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For most world markets, August was relatively uneventful, and 

equity markets rose almost across the board. For SA investors, 

things were not so untroubled: renewed ANC/government/

parastatal infighting flared again, causing the rand to depreciate 

and bond yields to jump. Interestingly, the Finance ministry and 

Treasury have taken a much more robust stance. 

Quite a bit of reasonable economic data around the world in August didn’t 

help markets to achieve dramatic performances, unless you were an emerging 

market. US labour markets continue to improve, the UK appears still to be 

connected to the world economy, and even Japan’s sclerotic labour markets 

produced signs of robustness. Mostly, however, markets obsessed in small 

degrees over the probabilities of US interest rate hikes and absorbed the 

disappointment of not being handed large chunks of monetary “happy pills” 

by Europe and Japan. Whether it’s to do with the northern hemisphere holiday 

season or not, markets were mostly calm.

Not at home, of course.  After a remarkably peaceful municipal election, which 

delivered some very interesting surprises for politicians, if not for the rest of us, 

the stresses of poor governance and weakening power bases proved too much.  

Government infighting flared up again, and the rand depreciated sharply and 

bond yields jumped.

Jerome O’Regan
Director and Chief Investment Officer

Market performance % 
September  2016

Rand returns Aug Qtr 12m

JSE all share index 0.3 -1.6 8.6

- Resources -0.9 0.9 -5.4

- Financials -3.2 -2.6 -3.9

- Industrials 1.9 -2.0 12.8

All Bond index -1.8 4.5 4.5

MSCI US 6.3 -2.4 24.0

MSCI UK 7.1 -6.4 7.0

MSCI emerging 8.8 5.0 24.3

Rand vs:  

US dollar -5.8 6.8 -9.7

Euro -5.7 6.6 -9.2

Sterling -5.2 17.8 5.5

Offshore returns Aug Qtr 12m

MSCI US ($) 0.2 4.2 12.0

MSCI UK (£) 1.5 10.3 12.8

MSCI Japan (¥) 1.3 -2.7 -11.9

MSCI emerging ($) 2.5 12.1 12.2

MSCI world ($) 0.4 4.2 7.9

Citigroup global bond 2.1 4.7 10.1

Currency vs. US dollar

Euro -0.1 0.3 -0.5

Yen -1.2 7.2 17.3

Sterling -0.6 -9.3 -14.4
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Starting August at R13.84/USD, the rand reached a strong point of R13.26/USD 

before deteriorating to close the month at its current level around R14.69/USD, 

a 6% depreciation for the month. The current price, interestingly, is almost the 

same as the level it had reached just prior to the firing of Finance Minister Nene 

in December 2015, and for the year so far leaves it still some 5% stronger. It is 

possible to interpret the action of the rand as having moved from a very weak 

level to a level it could not sustain, and the trigger for reality was the interaction 

of the Treasury, the National Prosecuting Authority and various parastatals. 

The salvos included alleged threats to arrest the Minister of Finance on criminal 

charges, though the criminality of the minister’s alleged actions has yet to be 

established, and seems to depend on some contorted reasoning.     

So far, this looks much like a repeat of the events in May, but with the difference 

this time that the response from Treasury is much more robust and couched in 

some cases in very forceful language. Importantly, the field of play has widened 

as well: for the first time a sizeable domestic institution has publicly stated that it 

will not provide new funding or roll over existing funding to various state-owned 

enterprises. Notwithstanding the careful and logical wording, mainly focused on 

governance, it is a bold and highly unusual step, particularly the public statement. 

It ought to help galvanise government into rational action. It is a strong reminder 

to government that the capital that is provided to it carries not only contractual 

obligations, but is the savings of the population at large and as such there is a 

moral and fiduciary duty to treat it with respect.  

Meanwhile, the benefits of previous rand weakness continue to emerge, most 

significantly in the trade numbers, and inflation continues to surprise to the 

downside. Both factors will assist the Reserve Bank to manage its way across 

the political battlefield, and it has certainly made strongly worded statements.

The jump in bond yields was perhaps not as extreme as might have been 

expected. Clearly there’s a rand-related component: the inflation outlook 

worsens as the rand weakens, requiring a higher nominal return, and this 

probably accounts for most of the yield adjustment. In the longer run, however, 

there is a risk to the fiscus if state-owned enterprises find themselves shut out of 

markets, as funding will then have to come from central government. 

US labour markets 

continue to improve, the 

UK appears still to be 

connected to the world 

economy, and even 

Japan’s sclerotic labour 

markets produced signs of 

robustness.
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Conclusion  

Some of the macroeconomic adjustments that are necessary are being made, 

and the benefits of a weaker rand are starting to emerge, but the economy at 

large still lies at the boundary of recession,  reinforced by faltering consumer 

and business confidence and the high real interest rates needed to achieve the 

fundability of the current account and budget deficits. The events of August 

seem very much like a repeat of the May political flareup, but with additional 

dimensions that will be critical to the outcome. In particular, we think the new 

dimensions are the robustness of the Treasury’s responses, and what may be 

the beginning of a more active resistance by the private sector to the continued 

undermining of state enterprises. Of course, the outcome depends on the 

political path. Circumstances, rationality, the outcome of the municipal elections 

and the robustness with which SA’s institutions have responded encourage 

us to believe that the ultimate result will be logical – after all, there are few 

choices. But cutting a path through the political overgrowth may prove harder 

than it needs to be. As August demonstrates, volatility will remain elevated and 

sensitivity to political factors will stay high. As the date of the next credit rating 

review in December approaches, the temperature will rise, and investors need 

to remain very cautious and diversified. Take opportunities, but be careful what 

you pay. 
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Disclaimer
This summary brochure has been prepared for 
information purposes only and is not an offer (or 
solicitation of an offer) to buy or sell the product.

This document and the information in it may not be 
reproduced in whole or in part for any purpose without 
the express consent of Melville Douglas.

All information in this document is subject to change 
after publication without notice. While every care 
has been taken in preparing this document, no 
representation, warranty or undertaking, express 
or implied, is given and no responsibility or liability is 
accepted by Melville Douglas as to the accuracy or 
completeness of the information or representations 
in this document. Melville Douglas is not liable for any 
claims, liability, damages (whether direct or indirect, 
actual or consequential), loss, penalty, expense or 
cost of any nature, which you may incur as a result 
of your entering into any proposed transaction/s or 
acting on any information set out in this document.

Some transactions described in this document may 
give rise to substantial risk and are not suitable for 
all investors and may not be suitable in jurisdictions 
outside the Republic of South Africa. You should 
contact Melville Douglas before acting on any 
information in this document, as Melville Douglas 
makes no representation or warranty about the 
suitability of a product for a particular client or 
circumstance. You should take particular care 
to consider the implications of entering into any 
transaction, including tax implications, either on 
your own or with the assistance of an investment 
professional and should consider having a financial 
needs analysis done to assess the appropriateness of 
the product, investment or structure to your particular 
circumstances. Past performance is not an indicator 
of future performance.


