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-0.04 -4.85 -13.81 8.85 5.01 -4.74

5.35 6.36 15.93 0.90 8.73 7.27

MARKET COMMENTARY

The second quarter of 2019 started off with similar momentum to the first quarter of the year but ended abruptly when U.S. President Donald Trump 
reinvigorated the trade wars with China during May. This, along with U.S. economic data releases that were rather disappointing, with manufacturing 
activity falling to a 9-year low, a slowdown in the services sector and disappointing durable goods orders all lead to a global risk off trade during May. 

Global markets rebounded strongly in June following suggestions by major central banks that they are willing to provide support in the form of lower 
interest rates. This included U.S. Federal Reserve Chair Jerome Powell, who said that he is “ready to act”, showing that Powell has plenty of support for 
accommodative monetary policy from fellow members of the Federal Open Market Committee. The market has priced a dovish Fed interest rate cut in 
July, with another two potentially to follow, setting up the return of the global risk-on sentiment.

Back at home, the South African Reserve Bank Monetary Policy Committee left the repo rate unchanged at 6.75%, which was largely in line with 
consensus forecasts. Surprisingly, however, two of the five MPC members voted for an interest rate cut and the market is now pricing in a 100% chance 
of an interest rate cut of 25 basis points by the end of the year. Headline inflation slowed slightly during the quarter but remained within the middle of 
the 3% to 6% target range. GDP growth remains sluggish, with data confirming that the South African economy contracted in the first quarter of 2019. 
Growth for 2019 is unlikely to be significantly higher than the rate achieved in 2018 of 0.8%.

During the quarter President Cyril Ramaphosa was officially inaugurated as the next South African president in an election outcome that most 
commentators expected. He has been mandated to continue reforms in the South African economy but will have his work cut out for him having to 
address massive unemployment, a stagnant economy as well as failing state-owned entities. 

Despite all these headwinds all local asset classes managed to deliver positive returns over the quarter, the best performing being the South African
property market. This was achieved despite the continued headwinds it faces from the weak South African economy combined with an oversupply in 
both the retail and office space sectors. Local equities also delivered a decent return supported by the global risk on trade. Bonds delivered a good return 
as global investors flocked to interest bearing assets that deliver positive real returns. 

Bringing this together, we continue to face several issues that impact portfolio decision making. Uncertain times continue to surround us despite a 
relatively positive election outcome. The good news is that the longer-term developments are creating opportunities for those focused on fundamental 
diversification and valuation-driven analysis.
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