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Good news has been in short supply in South Africa lately. The 
best so far is that the Covid-19 curve is finally flattening, prompting 
President Ramaphosa on Saturday evening to further ease 
lockdown restrictions, and lift the economically damaging 
alcohol and tobacco bans. 

In a roundabout way, the fury over corruption and nepotism 
in emergency pandemic procurement is also good news. It 
may finally spur more decisive action on corruption. 

An interesting recent snippet of news was the arrival of a giant 
gas exploration vessel in Cape Town harbour, on its way to 
continue drilling work in the Outeniqua basin south of Mossel 
Bay for French petro-giant Total. This despite depressed global 
energy markets, the lack of regulatory certainty, and very 
challenging onsite conditions. Perhaps Total knows something 
we don’t. 

However, bad tidings and stories of woe continue to dominate 
the news. Eskom was forced to reintroduce load-shedding, a 
cruel blow not long after the High Court ruled that it could slap 
another 10% on its tariff increase this year. That is multiple times 
the current inflation rate. The Council for Scientific and Industrial 
Research (CSIR) reported that load-shedding in 2020 has already 
surpassed that of 2019, previously the country’s worst-ever year 
for load-shedding. It warned that unless urgent action was 
taken, particularly lifting the regulatory constraints on self-
generation by businesses, municipalities and households, 
load-shedding could persist for at least two more years. 

HISTORICALLY BAD
We also now have a clearer idea of how badly the economy 
contracted in the second quarter, following the release of key 
sector updates. Manufacturing output and mining production 
were 16% and 28% lower than a year ago respectively in June, 
while real retail sales were 7.5% lower. When the overall economic 
growth (GDP) numbers are released early next month, it will 
show a historic contraction. It will also be the fourth consecutive 
negative quarter.

With that comes a historically steep decline in tax revenues, 
compounded by the alcohol and tobacco bans (in normal times, 
these ‘sin taxes’ contribute about 3% of total tax revenues). 
While the government has shifted around some spending and 
is attempting to get out of an agreement to raise public sector 
salaries this year, overall spending levels are not falling. This will 
result in a historically wide budget deficit, the gap between 
government spending and tax revenue. South Africa’s government 
debt-to-GDP ratio is set to jump by around 20 percentage 
points this year. 

It is important to note that virtually all countries will see a surge 
in public debt levels this year. South Africa stands out not 
because of the magnitude of the increase but because the 
cost: Long-term borrowing costs are substantially above those 
of other major emerging and developed markets. (Turkey and 
Argentina are notable exceptions, more about this below.)
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Despite all this gloom, local equities moved into positive territory 

for the year last week. The FTSE/JSE All Share Index closed 

above the 57 000 points level it started the year at. And despite 

dividend cuts or suspensions from many companies, overall 

dividend payments are positive, lifting the total return for 2020 

to 2%. That is obviously nothing to write home about in isolation, 

but seen in the context of the pandemic-induced global 

recession, it’s remarkable.

Clearly, the 50% gain in domestic equities since late March has 

very little to do with the local economy. To use one obvious 

example, British American Tobacco’s share price increased after 

the local tobacco ban was instituted in March. Its South African 

operations barely moved the needle on its overall profitability. 

WINNERS AND LOSERS
Those companies and sectors most closely connected with the 

local economy continue to languish. Bank shares are still down 

almost 40% this year and the diversified industrial and logistics 

groups are down 30%. In other words, they already reflect the 

domestic economic crisis. Many are trading at single digit price: 

earnings ratios. 

The big winners have been Naspers/Prosus, up 40% year-to-

date on the strong performance of Tencent in China. The 

combination of Naspers and Prosus account for almost a quarter 

of the overall market cap.

The biggest winner, by some distance, has been the gold sector, 

which has doubled this year even with the recent pull-back in 

the dollar gold price.

Our mining shares have also performed strongly on the back 

of rising dollar commodity prices and a weaker rand. 

As a result of the rising mining and global consumer shares, 

and struggling domestically focused shares, the overall weight 

of the latter in the main JSE indices has declined further. In 

other words, exposure to the domestic economy has declined 

further.

CHART 1: WINNING AND LOSING SECTORS ON THE JSE
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Yet the overall market – the high-flyers and the stragglers – is 

trading at a very reasonable valuation, certainly compared to 

the much higher price: earnings ratio of US equities in particular.

Starting valuation, and not current macroeconomic and political 

conditions, remains the best predictor of future returns we 

have (though it is not perfect). Therefore, a basket of JSE-listed 

companies should be able to generate a good long-term real 

return. 

