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The year is not yet halfway through, but it feels as if decades of 

history have been compressed into it already. As the clock struck 

midnight on 31 December, apocalyptic bushfires were still 

raging in Australia. A few days later, the killing of Iranian general 

Qassem Soleimani by a US drone strike stoked fears of all-out 

war in the Middle East. President Trump became only the fourth 

US head of state to be impeached, but was acquitted in the 

Senate in mid-January. 

Around the same time, reports of a new deadly coronavirus 

emerged from the city of Wuhan in China. We all know what 

happened next. Arguably the worst pandemic since the Spanish 

Flu of 1918 spread across the globe, causing a historic economic 

collapse exceeding that of 2008 and perhaps rivalling the 

Depression of the 1930s. 

To this list we can now add widespread, sometimes violent, 

anti-racism protests, as famously rocked the US in 1968. New 

York City, the heart of global finance, went from coronavirus 

lockdown to riot curfew almost seamlessly. While anger over 

racial injustice has long simmered, it is no surprise that it 

exploded now when millions of Americans have lost their jobs. 

What’s next? Wary Americans might wonder what the hurricane 

season, which usually starts in June, will have in store for them 

in this historic year. Hopefully not a repeat of the great storms 

of 2017 (Maria), 2005 (Katrina) and Andrew (1992). November’s 

presidential elections feels a lifetime away. US elections usually 

don’t matter much for markets, but a strong showing by 

Democrats could result in a reversal of Trump’s tax cuts, which 

would dent the after-tax profits of US companies. Indeed, 

growing inequality and corporate influence are likely to be key 

themes of the election.

HISTORY IN THE MAKING
Elsewhere, history is also being made. China took steps to finally 

end Hong Kong’s autonomy. This, on the eve of the annual 

remembrance of the Tiananmen Square massacre, is sure to 

fire up pro-democracy protests, and ratchet up the tensions 

with the US. Last year’s trade détente seems unlikely to hold.

In Europe, talks are underway to launch European Union bonds 

to fund the post-pandemic recovery, an important if tentative 

step towards the fiscal unity that should have accompanied 

monetary union all along. If implemented, it will substantially 

reduce the risk of a disorderly collapse of the single currency. 

However, Europe and the UK are also still busy negotiating the 

post-Brexit world. An incredibly difficult task in the best of 

times, it now has to happen without face-to-face meetings. 

Unless UK Prime Minister Boris Johnson requests an extension 

(he has until the end of the month to do so), the possibility of 

a ‘hard’ Brexit at the end of the year remains. This would surely 

compound the economic problems faced on both sides of the 

English Channel.

On the African continent, a new Ebola outbreak in the DRC 
adds to the misery of one of the poorest nations on earth, even 
as they struggle with the spread of the coronavirus.

Here at home, a long and bitter winter looms as fatalities from 
Covid-19 climb and intensive care units fill up. Thankfully, the 
disease has not proven as deadly here as in some other countries 
(around 2% of confirmed cases).

While the initial hard lockdown slowed the spread of the 
coronavirus, particularly from overseas visitors or returning 
South Africans, it did so only temporarily. Community spreading 
is now well entrenched and Level 4 lockdown was not as effective 
as hoped. The government made the agonisingly difficult 
decision of moving to Level 3 to lessen economic hardship, 
knowing that it could cost lives. There is a raging debate whether 
this has come too early or too late. The fact remains that there 
is no playbook for dealing with this crisis, and policymakers 
had to make difficult choices quickly with limited knowledge 
or foresight. 

As the debate intensifies over how to recover from the economic 
calamity and then chart a new course of sustained rapid 
economic growth, we can only hope that our government will 
listen to economic experts as much as it followed the advice 
of medical experts in responding to the viral outbreak.

These are unsettling times, and our hearts naturally fill with 
aching for the suffering of our fellow human beings around 
the world and at home as they face grief and despair in the 
wake of the Covid-19 and other socio-economic crises.

OUT OF TOUCH?
The ongoing rally on equity markets can therefore seem very 
jarring, and indeed it has been the subject of a string of articles 
even in the financial press. To some, it will evoke the stereotype 
of the pin-striped Wall Street movie villain Gordon Gekko and 
his ‘greed is good’ mantra. But of course, most investors are 
simply ordinary folk, trying to stretch their rands or dollars a 
bit further. This money is largely managed on their behalf by 
institutional investors such as ourselves, but within certain 
limits. Institutional investors are given a mandate by their clients, 
and have to operate within its guidelines. 

