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The end of the month is always a time for reflecting on market 
performance, and the observation most investors will probably 
make is: it doesn’t look too bad. For sure, the year-to-date returns 
on a typical balanced portfolio are still slightly negative, but 
given the magnitude of the global economic slump, things 
could have been much worse.

FORWARD-LOOKING
It is always said that markets are forward-looking. As soon as 
it became apparent in late February that the rest of the world 
would have to follow China’s lead in implementing strict social 
distancing measures, equities collapsed into the fastest bear 
market in decades. 

This was not just the market pricing in declining company 
profits. It also reflected a mad dash for cash that saw investors 
pulling money even from safe-haven assets like gold and  
US Treasuries. The historically high levels of volatility in turn 
forced central banks, led by the US Federal Reserve, to throw 
the rule book out the window and promise essentially unlimited 
liquidity to stabilise the markets. This was followed by governments 
introducing a range of fiscal policy responses to shore up their 
economies, including cash transfers to households, extended 
benefits to unemployed workers, and bail-outs for businesses. 

The International Monetary Fund estimates that the G20 group 
of major economies have allocated a total of $9 trillion for this 
purpose, split roughly half-half between direct fiscal spending 
and indirect measures such as loans, guarantees and equity 
injections. A policy response of this scale would have been 
utterly unthinkable a mere five months ago, but in reality it is 
unlikely to be enough, serving merely to stabilise the situation. 
Another round of spending will be needed to support the 
economic rebound and these discussions are underway in the 
world’s financial and political capitals.

Equity markets reacted positively to the fiscal and monetary 
response, and soon investors were also looking ahead to the 
easing of lockdown restrictions. These are duly occurring in the 
US, Europe and now also in South Africa (with a move to Level 
3). From preliminary data, it appears that April was the low 
point of economic activity in Europe and the US, and while 
things are not necessarily improving, they have stopped 
deteriorating.

Added to a renewed sense of optimism has been news of early 
successes in a number of vaccine trials. It is clear that without 
the global roll-out of an effective vaccine or at least an effective 
treatment of Covid-19, the disease caused by the coronavirus, 
life cannot return to normal. Lockdowns and quarantines can 
only prevent the coronavirus from spreading; they don’t eradicate 
it. However, scientists have continuously warned that vaccine 
development is usually measured on a timescale of years, not 
months, but perhaps we’ll get lucky. 

The net result of all this is that global equities enjoyed another 
positive month. The US S&P 500 returned 4.7% in May, reducing 
the year-to-date decline to only 5%. Over 12 months, it is back 
into positive territory, with an 11% return. The Eurostoxx 600 
gained 3.5% in May, cutting the year-to-date loss to 14% in euros.

Emerging market equities were also positive in May, aided by 
currency appreciation against the dollar. However, Hong Kong-
listed Chinese shares form the largest constituent block of the 
MSCI Emerging Markets Index, and these responded negatively 
to the imposition of a new national security law on the self-
governing territory by Beijing. The overall MSCI Emerging 
Markets Index returned 1.4% in May, down 15% from the start 
of the year in dollar terms.

The MSCI All Country World Index, covering developed and 
developing countries, returned 4.4% in May, and was down only 
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9% from the start of the year in US dollar terms. Over 12 months 
it is in positive territory, and due to the weaker rand, has returned 
25% from the point of view of South African investors. Though 
the rand had a strong month in May, it is still 19% weaker against 
the dollar over 12 months.

SA equities did not follow global markets with quite the same 
enthusiasm in May, partly due to a stronger rand. The  
FTSE/JSE All Share Index returned 0.3% in the month in rands 
(and 4% in dollars), narrowing the year-to-date loss to 10%. 

CHART 1: GLOBAL EQUITY INDICES IN 2020, REBASED TO 100
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DIVERGENT PERFORMANCE
Again, these equity returns do not convey the scale of economic 
carnage caused by lockdowns. For many, this is a sign of how 
out of touch markets are with the fate of ordinary people, 
stoking a sense of anger. But even for investors in the market, 
there is an unease that equities have run too far, too fast. 

