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Disclaimer:

This document is for information purposes only and is not intended to be a recommendation, offer or invitation to 

take up securities or other financial products. The information contained in this document is general and objec-

tive information only and is not intended to constitute a securities recommendation and should not be construed 

as constituting any form of investment advice or recommendation, guidance or proposal of a financial nature in 

respect of any investment in the fund or any transaction in relation to the fund. This document does not take into 

account the investment objectives, financial situation and particular needs of an investor. Past performance is 

not indicative of future returns. Errors and omissions excluded.

27four Investment Managers (Pty) Ltd is an authorised financial service provider with license number 31045.
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While equity markets have rebounded vociferously off 
their lows, the rebound does feel exceptionally fragile. 
The most likely course going forward is one of ongo-
ing volatility and a bout of potential further weakness, 
as data around the extent of the damage done to cor-
porate South Africa and the economy comes to light. 
Local equities had a good month, with the Capped 
SWIX up 14.1%, though coming from a low base. Fi-
nancials (+11.04%) and Resources (+22.64%) had a 
stellar performance clawing back some of the losses 
experienced in March. Resources were supported by 
gold and platinum group metal miners which were up 
6.3% and 7.18% respectively. Sasol surged 136.3% on 
the back of positive news, as the company is looking to 
sell a part of the LCCP project in order to raise cash to 
reduce the debt burden on its balance sheet. Looming 
concerns regarding a rights issue seem to have dis-
sipated, with investors welcoming the move on asset 
sales.

Company updates continue to remain very uncertain 
or rather negative with regards to operating conditions 
through the lockdown. Market participants are likely to 
continue to place a premium on growth (as witnessed 
by the spectacular recovery in Prosus and consequent-
ly Naspers share prices). Conversely, companies which 
are reporting increasing leverage, cutting of dividends 
and strong declines in revenue and profitability with no 
clear path for a strong recovery; are likely to remain on 
depressed earnings multiples or in a worst case sce-
nario continue to de-rate. The low multiples that such 
companies trade on are merely an optical margin of 
safety as a permanently impaired earnings outlook 
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warrants a low multiple of earnings. Our guidance will 
come from half year earnings releases, which will give 
us an indication of how much the pandemic has impact-
ed the economy. However, one should pay close atten-
tion to the impairment charges that companies report in 
the upcoming reporting cycle as some of these charges 
may not be related to the impact Covid-19.  

Governments across the world have announced fiscal 
packages coupled with monetary stimulus in an ag-
gressive attempt to cushion the contraction in their re-
spective economies. The SA government announced a 
R500bn fiscal stimulus package, amounting to 10% of 
GDP, which is designed to soften the impact of Covid-19 
to the already fragile economy. The stimulus will be tar-
geted at health care, social benefits and loan guaran-
tees issued to support private sector liquidity, coupled 
with tax deferrals for individuals and companies. On the 
other hand, revenue tax collection could possibly de-
cline by R285bn in 2020, placing heightened scrutiny 
on SA’s ability to service its debt by the rating agencies. 
Debt to GDP is expected to significantly increase to 
82.3% post the pandemic, which is largely dependent 
on changes in government’s revenue collection. 

The Ramaphosa administration will be faced with diffi-
cult choices in curtailing the surge in government debt. 
One of those will be a proposal to reduce the public 
sector wage bill, which is expected to be fiercely con-
tested by the unions. State-owned entities remain a risk 
to the fiscus, particularly Eskom as it provides a critical 
public good which is imperative in fostering economic 
growth. However, in the medium-term, one needs to 
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pencil in load-shedding as government gradually relax-
es lockdown restrictions. On the other hand, the SARB 
slashed interest rates by 200bps in 2 very quick fire in-
terest rate cuts, moving the repo rate to 4.25% citing a 
subdued inflation outlook due to relatively low oil prices. 
With inflation remaining within the target band, the Re-
serve Bank has felt confident in providing some much 
needed reprieve to the South African consumer despite 
a weaker Rand. This has reduced the attractiveness for 
money market as an asset class and is likely to drive 
further appetite for nominal bonds (and in a bullish case 
for equities as risk appetite and consumer spending re-
turns). 

