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Perhaps the most famous quote on politics comes from British 
Prime Minister Harold Wilson: “A week is a long time in politics.” 
As with many such quotes, there is some disagreement on 
whether it has been correctly attributed. But whoever said it 
neatly summed up something we know well, namely that the 
political balance of power in democracies can shift quickly, in 
response to external events and also because ambitious politicians 
are always looking for a way to make hay out of the smallest 
opportunity. And of course there is never a shortage of drama. 

The past three weeks have seen extraordinary political scenes 
play out in the US, the world’s largest economy and also the 
most important as far as financial markets are concerned. 

First came the shouting match during the pre-election 
presidential debate between incumbent Donald Trump and 
challenger Joe Biden. Then, only a few days later, Trump revealed 
that he, his wife and several of his aides had tested positive for 
Covid-19. He spent a few days in hospital, suggesting it was 
quite serious, but is now back at work, and tweeting prolifically. 
One of these tweets included an instruction to call off talks 
with the Democrats over a new fiscal support package. Though 
he later backtracked, this is where the rubber hit the road.

ALL ABOUT POLICY
At the best of times, politics is noisy, exaggerated theatre, and 
Trump is a particularly theatrical politician, favouring form (and 
fantasy) over substance at all times, but even he was arguably 
just the ultimate and logical (if extreme) extension of US-style 
politics. 

What investors care about, or should care about, is policy. Policy 
is the outcome of political processes, and is what directly impacts 
the what, how, when and where of business. Any policy change 
creates winners and losers, whether it is a change to the tax 
code, environmental regulations, tariff barriers, or the minimum 
wage. Looser fiscal policy - an increase in state borrowing - tends 
to favour current over future taxpayers, depending on how 
wisely the borrowed funds are invested. Changes in monetary 
policy also creates winners and losers (savers versus borrowers), 
but monetary policy in most of the world is now handled by 
central banks independent from political interference, and in 
most cases that is a very good thing. 

Good policy is rational, evidence-based, transparent and aimed 
at making a positive long-term impact for the benefit of broader 
society. In practice, special interest groups lobby, push, cajole 
and even threaten for policies that serve their narrow interests. 
This is prevalent in advanced democracies as well as less 
developed countries, where interest groups turn to outright 
bribery or even violence to get their way. As a rule of thumb, it 
is easier to block change than to effect it. 

RECOVERY NEEDS SUPPORT
The US economy is recovering fairly quickly from the devastation 
of the coronavirus, thanks in large part to substantial monetary 
and fiscal support. The March Coronavirus Aid, Relief, and 
Economic Security Act (CARES, since another US political tradition 
is giving pieces of legislation catchy names) injected $2.2 trillion 
into the US economy through public health funding, extended 
unemployment benefits, support for businesses and one-off 
cash cheques to most Americans. On the monetary side, the 
Fed cut rates to zero and ballooned its balance sheet by $3 trillion, 
mainly by buying government and corporate bonds.  

MORE SUPPORT NEEDED
But it is clear that more support is needed as the recovery risks 
losing steam. For instance, the extended unemployment 
benefits have expired, even with unemployment still elevated 
at 7.9% (it was 3.4% before the pandemic hit). 

In fact, mere hours before Trump called off talks, Federal Reserve 
Chair Jerome Powell warned lawmakers in Congress of the 
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‘tragic’ consequences should there not be further support. 
Democrats have proposed another $2 trillion package with a 
strong focus on supporting workers, as well as state and local 
governments who, unlike the federal government, generally 
have to run balanced budgets. Republicans have proposed a 
smaller bill, with an emphasis on supporting businesses (in line 
with the party’s traditional ideological leanings). 

With less than a month to go before the election, and with a 
contentious hearing on filling a Supreme Court vacancy about 
to get underway, it is touch-and-go whether a new deal can be 
reached now. Both parties would have to spend political capital 
to reach a compromise. That is tough in this climate and the 
matter may have to wait until after the votes have been tallied.

BIDEN HIS TIME
Opinion polls place Biden in the lead for the presidential election, 
even when correcting for the shortcomings in polling exposed 
by the 2016 election surprise. The tumultuous past few days 
have, if anything, pushed the polls further in Biden’s direction. 
This has been viewed positively by investors as an uncertain 
election outcome is the last thing markets want. Markets are 
allergic to uncertainty. 

The market’s newfound fondness for Biden is still somewhat 
surprising, since Biden’s tax and regulatory policies are likely 
to be a headwind for corporate profits in aggregate, but again 
there will be both losers and winners (infrastructure, healthcare 
and renewable energy could be major beneficiaries). Beyond 
that, however, Wall Street increasingly believes that an incoming 
Biden administration is likely to inject substantially more federal 
spending into the economy than Trump’s would. That would 
be a tide that raises all boats. This is partly reflected in the fact 
that US bond yields have broken out of their tight trading range 
of the past few months, finally pricing somewhat faster growth 
and higher inflation. 

