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Market Indicators 
 

Local market overview 

 The FTSE/JSE All Share Index (-0.6% in Rands, -4.4% in US 
Dollars) declined in November with most emerging markets, 
but with widely divergent sectors as diversified miners 
(+15.0%) predictably led gains on Rand weakness and 
resurgent copper and iron ore prices. 

 Emerging markets (-4.6% in US Dollars) were negative on 
prospects of the incoming Trump administration renegotiating 
key trade agreements to the detriment of non-US markets – 
the FTSE/JSE All Share Index (-0.6% in Rands, -4.4% in US 
Dollars) was not immune to the emerging market slump. 

 Resource counters (+6.1%) rallied as the rand weakened and industrial metals prices surged on 
expectations for ballooning US infrastructure spend and Chinese speculative activity – but gold (-16.9%) 
and platinum (-15.0%) miners were standout underperformers after the allure of precious metals as safe 
haven assets fell on dollar strength and normalising bond yields. 

 General retailers (-6.5%) succumbed to poor trading statements from the sector – rising unemployment, 
higher input costs, tighter lending standards and lower disposable income growth are headwinds facing 
domestic consumption, a structural rather than cyclical challenge not yet reflected in ratings. 

 Within financials (+0.3%), the banking sector (+3.7%) outperformed short- and long-term insurers with 
FirstRand (+4.5%) and Standard Bank (+5.7%) the standout outperformers when SARB kept interest 
rates unchanged and South Africa avoided ratings downgrades from Fitch and Moody’s – the SA listed 
property index (-3.5%) fell in line with SA government bonds. 

 SA government bond yields tracked US bond yields higher but are still down from their beginning-of-year 
levels with the SA listed property sector (-3.5%) and All Bond Index (-1.8%) retracing some of their 2016 
gains. 
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Global market overview 

 Republican presidential victory and Congress control reverberated through markets as investors digested 
Trump’s pro-growth, pro-US, pro-business policies. 

 Investor speculation that the President-elect’s economic policies (tax cuts, fiscal expansion, deregulation) 
would accelerate US growth buoyed developed markets (+1.5%) on reversing carry trade – emerging 
markets (-4.6%) and gold (-7.9%) fell on rapidly rising US yields and Dollar strength. 

 US share markets and the dollar advanced relative to peers while long-dated government bond yields 
rose sharply in anticipation of higher inflation and debt. 

 Buoyant US markets (+3.5% in US Dollars) scaled new highs following Trump’s election win – concurrent 
Republican control of Congress and the White House bolstered prospects for US fiscal stimulus, tax reform 
and deregulation. 

 US equities (+3.5%) hit all-time highs on pro-business Trump euphoria and rising corporate earnings – 
in the last year, US share markets (+7.7%) significantly outperformed European bourses (-7.2%) on 
increasingly divergent growth expectations. 

 The Nikkei (-2.4%) underperformed on Yen weakness (-7.8% vs US Dollar) despite encouraging third 
quarter GDP growth (+2.2%) on surging Japanese exports – but domestic consumption remained weak 
regardless of government efforts to rebalance the economy. 

 Emerging markets (-4.6%) tumbled, led by Brazil (-11.2%), Indonesia (-12.5%) and Turkey (-14.9%) 
as rising yields and dollar strength drove outflows. 

 The Organization of Petroleum Exporting Countries (OPEC) struck an unexpected 6-month agreement at 
month end to throttle oil production by approximately 3.5% with Saudi Arabia bearing the brunt of the 
cut – the crude oil price (+4.5% for the month) surged above $50 per barrel. 

 The US Dollar advanced materially against the Euro (+3.2%) and Yen (+7.8%) in the weeks after the 
election – but the British Pound (+2.3%), having fallen 15% against the dollar over the last twelve 

months, rebounded from oversold levels.      

