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We’re halfway through 2020, and it would be tempting to think 
we’re also halfway through the greatest crisis to hit humanity 
in 80 years. But of course we have no way of knowing. Global 
Covid-related deaths have passed 500 000, and show no signs 
of slowing. The distribution of cases has only shifted from 
country to country and region to region. Worryingly, the US is 
showing a renewed spike in confirmed infection rates, particularly 
in the south.

The market is betting that this will not lead to renewed harsh 
lockdowns. This makes sense, since the purpose of the lockdowns 
in each country was to prevent health systems from being 
overwhelmed. Areas affected later by the pandemic theoretically 
had more time to prepare. There is also very little appetite 
among the broader population for a return to strict lockdowns. 
People are starting to learn to live with the reality of the 
coronavirus. 

Six months ago, it didn’t even have a name, and the shock of 
its sudden spread was great. Now it’s a fact of life. We also know 
more about the virus than we did even three months ago. The 
evidence suggests that mask-wearing and avoiding prolonged 
exposure to crowded and poorly ventilated indoor spaces can 
make a big difference. This does mean that some sectors of 
the economy face a long uphill road to recovery – nightclubs,sports 
stadiums and some restaurants are likely to remain closed, 
while international travel is bound to remain restricted. This in 
turn means that some regions and countries – primarily those 
more dependent on tourism – will be slower to recover. 

CENTRAL BANK SUPPORT
However, none of this is certain. What is much more certain is 
that the major central banks will not allow another major 
dislocation on markets while the economy is still so extremely 
fragile. This does not mean that equity values will necessarily 
go higher, nor does it mean that there cannot be a correction 
after an incredibly strong run in the second quarter. It just 
means that a repeat of March’s market madness is unlikely, 
irrespective of the course the pandemic takes. 

It is also worth noting that the Federal Reserve in particular 
has only deployed a fraction of the funds it earmarked for each 
of the nine facilities it created to combat the US recession. The 
mere promise that it was acting has been enough to boost the 
equity market. For the rally to be sustained, however, we will 
need to see earnings growing again, which requires fiscal and 
monetary policies to be effective in reigniting economic activity. 
The market can divorce from the underlying earnings reality 
for a while, but not indefinitely.

Speaking of the second quarter, the bounce from the first 
quarter’s carnage was impressive. For the total global equity 
market – as measured by the MSCI All Country World Index - 
the 3.2% return in June lifted the second quarter return to 17%. 

While it has not completely recovered the pandemic-related 
losses, the index was marginally positive over one year at 2.6%.

The undoubted leader was the US. The S&P 500 returned 2% 
in June, pushing second quarter returns above 20%. While still 
in the red year-to-date, on a 12-month view, the S&P 500 is up 
7.5%. With inflation over the same period only around 1%, the 
real return is pretty much in line with the long-term average. 
It’s as if the pandemic never happened, when in fact the US 
has been one of the hardest hit among rich countries, and 
continues to suffer due to a halting, incoherent and fragmented 
response. But this is the market reaction you get when your 
government issues the world’s most desirable currency, your 
technology companies are dominant and your central bank is 
innovative, pragmatic and determined. 

Despite having none of these three attributes and despite also 
dealing with a still-raging outbreak, South African equities 
outperformed global markets in the second quarter. The FTSE/
JSE All Share Index returned 7.7% in June, and 23% in the second 
quarter, the best quarterly return in almost 20 years. A 3% 
appreciation of the rand against the dollar pushed the dollar 
return to 26%. 

CHART 1: GLOBAL EQUITIES IN 2020
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Clearly, the longer-term picture is still disappointing. At the 

end of June, the three-year annualised return was 5% and five-

year return only 4%. In retirement funds that are subject to 

regulatory asset class limits, local equities are the main growth 

asset and this performance has hurt local investors. Sadly, the 

JSE suffered a bear market in 2020 without having enjoyed a 

bull market in the preceding years.

This does not mean that SA equities can never recover. While 

you shouldn’t read too much into a single three-month period, 

what the second quarter clearly shows is that the local market 
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fiscal and current account deficits in the US (relative to other 
rich countries) start putting downward pressure on the US 
dollar. As the dollar falls, returns from emerging markets rise, 
attracting yet more capital. This is clearly only one of an infinite 
range of unknowable future states of the world, but it could 
happen. Why would you explicitly bet against it? 