CHART 1: AVERAGE OF POLLS FOR US PRESIDENTIAL 
ELECTION
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Importantly, however, in the American system the powers of 
the purse lie with Congress, not the President. Currently 
Democrats control the House of Representatives, and Republicans 
the Senate. The former is likely to remain in Democratic hands, 
but it’s a toss-up who will win control of the Senate. Simple 
demographics give Democrats a natural advantage in the 
House, and Republicans the same in Senate elections. Split 
control of Congress could again result in deadlock, or at least 
substantially constrained policymaking, irrespective of who 
occupies the White House.

Two final thoughts on the US election. Firstly, it has ultimately 
not mattered much for the stock market who the president is. 
The dotcom bubble in the 1990s was not Bill Clinton’s doing and 
the subsequent crash was not George W Bush’s fault. The crash 
at the end of Bush’s term in 2008 was also not his fault, although 
his administration clearly dropped the ball on financial oversight. 

The second point is that it can be tempting to project personal 
political views onto the market. Many accused President Obama 
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of being a closet socialist and warned of a crash should he be 
elected. In the end, his term saw strong market gains. Similarly, 
it was widely assumed that an unlikely Trump victory in 2016 
would lead to investors panicking. Instead, Trump’s shock win 
in 2016 led to only a short-lived sell-off before the market focused 
on policy instead of politics and started pricing in lower taxes. 
Therefore, be wary of trying to forecast exactly how markets 
will respond.  

CHART 2: US EQUITIES AND PRESIDENTIAL ELECTIONS
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USED TO POLITICAL UNCERTAINTY 
In South Africa we are used to political intrigue, drama and 
general uncertainty. However, the same principle applies here 
as elsewhere: it is policy not political theatre that matters. For 
instance, the fact that there have finally been high-profile 
arrests for corruption is clearly encouraging news, but it won’t 
make a difference to daily economic activity on its own.

However, global factors also matter greatly. It is ironic, but the 
JSE delivered 15% per annum under the disastrous Jacob Zuma 
administration, while the market has moved sideways in the 
Cyril Ramaphosa era. This is mostly because the start of Zuma’s 
term coincided very closely with the bottoming of global markets 
in 2009. Ramaphosa’s term has already seen two significant 
global market corrections, in late 2018 and of course earlier this 
year. 

The actual policy changes of the Ramaphosa administration 
have largely been for the better. This includes improving 
governance, stabilising (but not fixing, yet) state-owned 
enterprises, improving the ease of doing business somewhat, 
and generally trying to encourage more investment, particularly 
in infrastructure.

With Ramaphosa seemingly continuing to consolidate power 
within the ANC, he is very likely to serve a second term as 
president. This implies policy continuity and stability, at least 
for the next few years, which is good. The three big remaining 
problems are slow implementation due to a lack of state capacity 
and vested interests; still-excessive levels of state intervention 
across large parts of the economy; and of course, rapidly rising 
government debt. 

On the latter, we face the opposite problem as the US. Rather 
than needing to expand fiscal policy, we need to find a way to 
cut back. It is the worst possible time to do so, because fiscal 
consolidation will drain demand form the economy, but there 
is little choice. Our economy also desperately needs support, 
but the cost of borrowing to do so is prohibitively high. Even 
after bond yields have ticked up, the US government can borrow 
at long-term rates that are well below expected inflation. Funds 
borrowed now should be gently inflated away. 

The South African government in contrast borrows at long-term 
interest rates that are double expected inflation (which we take 

as the midpoint of the SA Reserve Bank’s target range). That 
means interest payments will continue taking a larger share 
of government spending, crowding out other, more urgent 
spending needs. It is not a sustainable situation. Even with a 
higher debt-to-GDP ratio, the interest payments consume a 
smaller share of national income in the US than in SA, thanks 
to lower interest rates (chart 3).

CHART 3: INTEREST PAYMENTS AS % OF NATIONAL GDP
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SELF-FULFILLING DYNAMIC
What makes it worse is the self-fulfilling nature of this problematic 
dynamic. The more the market worries about debt sustainability, 
the higher bond yields are, the less sustainable debt actually 
becomes. What is needed is a virtuous cycle where the market 
gains confidence in the future path of debt, leading to lower 
interest rates, which in turn reduce the debt burden further. 

To get there we need three ingredients. The first is beyond our 
control, but the favourable global environment of low interest 
rates is crucial. Global bond yields jumped in 2013 as the market 
started pricing in tighter monetary policy in the US for the first 
time since the Global Financial Crisis. South Africa’s 10-year 
bond yield jumped from 6% to 8% in the space of a few weeks 
through no fault of our own. 

Secondly, we need to show greater discipline in spending, 
particularly on compensation for public sector workers, which 
has grown substantially over the past decade. Since the economy 
cannot handle higher tax rates, fiscal consolidation will have 
to come from the spending side. 

The third crucial ingredient is faster economic growth. That 
will fill the tax coffers and reduce dependence on borrowing. 
The local economy is dependent on global tailwinds, but more 
vigorous implementation of growth-enhancing policies is 
clearly also needed. 

