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Market and Economic Summary

Global equity markets continued their strong start to the year in February, driven higher
by encouraging signs of a possible breakthrough in trade negotiations between the U.S.
and China. US President Donald Trump indicated towards the end of February that the
U.S. would delay the raising of tariffs on $200 billion worth of Chinese goods.
Geopolitical tensions weighed on markets slightly towards the end of the month,
triggered by tensions between India and Pakistan and the lack of a nuclear agreement
being struck at the Hanoi summit between President Trump and North Korean leader
Kim Jong Un.

The South African equity market produced a decent return in February, driven by strong
returns from resource counters and industrial heavyweights, including Richemont, AB
InBev and Naspers. Financials fared slightly worse, after a strong start to the year, with
the large banks and life insurers weighing on index returns. Local listed property came
under pressure during February after a spectacular start to the year, as poor results
releases weighed on the sector and bonds yields moved higher over the course of the
month. Local bonds ended the month slightly down, however, the recovery towards the
end of February masked a brief sell off in the asset class following the budget speech.

Finance Minister Tito Mboweni delivered his maiden budget speech in February. He was
faced with an extremely difficult balancing act between delivering a credible budget,
laying out further plans for President Ramaphosa’s planned reforms, appeasing
influential ANC factions and the general public during an election year and laying out
concrete plans to keep the ratings agencies happy. The budget speech was generally
well received by market participants, with both the rand and local bonds recovering later
in the day after a brief sell off.

Moody's will review South Africa’s sovereign credit rating at the end of March, and
while the country’s rating is unlikely to be changed to non-investment grade, there is a
possibility that the outlook may be changed from stable to negative.

Inflation continued to moderate during January, with headline CPI slowing to a year-on-
year rate of 4.0%, largely due to a slowdown in transport costs from a reduction in fuel
prices.



Exhibit 1: SA Market Performance (total returns)
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Source: Morningstar Direct as at 28/02/2019. Returns are in South African Rand and have been annualised for periods longer than 1 year.

Resources (+9.1%) and Industrials (+3.5%) both delivered decent outcomes in the
month, while Financials (-2.1%) struggled.

Exhibit 2: SA Sector Performance (total returns)
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Developed market equities moved higher during the month after a strong start to the
year. The MSCI World Index (+3.1%) delivered a decent return during February, largely
due to strong returns from U.S. equities.

Emerging market equities had mixed fortunes during February, as Chinese equities
delivered strong returns during the month, while other markets (including Brazil, Russia
and India) were slightly down in local currency terms. The MSCI Emerging Markets
Index (+0.2%) was marginally positive for the month.



All major equity markets delivered positive performance in February, with the UK's FTSE
100 (+3.4%), Germany's FSE DAX (+2.3%) and Japan's Nikkei 225 (+0.7%) all finishing
February higher. U.S. equities moved higher in February after a strong start to 2019,
with both the S&P 500 (+3.2%) and the NASDAQ 100 (+2.9%) delivering positive
returns for the month.

Exhibit 3: International Market Performance (total returns)
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Impact on client portfolios

Investors with significant allocations to equities received decent outcomes in February
as the local equity market delivered strong returns during the month and global
allocations received a strong tailwind from a weaker rand during February. Income
investors had mixed fortunes during the month, as the local bond market came under
pressure slightly after the budget speech and poor returns from local listed property
during February weighed on portfolio returns.

The first two months of the year have delivered decent returns for most investors
following a difficult 2018. We continue to encourage investors to take a long-term view
when employing capital. Through our valuation driven approach, we will continue to
allocate our clients” money to the areas of the market where we believe there is sufficient
reward for the risk taken on.
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