Emerging market credit spreads in general continue to 
remain elevated, with spreads in South African govern-
ment bonds narrowing after the SARB embarked on a 
sovereign bond purchase program in the secondary 
market. Corporate bonds and credit spreads, however, 
remain unchanged as illiquidity persists due to market 
makers becoming increasingly cautious in a distressed 
market environment. In addition to this, asset manag-
ers continue to shy away from credit given the pressure 
on corporate South Africa as market sentiment remains 
jittery. The long end of the yield curve remains elevat-
ed due to investors pricing in a higher sovereign and 
currency risk premiums. The budget deficit is expect-
ed to widen to around 10% of GDP post the Covid-19 
pandemic. Debt sustainability remains a concern as the 
government is forced to cushion the impact of the pan-
demic on the economy, given the high inequality in our 
country, with many dependent on the grant system for 
survival. National Treasury will mostly likely increase 
the bond issuance but it remains unknown on which 
part of the curve the issuance will occur. The short end 
of the curve is pricing in a further rate cut in the near-
term, after having dipped, subsequent to the two rate 
cuts. This could provide a fairly cheap source of funding 
for National Treasury however, the roll over risk of such 
a strategy is perhaps too high. Given the subdued in-
flationary outlook, it is likely that the SARB will continue 
on its secondary market bond purchasing programme. 

On the balance of probabilities, the outlook for the South 
African bond market continues to remain supportive 
against the backdrop of global central banks maintain-
ing heightened liquidity and very low interest rates. The 
greatest risk to the asset class remain another bout of 

significant risk-off sentiment resulting in a further 
drain of capital from emerging markets. With for-
eigners having reduced their exposure to South 
African bonds (now accounting for less than 37% 
of the total domestic bond market from a peak 
in excess of 43%), the severity of such a sell-
off is likely to be more contained than what was 
witnessed in the first quarter of this year. Anec-
dotally, this is supported by domestic bonds actu-
ally rallying on the much anticipated exit from the 
World Government Bond Index.  

Overall, the fiscal and monetary measures tak-
en by the government and the SARB have been 
encouraging and should be positive in stabilising 
the impact to the economy in the near term, not 
discounting the fact that GDP will contract in the 
coming quarters. The low growth and inflation 
environment is likely to persist in the near term 
as businesses and the movement of people con-
tinues to be restricted. This is where the political 
response from government needs to be more 
concise to prevent further permanent damage 
to an already ailing economy. With the lockdown 
buying the country some time with regards to 
preparing the healthcare system for the inevita-
ble spike in cases. A clear and concise message 
needs to come from government with regards to 
the path forward and the reasoning to prevent 
the harsh economic impact. In essence, a strat-
egy of minimising the loss of life and preventing 
overwhelming the healthcare system needs to be 
achieved while minimising the economic impact 
of lockdowns.
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Global markets ended the month on a higher note, with 
the S&P 500 posting gains of 12.68%, which was most-
ly driven by technology companies. This comes after 
the US economy contracted by 4.8% in the first quarter 
ending the longest expansion in the country’s history. 
The contraction was the fastest post the 2008 global 
financial crisis (GFC) with the print below the 4% con-
traction that the market was expecting. The GDP slump 
was exacerbated by the Covid-19 pandemic, with some 
states implementing lockdowns. Initial jobless claims 
have surged during the pandemic with around 33.5 mil-
lion people having lost jobs since the beginning of the 
pandemic, though the number has been increasing at 
a decreasing rate. 

Governments have gone all out and maximised the 
use of their fiscal tools in combating the impact of the 
pandemic compared to the GFC, leaving many coun-
tries with high levels of indebtedness and with their 
participation rate in the economy at record highs. Post 
the pandemic, governments are likely to account for a 
greater share of the economy through company bail-
outs and cash transfers in an attempt to cushion sup-
ply and demand side destruction in the economy. One 
cannot discount the likelihood that bailouts may lead 
to state ownership. Aggressive intervention by central 

Global
markets

banks has provided support to government and the 
private sector, which was necessary in stabilising the 
global economy. Actions that are set to continue post 
the pandemic are: forward guidance with regards to 
monetary policy, large scale asset purchases, yield 
curve control and lower bound interest rates. 

