
   
 _____________________________________________________________________________________________ May 2016  World Economy There are strong indications that the US interest rates will be raised in June/July. The US S&P 500 Index rose to 2099, just below its record high of 2134 in May 2015. This seems odd given the pessimistic outlook of investors sitting on high levels of cash, as indicated by the BofA Merrill Lynch Survey of Global Fund Managers. The Dow Jones Euro Stoxx 50 Index of Europe’s 50 biggest shares remains -19.6% below its high of last April and -43% below its all-time record high of March 2000. The dollar has strengthened in anticipation of another interest rate hike in June or July. Metal prices have fallen from a high a month ago, Gold -6.8%, Platinum -10% and Iron ore -28%. The oil price has improved breaking $50 a barrel.  In the Eurozone analysts expect deflationary pressures to start subsiding due to the rise in oil prices over the past months.  SA Economy South Africa’s annual consumer price inflation in April 2016 was 6.2%, according to Statistics South Africa. SA recorded a trade surplus of R430m in April, SARS reported. The JSE All Share Total Return Index (ALSI including dividends) was at an all-time high end of May. The ALSI 40 Index returned +17% from the January low. At the same time the JSE Banks Total Return Index was down -21% from the April 2015 record high. The big industrial rand hedges, Naspers, SAB Miller and British American Tobacco hit a record high. Although the JSE Resources Index is +46% up from 20th of January, the 4th biggest share on the JSE BHP Billiton is still -48% below its 2014 record high and shares like MTN, Sasol and Richemont, also in the top 10, is way of their highs. The rating agency Standard & Poor will announce their decision regarding SA foreign debt rating Friday June the 3rd.  The SA Rand was the worst performing emerging market currency against the US dollar in May, partially due to the uncertainty regarding the rating outcome and a possible US interest rate increase. 
 Why does the above matter?  A downgrade is probably priced in the market if we look at the banking sector 

and currency depreciation 
 The JSE All Share Index and Top 40 Index is driven by a few Rand Hedge 

Companies, if we look at the performance of the  major contributors i.e. Naspers 
 Foreign exposure hedge against a downgrade, currency depreciation and 

political risk/uncertainty with possible additional risk i.e. MTN (regulatory), 
Richemont (technology, Euro country) and BHP Billiton (disaster claims). 

 Commodities are volatile offering opportunities with associated risks i.e. Oil 
 A correlation exist between the JSE ALSI and US Share market. 
 Inflation indicates which industries should be looked at more carefully i.e. 

consumer products. 
  



 

 Portfolio View  During periods of uncertainty and volatile markets, as we are experiencing, our 
focus is more on the risk side compared to rewards. 

 It is our responsibility to ensure that portfolios are constructed in such a way 
that clients are as safe as possible. 

 We expect that during the current business cycle, rewards will be subdued 
compared to the abundance of the last five years. 

 Should markets allow us, we will start taking higher risk. 
 Capital preservation, though, remains the preferred objective. 

 
“What we learn from history is that people don’t learn from history” Warren Buffett 
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