At any rate, it is also not as if the equity market has completely 
ignored domestic conditions. The rebound in the JSE has been 
led by the mining and rand-hedge industrial shares. 

Resources delivered the best return in the quarter (41%) with 
gold and platinum miners leading the way. With the gold price 
on a tear towards $1 800, gold mining shares have predictably 
been flying. Unlike days gone by however, they are no longer 
big enough to significantly move the headline JSE indices. The 
impact on the local economy from gold mining is also much 
smaller since the heyday of the industry in the early 1980s. Most 
of the gold has been mined out and the index of gold production 
has declined by more than 80% since then.

CHART 3: FTSE/JSE GOLD MINING INDEX
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ebbs and flows with the tide of global risk appetite. Sustained 
positive risk appetite that also reflects in firmer commodity 
prices and a weaker US dollar can see local equities do very 
well, despite weak domestic economic fundamentals. The latter 
determines our positioning within the emerging market 
universe. We were rated one of the better emerging markets, 
but that perception changed permanently following Nenegate 
and the revelation of deep governance concerns across the 
public sector, particularly in debt-laden Eskom. Governance 
failures in the private sector were also exposed (Steinhoff, African 
Bank, Tongaat), including the at-times questionable performance 
of major auditing firms. 

The simplest way to illustrate this relative deterioration is to 
compare our US dollar credit default swap (CDS) spreads relative 
to a basket of similar emerging markets. (There is no need to 
get into the specifics here. While a CDS is a fixed income 
instrument, it does offer valuable insights for equities too.) 

CHART 2: 5-YEAR US DOLLAR CREDIT DEFAULT SWAP 
SPREADS FOR SELECTED EMERGING MARKETS

Source: Refinitiv Datastream

It is obvious how we went from rated less risky with a lower 
CDS spread (or at least in line) to more risky (higher). It is also 
clear that the whole emerging market universe rises and falls 
with global risk appetite. Irrespective of our position relative to 
our peers, when emerging markets rally, we will rally. And if 
that does happen, the rand is likely to appreciate too, which 
means the relative performance of local versus global equities 
can change substantially. This is an outcome that is managed 
through appropriate diversification. 

Whether it is a likely outcome is more difficult to judge, but it 
is easy to sketch a scenario where it happens: as the pandemic 
eases, global growth accelerates but central banks keep rates 
extremely low. Investors are forced to search for yield, and 
emerging markets are an obvious source. Meanwhile, large 

Source: Refinitiv Datastream

Industrials returned 17% in the second quarter. The sector is 

positive in 2020 with a 6.7% return, largely thanks to Naspers/

Prosus and other rand hedges. Despite firming recently, the 

rand was still 24% lower against the dollar in the six months to 

end June. Industrial companies focused on the local economy, 

such as retailers and food producers, still have some way to go 

to recover the first quarter losses.

Of the big three traditional subsectors on the JSE, financials 

are more locally than globally orientated and it shows in their 

performance. While financials were positive in the second 

quarter with a 13% return, the sector was still 31% lower than at 

the start of the year. Financials have endured a deep and 

sustained bear market. Part of the reason is that listed property 
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companies are counted as financials on the JSE. The SA listed 
property index was weak going into the Covid crisis and then 
tumbled in line with global property. Despite a recent recovery, 
the year-to-date loss was still substantial at 38% at quarter-end. 

LOOKING BACK AND LOOKING AHEAD
Unlike a sports match, investors do not get a specific halfway 
break to stop, rest and reassess. Markets operate continuously 
and investment horizons of individuals are all different, though 
they do overlap. Still, it is common practice to treat the end of 
a calendar period (month, quarter, year) to take stock. What 
stands out yet again is that the experience of South African 
investors and the outlook for investment returns are much 
better than that of the economy in general. 

Morningstar data show that the average retail balanced fund 
returned 0.5% in the 12 months to June. This is a very disappointing 
return in isolation, but in the context of the deepest local 
recession on record and a period of unprecedented global 
market volatility (exceeding even the 2008 episode). 