The Federal Reserve has significantly ramped up its 
balance sheet, with the bond purchase program ex-
pected to surpass the $1.6trn mark, as they have been 
buying large amounts of treasury bills and asset backed 
securities to shore up liquidity in the debt markets. Per-
haps the most ominous sign of the impact of the virus 
on the US economy (other than the statistics regarding 
job losses) is the increased scope of the Federal Re-
serve’s asset purchasing programme to corporate debt. 
This is uncharted territory for the central bank and it 
continues to run the risk of not being able to exit such 
positions without major repercussions for financial mar-
kets into the future. It is ultimately critical for the Feder-
al Reserve to remain independent and free of political 
pressure. This is going to be a challenging balance to 
strike as the government ramps up debt issuance into 
an environment where the Federal Reserve continues 
to embark upon a substantial asset buying programme.  
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Consumers have played a significant economic role in 
the past several decades, with the greater share of the 
global economy mainly driven by consumer demand 
in differing proportions. With lockdowns restricting 
the consumption and movement of people which has 
become a global phenomenon in the current environ-
ment. It will be important to observe which consumer 
behaviours will most likely persist or be temporary in 
nature. The structural shift in consumption and corpo-
rate investment is likely to change irreversibly as the 
movement of people and consumer patterns change. 
In addition to this, consumers are likely to margin-
ally increase their savings rate over time to build up 
reserves for emergencies and loss of wealth thus im-
pacting existing consumption patterns adversely. This 
can already be witnessed anecdotally when looking 
at restaurant attendance in the US subsequent to the 
lockdown ending in a number of states and a survey 
conducted by the New York Times on how likely people 
are to revert back to a number of normal activities even 
after governments end the strict lockdown measures. 
According to the survey conducted, restaurant atten-
dance has fallen by more than 80% year-on-year in a 
number of states. More than 55% of people surveyed 
in a New York Times poll expressed their unlikelihood 
to attend a public gathering of any kind even after lock-
down restrictions have been eased. 

It is clear that a number of industries are likely to be 
permanently impacted with a “V” shape recovery in 
earnings increasingly unlikely. This is likely to continue 
to weigh on a sustained and robust smooth recovery in 
equity markets globally with ongoing volatility likely to 
persist. Ultimately, there are a number of businesses 
which remain resilient and are likely to adapt to struc-
tural changes in consumption and the mechanics of the 
global economy. Such companies remain in good stead 
to continue to compound investor’s capital and warrant 
an ongoing or even increased allocation of capital.  
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SA INDICES 1 Month 3 Months 6 Months YTD 1 Year 3 Years 
(Ann)