 Source: Foord  

 

 

 

‘The goal of retirement is to live off your assets – not 
on them’ 

– Frank Eberhart 



Editorial 
Words by Mauro Forlin, Operations Director 

Dear Clients, 

 
It’s December and now I am starting to get the feeling that I get when the final days of the year begin 
approaching. What a year 2016 has turned out to be. The last time I took a look and surveyed how the year 
was progressing it was the beginning of August and I had just returned from a quick trip to experience the heat 
of the European summer. 

Since August I have had the opportunity to visit our Cape Town office twice, once in September for a whole 
week and the second time in the middle of November for three days. Newcastle in KwaZulu-Natal, beckoned me 
twice in the last month. I managed to take a few days off just before the end of October, so I packed the family 
off to the Kruger National Park for this quick long weekend. I also had the opportunity to watch the Springboks 
(lose rather badly as it turned out) in Durban. I spent two days in October with a Swiss trust and financial 
services company as well, going through new ideas and structures. This I found very exciting and together with 
this group we are now working on new investment products over the next year or so. 

Now it is the beginning of December and once again I’m away from home. I am penning (well, ‘keyboarding’) 
this editorial while staring out over the Indian Ocean which is lapping the shores against the Mossel Bay beaches. 
I have driven my family here to let them begin their holiday while I return to Johannesburg to finish up work for 
the year. I will be once again joining my family shortly before Christmas to spend some time with them. 

The second half of 2016 has been so busy that recently when I’ve been waking up, I need a moment to remind 
myself where I went to bed the night before. 

Global & Local has been equally as busy in the last half of 2016. Investors have kept us busy with lots of welcome 
queries and questions on market performances and how this translates to their portfolios. In 2016 the markets 
have been challenging with no less than three globally unexpected outcomes of voter’s results. 

In June, the British voters decided against staying in the European Union. In November, the United States voters 
decided that their choice for president would be billionaire Donald Trump and in the last few days of November 
Italian voters decided to step to the right and voted against much needed constitutional support, resulting in a 
vote against the existing prime minister and in effect voted against the European Union. This caused much 
market turmoil which seems to be calming in recent days. 

Locally we have seen the municipal elections at the beginning of August turn out a result against the ANC in 
many areas. This was followed by threats of arresting the Minister of Finance. The Public Protector in her last 
days in office published a report which pointed a finger to a corrupt relationship between President Zuma 
together with the ANC and the Gupta family businesses. 

South Africa also avoided the anticipated ratings downgrades in the first few days of December thus providing 
much needed relief, even though this does not indicate that we are out of the woods yet. And with all that the 
year has gone by, but the question remains where does this take us in 2017? 

Both global and domestic environments remain unpredictable. Simply by looking back a year we can see exactly 
how unpredictable the global political and commercial environment can be.  

One year ago, President Zuma fired the south African Minister of Finance, he then appointed one of his cronies, 
a parliamentary back bencher as the new Minister of Finance.  



The South African corporate CEO’s gathered their might and forced Jacob Zuma to rethink this manoeuvre and 
Pravin Gordhan was reappointed to the post of Finance Minister for the second time. The result was that the 
Rand dropped to its lowest levels ever and South Africa changed three Finance Ministers in four days! This was 
an unpredictable event that shook markets. 

Globally, Brexit had a similar effect, and perhaps to a more positive extent the election of Donald Trump also 
effected markets. Again, these were unexpected results, which shifted markets. 

So, what can we expect looking forward? 

Now we are entering into the world of forecasting which is not an exact science. Fundamentally world stock and 
financial markets are in a reasonably good shape. They may be slightly over-valued due to the fact that stock 
markets seem to be the only place where investors can hope for an above inflation yield as interest rates remain 
historically low across the globe. There does not seem to be any bubble forming or there are no real warning 
bells out there. 

The warning bells that are sounding are all seemingly related to political situations around the world. These are 
aspects such as, how will the United Kingdom actually exit the European Union and how will this affect the 
European and global markets? What about the Italian banking crisis (one of the world’s oldest banks based in 
Tuscany has a problem with non-performing loans and might be needing to request a bail out from an already 
strapped Italian and European Central Banks), how will this affect other European countries? Now that Italy has 
shown its reluctance to remain in the European Union, whose next? Could it be Greece, Spain, Ireland, The 
Netherlands or France? Will Trump continue to be good for United States and thus global business? What about 
China’s economic slowdown? 