History provides a warning, but also an encouragement. On 
the cautionary side, past bear markets usually included periods 
where stocks rallied; it is rarely one-way traffic. You never quite 
know if it is a ‘dead cat bounce’ (an awful but commonly-used 
market metaphor) or the start of the new bull market. On a 
positive note, bull markets are usually born in times of great 
doubt and distress. Markets don’t wait for the all-clear before 
rallying. And if you’re not invested, you stand to miss out on a 
very important source of long-term returns. 

Digging a bit deeper into the performance of equity markets, 
it quickly becomes apparent that investors are not uniformly 
betting on a strong economic rebound. Clear distinctions are 
being drawn between winners and losers. E-commerce, IT 
platforms and social media have been undoubted winners of 
this crisis as more people have shopped, worked and entertained 
themselves at home. The biggest losers have been anything 
related to travel, tourism and gatherings of large groups of 
people. 

Consider US equities, which continue the decade-long trend 
of beating stock markets in other parts of the world. The 
benchmark S&P 500 Index has 11 subsectors, and IT has delivered 
a positive return in the first five months of the year. But not all 
tech is equal, and the FANG+ Index that consists of a handful 
of actively traded technology shares (the name is an acronym 
for Facebook, Apple, Amazon, Netflix and Alphabet's Google, 
while Alibaba, Baidu, NVIDIA, Tesla and Twitter are also 
constituents) is not only ahead. It is well ahead.

Not far behind are the Healthcare, Consumer Discretionary 
and Communication Services subsectors that are roughly flat 
for the year. Healthcare is an obvious case. The consumer 
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discretionary subsector has been led by Amazon, while the last 
category includes the social media giant.

At the bottom end of the list, Energy has recovered somewhat 
from the oil price collapse, but is still down 34%. Financials are 
still 24% under water this year, with bank earnings likely to take 
a massive hit from bad loans while there is also little money to 
be made from interest rate margins. 

CHART 2: SELECTED S&P 500 SECTORS, REBASED TO 100

40

50

60

70

80

90

100

110

120

Jan-20 Feb-20 Mar-20 Apr-20 May-20

COMMUNICATION SERVICES HEALTHCARE

CONSUMER DISCRETIONARY FINANCIALS ENERGY

IT

Source: Refinitiv Datastream

GROWTH IN A LOW-GROWTH 
ENVIRONMENT
A different way of slicing the market is into value and growth 
buckets of common return drivers (also called factors in the 
jargon). As is well known by now, value stocks have lagged 
growth stocks for the past decade, and value managers have 
similarly struggled. 

This is the exact reverse of the pre-2008 period. Why? Somewhat 
paradoxically, growth stocks perform better when economic 
growth is subdued, as investors are prepared to pay up for 
companies that can consistently grow earnings. Value stocks, 
ones that are cheaper than the market as a whole based on 
traditional metrics such as price to book and price to earnings, 
need a strong economic recovery to go from being out of 
favour to flavour of the month. Clearly, such an environment 
has been absent. The continued underperformance of value 
suggests investors are not excited about economic growth 
prospects at all.

The US is more of a growth market, being home to the dominant 
technology businesses. On the other hand, Europe with its 
industrial conglomerates, bad debt-ridden banks and automakers 
is more of a value market. Within Europe, investors have also 
drawn a distinction. German and Italian stock markets collapsed 
at a similar speed in March, but a 15% gap has opened in favour 
of Germany since. While Italy was ravaged by the coronavirus, 
Germany fared much better in containing its spread.  

As with global markets, one might question why the FTSE/JSE 
All Share is only down 10% year to date, when the SA economy 
is expected to contract by a record 7% in real terms this year. 
The reason is that the biggest companies on the JSE are not 
dependent on the SA economy to generate revenues and 
profits, and as such benefit from rand depreciation. Those that 
are dependent on the local economy reflect its dire state.

