
Asset class outlook
6 April



Performance

2



What we are looking for

1) Sustained risk-on appetite globally

2) Resumption of EM versus DM outperformance

3) Coherent plan on how to deal with Eskom and other SOEs  - we need a strong message on how 

expenditure will be controlled. The current situation is unsustainable

4) No more load-shedding from Eskom – this was a major constraint to growth in the first quarter

5) More clarity with regards to policy from the ANC

6) Interest cut – other central banks (including EM) are cutting rates. Our real interest rate is 

extremely high in this context and we have ample room to cut. SA risk assets typically perform 

very well in a downward interest rate environment

7) Improvement in business confidence – unlikely to see job creation unless this improves
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GISG view
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Interesting times01



Putting the current market shock in context

• .Post the market recovery in the US, it is still one of the biggest 3m declines in the history of the S&P 500
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An absolute shocker for the UK market so far

One of the worst 3m declines in 300 years. 
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ALSI has not escaped

The worst 3m decline since the EM crisis
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SA equity call has little to do with SA
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Can’t rely on bottom up consensus forecasts at this point

Lots of revisions to come…
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Same with dividend forecasts
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Maybe we should have less faith in the sell side in 

any event
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Fewer recommendations per stock in SA
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What is priced in?

Dividend growth in the US priced to be worse than that seen in the GFC. 
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What’s priced in v2.0
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Key indicators for SA03



Business confidence depressed

• However you measure it business confidence remains depressed. 

17



Nominal wage growth

• As of Q4 19 total growth in compensation in the SA economy is running at 4% yoy according to the 

GDP stats. 

• Inflation over the same period was 4% yoy…
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Post junk for SA04



Reforms in SA?

• “When I spoke to the president before Moody’s announced their decision he said to me, ‘We now need to move more 

boldly on the structural reforms programme.’ I said, ‘Hallelujah’. I’ve been preaching that agenda for a long time,” 

Mboweni said. 

• Mboweni later elaborated that a unit would be established in the Finance Ministry – but not the National Treasury –

called “Vulindlela”, Zulu for “Lead the way,” also the title of a popular song by the late Brenda Fassie.

• According to Mboweni, “The president said, ‘let’s do things for ourselves. We need to lead the way.’ And I was 

encouraged by that. And I will be creating a unit in the Ministry of Finance, not the National Treasury, called the 

Vulindlela unit who are going to look throughout the government system and the private sector about whether we have 

proceeded in pushing these structural reforms. So, they will become the front soldiers of structural reforms in the 

South African economy. And I know that we are going to succeed.”

But on the other hand:

• Government now wants to hike salaries for employees on level one to eight by 4.4%

• Public service unions have, however, rejected the proposal outright, insisting that the wage increases be implemented 

as stated in the 2018 agreement.

• Their expectation is that workers in salary levels one to seven receive 5.4%, salary level eight to 10 receive 4.9%, 

while those on 11 and 12 should receive 4.4%.
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Electricity

Energy availability factor is still a problem but…
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SA yields attractive relative to rest of world, and the 

SARB is buying
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SA vs peers

• Slope in SA is extraordinarily high. 

• Spreads relative to peers are at 15 year highs. 
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Margin of safety in bonds
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Source: Bloomberg



Downgrade risk priced in

• SA debt priced for junk status

25



SA equities05



What is priced in

• Global consumer plays are pricing in a slight deterioration relative to past 5 yrs. Commodity price plays are pricing in companies losing discipline. 

Precious metal plays are pricing in returns better than the past 5 or 10 yrs. SA inc is pricing in a deterioration from the last 5 years…
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The problem is services, not manufacturing
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Yield in abundance

• 57% of ALSI constituents have a DY of 4% or higher.

• There has been a greater proportion in only the GFC and 2003.  
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Rarely have so many stocks been so cheap

• The median P/E of ALSI constituents is 7.9 (lowest ever is 7.1 in 2003).
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ZAR06



The mighty ZAR

• The ZAR is roughly 20% below fair value at this point. We have only seen it weaker in 2001 and the GFC.
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Positioning
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Disclaimer