During 2016, we found we were changing stances very often due to very rapidly changing economic and political 
fundamentals, but certain aspects regarding the way we manage your capital remains the same, these are: 

 Keep a good portion of your capital exposed to offshore markets. We would recommend of at least 25%, depending 
on your circumstances. 

 If you are requiring to draw from your investments for income purposes, make sure you are drawing lower than 
your average long-term capital growth on those investments. This is sometimes easier said than done. One should 
also understand that at times it is acceptable over a short period to be drawing more than the capital gain achieved. 

So, what about 2017? What could our investors and clients expect from Global & Local in 2017? 

We are planning an interesting 2017. We have begun the planning of a development within Global & Local which 
will allow us to work more efficiently with your portfolio. This will be announced in due course. 

We are also working closely with joint venture partners to develop some investment products which are 
completely different to what is currently available in the general investment product market. 

Most importantly though, we will remain vigilant on what happens in global and domestic environments in order 
to provide you with guidance, insight and advice so that we can continue to provide you, our clients with the 
correct advice and service because simply put, our most important partners in business is you, our clients. 

With that, I will now finish off and wish you a good end to 2016 and a good start to 2017. If you are travelling 
at this time, please travel safely, enjoy time with family and loved ones over this holiday season. 

Please rest assured in the fact that our offices remain open with qualified staff keeping vigilant eyes on these 
pesky markets! 

Have fun everybody, stay safe and happy holidays.   



Spotlight 

Outlook  on 2017  
Words by Reneé Bold, Technical analyst                                                 

For most of us in the investment industry, advisers and fund 
managers alike, 2016 has proven to be a year that made it difficult 
to earn above average returns. With multiple market shocks and low 
growth rates, this put even more pressure on emerging markets such 
as South Africa. 
 
When looking at our Johannesburg Stock Exchange (JSE) All Share 
Index’s performance over the past year it becomes evident how 
strongly we were affected by the market factors: 
 
1.    Nenegate in Dec15/Jan16. 
2.    Brexit during June16/July16. 
3.    The political uncertainty regarding our finance Minister Pravin 
Gordhan and President Zuma over the recent months 
4.    The recent rating agencies decisions with regards to our 
Sovereign Bond Ratings clearly showing the downward trend for the 
passing weeks. 
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Although it might be easy for us to believe the worst has passed, there are still many factors to consider going 
forward into 2017 for us to be able to earn above average returns. 
 
The South African (SA) economy only grew by 0.2% in the 3rd quarter, which was not even half of what was 
expected. As per the table below, it is clear which industries are growing and offering better return possibilities 
during times of high volatility. 
 

 
 
For the purpose of this article we would like to highlight some of these sectors as well as factors that could 
influence the market during the coming year: 
 
Federal Reserve of the United States rate hikes, Europe Quantitative Easing (QE) and the possibility 
of rate cuts for South Africa 
Should President elect Donald Trump hold up with the many promises he made during his campaign we can 
expect that the US economy will have higher fiscal stimulus to promote growth. This will however lead to 
increased inflation and ultimately, we can expect the Federal Reserve (FED) to increase rates. Following this it 
is likely for the US Dollar to strengthen, as the higher growth and interest rates will draw inflows of capital to 
the country. 
 
We could expect more quantitative easing throughout Europe to further the stimulus of their economies. We are 
however concerned with the future of the Euro Currency and the Eurozone as Italy’s sovereign ratings have now 
been reduced as well. 
 