In fact, financial markets have also experienced years of drama 
in the space of a few months. The year started on the optimistic 
note that global growth was finally accelerating. Then came 
the lockdowns and the fastest equity bear market in decades. 
In fact, no market was spared, and there was significant volatility 
even in safe-haven bond markets at the height of the crisis. US 
oil prices even briefly turned negative. But the recovery in equity 
markets has also been historic. The chart below compares the 
US S&P 500 Index with previous bear markets. This time has 
been different. Why it has been different, when the economic 

collapse has been off the charts, requires some explanation. 
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Source: Refinitiv Datastream
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CHART 1: PEAK TO TROUGH DECLINES IN US BEAR 
MARKETS 

Source: Refinitiv Datastream (*2020 to 5 June)

For one thing, the promise by the Federal Reserve to effectively 
backstop the entire financial system in late March is a big reason 
behind the rally. Other central banks have similarly adopted a 
“whatever it takes” approach. Last week, the European Central 
Bank expanded its bond-buying programme by €600bn to 
€1.35 trillion. Interestingly, while the Fed pledged trillions of 
dollars of support, so far it has not had to deploy the full amounts 
in its various facilities. The mere knowledge that the Fed was 
ready to act was sufficient to get enough investors to take on 
more risk. We say “enough” because the data on fund flows 
still shows more money going to bond and money market 
investments than equities. 

Secondly, this has been a very unusual recession in that it was 
caused by government decisions to shut down their national 
economies. It stands to reason that as they are reopened, the 
recession will end. The hard lockdown phase of this crisis in the 
world’s largest economies (US, China, Europe and Japan) is 
virtually over. Life is slowly returning to normal. On Friday, US 
labour market data showed that the American economy added 
more than 2 million jobs in May, while economists expected 8 
million job losses. While one data point does not make a recovery, 
it at least suggests the massive job-shedding associated with 
lockdowns are being slowly reversed (April saw 20 million jobs 
lost, so still a long way to go).

Equity markets are therefore ignoring the collapse in earnings 
this year, and pricing in a rebound next year. The big unknown 
is how much lasting damage was caused by the hard lockdowns? 
How many businesses will never reopen? How many jobs 
disappear forever? How does behaviour change following the 
crisis?

Thirdly, investors are drawing clear distinctions between winning 
and losing companies, sectors and regions. To use one example 
from global listed property, the index for data centres (where 
companies rent space to store servers) is 50% ahead of the 
index for retail (shopping malls) year-to-date.

MARKETS AND MORALS
The expectation that the equity markets should somehow 
reflect the prevailing mood or acknowledge the anger or sadness 
of ordinary people is also somewhat misplaced. To state the 
obvious, a market does not have emotions or a brain or morality. 
It is not a sentient being. Equity markets were designed so that 
companies can raise capital and savers could earn a return. 
They simply add up the often-contradictory views of their 
participants into an (often fleeting) consensus of what the world 
is likely to look like in future. While some individual investors 
will want to express a political or religious view, most don’t. 
While some investors will be deeply unsettled by recent events, 
most will probably look through them.

This point has two implications. Firstly, if you wanted to change 
the world, for instance to reduce carbon emissions, through 
your portfolio, it will require an active step on your part. The 
market is not going to solve that problem on its own, unless 
there is an incentive to do so. Such an incentive would be a 
simple change in the tax treatment of carbon emissions, which 
could lead to a drastic reduction in C02 levels. This will require 
politicians to act, which in turn requires pressure from voters.  

Secondly, be careful in mixing your emotions with investing. 
This doesn’t mean that you should have no emotional connection 
to your portfolio. On the contrary, if you feel strongly about the 
environment, social justice, black empowerment, gun and 
tobacco control or any other cause, by all means engage with 
your adviser and fund managers to find products that align 
with your values. Or at least enquire how ESG (environment, 
social and governance) principles are being applied in your 
fund. 

Emotions are problematic when they make us turn off logic 
and lead us to make decisions that turn out to be costly. This 
includes selling out after the market has fallen because we’re 
gripped with anxiety, or buying something after a rally because 
of the fear of missing out. Or becoming so fed up with the state 
of the country that you take all your money offshore contrary 

to all diversification principles. 

CHART 2: SOUTH AFRICAN ALL BOND INDEX
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A recent example is the Moody’s downgrade to junk status and 

the subsequent exclusion of South African bonds from the 

FTSE World Government Bond Index. It was a common refrain 

that junk status would lead to higher borrowing costs for 

ordinary South Africans, a collapsing currency and basically 

something like the end of the world. It hung like a sword over 

our necks for several years, and was often the first point of 

discussion in any investment conversation. Many concluded 

that it was best not to invest at all given the risk. Yet, since the 

downgrade, the All Bond Index has rallied 16%, the rand has 

rallied below R17 to the dollar and the Reserve Bank has cut 

interest rates. 

In other words the things we are most worried about, because 

they dominate our screens and newspaper headlines, often 

have little bearing on long-term investment returns. This is 

either because they will have no long-lasting impact, or because 

the impact was priced long before the general public started 

worrying about it. The one thing the market is good at is 

processing new information and discounting its implications. 

With the coronavirus, we should therefore not be surprised 

that the market recovery happened long before the outbreak 

was over. In fact the global case-count is still rising, but it is very 

much a known reality now. By the time most people experienced 

the physiological impact of the virus, its economic impact was 

priced in already. 

