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QUARTERLY REVIEW – Q2 2016 

1. MARKET COMMENT… BREXIT shock 

 

Welcome to July and with it the rude awakening that the last week of June provided in the form of 

the unexpected Brexit decision. June 24th 2016 will not be forgotten in financial markets. To borrow 

the Lenin quote used by my UK colleague, Nic Spicer:  “There are decades where nothing happens; 

and there are weeks where decades happen.” No doubt, the UK’s vote to leave the European Union 

after 43 years opens a prolonged period of uncertainty. Markets do not like uncertainty. Quick 

answers about immediate steps and the UK’s future status with the EU will be in short supply for at 

least several months.  

The quarter’s performance was overshadowed by the UK referendum but most markets surprisingly 

ended in positive territory despite the very volatile last 2 weeks. The market’s favourite safe-haven 

asset was gold – enjoying a 7.2% rally in Q2, followed by SA Bonds and global yield assets.  

Away from the global shenanigans, ratings agencies S&P and Fitch left SA’s credit rating unchanged 

in early June, with a negative outlook. This provided the support to the local currency that ended the 

quarter stronger against the majors and below 20.00 to the GBP for the first time in close on a year. 

Q2 Asset Returns in Rands – a volatile June      Rand stronger versus major crosses – Q2 
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KEY COMMODITIES Price $ Jun Q2 YTD

Brent Oil 49.71    -1.2% 19.1% 16.9%

West Texas Oil 48.33    -1.6% 26.1% 30.5%

Gold 1,322    8.8% 7.2% 24.6%

Platinum 1,024    4.6% 5.0% 14.9%

Palladium 600       9.6% 6.3% 6.5%

Copper 4,840    3.0% -0.8% 2.9%

Iron Ore 62% 47.20    13.6% 0.8% 23.5%

CURRENCY Price Jun Q2 YTD

Rand/USD 14.73 6.7% 0.3% 5.1%

Rand/GBP 19.61 15.9% 8.1% 16.2%

Rand/Euro 16.34 6.8% 2.7% 2.7%

RAND RETURNS Index Jun Q2 YTD

SA Equity 52,218      -3.0% 0.4% 4.4%

SA Bonds 4.0% 4.4% 11.2%

SA Cash 0.6% 1.8% 3.5%

SA Property 1.2% -0.4% 9.6%

Global Equity -6.8% 1.1% -3.7%

Global Bonds -3.7% 2.7% 3.0%

Global Property -2.8% 3.8% 3.5%

SUPER SECTORS Index Jun Q2 YTD

Resource 10 30,302      -3.3% 6.5% 20.5%

Industrial 25 70,949      -4.0% 0.4% -0.2%

Financial 15 14,715      -2.8% -6.1% -1.0%

 

   

  

 

 

 

 

 

 

 

 

 

 

2 SA EQUITY – The JSE gives up all quarterly gains in the last week 

 

The JSE All Share ended the Q2 only marginally in the black, up 0.4%, after losing 3% in June in 

response to the shock Brexit result on June 24th as well as a stronger rand weighing on heavyweight 

exporters. Fed guidance, local politics, economics and ratings downgrades fizzled into oblivion. 

Resources were the best performers again in Q2 with a return of 6.5% whilst Industrials gave you 

0.4% and Financials lost 6.1%. Listed Property fell 0.4%. 

Sector Winners on the JSE included Industrial Metals (+39.6%), driven by iron ore prices and 

supported by dollar weakness earlier in the quarter, while Chinese economic data remained 

modestly supportive of steel production. Fixed Line Telecoms (+19.9%) was the second best-

performing sector, as Telkom significantly increased its dividend by 26% while its mobile business 

showed signs of a turnaround. MTN (+5.7%) agreed to pay a negotiated $1.7 billion fine to the 

Nigerian government, a third of the original penalty invoked on the group. Gold Miners (+16.4%) 

followed, benefitting from the flight to safety as well as reduced likelihood of Fed rate hikes this 

year. Pharmaceuticals (+12.6%) as Aspen announced the purchase of the global (ex US) anaesthetic 

business of AstraZeneca, materially adding to earnings going forward. Support Services (+11.9%) 

benefitted from the unbundling by Bidvest of Bid Corp which found favour with the foreigners. The 

more defensive Food Producers (+10.9%) did well given expectations of normalisation in SA drought 

conditions in 2H2016. Media giant, Naspers (+8.6%), was well supported by the rising Tencent share 

price. 

The Losers list was topped by stocks directly impacted by Brexit – in particular Capital & Counties, 

Intu Properties, Investec, Redefine Properties, Old Mutual and Netcare. In addition, Personal Goods 

/ global luxury giant, Richemont continued its dismal 2016 and fell a further 13.1% in the Q2 (and 

this after falling 12.6% in Q1). The luxury goods sector is driven by momentum. Clearly a slowdown  
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in global demand or marked change in consumer confidence would not benefit this sector/stock and 

with the odds now tilted to the downside. 

