
 
 
 
 
 
 
 
 

 

 

 

 

 

Prudential Funds Commentary: month ended 31 July 2010 
 
Domestic Equity 
 
July proved to be a very strong month for domestic equity in a month which saw renewed optimism 
in global markets.  
 
Equity markets have rallied on the background of economic data from South Korea and Europe, 
together with strong data from the UK early in the month, all of which helped dampen fears of a 
global double dip recession. We have seen data surprising to the upside in many markets during 
the second quarter, and it would seem that the perceptions of pessimism are beginning to fade. 
 
The bulk of the Fund’s equity outperformance of the local exchange came from underweight 
positions in gold, platinum and precious metals. Gold has carried the temporary allure of being a 
safe haven asset class and with market investors being bolder the gold price has fallen, which, 
coupled with the rand appreciating against the USD, saw gold stocks falling on the month. Stock 
selection of the more robust gold miners also contributed to performance. Underweight positions in 
platinum together with stock selection within this sub-sector, also contributed to performance, with 
an overweight position in Impala Platinum returning 9.7% on the month.    
 
Another very significant contributor was Naspers, whose share price continues to be heavily 
influenced by its holding in Tencent, which in turn can be impacted in the shorter term on sentiment 
on China and Asia. Naspers returned 20% for the month after a fall in June surrounding concerns 
over Chinese regulation. 
 
Detractors to the Fund's performance over the month came from an overweight position in BTI, 
which whilst delivering a positive return for the period, still underperformed the index. This is not 
surprising given its defensive nature. Food producers such as Astral also detracted from 
performance as imports of foreign poultry during the world cup period raised an expectation of 
tighter profit margins in this market. 
 
Domestic Bonds 
 
The bond market enjoyed a strong month in July, evidenced by the fall in 10yr yields of 0.6% to 
close at 8.26% from 8.86% at the end of June. This was despite the SARB leaving the repo rate 
unchanged at the July meeting of the Monetary Policy Committee (MPC). The bond market 
benefited from a combination of favourable inflation data and the low level of global government 
bond yields which may have helped attach foreign inflows to the local market. Inflation (CPI) for the 
month of June dropped to 4.2%, down from the previous month's 4.6% and well below the 4.5% 
figure expected by economists.  Producer Price Inflation (PPI) jumped sharply to 9.4% from 6.8% 
in May materially exceeding the Consensus forecast of 7.4%. 
 
Although yields declined across bonds of all maturities, the failure of the MPC to reduce rates at its 
July meeting led shorter dated bonds to do less well than longer dated bonds.  Yields on 2-4 year 
maturity bonds declined about 0.4% against 0.6% for longer maturity issues.  
 
Two corporate bond issuers came to the market in July, both of which the Fund participated in. 
First-time issuer Ekhurhuleni Metropolitan Municipality (AA rated) came to the bond market with a 



 

 

 

 

10 year senior unsecured bond. This priced at 1.85% over the equivalent government bond. MTN 
issued a 7 year senior unsecured bond (A rated) priced at 1.69% over the equivalent government 
bond. 
 
Non-government bonds have been performing strongly in recent months and the Fund has been 
well positioned to benefit from this, having spent the previous 18 months accumulating such 
assets. Our analysis continues to indicate that there is further value from this sector to come over 
the medium term and the Fund's overweight position will continue to benefit performance against 
this backdrop. 
 
Domestic Property 
 
Listed property performed strongly over the month.  A large number of listed property stocks will 
report financial results in August.   Capital reported 10.3% y-o-y distribution growth for the six 
months ending 30 June 2010.  Growth in Capital’s distributions thus largely reflects robust 
increases in underlying commercial property rentals. The board of Capital expects distributions of 
between 9% and 11% for the full 2010 financial year based on their previous guidance of growth. 
 
Guidance from most listed funds draw attention to rising building vacancy factors and downward 
pressure on market rentals. Both indicators confirm the deterioration in physical property 
fundamentals. Sell side analysts expect distribution growth for the SA listed property index of 
around 7% over the next year. This represents a slow down in distribution growth from 8% in 2009 
and 12% in 2008.  
 
Domestic Money Market 
 
CPI surprised to the downside printing 4.2% yoy for June from 4.6% yoy in May.  Downward 
pressure came from lower goods and food price inflation which can largely be attributed to weak 
consumer demand.   
 
PPI for June surged to 9.4% yoy from 6.8% yoy in May due to the electricity price increase and the 
international commodity price increases.  The bond market rallied on the release of the CPI print 
but seemed rather unfazed by the release of the PPI numbers.  
  
Private sector credit extension for June increased by 0.92% yoy versus 0.8% yoy in May.  Growth 
in household credit is beginning to pick up as their balance sheets improve but corporate credit 
demand still remains subdued.  The bottom of the cycle may have been reached but credit growth 
is expected to be erratic as banks are still risk averse. 
 
The SARB's Monetary Policy Committee will meet in September to decide on interest rates. The 
FRA market is of the view that Rand strength and favourable CPI surprises will provide the MPC 
with an opportunity to cut interest rates.   
 
International Equity  
 
Global equity markets had a very strong month, with the MSCI World Index up 8.1% in USD terms, 
and the MSCI Emerging Markets index up 8.4%. 
 
Equity markets have rallied on the background of economic data from South Korea and from 
Europe, together with strong data from the UK early in the month, all of which helped dampen fears 
of a global double dip recession. We have seen data surprising to the upside in many markets 
during the second quarter, and it would seem that the perceptions of pessimism around a possible 
global economic episode of recession are beginning to fade. 
 



 

 

 

 

Whilst overall it was a strong month on the developed equity markets, global equities remain 
attractively priced on their long run earnings yields for the investor with an appropriate medium to 
long term investment outlook.  
 
Rand appreciation detracted from performance with the rand strengthening 5.2% against the USD 
for July. 
 
International Bonds 
 
Rand appreciation detracted from performance with the rand strengthening 5.2% against the USD 
for July, accounting for the negative return in rand terms, with the Fund’s international bonds 
performing well in their own currencies. 
 
The Fund's international fixed interest holdings are almost exclusively orientated towards corporate 
bonds and some cash, which accounted for the Fund’s strong performance against the Barclays 
Captial Global Aggregate Bond index. Corporate bond spreads remain elevated in a global context 
against a backdrop of stronger non-financial corporate balance sheets, where reduced cap-ex, 
dividend cuts and labour shedding have all led to lower levels of gearing and increased holdings of 
cash. In the medium term we would expect these spreads to return to a more normal level. 
 
 We temporarily sold down exposure in sovereign bonds in favour of cash following the strong 
performance from government bonds and we retained this position during the month; prospective 
returns over the next 3 to 5 years from many developed bond markets have become increasingly 
poor and in some cases probably no better than cash but with higher risk. For the time being, the 
intention is to maintain this cash exposure - it reduces the duration of the Fund and we think this is 
appropriate given the comments already made about the expensive nature of government bonds at 
present.  
 