Looking ahead, a South African balanced fund can deliver solid 
real returns. The most reliable indicator of future returns is 
current valuation, not current macro conditions. Local equity 
valuations are in line with long-term averages while property 
and bonds offer attractive yields in excess of inflation. Money 
market yields have declined considerably as the Reserve Bank 
has cut interest rates, but are still slightly ahead of inflation. 
Investors in developed countries cannot say the same, with 
long and short-term interest rates below inflation.



Source: I-Net, figures as at 3 July 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$  2 226.0 3.20% 1.09% -5.60% 0.59%

United States S&P 500 US$  3 130.0 4.02% 0.97% -3.13% 4.47%

Europe MSCI Europe US$  1 556.0 2.23% 1.43% -12.78% -8.47%

Britain FTSE 100 US$  7 686.0 1.16% 0.46% -23.16% -19.66%

Germany DAX US$  1 323.0 3.68% 1.54% -4.94% 0.15%

Japan Nikkei 225 US$  207.5 -1.18% -5.33% -4.67% 3.44%

Emerging Markets MSCI Emerging Markets US$  1 033.0 3.40% 3.82% -7.35% -2.55%

Brazil MSCI Brazil US$  1 503.0 5.47% 4.67% -36.66% -32.69%

China MSCI China US$  91.7 4.88% 5.06% 7.73% 15.08%

India MSCI India US$  510.1 3.58% 4.53% -13.83% -15.54%

South Africa MSCI South Africa US$  368.0 4.25% 3.08% -23.01% -24.44%

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  54 522.0 1.63% 0.29% -4.49% -6.02%

All Share All Share (Total Return) Rand  8 412.0 1.63% 0.30% -2.87% -2.71%

TOP 40/Large Caps Top 40 Rand  7 706.0 1.42% 0.01% 0.38% -0.09%

Mid Caps Mid Cap Rand  13 556.0 3.65% 2.98% -23.46% -14.64%

Small Companies Small Cap Rand  13 763.0 0.93% 1.11% -20.07% -22.40%

Resources Resource 20 Rand  3 503.6 -0.10% -2.25% 3.84% 10.09%

Industrials Industrial 25 Rand  15 337.0 2.35% 1.42% 11.29% 8.22%

Financials Financial 15 Rand  6 328.0 1.95% 1.15% -32.64% -35.08%

Listed Property SA Listed Property Rand  1 248.9 6.45% 6.56% -33.46% -35.52%

FIXED INTEREST - GLOBAL

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

US Aggregate Bond 
Index

Bloomberg Barclays US$  527.8 0.17% 0.16% 3.15% 4.21%

FIXED INTEREST - SOUTH AFRICA

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

All Bond BESA ALBI Rand  694.4 -1.37% -0.95% -0.59% 1.70%

Government Bonds BESA GOVI Rand  686.3 -1.38% -0.95% -0.66% 1.49%

Inflation Linked Bonds BESA CILI Rand  252.7 -0.75% -0.61% -2.83% -3.60%

Cash STEFI Composite Rand  455.1 0.10% 0.04% 3.23% 6.84%

COMMODITIES

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

Brent Crude Oil Brent Crude ICE US$  42.8 4.39% 4.44% -35.12% -33.09%

Gold Gold Spot US$  1 775.0 0.62% 0.11% 16.47% 24.65%

Platinum Platinum Spot US$  815.0 1.62% 0.37% -16.07% -1.93%

CURRENCIES

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

ZAR/Dollar ZAR/USD Rand  17.00 1.39% 2.05% -17.67% -17.37%

ZAR/Pound ZAR/GBP Rand  21.27 0.28% 1.18% -12.74% -16.93%

ZAR/Euro ZAR/EUR Rand  19.15 1.24% 1.82% -18.08% -17.24%

Dollar/Euro USD/EUR US$  1.12 0.00% 0.27% 0.09% 0.89%

Dollar/Pound USD/GBP US$  1.25 -1.17% -0.66% 6.55% 0.95%

Dollar/Yen USD/JPY US$  0.01 0.27% -0.40% -1.09% -0.34%
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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
• FNB/ BER Consumer Confidence Index

• Manufacturing production

US
• ISM services Index

• Job openings and labour turnover

EUROPE
• Eurozone retail sales

CHINA
• Inflation
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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.