Simply looking at the three traditional subsectors of the JSE 
tells the story. The Industrials sector is somewhat mislabelled, 

as it is dominated by global consumer-facing companies. Still, 
it is only marginally negative year-to-date, driven by Naspers/
Prosus and a weaker rand.

The Resources sector saw one of its major constituents, Sasol, 
lose 80% of its value when the oil price crash left the highly 
indebted company badly exposed. But gold miners have flown 
as the precious metal shone. Other relevant commodity prices 
have not done as well as gold, but not as terribly as oil. Also 
helped by the weaker rand, Resources shares are only 3% in 
the red this year.

On the other hand, the Financials sector has lost 34% of its 
value in 2020. It is highly exposed to the domestic economy, 
with banks and insurers likely to see earnings under severe 
pressure as job losses mount. The rally in bonds (the All Bond 
index returned 7% in May) has not helped financials much, 
with the sector down another 3% in the month.

CHART 3: JSE SUBSECTORS, REBASED TO 100
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Also included in Financials is listed property, though most 
investors treat it as a separate asset class, since its high and 
steady income distributions are bond-like in nature. However, 
these income distributions are not possible if these companies 
that are in the business of being landlords cannot collect rent. 
The JSE Listed Property Index contains locally and globally 
focused companies, but all face the same problem of empty 
shopping malls and the same risk that demand for office space 
could shrink if work-from-home becomes a permanent feature.

DRAWING A DISTINCTION
In other words, both here and abroad, investors are drawing 
sharp distinctions between companies, sectors and regions. 
That is how it should be. However, they might still be overdoing 
it. It is easy to overpay when a company has a good growth 
story, and similarly it is easy to underestimate the long-term 
prospects of sectors currently under huge pressure. In other 
words, extrapolating the present into the future can be as 
dangerous as it is human. 

What we can say is that with the MSCI All Country World Index 
trading at 18 times its 12-month expected earnings, compared 
to a long-term average of 15, global equity markets are not 
cheap at an aggregate level. There is not an obvious case for 
increasing equity exposure at this stage. But these divergences 
tend to create long-term opportunities for skilful managers to 
exploit. We have therefore maintained a neutral total equity 
exposure in the strategy funds, but with an overweight to global 
markets and an underweight to JSE-listed shares.
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Source: I-Net, figures as at 29 May 2020

EQUITIES - GLOBAL

DESCRIPTION INDEX CURRENCY INDEX VALUE WEEK MONTH-TO-DATE YEAR-TO-DATE 1 YEAR

Global MSCI World US$  2 148.0 3.67% 4.63% -8.91% 4.02%

United States S&P 500 US$  3 044.0 3.01% 4.53% -5.79% 9.38%

Europe MSCI Europe US$  1 477.0 5.05% 4.23% -17.21% -6.87%

Britain FTSE 100 US$  7 505.0 2.92% 1.00% -24.97% -17.26%

Germany DAX US$  1 219.0 6.37% 1.54% -10.16% -0.97%

Japan Nikkei 225 US$  202.9 7.13% -8.06% -6.76% 5.89%

Emerging Markets MSCI Emerging Markets US$  930.0 2.76% 0.54% -16.59% -5.58%

Brazil MSCI Brazil US$  1 338.0 8.78% 8.43% -43.62% -34.41%

China MSCI China US$  80.6 2.21% -0.81% -5.37% 9.90%

India MSCI India US$  457.4 5.14% -2.89% -22.74% -23.00%

South Africa MSCI South Africa US$  324.0 -1.82% 2.21% -32.22% -26.70%

EQUITIES - SOUTH AFRICA (TR UNLESS INDICATED OTHERWISE)

DESCRIPTION INDEX CURRENCY INDEX VALUE WEEK MONTH-TO-DATE YEAR-TO-DATE 1 YEAR

All Share (Capital Only) All Share (Capital Index) Rand  50 483.0 0.67% 0.29% -11.56% -8.21%