CHART 2: SOUTH AFRICAN AND GLOBAL FORWARD 
PRICE: EARNINGS RATIO
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The local market remains very concentrated, however, and 

subject to a range of very idiosyncratic risks. There are only a 

hundred or so truly liquid stocks listed on the JSE, compared 

to thousands on global exchanges. It still makes sense to 

maintain substantial global equity exposure. Also, if South Africa 

were to have a full-blown fiscal crisis, the rand would be the 

first casualty and offshore exposure the best defence. JSE-listed 

rand hedges should also benefit. However, it makes much less 

sense to sell a relatively cheap rand and cheap local shares now. 

CRISIS TALKS
So what is the risk of a full-blown fiscal crisis? It is clear that the 

current fiscal trajectory is unsustainable in the sense that 

interest payments will end up consuming an ever greater share 

of tax revenue (this year it will be about 20 cents in every rand 

of tax collected). The government knows this. It has projected 

that debt will reach 140% of GDP in a decade if nothing is done. 

It is planning to take steps to address it, and these are set to 

be announced in the upcoming Medium Term Budget. It is 

vitally important that detailed and credible plans are presented 

next month, and that the announcement is not postponed yet 

again.

However, it is important to remember a number of key strengths 

that sets South Africa apart from other countries that have 

recently found themselves in some version of a debt or financial 

crisis. Lebanon and Argentina have both defaulted on government 

debt this year, Egypt is a recent recipient of a full-scale IMF 

bailout and of course Greece’s troubles dominated investor 

radar screens for a large part of the last decade. 

High debt levels per se don’t cause a crisis. The crisis is caused 

by a loss of market confidence, in other words the market 

refusing to roll over maturing debt or absorbing newly issued 

debt. This loss of confidence can come out of the blue, but 

often is associated with some other deep imbalance tipping 

over. A large and persistent current account deficit is one such 

imbalance. 

Unsustainably strong or pegged exchange rates is another 

classic culprit. Lebanon’s central bank ran what has been 

described as a Ponzi scheme to attract continued inflows of 

dollars to sustain its currency peg. Turkey’s central bank borrowed 

hard currency from domestic banks to try prop up the lira. Last 

week it seemed to give up after burning through tens of billions 

of foreign exchange reserves. It is often forgotten that Greece 

suffered through its crisis with a very strong real exchange rate, 

due largely to sharing a currency with Germany.

In contrast, the rand is volatile and currently somewhat 

undervalued. This allows it to act as a shock-absorber. When 

things go wrong, it is the first macro variable to adjust and it 

does so with gusto. This immediately boosts foreign export and 

investment revenues (and South Africa has a positive Net 

International Investment Position, meaning total foreign assets 

exceed foreign liabilities). A second, underrated feature of the 

volatility is that it discourages excessive foreign borrowing. A 

large portion of emerging market crises stem from the “original 

sin” of borrowing externally in hard currency.

It is hard to overstate the importance of South Africa’s well-run 

and well-regulated domestic banking system, a large pool of 

domestic savings, and liquid and deep capital markets. And 

crucially, they all operate in a domestic currency. Even while 

government debt is increasing at an alarming pace, it is still 

mostly rand-denominated, which makes the problem manageable 

as long as there is political will to address it. 

Finally, a credible and independent central bank is crucial. The 

SA Reserve Bank’s conservatism has been frustrating in the 

deepest recession in living memory, but in the broader context, 

it is a stabilising factor. In its current make-up, the Reserve Bank 

will not tolerate any Lebanon or Turkey-style shenanigans. 

None of these strengths will save us on their own, but they do 

give us some room to fix our problems. 

WHAT IS IN THE PRICE?
The other big question for investors is simply how much of all 

this is priced into the local bond market? After all, South Africa’s 

fiscal problems have been well known and widely discussed 

for a long time. Local long bond yields trade at 9.5%. That is not 

only well above short-term (money market) interest rates and 
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expected inflation for the next few years, but also above that 

of other countries, including countries with higher debt levels. 

The market can hardly be said to be complacent.

CHART 3: EMERGING MARKET 10-YEAR GOVERNMENT 
BOND YIELDS. 
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CHANGE THE NARRATIVE
Let’s face it, markets are driven by narratives. As much as we 
like to believe it is all about hard-nosed number crunching, the 
stories investors tell themselves and others are key. The surging 
gold price represents one such story: that of looming inflation 
and dollar weakness. The continued, mysterious allure of 
cryptocurrencies represents another (the collapse of fiat money). 
A third example is how work-from-home changes everything, 
as if people will never want to get dressed and venture outside 
again.

The all-too-brief ‘Ramaphoria’ narrative of impending reform 
saw the rand and local bonds surge in early 2018. It didn’t last 
and has been replaced by a very worrying narrative that South 
Africa is destined for a future of low growth and high debt, 
while the government lacks the will to make tough decisions 
and implement them. 