The South African National Treasury has been tightening our fiscal policy with the aim to get our inflation rate 
to return to its 3-6% target range. The South African Reserve Bank (SARB) has not been in any hurry to cut 
interest rates but we believe that we have come to the end of the interest rate hike. Once it is established that 
the inflationary pressures have returned to be within the target rate there could be a rate cut. Should this happen 
we can expect the Rand to further weaken against major currencies; this in turn could boost South African 
exports. 
 
The current account deficit has widened in the third quarter of 2016 and South Africa has had significant outflows 
of foreign direct investment recently with the fear surrounding the down grade of South Africa to junk status. 
All three rating agencies now have a negative outlook for South Africa leaving the country with a lot of work to 
be done before the next round of reviews. The volatility surrounding South Africa is therefore expected to 
continue until it has been established that South Africa is on the path to greater growth and recovery. 
 
The resource industry SA 
Over the last quarter, the South African resource sector has seen both growth as well as a reduction within 
different parts of the industry. With the recent water shortage, various parts of the agricultural industry have 
suffered and should these conditions continue we could be faced with an increase in food prices and products 
relating to the industry. This will add to the inflationary pressure National Treasury has been trying to lessen. 
 
Another industry we would like to highlight is the mining industry. This industry sector saw the greatest growth 
during the last quarter. For South African mining has in the past been the main driving force behind development 
and we foresee this to continue into the New Year. The Trump administration’s stance on trade issues could 
however pose a risk to emerging markets, were the administration’s policy to improve infrastructure could also 
significantly benefit the sector, even more so should the Rand weaken more as exports will become cheaper. 
 
The financial sector in South Africa 
The financial sector has provided a source of growth following the volatility caused by Nenegate earlier in the 
year. When analyzing the returns of Funds within the South African Equity – Financial classification the effect of 
Nenegate can clearly be seen as 1 year returns are still mostly negative, even though returns over the shorter 
term have in fact been positive. 
 
South Africa has moved up two places in its global competitive ranking for the industry to 47th position out of 
138 countries. This brings to light our institutions ongoing development which adds to the strength of the sector. 
We will be monitoring this sector closely as we anticipate that it could provide returns. 
 
Tax increases/decreases 
South Africans can anticipate significant tax increases next year. Treasury will be looking to increase revenue as 
an R23bn shortfall was discussed during the Mid Term Budget Speech by our Finance Minister Pravin Gordhan. 
An additional increase of approximately R13bn is planned for the tax year of 2017/18. 
 
There is speculation regarding an increase in the VAT rate, however this could dampen the already slow growth 
we are experiencing. We have also been warned that Sugar-tax will continue. 
 
What we would like to see is an increase of the limits of Tax free savings accounts as there is a possibility of 
this happening. 
 
 



The oil industry 
As oil producers have now agreed to cut their supply we saw the crude oil price rise to above the $53 per barrel 
mark (an increase of approximately 3%) on Monday. This should address the oversupply in recent times which 
lead to the drop-in price. As the supply decreases we should see the price increase further in line with demand. 
This could offer opportunities to earn returns as the industry revives itself, we are cautious that this could also 
trigger an increase in the price of petrol and would contribute to a further increase in inflation as well as 
hampering the growth as our economy’s production costs will increase. 
 
The utilities sector 
The ratings agency Fitch recently dropped Eskom’s rating from stable to negative. As the price for thermal coal 
has doubled year-on-year it has given coal mining suppliers the option of supplying the export market and not 
just Eskom any more. This could force Eskom to buy lager volumes in order for them to secure the right price 
or we could see a further increase in the price of utilities. This could further harm our growth should we continue 
to experience a lack in the supply of these utilities or a price increase thereof with an economy so reliant thereon. 
 
It has been forecast that there are enhanced chances for above-normal rainfall conditions for the coming season. 
Many areas over prior months have been drought struck, and water restrictions have been imposed including a 
penalty rate for over consumption thereof. With other industries heavily reliant on the provision of water this 
raises concerns for the time ahead. 
 