All Share All Share (Total Return) Rand  7 784.0 0.67% 0.30% -10.13% -4.84%

TOP 40/Large Caps Top 40 Rand  7 145.0 0.25% 0.44% -6.93% -1.65%

Mid Caps Mid Cap Rand  12 413.0 3.03% 0.23% -29.92% -18.36%

Small Companies Small Cap Rand  12 228.0 4.53% -3.20% -28.99% -30.99%

Resources Resource 20 Rand  3 299.8 3.22% 5.57% -2.20% 12.40%

Industrials Industrial 25 Rand  13 959.0 -2.10% -1.60% 1.29% 4.73%

Financials Financial 15 Rand  6 065.0 2.80% -4.67% -35.44% -36.04%

Listed Property SA Listed Property Rand  1 033.4 0.10% -0.73% -44.95% -44.35%

FIXED INTEREST - GLOBAL

DESCRIPTION INDEX CURRENCY INDEX VALUE WEEK MONTH-TO-DATE YEAR-TO-DATE 1 YEAR

US Aggregate Bond 
Index

Bloomberg Barclays US$  522.3 0.80% 0.44% 2.08% 6.05%

FIXED INTEREST - SOUTH AFRICA

DESCRIPTION INDEX CURRENCY INDEX VALUE WEEK MONTH-TO-DATE YEAR-TO-DATE 1 YEAR

All Bond BESA ALBI Rand  709.1 1.19% 7.01% 1.51% 6.64%

Government Bonds BESA GOVI Rand  701.2 1.19% 7.09% 1.50% 6.55%

Inflation Linked Bonds BESA CILI Rand  256.3 0.99% 1.06% -1.42% -1.59%

Cash STEFI Composite Rand  452.7 0.11% 0.47% 2.70% 7.03%

COMMODITIES

DESCRIPTION INDEX CURRENCY INDEX VALUE WEEK MONTH-TO-DATE YEAR-TO-DATE 1 YEAR

Brent Crude Oil Brent Crude ICE US$  37.8 7.71% 45.54% -42.67% -45.94%

Gold Gold Spot US$  1 721.0 -0.86% 0.23% 12.93% 33.93%

Platinum Platinum Spot US$  832.0 1.22% 7.08% -14.32% 4.26%

CURRENCIES

DESCRIPTION INDEX CURRENCY INDEX VALUE WEEK MONTH-TO-DATE YEAR-TO-DATE 1 YEAR

ZAR/Dollar ZAR/USD Rand  17.54 0.41% 5.62% -20.18% -16.47%

ZAR/Pound ZAR/GBP Rand  21.67 -1.11% 7.66% -14.35% -14.63%

ZAR/Euro ZAR/EUR Rand  19.48 -1.45% 4.14% -19.47% -16.29%

Dollar/Euro USD/EUR US$  1.11 -1.80% -1.35% 0.99% 0.00%

Dollar/Pound USD/GBP US$  1.24 -1.48% 2.02% 7.69% 2.02%

Dollar/Yen USD/JPY US$  0.01 0.16% 0.59% -0.81% -1.63%



Whilst every care has been taken in compiling the information in this document, the information is not advice and Old Mutual Multi-
Managers and/or its associates, do not give any warranty as to the accuracy or completeness of the information provided and disclaim 
all liability for any loss or expense, however caused, arising from any use of or reliance upon the information. Please note that there are 
risks associated with investments in financial products and past performances are not necessarily indicative of future performances.

THE WEEK AHEAD

SOUTH AFRICA
• Absa Manufacturing Purchasing Managers’ Index

• Naamsa New Vehicle Sales

• Current account balance

US
• ISM Indices

• New Vehicle Sales

• Nonfarm payrolls and unemployment rate

EUROPE
• European Central Bank interest rate decision

• Eurozone unemployment rate

• Eurozone retail sales

CHINA
• Caixin Purchasing Managers’ Indices
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