As a consequence, South African investors are scrambling to 
take money out of the country, businesses are not expanding 
and foreigners are overlooking opportunities here. We need to 
turn this narrative around and tell a simple and believable story 
to the world of how we are going to get government finances 
under control and grow the economy. Against the backdrop 
of global developed market interest rates near zero, if we have 
only marginal success in doing so, South African bonds yields 
can decline from their current elevated levels towards those 
of our emerging market peers (such as Brazil, Russia and India). 

As long-term borrowing costs decline, economic growth should 
accelerate further and local interest-rate sensitive stocks should 
rally. In other words, once in motion, it can have a very positive 
snowball effect. But the reverse is also true and as investors we 
need to be prepared for either scenario.
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Source: I-Net, figures as at 14 August 2020

EQUITIES - GLOBAL

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

Global MSCI World US$  2 384.0 1.19% 3.43% 1.10% 14.29%

United States S&P 500 US$  3 373.0 0.66% 3.12% 4.39% 18.73%

Europe MSCI Europe US$  1 643.0 1.67% 3.33% -7.90% 4.92%

Britain FTSE 100 US$  7 969.0 1.22% 3.27% -20.33% -7.54%

Germany DAX US$  1 429.0 1.93% 1.54% -2.08% 19.78%

Japan Nikkei 225 US$  218.5 3.65% -2.20% 0.40% 12.06%

Emerging Markets MSCI Emerging Markets US$  1 093.0 0.37% 1.30% -1.97% 13.38%

Brazil MSCI Brazil US$  1 555.0 -0.64% -5.01% -34.47% -25.78%

China MSCI China US$  95.8 -0.43% 0.74% 12.50% 33.08%

India MSCI India US$  544.0 -0.15% 1.11% -8.11% -0.01%

South Africa MSCI South Africa US$  371.0 1.37% -1.85% -22.38% -10.17%

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  57 077.0 0.56% 2.43% -0.01% 5.64%

All Share All Share (Total Return) Rand  8 811.0 0.57% 2.44% 1.73% 9.17%

TOP 40/Large Caps Top 40 Rand  8 103.0 0.57% 2.66% 5.55% 12.81%

Mid Caps Mid Cap Rand  13 663.0 1.65% 2.05% -22.86% -9.97%

Small Companies Small Cap Rand  14 041.0 0.39% 1.84% -18.46% -17.29%

Resources Resource 20 Rand  4 117.8 -0.04% 6.06% 22.04% 40.69%

Industrials Industrial 25 Rand  15 062.0 0.58% 0.80% 9.30% 9.77%

Financials Financial 15 Rand  6 332.0 2.61% 0.00% -32.60% -24.89%

Listed Property SA Listed Property Rand  1 130.4 -0.05% -0.40% -39.78% -39.36%

FIXED INTEREST - GLOBAL

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

US Aggregate Bond 
Index

Bloomberg Barclays US$  540.3 -0.59% -0.63% 5.60% 5.21%

FIXED INTEREST - SOUTH AFRICA

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

All Bond BESA ALBI Rand  711.7 0.66% 0.91% 1.89% 5.97%

Government Bonds BESA GOVI Rand  703.0 0.66% 0.92% 1.77% 5.80%

Corporate Bonds SB JSE Credit Indices Rand

Inflation Linked Bonds BESA CILI Rand  253.1 0.40% 0.71% -2.66% -3.37%

Cash STEFI Composite Rand  457.6 0.09% 0.18% 3.80% 6.56%

COMMODITIES

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

Brent Crude Oil Brent Crude ICE US$  44.8 0.90% 1.82% -32.12% -24.07%

Gold Gold Spot US$  1 949.0 -5.43% -1.37% 27.89% 30.02%

Platinum Platinum Spot US$  956.0 -1.75% 5.17% -1.54% 12.60%

CURRENCIES

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

ZAR/Dollar ZAR/USD Rand  17.37 1.55% -1.79% -19.40% -11.23%

ZAR/Pound ZAR/GBP Rand  22.75 1.19% -1.80% -18.42% -18.29%

ZAR/Euro ZAR/EUR Rand  20.57 1.05% -2.26% -23.74% -16.50%

Dollar/Euro USD/EUR US$  1.18 0.00% -0.17% -5.00% -5.93%

Dollar/Pound USD/GBP US$  1.31 -0.26% 0.11% 1.64% -7.53%

Dollar/Yen USD/JPY US$  0.01 0.62% 0.66% -1.94% 0.62%



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
• Inflation

US
• Housing starts and building permits

• Flash Manufacturing Purchasing Manager’s indices

• Existing home sales

EUROPE
• Flash Purchasing Manager’s Indices

JAPAN
• Q2 GDP

• Inflation
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