PPC is another stock recently dogged by bad news, its share price nose-diving to its lowest level since 

2003 after S&P downgraded its corporate credit to seven levels below investment grade and placed 

it on negative watch. 

 

Top 10 Sectors (%) Q2 Bottom 10 Sectors (%) Q2

Industrial Metals 39.6% Personal Goods -13.1%

Fixed Line Telecommunications 20.1% Household Goods -13.0%

Travel & Leisure 14.0% General Financial -10.0%

Mining 12.8% Real Estate Investment Services Sector -9.2%

Pharmaceuticals and Biotechnology 12.6% Chemicals -8.2%

Support Services 11.9% Electronic & Electrical Equipment -7.7%

Food Producers 10.9% Construction & Materials -7.4%

General Industrials 9.1% Life Insurance/Assurance -6.6%

Media 8.6% Beverages -5.3%

Tobacco 8.6% Industrial Transportation -4.5%

Top 10 Shares (%) Q2 Bottom 10 Shares (%) Q2

Kumba Iron Ore 39.6% Mpact -41.3%

Balwin Properties 38.6% PPC -34.4%

Lonmin 32.8% Investec -18.0%

AngloGold Ashanti 30.9% Capital & Counties Properties -17.0%

Pan African Resources 28.4% Brait -16.2%

Clicks Group 27.1% Afrimat -15.2%

Sun International Ltd 25.2% Liberty Holdings -13.7%

Pioneer Foods Group 25.0% Netcare -13.6%

Adcorp Holdings 24.6% Cie Financiere Richemont -13.1%

JSE 24.2% Steinhoff -13.0%
 

 

On a Style review – Growth stocks were hit hard in June whilst Value ended largely flat. Year to date, 

Value stock returns trump Growth by over 13%.  

From a Size factor – Mid Caps continue to outperform whilst Small Caps beat Large Caps. Large caps 

lag Mid-caps now close on 20% year to date. 

Longer Period Returns - Over a 10 year period, Industrials +20%, have outperformed Financials 

+13.1% and Resources +2.1%. Inflation has been approximately 6.2% per annum over this same 

period. Note the performance of Property, consistently beating most asset classes over all periods. 
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Asset Class - CAGR 2 years 3 years 5 years 10 years

SA Equities 4.5% 13.2% 14.0% 12.8%

Industrials 10.9% 17.1% 22.1% 20.0%

Financials 8.5% 15.4% 18.5% 13.1%

Resources -11.3% 2.3% -3.1% 2.1%

SA Property 18.5% 14.2% 18.4% 18.6%

SA Bonds 6.7% 6.3% 7.9% 8.4%

SA Cash 6.6% 6.2% 5.9% 7.3%

SA Inflation 5.2% 5.7% 5.6% 6.2%  

 

The weights of the JSE All Share Index see Industrials at approximately 60%, Financials at 21% and 

Resources at 19%. Top weighted stocks on the JSE – delineated by JSE All Share Index against the 

Shareholder Weighted (SWIX) Index. This has relevance to which benchmark is used in SA equity 

portfolios. 
 

All Share Index Top 10 Weights (%) SWIX Top 10 Weights (%)

Naspers 12.7% Naspers 17.6%

SAB Miller 11.6% British American Tobacco 5.2%

Richemont 5.9% Sasol 4.7%

BHP Billiton 5.5% SAB Miller 4.3%

British American Tobacco 4.0% Steinhoff 4.2%

MTN 3.5% MTN 3.8%

Sasol 3.0% Standard Bank 2.7%

Steinhoff 3.0% Firstrand 2.3%

Old Mutual 2.5% Remgro 2.1%

Anglo American 2.7% Old Mutual 2.0%  

 

1 SA BOND MARKET … Foreign demand for high yielding assets 
 

Following a sell-off in May, a reset of Fed hiking expectations amid a sharp fall in non-farm payrolls 

drew renewed demand for high-yielding assets around the globe. The rally was briefly reversed 

during the Brexit vote, but the market more than made up for those losses into the quarter end with 

strong foreign demand for SAs high-yielding assets once again and lowered the 10 year benchmark 

to 8.7%. This was accompanied by bull-steepening across the yield curve, thanks to a switch auction 

benefitting the short end and foreign demand supporting the long end. 

SA yields, along with all EM rates, have benefitted from falling Developed Market yields and the 

search for higher yielding assets. The growth uncertainty has shifted global central bands into 

dovish mode, with the ECB aggressively extending its asset purchases and the BoE all but promising a 

rate cut and QE. While data in China has been holding up, banking strain has increased the 

probability of policy easing.  
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Expectations for the Fed have shifted aggressively with consensus for possibly only one hike by 

January 2017; the market is pricing the next hike for 2018 and a possibility of easing. 