CHART 3: GLOBAL COVID-19 CASES AND GLOBAL 
EQUITIES 
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NO CERTAINTY
Of course no one can say for sure where markets are headed. 

There are many strongly held opinions, but no certainty. There 

never is. Therefore, we prefer to remain diversified, with decent 

equity exposure, particularly in global markets. After all, we 

know that equities remains the asset class that delivers the 

highest real return over the long term. It is never a smooth ride 

with equities though, and a pull-back is quite possible. In the 

shorter term, local bonds offer a unique value opportunity, and 

we are overweight. But this is not a time for one-way bets.



Source: I-Net, figures as at 5 June 2020
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EQUITIES - GLOBAL

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

Global MSCI World US$  2 267.0 5.54% 5.54% -3.86% 8.16%

United States S&P 500 US$  3 194.0 4.93% 4.93% -1.15% 13.02%

Europe MSCI Europe US$  1 608.0 8.87% 8.87% -9.87% -0.56%

Britain FTSE 100 US$  8 214.0 9.45% 9.45% -17.88% -10.30%

Germany DAX US$  1 354.0 11.07% 1.54% -1.58% 8.06%

Japan Nikkei 225 US$  208.6 2.79% -4.94% -4.16% 8.90%

Emerging Markets MSCI Emerging Markets US$  1 003.0 7.85% 7.85% -10.04% -0.20%

Brazil MSCI Brazil US$  1 576.0 17.79% 17.79% -33.59% -24.59%

China MSCI China US$  85.5 6.09% 6.09% 0.40% 16.85%

India MSCI India US$  480.9 5.14% 5.22% -18.77% -21.04%

South Africa MSCI South Africa US$  366.0 12.96% 12.96% -23.43% -19.74%

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  54 722.0 8.40% 8.40% -4.14% -4.12%

All Share All Share (Total Return) Rand  8 438.0 8.40% 8.40% -2.57% -0.64%

TOP 40/Large Caps Top 40 Rand  7 706.0 7.85% 7.85% 0.38% 1.96%

Mid Caps Mid Cap Rand  13 893.0 11.92% 11.92% -21.56% -12.82%

Small Companies Small Cap Rand  13 849.0 13.26% 13.26% -19.57% -22.30%

Resources Resource 20 Rand  3 491.9 5.82% 5.82% 3.49% 15.06%

Industrials Industrial 25 Rand  14 865.0 6.49% 6.49% 7.87% 6.11%

Financials Financial 15 Rand  7 149.0 17.87% 17.87% -23.90% -26.17%

Listed Property SA Listed Property Rand  1 237.6 19.76% 19.81% -34.06% -35.34%

FIXED INTEREST - GLOBAL

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

US Aggregate Bond 
Index

Bloomberg Barclays US$  522.4 0.02% 0.02% 2.10% 4.87%

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 0.01% 0.01% 1.52% 6.70%

Government Bonds BESA GOVI Rand  701.2 0.01% 0.01% 1.51% 6.63%

Inflation Linked Bonds BESA CILI Rand  256.2 -0.04% -0.04% -1.46% -1.82%

Cash STEFI Composite Rand  453.2 0.11% 0.11% 2.81% 7.00%

COMMODITIES

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

Brent Crude Oil Brent Crude ICE US$  42.3 11.79% 11.32% -35.91% -30.66%

Gold Gold Spot US$  1 708.0 -0.76% -0.76% 12.07% 28.04%

Platinum Platinum Spot US$  837.0 0.60% 0.60% -13.80% 1.09%

CURRENCIES

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

ZAR/Dollar ZAR/USD Rand  16.83 4.19% 4.18% -16.84% -11.61%

ZAR/Pound ZAR/GBP Rand  21.35 1.50% 1.50% -13.07% -11.57%

ZAR/Euro ZAR/EUR Rand  19.00 2.54% 2.54% -17.41% -12.20%

Dollar/Euro USD/EUR US$  1.13 -1.77% -1.68% -0.80% -0.88%

Dollar/Pound USD/GBP US$  1.27 -2.51% -2.12% 4.99% 0.25%

Dollar/Yen USD/JPY US$  0.01 1.67% 1.67% 0.84% 1.05%
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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
• Mining and manufacturing output

US
• Inflation

• Federal Reserve interest rate decision

• Consumer confidence

EUROPE
• Eurozone industrial production

CHINA
• Inflation

• Vehicle sales

• Credit growth
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Old Mutual Multi-Managers is a division of Old Mutual Life Assurance Company (South Africa) Limited. Registration number 1999/004643/06.
Old Mutual Life Assurance Company (South Africa) Limited is a licensed financial services provider, FSP 703, authorised in terms of the Financial Advisory
and Intermediary Services Act 37 of 2002 to furnish advice and render intermediary services with regard to long-term insurance and pension fund benefits
as well as providing intermediary services as a discretionary investment manager.


