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Market Commentary – October
Local Equities

Heading into the final stretch of 2018, the JSE All Share Index (ALSI) continued its disappointing performance falling
another 5.8% in October. Major market indices were red across the board and the ALSI is now down 9.4% year
to date.
South African retail sales increased 2.5% year-on-year, coming in stronger than expected. Consumer inflation increased
4.9%, slightly ahead of expectations. Producer inflation increased in line with market expectations at 6.2%. The SACCI
Business Confidence index ticked up for the month. The third quarter unemployment rate rose to 27.5%.
RESOURCES
Resources struggled during October, slipping by 4.2%. This has done little, however, to dent its year-to-date performance, with the JSE Resources Index still managing to add 18.8%. The index was weighed down by laggards Sasol and
Kumba Iron Ore, who lost 11.6% and 10% respectively. Commodity prices in general took strain, with the Bloomberg
Commodity Index falling 2.4% in USD. Precious metals fared slightly better, as the platinum price rose by 2.6% and gold
by 2.0% in USD. The increase in these prices helped boost sentiment towards counters like Anglo American Platinum
and Harmony Gold, which added 4.3% and 19.6% respectively. In other news, BHP Billiton has announced that it plans
to buy back USD5.2bn of its shares, which has been well received by the market, despite the share price easing 4.1%
for the month.
INDUSTRIALS
The INDI25’s horrid year continued in October as the index slumped another 8.4%, following the roughly 8% fall in
the previous month. Naspers, which makes up over 30% of the index, was the main contributor to the decline as the
tech and media giant fell 15.0%. The Naspers share price continues to take direction from the Tencent share price,
which fell 17.3% for the month. Other Rand hedge shares that experienced large downward moves were AB Inbev,
Mediclinic, Richemont, Bidcorp and Aspen. On the upside, Clicks was the top performer, boosted by a solid set of
results in a very tough economic environment. The pharmacy, health and beauty retailer gained 7.4% followed by
Woolworths, Netcare and Mr Price.

FINANCIALS
The FINI15 ended lower for a third consecutive month, declining 4.1% in October. The financial sector in general was
weak, with only one share in the index ending in positive territory. Old Mutual managed to gain 3.4% as the diversified
financial services company completed the final step of its managed separation process. During the month, Old Mutual
unbundled its majority interest in Nedbank, leaving it with a 19.9% interest in the banking group. On the downside,
insurers Discovery and Sanlam ended 7.1% and 6.1% lower. On the banking side Investec Ltd and Standard Bank were the
worst performers, falling 7.8% and 6.7% respectively. Absa was the best performer despite declining just 1.8%.
LISTED PROPERTY
The local listed property market once again ended the month in negative territory, losing 1.7% over the period. Losses
were experienced across the board as prices declined in tandem with a weaker equity market. Counters with an offshore
focus manged to temper some of the decline, but still ended in negative territory.
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 are
showing some signs of stability.
LOCAL CURRENCY
The rand ended the month at ZAR14.79 against the USD, depreciating by 4.3% over the period. The Medium-Term
Budget Policy Statement delivered by the newly-appointed Finance Minister, Tito Mboweni, generally disappointed market
pundits, adding volatility to the currency.
Despite South African inflation remaining within the South African Reserve Bank’s targeted 3-6%, at 4.9%, external pressures remain.
The trade balance dropped from a positive ZAR8.8bn in August, to negative ZAR3.0bn in September, while manufacturing
production slowed from 1.6% to 0.1% in August. The rand wasn’t the only emerging market currency taking strain, however, as the MSCI Emerging Markets Currency Index slid 1.1% in October. The US dollar has continued to show strength
against emerging and developed market currencies with the Bloomberg Dollar Spot Index gaining 2.30% over the month
in USD. The rand depreciated against most major currencies globally, -1.8% against the European euro, -5.0% against the
Japanese yen and -2.2% against the British pound

Fixed Income

The month of October was characterised by further selling of emerging markets and currency volatility and closer to
home a disappointing Medium-Term Budget Policy Statement delivered by the newly-appointed Minister of Finance, Tito
Mboweni. Global yields were mixed as the 10-year US yield rose another 8 basis points (bp), while its German counterpart declined by 9 bp. The Italian 10-year generic yield rose to end the period at 3.4%. Foreigners remained net sellers of
our bonds, with outflows of R9bn recorded for the month of October. Most of the negativity was experienced in the mid
and long-end of the curve, with the R186 losing 1.2% and the R2048 down 2.2% for the month. The All Bond Index was
down 1.7% for the period.
Inflation linkers had a positive month, supported by the positive change in the June to July CPI prints. Real yields drifted
higher on the back of increased auction sizes announced to commence in the month of November. Event risk continues
to rise as the potential for a ratings downgrade looms and a rise in interest rates remains a threat.
We continue to seek value along the yield curve with careful duration risk positioning of our portfolios.
At Cadiz, we do not own the market but instead invest in quality companies that have low financial risk, strong management teams, and are attractively priced. The sell-off experienced over the last couple of months has provided us with the
opportunity to buy quality companies at lower prices and should contribute positively to future longer-term performance.
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