5 Years 
(Ann)

ALSI 13.98% -8.85% -9.10% -10.39% -10.78% 1.08% 1.58%

RESI 20 22.64% -3.91% -2.01% -7.36% 1.76% 16.02% 4.01%

INDI 25 9.86% 0.81% 2.57% 2.94% -1.40% 1.22% 2.80%

FINI 30 11.04% -6.90% -7.46% -7.04% -11.16% -0.70% 1.04%

SAPY 7.00% -42.77% -45.23% -44.52% -45.98% -21.38% -12.33%

SWIX 14.07% -10.89% -10.67% -12.48% -14.63% -1.59% -0.17%

ALBI 3.92% -6.25% -3.16% -5.14% 0.06% 6.11% 6.09%

STeFI 0.52% 1.64% 3.40% 2.22% 7.14% 7.28% 7.22%

SAGLIB 16.46% -3.14% -4.01% -3.13% -4.59% 0.35% 1.61%

Capped SWIX 14.18% -13.96% -14.85% -16.17% -17.93% -4.31% -2.07%

GLOBAL INDICES        

DOW JONES 11.08% -13.84% -9.98% -14.69% -8.45% 5.15% 6.42%

S&P 500 12.68% -9.71% -4.12% -9.85% -1.13% 6.90% 6.91%

FTSE 100 4.04% -19.01% -18.59% -21.76% -20.45% -6.43% -3.25%

CAC 40 4.00% -21.26% -20.20% -23.52% -18.16% -4.61% -1.95%

DAX 30 10.10% -17.00% -14.50% -17.59% -12.17% -3.55% -0.13%

HANG SENG 4.41% -6.34% -8.41% -12.58% -17.02% 0.04% -2.61%

NIKKEI 225 6.75% -12.98% -11.92% -14.64% -9.28% 1.70% 0.68%

MSCI WORLD 10.98% -11.74% -7.03% -12.25% -3.46% 5.58% 5.52%
BARCLAYS GLOBAL BOND 
INDEX 1.54% -0.07% 1.02% 1.20% 6.11% 3.69% 2.73%

CURRENCIES        

GBPUSD 1.44% -4.63% -2.69% -5.04% -3.38% -0.92% -3.98%

EURUSD -0.77% -1.29% -1.79% -2.33% -2.35% 0.18% -0.30%

USDZAR 3.77% 23.46% 22.72% 32.33% 29.54% 11.51% 9.45%

GBPZAR 5.33% 17.77% 19.48% 25.73% 25.20% 10.58% 5.10%

EURZAR 2.92% 21.86% 20.51% 29.32% 26.53% 11.69% 9.13%

ZARJPY -4.02% -19.91% -19.15% -25.40% -25.71% -11.49% -10.45%

COMMODITIES        

GOLD 6.30% 8.01% 14.46% 12.63% 33.79% 10.63% 7.69%

PLATINUM 7.18% -18.80% -16.22% -19.96% -13.42% -6.26% -7.39%

BRENT CRUDE 0.49% -54.47% -56.04% -59.97% -63.04% -20.17% -16.86%

SA SECTORS        
BASIC MATERIALS 23.07% -4.65% -2.43% -7.97% 2.47% 16.25% 8.98%
RESOURCES 22.99% -4.78% -2.56% -8.09% 2.33% 16.16% 4.78%
TECHNOLOGY 13.13% 18.74% 33.60% 26.56% 16.24% -12.09% -8.72%
FINANCIALS 11.92% -28.52% -32.76% -32.26% -35.74% -9.87% -6.63%

CONSUMER GOODS 9.54% -2.59% -3.79% -1.17% 4.60% -8.08% -0.56%

HEALTH 8.33% -16.45% -9.23% -17.08% -14.84% -20.21% -17.35%

TELECOMS 6.83% -22.66% -34.17% -23.52% -35.85% -16.79% -16.94%

INDUSTRIALS 5.65% -30.04% -35.75% -33.83% -41.02% -16.17% -8.82%

CONSUMER SERVICES 1.05% -22.69% -28.58% -26.32% -30.68% -5.60% 0.64%

As at 30 April 2020

Financial indicators performance
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As global demand has fallen off a cliff in response 
to Covid-19, central banks have embarked upon in-
creasingly unconventional measures to prevent de-
flation and support aggregate demand. Extremely 
low interest rates and high levels of asset purchases 
are likely to spur inflation at some point in the longer 
dated future and it is paramount that central banks 
are able to maintain credibility and pivot monetary 
policy appropriately in this environment.

1 | Balancing short term deflation vs. 
long term inflation dynamics

IMPACT ON FINANCIAL MARKETS

POSITIVE NEGATIVENEUTRAL

LOW HIGHMODERATE

PROBABILITY OF EVENT HAPPENING

As disillusion continues to grow amongst European 
Union member states, it is become increasingly like-
ly that divisiveness threatens the economic block’s 
unity and sustainability. Periphery nations such as 
Greece, Spain and Italy continue to call for ongoing 
fiscal and monetary support post Covid-19 while 
conservative nations such as Germany continue to 
oppose further stimulatory measures citing inflation-
ary concerns. This is likely to weigh on risk appetite 
and consequently European equity multiples.   

