Market Update
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Global outlook

Global markets started the month on a positive note
as the US and China agreed to resume trade talks
along with no new tariffs increases and for the US to
ease previously imposed restrictions on Huawei. This
was short lived as the US proposed increased tariffs
towards the middle of the month, further exasperating
already elevated levels of geopolitical tension amid
deteriorating global trade.

While central banks have adopted a dovish approach to
interest rates in order to stimulate growth, the effects of
the global risk off environment which ensued, could not
be completely mitigated.

July closed with markets sprinting in favour of
safe-havens, pushing Gold up further to trade at near
six year highs. Indicative of the risk off environment, the
MSCI Developed World Equity Index registered a return
of 0.5%, outperforming the MSCI Emerging Market
Equity Index which delivered a return of -1.2%, both in
total Dollar return terms.
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The FED cut rates for the first time in a decade in an
effort to stimulate US economic growth amid the global
economic slowdown. While US non-farm payroll saw job
numbers increase, wages were not rising fast enough to
trigger much inflation. The subdued demand from the
US’s major trading partners has pulled its manufacturing
sectors into a technical recession (two consecutive
quarters of decline).

Eurozone

The Eurozone largest economy (Germany) experienced
one of its most significant contraction in its
manufacturing sector since the 2009 financial crisis.
Despite stumbling from the ramification of the global
economic slowdown along with uncertainty arising
from the US-Europe trade conflict, the ECB (European
Central Bank) decided to keep interest rates unchanged
for now. Their current view is to keep interest rates
unchanged or at suppressed rates until the first half of
2020.




/

UK

July marked the election of Boris Johnson as the new
prime minister of the UK. The mounting fears of a
possible no-deal Brexit scenario has seen the pound
fall over recent weeks. The pound rebounded on the
back of the new prime minister’s optimism over striking
a Brexit deal within the next 100 days which brought
much needed stability to the currency. The FTSE
All-Share delivered 1.9%.

Asia

Asian markets were certainly not spared with the impact
of the global slowdown becoming increasingly more
evident as seen by weak economic data coming out of
Japan and China’s manufacturing sector.

China - GDP growth

Notwithstanding Japan’s surprising economic growth

of 1.8% in Q2 2019, it continues to face immense
economic challenges with a potential recession looming
as exports dwindle. The Bank of Japan has signalled

that it will enter into an aggressive monetary stimulus
phase should events abroad cause further economic
deterioration.

China’s economy slowed to 6.2% in Q2 2019, its weakest
level in 27 years as the trade war took its toll. Further
weakening China’s outlook, Hong Kong’s economy
continues to stagnate with no relief in sight from the
strain of the unrelenting anti-government protest.
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SA

The FTSE/JSE Shareholder weighted index was weighed
down by the global sell-off returning -2.2% in total
return terms for the month. Performance was dragged
down by Financials (-7.0%) and Resources (-5.9%)
stemming from a market correction following the US
Fed'’s monetary outlook and subdued global demand.

Data from Statistics South Africa showed South Africa’s
headline consumer inflation unchanged at 4.5% year on
year in June from the previous month. Producer Price
Inflation for final manufactured goods increased 0.4% to
5.8% in June 2019.

The ABSA Purchasing Manager Index (PMI) rose
significantly from 46.2 to 52.1 points signalling
expansion in SA’s Manufacturing production sector.
While the outlook is pleasing, caution is warranted

given the dire state of SA’s power utility provider, Eskom.

Eskom has received a further cash injection of some R59
billion to be used over the next two years in order to
meet its debt obligations.
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Unemployment in SA has further pushed out to a
sixteen year high of 29%, speaking directly to one of SA
largest hurdles in achieving economic growth.

In line with the rest of emerging markets, SA’s growth
outlook is lower than previously projected according
to the recent World Economic Outlook report issued by
the International Monetary Fund which has revised SA
growth in 2019 down to 0.7% for 2019 from 1.2%.
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In its efforts to stimulate SA economy the South African Reserve Bank (SARB) cut interest rates by 25bps. The message
from SARB was clear, that for the rate cut to have a meaningful impact it needs to be complimented by structural
reforms that deal with issues underpinning SA's ailing economy.

Market index - July 2019 (%)

Local Equity (SWIX) -221 -485 6.63 -1.14 285 4.64 10.12 12.26
Local Listed Property -1.20 0.09 4.77 0.08 -3.70 4.99 6.69 12.02
Local Money Market 0.59 1.81 3.63 734 745 7.08 6.58 6.56
Local Bonds -0.74 2.16 6.85 8.06 8.79 8.21 7.09 8.80
Global Developed Equity in USD 0.50 094 17.99 3.62 1042 7.05 1048 9.87
Global Emerging Equity in USD -1.22 -267 950 -2.18 842 1.84 3.68 4.56
Global Bonds in USD -0.47 3.60 4.88 5.42 0.67 0.94 0.69 1.98
Ollin USD 1.01 1097 11.12 1594 1.06 1.53 -2.29 3.47
Rand vs. USD -0.51 115 149 -7.58 -0.74 -5.44 -7.50 -5.75

Above indices returns are gross of fees.
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