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Local Market Overview
LOCAL EQUITIES
The JSE All Share Index (ALSI) fell for the third consecutive month in November, continuing what has been a dismal
year for the local stock market. The double-digit decline experienced in the resource sector dragged the ALSI lower for
the month. Industrials and listed property had another weak month and only financials bucked the trend and ended in
the green. As we head into the final month of 2018, the ALSI is now 12.3% lower for the year.
In domestic economic indicators, South African retail sales came in softer than expected, rising 0.7% year-on-year, lower
than consensus expectations of 1.9%. Consumer inflation increased 5.1% from 4.9% in the previous month, but was
below forecasts of 5.2%. Wary of upside risks to inflation, the South African Reserve Bank (SARB) made the decision
to raise interest rates by 25bps, increasing the repo rate to 6.75%.
RESOURCES
Resources had a poor month in November, free falling 11.88%. Commodity prices, as per the Bloomberg Commodity
Index, fell by 0.76%. While the United States dollar remained largely unchanged against most major global currencies
the South African rand’s strength added to the turmoil, ending the month at ZAR13.87 per USD. One of the hardest
hit counters in the sector was Sasol, sliding 16.06% over the month. This was in part due to the international price of
crude oil, which bottomed out at USD59.04 per barrel and ending the month at USD59.46 per barrel. The closing
price in October was USD75.06 per barrel, a loss of 20.78% for the month. The price of iron ore was another big
mover for the month, losing 18.26% in ZAR terms, causing Kumba Iron Ore to drop by 14.34%. The gold price was up
marginally, adding 0.47%, while platinum shaved 4.64% off its price per Troy ounce.
INDUSTRIALS
There was a mixed performance from the underlying constituents within the INDI25 index, with some of the large
rand hedge shares having the final say. British American Tobacco (-24.78%) was the worst performer for the month, as
the share price fell sharply on the news that the US Food and Drug Administration (FDA) was proposing a ban on
menthol cigarettes. We believe the probability of this happening in the short-term is low, and even if it were to happen,
we believe the market has overreacted, and have thus used this as an opportunity to accumulate more shares at lower
prices. Richemont and Mediclinic both released results during the month, and both disappointed the market, resulting
in their share prices declining 17.43% and 11.24%, respectively. We again used this as an opportunity to accumulate
more shares of what we consider above average quality companies at more attractive prices. Companies exposed to
the local economy enjoyed a solid month, with the likes of Spar (+11.34%), Woolworths (+9.95%), and Shoprite
(+9.35%) outperforming their peers. Bidvest was the top performing share, gaining 11.72%. The INDI25 ended the
month lower, declining 0.97% and has fallen 20.1% for the year-to-date.

FINANCIALS
After falling for three consecutive months, the FINI15 bounced back to end the month of November up 2.6%. As with the
retail sector, the local banks enjoyed a strong month of gains. Capitec was the top performer, gaining 11.04%, followed by
Standard Bank, Nedbank and FirstRand. Sanlam was the best performing life insurer, finishing 3.46% in the green. Towards
the end of the month, however, Viceroy released a report on Nepi Rockcastle, which sent the share price tumbling. The
commercial property investor and developer ended the month 13.65% lower. Reinet was the worst performer for the
month, dropping 18.21% on the back of the decline of its biggest investment, British American Tobacco. The FINI15 has
fallen 5.3% for the year.
LISTED PROPERTY
The local listed property sector continued its decline during the month of November, losing 1.29% over the period. Nepi
Rocastle was particularly hard hit at month end on the back of the Viceroy report. Counters with an offshore bias also
struggled to deliver as global risk factors, such as trade tensions, depressed their returns 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 remains a laggard as oversupply increases. The near-term outlook is still volatile, but distribution yields continue to show some signs of stability.
We maintain a diversified mix of property counters in our portfolios. The investment strategy remains focussed in shares
that fall within defined quality and liquidity parameters.

LOCAL CURRENCY
The South African rand had a good showing over the month, ending the period at ZAR13.87, appreciating by 6.50%
against the United States dollar. In November the Monetary Policy Committee of South African Reserve Bank raised the
repo rate from 6.50% to 6.75%, the first time since 2016, helping nudge the rand in the right direction. The Governor of
the South African Reserve Bank, Lesetja Kganyago, noted that the Reserve Bank was in favour of raising rates to curb
longer-term inflation expectations, preferring to be proactive as opposed to reactive. The rand also did well against other
major currencies, gaining 6.52% against the European euro, 7.21% against the Japanese yen and 6.60% against the British
pound. Notably, however, most emerging market currencies rallied during November, as per the MSCI Emerging Markets
Currency Index, which grew by 1.46% over the period.

Local Fixed Income
MARKET REVIEW
November market movements were fuelled by a risk-on rally as the United States Federal Reserve (US Fed) indicated
that it might pause on rate hikes in 2019. Locally, however, the South African Reserve Bank (SARB) started its rate-hiking
cycle with a 25 basis point (bp) increase in anticipation of mounting second round inflationary pressure
The less hawkish stance taken by the US Fed translated into a 16bp drop in the 10-year US treasury yield. The German
10-year generic yield was down 7bp, ending the month at 0.31%, and the French 10-year yield was also down by 7bp, to
close the month at 0.65%.
Foreigners were marginal net buyers of our local bond market to the tune of R2.6bn which is in contrast with the R9bn
sold last month.
Mixed activity in the inflation-linked market saw this asset class lose some ground as overall demand declined.
The risk of a ratings downgrade has dissipated somewhat, but the risk of further increases in interest rates remain a threat.
Our fixed income outlook for the coming month is detailed as follows:
Economic growth remains low with little 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.
Liquidity is strong with institutional cash portfolio holdings at high levels.
Short-term technical trends have swung 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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