The focus on small capitalization companies and fallen blue chips 
During the past 10 years, around 40% of the JSE’s Top 40 companies have changed. Over time it was often 
assumed that these companies due to their large market capitalization (which they have built through good 
earnings over prior years) were stable and good investments. However, over the preceding ten years a number 
of these blue-chip companies shares offered a negative return and/or were able to beat the market return as a 
whole. Their inclusion in our Top 40 is measured by their sheer market size and not their returns year-on-year. 
Witnessing this has drawn our focus to medium and smaller companies, and even the fallen hero’s that are now 
trading at a discount to their fair value. These companies could indeed offer a chance of better returns with a 
greater opportunity for growth. 
 
Looking back, 2016 truly was a year of big shocks to the market, high volatility, and definitely a financial year 
to remember! Even though it is near to impossible to predict the markets for the time ahead we hope that these 
highlighted possibilities will offer some deeper insight into the market as our Global & Local Technical Team look 
forward to what the year ahead may hold. 
 

 

 

 

 

 

 

 



Opinion 
Rating agencies: Fitching, plain Moody’s or just Poor Standards? 

Words by Nikki Milicevic, Financial Advisor 

 

During 2007 the ‘Big Three’, being Standard & Poor, Moody’s and Fitch, gave the US unsecured lending market 
a clean bill of health. In 2008/2009 the world was literally standing on a cliff and looking at the precipice of a 
complete and utter financial Armageddon. The debt bubble had simply exploded. 
 
All of a sudden, the economic fundamentals of Robert Mugabe made perfect sense and the Federal Bank and 
the Central Bank of Europe grabbed their printing machines and ‘liquidity’ was being artificially created in the 
world’s economic system. These banks ended up buying truckloads of financial issues from banks and other 
financial institutions, which were not worth the ink on the paper, in order to stabilise the financial markets and 
literally became the eventual owners of the free world’s capital. 
 
During 2010 it was decided by the ‘three wise men’ to downgrade the sovereign rating of the USA from AAA to 
AA level. What is interesting to note is that the USA’s debt level still far exceeded its GDP, thus making it a 
candidate for default, but investors, having complete mistrust in the rating agencies, decided to increase their 
holdings in the 10 year US treasury bill, which was not even offering yields of more than 1.50%. The reason for 
this investment strategy; SAFETY! 
 
In order to understand what ratings mean, allow me to take you back in time. Standard & Poor was founded in 
1860 by Henry Karnum Poor. Poor was very disappointed with the lack of information available on the financial 
and operational state of the US rail road companies. Henry Karnum Poor, along with his son, started H.V and 
HW Poor Co. whereby they collected their own data on the state of the US rail system. This data was then 
analysed, condensed and published semi-annually in manuals which became known as ‘Poor’s Manual of the 
railroads of the United States’ and ‘Poor’s Directory of Railway Officials’. 
 
In 1906 Luther Lee Blake founded the Standard Statistics Bureau with the view to provide financial information 
on non-rail road Companies. In 1941 Poor’s Publishing and Standard Statistics merged to become Standard & 
Poor’s Corporation. 
 
S&P have over time developed a set of keys to their particular level of ratings and these main levels can be 
summarised as follows:   
  



  
 

 

South Africa’s sovereign rating is currently at BBB- with a negative outlook, which means we are currently barely 
investment grade. If South Africa is not able to increase or at least maintain this rating, then consequences 
could be rather severe. One also needs to understand that no single company or institution may have a better 
rating than its country of origin so it is therefore important for corporate South Africa to have an investment 
rating. Recently the ratings agency, Fitch, kept their outlook of South Africa at stable, but handed us a warning 
that South Africa’s political stability and growth needs to be addressed. 

Standard & Poor (S&P) echoed these sentiments in their final rating of South Africa as well. 

 



 
 

The above graph, with reference to a Mybroadband article on South Africa’s credit rating per president (1994 to 
2016), clearly indicates that a lack of leadership does have a rather huge influence in affecting a country’s 
sovereign rating. 
 
