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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    

After having left repo rates flat for some months, the SARB 
reduced the repo rate by another 0.5% to 6% in 
September. 
 

CPI inflation has moved to below 4%. The lagged effects of 
the strong rand and low food prices continue to be the 
main drivers of the positive trend. 

The rand has appreciated strongly over the past few months, 
driven by a weaker US dollar and SA’s share of strong global 
inflows into emerging market assets. The rand moved from 
R/$7.67 at end June to below R/$7 by end September.  

Looking forwardLooking forwardLooking forwardLooking forward    

Most indicators support the notion that interest rates have 
bottomed. This is our core view. The main risk comes from 
the global side, where if the US dollar continues to weaken, 
the effect on the rand and inflation could spur another rate 
cut. 
 
 

We think inflation is probably troughing at present as base 
effects and a bottom in food prices should start seeing 
inflation edge higher. The rand remains the key risk for the 
inflation outlook. 

The rand should remain supported while global interest rates 
remain low and the US dollar remains weak. However, we are 
of the opinion that the rand is overvalued at current levels 
and on a medium-term view expect a depreciation. 

 
Domestic Domestic Domestic Domestic EquitEquitEquitEquitiesiesiesies    

    FinancialsFinancialsFinancialsFinancials    IndustrialsIndustrialsIndustrialsIndustrials    ResourcesResourcesResourcesResources    

The past quarterThe past quarterThe past quarterThe past quarter    
Financials returned 15.2% for the quarter. Industrials led the market higher returning 18.5% for the 

quarter. 
Resources returned 7.1% for the quarter. 

Looking forwardLooking forwardLooking forwardLooking forward    

Banks lagged the Financial Index returning 14.5% for the 
three month period. We remain overweight banks and have 
added to our position during the quarter. Although 
impairment provisions have been slow to normalise 
(impacted by debt counseling and a weaker economy), we 
believe valuations of the large, commercial banks are 
attractive at 10 times 1-year forward earnings and price-to-
book ratios of 1.8 times. 
 

We maintain a significant rand-hedge element in our 
portfolios, owning attractively valued, globally diversified 
businesses such as MTN, British American Tobacco, 
Naspers, Richemont, SABMiller and Bidvest. 
 
Consumer-facing businesses, most notably retailers, have 
been exceptional performers with share prices up nearly 4 
times on average since the start of the interest rate hike 
cycle in May 2006. The pendulum has swung from fear to 
greed with foreign investors being big buyers of South 
African retailers. This has culminated in Wal-Mart recently 
offering to buy Massmart Holdings for R148 per share for 
an implied 19.5 times price-to-earnings ratio. Wal-Mart 
itself trades on 12.5 times 1-year forward earnings with 
approximately 25% of its earnings derived from faster 
growing emerging markets. While emerging markets are in 
much better fiscal shape than their developed market peers 
and retailers benefit from a stronger rand and lower 
interest rates, we believe that this is more than discounted 
in the current share prices. Retailers no longer offer 
compelling value based on our assessment of mid-cycle 
earnings and we have sold-out of our retail exposure with 
the exception of Spar, Woolworths and Mr Price. We 
continue to find value in selected small caps with many 
trading at around 6 times our assessment of normalised 
earnings. Approximately a third of our portfolios are now 
invested in shares outside the ALSI40. 
 
We continue to believe that global equities are more 
attractive than local equities. When one considers the very 

Resources have now returned -4.7% over 3 years and while 
we remain underweight, valuations have become more 
reasonable based on our assessment of mid-cycle earnings. 
Our preferred resource exposure is via Sasol given its long-
life assets, low cost base and the favourable long-term 
fundamentals of oil as a commodity. We have also 
aggressively added to our holding in Anglo American 
following the diversified miners sell-off over concerns that the 
world economy was headed for a double dip recession. We 
remain underweight gold and platinum producers. These 
businesses continue to experience declining grades, 
production disappointments and enormous cost pressures 
(labour and electricity). Although these companies would 
benefit were the rand to weaken, they do not offer a 
sufficient margin of safety to justify a significant holding. 
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strong rand, investors currently have an excellent 
opportunity to diversify their portfolios. We have taken full 
advantage of this opportunity across our client portfolios. 

 
        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 fell in response to the repo rate cut in 
September. 3-month Jibar ended the quarter at just over 
6%, from 6.6% at end June.  

Bond yields have performed strongly on lower-than-
expected inflation readings and exceptionally strong 
foreign purchases of bonds, driven by a global shift into 
emerging market assets against a background of very low 
US interest rates. 

The listed property sector showed its true hybrid colours, 
taking its cue from both the strong momentum in the equity 
market as well as following bond yields lower. In terms of risk 
and return, listed property was positioned between equities 
and bonds, as one would traditionally expect, with a total 
return of 13.7%. These strong returns were driven by capital 
markets despite only tentative recovery signs continuing to 
come from the underlying commercial property market as 
well as the macro-economic environment. 

Looking forwardLooking forwardLooking forwardLooking forward    

FRA rates are factoring in a small chance of another rate 
cut. Our base case is for the repo rate to remain unchanged 
and therefore we do not expect to see money market rates 
fall further. 

Bonds will probably remain supported by lower inflation 
readings, the strong rand and foreign inflows in the short 
term. Longer term the inflation bottom and ultimately 
weaker rand should see bond yields rise. 

The number of property listings being mooted for the next 12 
months could be an early indicator of the yield cycle being 
close to its bottom. As such, one should expect the listed 
property sector to closely follow bond yields in the short 
term. This is the biggest risk for the sector at present. From a 
revenue point of view the sector is gradually improving by 
filling vacancies and sourcing alternative funding 
arrangements to benefit from the interest rate cycle (despite 
margins being structurally higher). The underlying rental 
market should improve in the next 6 to 12 months, led by the 
retail sector. 

 
Global MarketsGlobal MarketsGlobal MarketsGlobal Markets    

The past quarterThe past quarterThe past quarterThe past quarter    

The quarter ended on a very strong note as markets rallied in September on improving economic data and discussions about further quantitative easing. Early in the quarter, however, 
markets had worries about a double dip recession and the results of the European banking system stress test. Once the Fed and BoE began openly discussing another round of 
quantitative easing, markets responded positively, so much so, that the further bail-out of the Irish banking system didn’t seem to have much impact. In terms of regional equity 
performance, Asia ex-Japan was the best performing region, rising 22.2% (in US dollar terms), while Japan was the worst performer at only 5.9% (in US dollar terms) in the face of sustained 
yen strength.  European countries mostly had good quarters with the region as a whole returning 19.4%. North America lagged the MSCI World Index in returning only 11.7%. 

Looking forwardLooking forwardLooking forwardLooking forward    

We expect volatility to continue as the global economy slowly recovers in the months ahead. The latest concerns relate to potential currency wars as the crisis nations seek to weaker 
their currencies against the major trading partners. In this respect, China is the main target, but appears to have no intention of revaluing the renminbi and instead is supporting the 
euro and yen; keeping those currencies strong. Heightening tensions surrounding this issue are of concern, but we would hope that the issue is resolved without resorting to 
protectionism.  We have said in the past and continue to believe that the outlook for equities is very positive, especially when compared to expected returns on cash and bonds.   

 


