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Local Market Overview
LOCAL EQUITIES
The JSE All Share Index (ALSI) bounced back strongly in December to cap off what has been a dismal year for local investors.
The local market bucked the global trend in the final month of the year, gaining 4.25%, largely driven by the resources sector,
which continued its excellent run in 2018. For the year, the ALSI fell 8.53%, its worst performance in a decade. Investors will
remember 2018 for the collapse in the property sector, led by the Resilient Group of companies, as well as the large declines
in a number of blue-chip industrial companies.
From an economic perspective, in 2018 the local economy struggled to gain any momentum. After ousting Jacob Zuma early
in the year, the Ramaphosa euphoria (Ramaphoria), quickly fizzled out, with business and consumer confidence taking a further
knock when the South African economy plunged into a technical recession. However, GDP data released in December saw
the local economy grow quicker than expected in the third quarter, expanding by 2.2% year-on-year, ahead of the 1.9%
expected. Consumer inflation figures released during the month also saw a slight uptick to 5.2% from 5.1% in the previous
month.
RESOURCES
Resources ended the year on a strong note, adding 12.59% over the festive period, taking 2018’s total return to 17.77%. The
month’s performance was, in part, supported by a depreciating rand against the US dollar, with the rand down 3.46%.
According to the Bloomberg Commodity Index, commodity prices took some strain over the month, losing 6.89% in US dollars. December saw the continued decline of Brent crude oil, down 8.36% in US dollars, trading at USD53.80 at year end.
Despite the move in the oil price, Sasol gained 4.61%. The price of iron ore rose by 9.07% over the month, pushing Kumba
Iron Ore 14.33% higher. Precious metals were a mixed bag, with gold gaining 5.07%, yet platinum slipping 0.30%. Gold miners
had a positive month, with the likes of AngloGold Ashanti gaining 30.63% and Gold Fields growing 22.25%.
INDUSTRIALS
The INDI25 index managed to end 2018 on a positive note, adding 2.74% in December as a weaker rand boosted some of
the larger rand hedge stocks. Naspers and Richemont, the two largest constituents within the index, added 4.68% and 5.07%
for the month, helping to push the index higher. Other notable positive performances came from Spar (+5.99%), Vodacom
(+5.18%) and Bidcorp (+3.45%). On the downside, Aspen’s share price continued to fall, sliding another 8.34%, while retailers
Pick ‘n Pay, The Foschini Group and Shoprite also all ended the month weaker. The INDI25 ended the year down 17.87%, and
2018 will be remembered for precipitous falls in some of the most widely held blue chips, with the likes of Aspen (-51.42%),
Mediclinic (-43.48%), British American Tobacco (-43.42%), Tiger Brands (-40.48%) and MTN (-34.85%) all suffering major
declines. While the performance from some of the INDI25 shares has been disappointing, we have been taking advantage by
accumulating more shares, at lower prices, of certain companies that we consider to be above average in terms of quality. This
should bode well for future returns.

FINANCIALS
The FINI15 recorded gains for the second consecutive month, adding 1.24% to finish off the year. The JSE Banks Index gained
1.44%, with most of the banks ending the month in the green. Absa Bank was the best performer, gaining 5.08%, followed by
Nedbank (+3.35%), and Standard Bank (+2.07%). FirstRand and Investec underperformed, with both counters ending in
negative territory. Sanlam and Discovery led the insurers higher, gaining 3.87% and 3.83% respectively. The FINI15 ended the
year 4.09% lower, with most of the constituents finishing in the red. Nedbank and Capitec both finished in positive territory,
however, in what has been a difficult year for companies exposed to the local economy and consumer.
LISTED PROPERTY
Once again, the local listed property sector declined over the month of December, losing some 1.05% over the period. The
losses were experienced across the entire sector with counters such as Accelerate, Rebosis and Arrowhead each losing
more than 10%. Counters with an offshore bias struggled to deliver as global risk factors such as trade tensions contained
their returns. By way of example, Hammerson was down more than 11% for the month.
Property fundamentals remain weak in a low-growth environment with very few signs of recovery in the retail sector. The
office sector also remains a laggard as oversupply increases. The near-term outlook remains volatile in what is a
challenging sector.
LOCAL CURRENCY
The South African rand had a bumpy ride over the month, trading in a wide band ranging from ZAR14.64/USD1 to
ZAR13.69/USD1. The rand depreciated by 3.46% against the US dollar over the period. Annualised quarter-on-quarter GDP
in South Africa set a positive tone at the beginning of the month, rising to 2.2% in the third quarter, helping to buoy sentiment. The US Federal Reserve’s FOMC raised the Federal Funds target rate to 2.50% from 2.25% in mid-December,
however, strengthening the dollar against the South African rand. Emerging market currencies continued their positive trend,
with the MSCI Emerging Markets Currency Index adding 0.43% over the month. Against the British pound sterling, the rand
fell 3.36% and against the European euro, the rand depreciated by 4.71%.

Local Fixed Income
MARKET REVIEW
Global yields continued to decline as the United States Federal Reserve (US Fed) maintained its less-hawkish stance for the
remainder of the year. US treasury yields declined by as much as 30 basis points over the period.
Local bond yields declined, reflecting the movements in the US yield curve. Further selling pressures in equity markets
prompted demand for safe-haven assets. The R186 South African government bond yield also declined by some 30 basis
points from its highs in the middle of the month to end the period below the 9.0% mark. South African Government bond valuations remain stretched and a potential sell-off could be fuelled by a rise in credit risk, worsening structural issues in
state-owned enterprises and a deteriorating fiscal balance.
Our fixed income outlook for the coming month is detailed as follows:
•

Economic growth remains low with few signs of substantive recovery.

•

Currency volatility will continue to be fueled by political and international factors.

•

Inflationary pressures remain, but lower fuel prices have contained, in small measure, the threats posed to the economy.

•

Foreign flows remained negative, but liquidity is strong with institutional portfolio cash holdings at high levels.

•

Short term technical trends are positive, with long term trends remaining in neutral territory.

•

Local sentiment remains cautious.

We continue to seek value along the yield curve with careful duration risk positioning of our portfolios.
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