2 | Impact of European Union fragmenta-
tion on global risk appetite

IMPACT ON FINANCIAL MARKETS

POSITIVE NEGATIVENEUTRAL

LOW HIGHMODERATE

PROBABILITY OF EVENT HAPPENING

Top 5 themes driving asset 
allocation decisions
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When considering the impact on South Africa re-
garding emerging market jitters, the Rand ultimately 
remains a fairly accurate barometer for global risk 
sentiment. This is due to the highly liquid nature of 
such an emerging market currency. If one considers 
that the total value of Rands traded in global curren-
cy markets on a daily basis equates to some 19% of 
total annual GDP or in excess of 30% of total annual 
trade for South Africa, some context is given to the 
extent to which the currency is impacted by global 
investor sentiment towards emerging markets. 
Emerging markets are often viewed as an amor-
phous grouping and with heightened risks coming 
out of several emerging markets the Rand could well 
be impacted as a proxy for fears. 

3 | Liquid Rand a proxy for global risk 
appetite

IMPACT ON FINANCIAL MARKETS

POSITIVE NEGATIVENEUTRAL

LOW HIGHMODERATE

PROBABILITY OF EVENT HAPPENING

While volatility is rife, equity markets are likely to 
remain disconnected from fundamentals. Such an 
operating environment has presented an opportunity 
within high quality companies generating strong free 
cashflow with defensive balance sheets. Such com-
panies display a remarkably stable earnings growth 
and free cash generation consistency as a result of 
their structurally competitive advantages. As market 
sentiment reverts back to some level of normalcy 
over the medium term, such counters are likely to be 
acknowledged for the certainty and attractive pros-
pects that they offer and consequently re-rate.  

4 | Opportunity presented within high 
quality companies 

IMPACT ON FINANCIAL MARKETS

POSITIVE NEGATIVENEUTRAL

LOW HIGHMODERATE

PROBABILITY OF EVENT HAPPENING
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How to read this chart: Probability of event

Black swan: Low probability

White swan: High probability

Red swan: Moderate probability

Impact on financial markets

Black swan: Negative impact

White swan: Positive impact

Red swan: Neutral impact

With the South African economy already exception-
ally fragile heading into the Covid-19 crisis, the mar-
gin for error with regards to incorrect policy imple-
mentation on lockdowns is small. The time afforded 
to the healthcare sector from implementing a hard 
lockdown has now been achieved however govern-
ment now needs to clearly communicate the next 
step in attempting to re-open the economy in order 
to prevent permanent damage to the economy.  

5 | The impact of ongoing lockdowns on 
the South African economy

IMPACT ON FINANCIAL MARKETS

POSITIVE NEGATIVENEUTRAL

LOW HIGHMODERATE

PROBABILITY OF EVENT HAPPENING
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Asset Class Max 
Underweight Underweight Neutral Overweight Max 

Overweight

SA Equity ▪ ▪
SA Bonds ▪ ▪
SA Inflation Linked Bonds ▪ ▪
SA Listed Property ▪ ▪
SA Cash ▪ ▪
Offshore Equity ▪ ▪
Offshore Listed Property ▪ ▪
Offshore Bonds ▪ ▪

0% - 2% 2% - 4% 4% - 6% 6% - 8% 8% - 10% 10% - 12% 12% - 14%

SA Equity ▪ ▪
SA Cash ▪ ▪
SA Inflation 
Linked Bonds ▪ ▪
SA Listed Prop-
erty ▪ ▪
SA Bonds ▪ ▪  
Offshore Equity ▪ ▪
Offshore Listed 
Property ▪ ▪
Offshore Bonds ▪ ▪

0% - 2% 2% - 4% 4% - 6% 6% - 8% 8% - 10% 10% - 12% 12% - 14%

▪  Previous allocation (as of 31 March 2020)  ▪ Current allocation (as of 30 April 2020)

▪  Risk  ▪ Return

Asset allocation outlook

12 month risk and return 
expectation
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27four Investment Managers is an authorised financial services provider with license number 31045.

www.27four.com     info@27four.com     @27four     +27 (0)11 442 2464

I’m
invested...

...in my savings goals.

Saving and investing for all.
Directly with 27four or through your financial advisor.