The US 10 year yield fell 44bps to 1.4%, while the German equivalent finished the month 27bps 

lower and in negative territory at -13bps. With low yields anticipated to persist globally, the search 

for a pickup is widely seen as a key positive momentum for EM yields. 
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2. FOREIGN FLOWS … search for yield buoys foreign interest 

 

After the first quarter’s significant foreign outflows of SA equities, net buying surged to R58bn in 

June – a post Global Financial Crises monthly record. One has to caveat though that the buying is 

perhaps more a function of corporate action (SAB – Inbev) rather than natural equity demand by the 

foreigners, and thus not likely to be entirely sustainable.  

We also saw decent foreign flows into our bond market in June, R16.4bn alone. Year to date 

foreigners have purchased to total of R60bn worth of equities and bonds, with R19.8bn going 

towards equities and R40.5bn into our bond market. 
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KEY COMMODITIES Price $ Jun Q2 YTD

Brent Oil 49.71    -1.2% 19.1% 16.9%

West Texas Oil 48.33    -1.6% 26.1% 30.5%

Gold 1,322    8.8% 7.2% 24.6%

Platinum 1,024    4.6% 5.0% 14.9%

Palladium 600        9.6% 6.3% 6.5%

Copper 4,840    3.0% -0.8% 2.9%

Iron Ore 62% 53.60    13.6% 0.8% 23.5%

CURRENCY Price Jun Q2 YTD

Rand/USD 14.73 6.7% 0.3% 5.1%

Rand/GBP 19.61 15.9% 8.1% 16.2%

Rand/Euro 16.34 6.8% 2.7% 2.7%

 

The strongest foreign demand in June was seen in the following stocks: (1) Naspers (2) MTN (3) 

Bidcorp (4) Bidvest and (5) Steinhoff. Biggest foreign sellers were in: (1) South 32 (2) AB Inbev SA (3) 

Distell (4) MPact and (5) Netcare. 

Year to date, foreigners have loved, (in order): (1) Steinhoff (2) Sasol (3) Naspers (4) MTN and (5) 

Bidcorp. Whilst foreigners sold: (1) SAB Miller (2) AB Inbev SA (3) Barclays Africa (4) British American 

Tobacco and (5) Capital & Counties. 

3. COMMODITIES AND CURRENCIES … building on Q1’s momentum 
 

   

 

 

 

 

 

 

Commodity prices have enjoyed a second consecutive quarter of gains which clearly bodes well for 

Emerging Markets. West Texas Oil rose 26.1% over the quarter as the rebalancing process in oil 

markets was accelerated largely by unplanned supply outages; notably in Canada and Nigeria. 

Safe-haven asset Gold ended the Q2 up 7.2% with spot gold reaching a peak just shy of 

$1360/ounce driven by uncertainty surrounding Brexit and the Fed’s action over the coming months. 

Bulk commodities softened slightly over the quarter following strong gains made in the Q1. Chinese 

economic data continues to be modestly supportive of steel production. Other base metals such as 

Zinc, Nickel and Aluminium all rallied whilst copper prices remain subdued on the threat of 

burgeoning supply. 

Maize prices also continued their strong Q1 momentum, predominantly due to the drought 

conditions and analysts cutting their estimates of this year’s crop. 

On the currency front, it is not often we can report that the Rand is one of the better Emerging 

Market FX performers on a year to date view and for the quarter. The local currency bounced 

nicely into the June close following the Brexit sell-off. The 16.2% appreciation against Sterling comes 

as no surprise. 

The USD/ZAR did however trade in a wide 14.0 - 16.0 range since February, partly due to its first 

world liquidity of the currency. The ZAR will likely be held to ransom in the short term and going into 

the December credit rating review as well as the possible threat of a Fed hike in H2 and the negative 

local economic outlook.  

However on a medium term view, indicators suggest that the rand is undervalued. The positive 

surprises in the trade account data suggest that this is finally having an effect on the real economy. 

Portfolio flows returned strongly in June, although the sustainability of the quantum of this, is  
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Source: RMB 

 

questionable given the large corporate action deals over the past six months. But then again the 

possibility of post Brexit monetary easing could spur ongoing capital inflows into all EMs. 

The risk profile on the rand remains large and unpredictable, as always. Although, encouragingly, 

according to RMB, the rand remains seriously undervalued.  

 

 

 

 

4. SA OUTLOOK … Headwinds to re-emerge in 2H 
 

South African assets have in the past few months benefited from a confluence of relatively positive 

domestic and international events. First the credit ratings agencies delivered a perhaps generous 

decision on the sovereign. Second, news headlines suggesting that Finance Minister Gordhan’s work 

at the Treasury was being undermined by factions within the ruling ANC and others have dissipated. 