This is what investors will look for in next week’s Medium Term 
Budget Policy Statement and the February Budget: a credible 
plan to reduce borrowing and drive economic reforms. 

The Finance Minister and his Treasury officials know this well, 
but most of the decisions lie outside their remit with other 
departments and politicians. There are interest groups who 
are quite happy with the status quo and who will try to block 
reform. Investors know this, which is why South African assets 
trade at substantial discounts. Bond yields in particular are 
extremely high in a global context. 

However, these interest groups will not necessarily succeed, 
especially if there is a groundswell of support for change. If 
Wilson was right, change can happen more quickly than 
expected, especially given the general level of pessimism. 
Unloved South African investments can still surprise on the 
upside and therefore still have a place in diversified portfolios. 
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Source: I-Net, figures as at 9 October 2020

EQUITIES - GLOBAL

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

Global MSCI World US$  2 448.0 3.64% 3.42% 3.82% 14.50%

United States S&P 500 US$  3 477.0 3.85% 3.39% 7.61% 19.12%

Europe MSCI Europe US$  1 649.0 3.00% 3.32% -7.57% 2.93%

Britain FTSE 100 US$  7 850.0 2.80% 3.55% -21.52% -10.25%

Germany DAX US$  1 457.0 3.70% 3.41% 3.38% 17.88%

Japan Nikkei 225 US$  223.6 2.30% 1.70% 4.83% 12.03%

Emerging Markets MSCI Emerging Markets US$  1 123.0 3.79% 3.79% 0.72% 13.09%

Brazil MSCI Brazil US$  1 448.0 6.08% 5.31% -38.98% -29.78%

China MSCI China US$  100.9 3.96% 3.48% 18.52% 36.75%

India MSCI India US$  590.3 3.42% 5.60% -0.28% 6.94%

South Africa MSCI South Africa US$  383.0 1.32% 3.79% -19.87% -9.88%

EQUITIES - SOUTH AFRICA (TOTAL RETURN 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  55 183.0 1.78% 1.69% -3.33% 1.55%

All Share All Share (Total Return) Rand  8 587.0 1.79% 1.71% -0.85% 4.46%

JSE Capped SWIX Capped SWIX (Total 
Return) Rand  21 153.0 1.20% 1.71% -8.24% -3.69%

TOP 40/Large Caps Top 40 Rand  7 868.0 1.77% 1.47% 2.49% 8.06%

Mid Caps Mid Cap Rand  13 643.0 0.32% 2.26% -22.97% -15.11%

Small Companies Small Cap Rand  14 709.0 2.49% 4.43% -14.58% -13.52%

Resources Resource 20 Rand  3 877.4 3.79% 2.33% 14.91% 29.37%

Industrials Industrial 25 Rand  15 025.0 2.13% 1.94% 9.03% 11.17%

Financials Financial 15 Rand  6 185.0 -4.06% -1.59% -34.16% -32.24%

Listed Property SA Listed Property Rand  991.5 -2.68% -1.44% -47.18% -47.40%

FIXED INTEREST - GLOBAL

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

US Aggregate Bond 
Index

Bloomberg Barclays US$  542.9 0.34% 0.35% 6.10% 6.21%

FIXED INTEREST - SOUTH AFRICA

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

All Bond BESA ALBI Rand  709.3 -0.05% -0.27% 1.55% 2.41%

Government Bonds BESA GOVI Rand  700.7 -0.07% -0.28% 1.44% 2.21%

Inflation Linked Bonds BESA CILI Rand  258.4 0.39% 0.46% -0.64% -1.65%

Cash STEFI Composite Rand  460.6 0.08% 0.10% 4.48% 6.13%

COMMODITIES

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

Brent Crude Oil Brent Crude ICE US$  43.3 5.89% 3.19% -34.33% -25.28%

Gold Gold Spot US$  1 915.0 0.37% 1.43% 25.66% 26.99%

Platinum Platinum Spot US$  881.0 -1.01% 1.26% -9.27% -0.90%

CURRENCIES

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

ZAR/Dollar ZAR/USD Rand  16.45 0.53% 1.84% -14.91% -7.79%

ZAR/Pound ZAR/GBP Rand  21.49 -0.51% 0.74% -13.63% -13.82%

ZAR/Euro ZAR/EUR Rand  19.49 -0.60% 0.79% -19.48% -14.61%

Dollar/Euro USD/EUR US$  1.18 -0.85% -0.68% -5.00% -6.78%

Dollar/Pound USD/GBP US$  1.30 -0.84% -1.13% 1.94% -6.49%

Dollar/Yen USD/JPY US$  0.01 0.25% 0.17% -2.82% -1.74%



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
• Manufacturing production

• Mining production

• Retail sales

US
• Retail sales 

• Consumer confidence

• Inflation

EUROPE
• Eurozone Industrial production

• Germany ZEW Economic Sentiment Index

CHINA
• Inflation

• Trade 

• Vehicle sales

• Loan growth 
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