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Impact on client portfolios

Investors and market participants should be aware of the Coronavirus and the
equity market declines which have occurred during February on the back of
concerns around its likely effect on future economic performance and company
profits. During market drawdowns such as these, we believe that it is important to
remain calm and not be forced into making rash short-term decisions which impede
the ability of investors to achieve their financial goals. While market sell offs are
never comfortable, we believe that it is important to focus on whether the moves
are driven by sentiment or long-term fundamentals. In our view, many of the
movements have been based on panic and emotions, as investors are not able to
stomach the volatility that comes with investing in equity markets. We will
continue to monitor proceedings closely, as we unpack whether rebalancing or
restructuring of portfolios is prudent given the market movements.

Market and economic summary

February was a volatile month for global markets, as the spread of the Coronavirus and
its likely effect on global economic growth drove investors out of equities and into
perceived safe-haven assets including developed market government bonds.

Exhibit 1: SA Market Performance (total returns)
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Source: Morningstar Direct as at 29/02/2020. Returns are in South African Rand and have been annualised for periods longer than 1 year.



South African equities fell during the month in line with other global equity markets,
with only four shares in the top 60 of the JSE finishing the month with a positive return.

Local bonds reacted positively to the budget speech by Finance Minister Tito Mboweni,
however, the asset class lost some ground towards the end of the month as yields
moved higher (moving prices lower) due to sales by foreigners on the back of the de-
risking trend.

Local listed property came under severe pressure during the month, as the sector faced
headwinds from weak local economic conditions and global risk aversion to those asset
classes perceived as risky.

The rand was weaker against major developed market currencies during the month,
which masked the negative contribution from global equity allocations slightly.

Finance Minister Tito Mboweni delivered an ambitious budget speech during the month,
with the minister announcing the intention to reduce expenditure by R261 billion over
the next three years, including a reduction in the government wage bill of R160 billion.

The minister also announced a downward revision of R63 billion in estimates of tax
revenue for the 2019/2020 fiscal year relative to the 2019 budget, which is likely to lead
to a budget deficit of 6.3% for 2019/2020.

All local equity sectors finished the month sharply lower, with Industrials (-7.0%) faring
slightly better than both Financials (-9.5%) and Resources (-11.6%).

Exhibit 2: SA Sector Performance (total returns)
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All major developed equity markets ended the month lower, as concerns around the
Coronavirus took its toll on the performance of risk assets. The MSCI World Index
delivered a return of -8.4% for the month.



Emerging market equities fared slightly better than developed market equities over the
month, however, the index still ended in the red. The MSCI Emerging Markets Index
delivered a return of -5.3% for the month.

All major equity markets ended the month lower, with China's Shanghai SE Compaosite
(-4.1%), Japan’s Nikkei 225 (-8.4%), Germany's FSE DAX (-9.2%) and the UK's FTSE
100 (-11.8%) all delivering poor performance.

US equities also ended the month lower, with both the NASDAQ 100 (-5.8%) and the
S&P 500 (-8.2%) ending the month in the red.

Exhibit 3: International Market Performance (total returns)
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Local Market Indices
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