What happens should South Africa fall to non-investment grade status  
  
If we take a step back to December 2015 when our Finance Minister, Nhlanhla Nene, was replaced by an 
unknown Des van Rooyen, our bonds and equity markets experienced outflows and losses in excess of R500 
billion in less than a month. Bond yields increased to levels above 10% and literally overnight South Africa’s 
borrowing costs increased by more than 20-30% internationally. 
 
This increase in borrowing costs will eventually find its way into our disposable income as taxes will have to be 
increased to cover the government’s budget shortfall requirements. If expenditure drops, then GDP growth 
grinds to an eventual halt and inflation could eventually spiral out of control due to a weaker currency and the 
effects of imports. This is exactly what happened to Argentina during the late 1990s where foreign investors 
eventually had to take a haircut in their bond investments as this debt could simply not be funded anymore. 
 
Although the ‘Big Three’ have been very stern with their warnings, sanity prevailed and our ratings stayed in 
check, albeit just. 
 
Let us try and put our current sovereign rating in perspective. 



 
Sample Sovereign Ratings by S&P 

 

 
 
 
The highest sovereign rating in Africa is currently held by Botswana (A-). This country has achieved consistent 
economic growth of approximately 1.18% since 1994 and currently has a government debt to GDP ratio of 
approximately 22.70%. Life expectancy in this country is currently only about 47. 

 
Morocco is growing its GDP by roughly 4.20%, but its government debt to GDP ratio is currently at approximately 
63.89%. India is currently recording GDP growth well above 7% and its government debt to GDP is currently 
measured to be around 66.10%. Life expectancy is approximately 67. 

 
Italy’s GDP has been growing at only 0.60% since 1961, but recently this economy has been dropping 
approximately 1.40% per annum. Current government debt level to GDP is well over 132%. 

 
Iceland is a very small country with approximately 380 000 inhabitants. During 2008 this country experienced a 
complete and utter financial meltdown as it accumulated more than $52 billion in debt. This was 7 times the 
country’s GDP. Although only three Icelandic banks created this disaster, conservative calculations put their 
exposures at a staggering $75 billion. This country currently has a government debt level of approximately 68% 
of GDP and the GDP is currently growing by 3.80% per annum. 

 
South Africa has managed to achieve an average growth rate of almost 2.90% since 1993 and our current 
government debt to GDP ratio is less than 41%. Life expectancy has also increased from below 50 to just over 
62. 

 
So far nothing sinister is cropping, but it does appear that the rating agencies do focus a lot on current economic 
growth and development and NOT necessarily debt levels. Have they simply NOT learnt from their 2007 error 
when ignoring the monster that became to be the subprime crisis of 2008/2009? 

 
 



If South Africa can deliver on its promises made by Pravin Gordhan of a targeted GDP growth rate of 1.50% 
over the next year and to steadily increase this to over 2%, whilst an expected increase in global commodity 
prices could also have a positive impact on South Africa’s trade balance and eventually leading to a strengthening 
of the Rand thereby reducing the impact on South Africa’s imported inflation, then perhaps rating agencies are 
being somewhat harsh. If one further considers that South Africa has never defaulted on its debt, then placing 
us on an equal footing with the likes of Italy, Morocco and Iceland does seem rather unfair. 

 
Another way of looking at default risk is to compare the yields that some bonds must pay to investors in order 
to attract their capital. 
 
Sample of Current 10-year Bond yields 

 

 
 

Note: In addition to the above it is noteworthy to mention that Venezuela is offering a one-year bond at 49% 
and a five-year bond at 22.24% 

  
Our flagship R186 government bond is paying a healthy coupon of 10.50% per annum and the current running 
yield is set at around 8.90%. Considering the economic uncertainty and severe debt levels in Italy, Ireland, 
Iceland, Greece, Bulgaria, Argentina and Portugal one really struggles to find logic in the fact that their bond 
yields are so very low. Are rating agencies and their ratings principles really telling us the truth or should the 
world brace itself for another financial crisis because of their continued ignorance of unsustainable debt levels? 
One can only shiver at that thought. 
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