Third, inflation appears to have hit a plateau. Fourth, commodity prices have risen since early April. 

Fifth, additional policy tightening by the US Federal Reserve looks likely to be further delayed. Sixth, 

some of South Africa’s ‘safe haven’ qualities appear to have attracted capital flows following the 

UK’s EU vote and the terrorist attack in Istanbul.  

But going into the second half of this year we may find ourselves with several challenges. Politics will 

once again come to the fore with risks around the municipal elections (3 August), a possible 

reshuffle of cabinet by President Zuma, and delays in policy agreements between business, labour 

and government. These developments could overshadow fiscal and monetary policies, and keep the 

overhanging threat of a credit downgrade on the table. In addition, foreign capital inflows 

historically decline markedly in the second half of the year, which if repeated this year, could pose 

risks to the rand in the short term. 

A sharp downward surprise in the 1Q16 GDP figures (a 1.2% contraction) and renewed weakness in 

high frequency indicators have resulted in consensus downgrades of SAs GDP growth forecasts to 
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Emerging Markets outperforming 

Developed Markets YTD 

 

 closer to 0% for 2016. SA’s economy is expected to fall into a technical recession in 2H16 with two 

consecutive quarters of contraction. Risks again remain to the downside.  

On top of this the cumulative 75bps of hikes in the repo rate in the first quarter have set the hurdle 

higher for SA equities to beat cash. Although the SARB is probably at or close to the end of the 

hiking cycle and 7% is close to peak. The Bank’s amended forecasts show headline CPI inside the 

target band by 3Q17, and with the rand at stronger levels, the Bank probably has room to pause. 

May’s headline CPI figure came encouragingly close to the target, at 6.1%, positively surprising most 

economists. 

5. GLOBAL MARKETS … Continental Europe suffers the most, Emerging Markets 

hold ground 

British voters wrong-footed global markets in June with their surprise vote to exit the EU. In the run-

up to the June 23rd vote, financial markets and bookmakers were pointing to a comfortable win for 

the “Remain” camp. The result proved to be anything but comfortable, ending a 43 year EU 

membership, and sent global markets into a tailspin. Yet, an uneasy calm returned to markets at the 

end of June, with the FTSE100 rising 4.4% in the month and +6.7% in Q2, buoyed by sterling’s 

collapse which will be a boon for UK exporters.  

The MSCI South Africa (+1.7%) outperformed MSCI Emerging Markets (+0.8%) in Q2 in USD terms, 

which underperformed MSCI Developed Markets (+1.2%). Year to date Emerging Markets winning 

the tussle versus Developed Markets. 

 

WORLD INDICES IN LOCAL CURRENCY Jun Q2 YTD

MSCI All Country World (DM+EM) ($) -0.6% 1.2% 1.5%

MSCI World Index (Developed) ($) -1.1% 1.2% 1.0%

MSCI Emerging Markets ($) 4.1% 0.8% 6.6%

MSCI South Africa ($) 7.7% 1.7% 15.9%

Europe - EuroStoxx 600 (€) -4.8% -0.4% -7.4%

Europe - EuroStoxx 50 (€) -6.0% -2.0% -9.5%

US - Dow Jones Indust 30 ($) 0.9% 2.1% 4.3%

US - NASDAQ ($) -2.3% -1.1% -3.2%

US - S&P 500 ($) 0.3% 2.5% 3.8%

UK - FTSE 100 (£) 4.4% 6.7% 6.7%

French - CAC 40 (€) -5.3% -0.7% -5.7%

Germany - DAX 30 (€) -5.7% -2.9% -9.9%

Hong Kong - Hang Seng (HK$) 1.3% 2.3% -2.6%

Japan - Nikkei 225 (JPY) -9.5% -7.0% -17.4%

China - Shanghai SE Composite (yuan) 1.1% -1.6% -16.5%  
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Global growth is weak with the prolonged phase of sub-par global growth set to continue and 

underwhelm. After the UK’s referendum, global growth is set to slow in the second half of the year. 

Recession in the UK, a slowdown in continental Europe, and renewed headwinds to Chinese growth 

will not be offset by resilience in the US and Emerging Markets. That said, the complexion of the 

forecast is changing and economists are starting to look toward the Global Emerging Market region 

for some recovery and diversification benefits. 

PortfolioMetrix (Pty) Ltd is an Authorised Financial Services Provider in South Africa. The information contained is given for information 

purposes only and is not intended to constitute financial, legal, tax, investment or other professional advice and should not be relied upon 

as such. Investments can go down as well as up and past performance is not a guide to the future. Data sourced from Bloomberg, Deutsche 

Bank, JPMorgan, Credit Suisse, RMB Morgan Stanley, RMB, BCA Research, SBG Securities and SA dailies 
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