThe past quarterThe past quarterThe past quarter    

Money market rates, especially at the shorter end, traded 

largely sideways until the SARB cut the repo rate near the 

end of the quarter. The SARB’s move resulted in a shift 

downwards in market rates. 3-month Jibar ended March at 

6.67%, from 7.23% at end-2009. 

 

 

 

After a bit of a nervous start to the year, seemingly due to 

high supply from the large Budget deficit, bonds started 

improving as the inflation outlook improved and the rand 

remained strong. The market also got a fillip from the repo 

rate cut. The R157 yield ended the quarter at 7.95% from 

8.39% at end-2009, and the All Bond Index returned a 

healthy 4.4% over the quarter. 

Listed property experienced a very strong quarter on the 

back of much lower bond yields as well as a results season 

which did not spring too many negative surprises. The sector 

delivered a total return of 9.9% as not only the 50bps interest 

rate cut (and the accompanying downward movement in the 

rolling 10-year bond) assisted, but also less bearish guidance 

provided by management teams accompanying results 

releases. 



 

 HOUSE VIEW: MARCH 2010 

CLIENT SERVICE: 0800 22 11 77 FAX: (021) 680 2500 EMAIL: clientservice@coronation.co.za WEBSITE: www.coronation.com   
This document is for information purposes only and does not constitute or form part of any offer to issue or sell, or any solicitation of any offer to subscribe for or purchase any particular investment. Opinions expressed in this document may be changed without notice at any time after 
publication. We therefore disclaim any liability for any loss, liability, damage (whether direct or consequential) or expense of any nature whatsoever which may be suffered as a result of or which may be attributable, directly or indirectly, to the use of or reliance upon the information. This 
information is factually correct as at 31 March 2010. 

Looking forwardLooking forwardLooking forwardLooking forward    

On the view that the SARB is unlikely to cut rates further, 

we expect money market rates to trade largely sideways in 

the shorter term.  We think it unlikely that the SARB will 

raise rates before 2011. The FRAs are currently discounting 

the first rate hike in the second quarter of 2011. 

 

 

 

 

 

The outlook for bonds is mixed. Positives include the good 
inflation outlook and the rand, but among concerns we 
would note continued high supply of bonds as well as a 
rising trend in US bond yields. We would expect SA bond 
yields to range-trade in the shorter term as these factors 
largely offset each other in terms of influencing bond 
yields. 

Things seem to be improving on the ground, but commercial 
property is not entirely out of the woods yet. In the short term 
inflation may surprise on the downside as the currency 
remains strong, government borrowing may be less than 
anticipated and GDP growth may surprise on the upside. This 
leads us to believe that the positive momentum in the sector 
should remain, although this call is marginal as there are so 
many variables that could impact the macro economic 
environment. 

 
Global MarketsGlobal MarketsGlobal MarketsGlobal Markets    

The past quarterThe past quarterThe past quarterThe past quarter    

The first quarter was dominated by increasing concerns over sovereign credit risks. Having started with Dubai in late 2009 the so-called PIIGS (Portugal, Ireland, Italy, Greece and Spain), 
with Greece at the head of the queue, tested the credit markets and the unity of the European Union. Despite Greece putting in place the required ‘austerity package’ of budget cuts, 
political wrangling amongst its European partners failed to convince the market that the Union would provide a bail-out package. 
 
Ultimately, a deal which included the IMF was agreed upon. However at the time of writing, this too appeared to be in jeopardy. In addition, President Obama shocked the market in early 
January with the announcement of a 10-year tax for banks and a number of other harsh regulatory proposals. Nonetheless, it was not all bad news. After a volatile start to the quarter, the 
markets took encouragement from continued signs of economic recovery and the ongoing favourable monetary policy environment to recover strongly in March. In terms of regional 
equity performance, Japan was the best performing region rising 8.3% (in US dollar terms). North America also had a strong month ending up 5.5%. Asia ex-Japan returned 3.1% while a 
weakening euro resulted in a negative 1.7% for Europe (in US dollar terms). 
 

Looking forwardLooking forwardLooking forwardLooking forward    

We are clearly of the opinion that international equities offer the best relative attractions when compared to the alternatives of bonds or cash. The equity market participants’ concerns 
regarding the threat of stimulus withdrawal on global economic activity and the viability of public finances are masking the attractions of many companies. The equity market rating of 
these companies still fail to capture their strong fundamentals and, as suggested by the corporate bond market, this seems an unsustainable valuation relative to global bond markets. We 
would anticipate that this discrepancy will be narrowed as these strong characteristics continue to translate into attractive cash returns to shareholders in the form of dividends.  

 
Equity prices will not repeat last year’s dramatic rally for a long time, and there will of course be falls from time to time – sometimes even sharp ones. That said, we remain convinced that 
the poor equity returns over the past 10 years will not be an enduring trend. We predict that in 10 years’ time the compound returns from equities will be well ahead of that received by 
government bond holders. 

 

 


