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returns. Errors and omissions excluded.
27four Investment Managers (Pty) Ltd is an authorised financial service provider with license number 31045.
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Local markets

The FTSE/JSE All Share Index finished 1.58% weaker in September as investors rotated from recent high fliers into Covid-19 laggards. The JSE Resources Index recorded its first month-on-month
loss of 3.39% since March.

On the other hand, financials which have been in-

vestors’ punching bag since the arrival of Covid-19
bounced back to close the month 2.27% higher. A
rebound in financials was largely driven by banking
stocks where the likes of Absa and Capitec gained
15.6% and 24.2% respectively. Quicker-than-expected recovery in economic activity as well as positive news around Covid-19 vaccine trials, are providing some tailwinds for cyclicals.
The gravitation towards laggards was also evident
even at company level within sectors. For example
in the resources sector, stocks which rallied strongly
since March such as Gold Fields, Amplats, Harmony
Gold and AngloGold Ashanti were sold off in September while the likes of Royal Bafokeng Platinum
and Northam which are still lagging in terms of valuations were preferred.

Nominal bonds were largely flat while inflation linkers dipped 1.5%.
Several data prints which shed more light on the
impact of Covid-19 on the economy were released
during August. Stats SA released the results of its
quarterly labour force survey which showed that
2.2-million jobs were lost in the second quarter of
this year, with the formal sector contributing 1.2-million to the jobs losses on the back of a number of
companies scaling back on operations. Nonetheless, the official unemployment rate dropped to
23.3% (2020 Q1: 30.1%) in the second quarter.
However, the decline in the print was largely due
to lower labour force participation rate which was
caused by the lockdown.
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Facts & figures:
2.2 million

The number of jobs lost during Q2, according to Stats SA.

4%

Increase in retail sales in August,
compared to July.

-8.2%

The SARB’s GDP projection for SA

800,000

Number of jobs government plans to
create and support

Otherwise the expanded unemployment rate, which
is a better measure of unemployment in SA, increased by 230 basis points to 42%. The relaxation
of lockdown restriction to level 1 will hopefully improve the prospects of jobseekers as the past hard
lockdown diminished their prospects. High frequency mining, manufacturing and retail data showed
economic activity continued to improve in August,
albeit at a slower pace.

Economic data
August mining output was 6.8% higher than in July
while manufacturing output rose at a more moderate pace of 3.6% in August. Retail sales increased
by 4% in August 2020 compared with July. Notably
though, August prints for all the above indicators remain significantly lower than recorded in 2019.

On policy actions, the South African Reserve Bank’s
Monetary Policy Committee met during the month
and decided to keep the benchmark interest rate at
3.5% citing heightening fiscal risks and an increasing prospect of a second wave of Covid-19. Many
economists were pricing in a 25 basis points rate cut
on the back of a quarter-on-quarter GDP plunge of
17.1% for 2020 Q2 and a favourable inflation outlook. The SARB appears bearish on SA’s ability to
shrug off the Covid-19 impact: it revised its projection for 2020 GDP downwards to -8.2% from -7.2%
it had forecasted in the previous meeting.

President Cyril Ramaphosa presented his economic reconstruction and recovery plan for
South Africa to parliament on Thursday (15
October).

Economic recovery plan
President Ramaphosa finally delivered the
much-awaited economic recovery and reconstruction plan to parliament on the 15th of October. The
policy had a mix of positives and negatives in it but
the biggest disappointment for us was that the president failed to convince us on an implementation
roadmap. The policy itself was just a regurgitation
of old ANC policies and was known well in advance
of the speech hence the expectation from the market was largely around the implementation plan. Investors were expecting the president to lay down a
robust implementation plan with clear timelines and
responsibilities. But unfortunately, the speech was
thin on details so we will have to wait to hear from
line ministries.
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The president also seems to have set unrealistic
targets, particularly when it comes to the energy
sector, where he is committing to “achieve sufficient,
secure and reliable energy supply within two years”,
this is unachievable even with the best will in the
world and ideal policy.
We also did not get a sense of how the president
and his government intend to solve the crises at
state-owned enterprises (SOEs) and municipalities.
The South African government must urgently address SOE debt issues particularly that of Eskom.
SOEs’ heavy reliance on the government for funding
assistance is taking a toll on the already pressured
government purse. The continuation of load-shedding remains the Achilles heel in SA’s attempts to
emerge from the pandemic.
Municipalities are also increasingly posing a risk to
SA. Most were compromised by declines in revenue collection during Covid-19 and a rapid increase
in electricity costs, as they mainly function as a reseller of electricity. Moody’s has since downgraded
the City of Tshwane and Ekurhuleni deeper into junk
territory – both are amongst SA’s biggest metros –
citing sustained weakening of both cities’ operating
performance and liquidity.
A significant positive from the speech was that the
president reinforced the need for fiscal prudence
which will be a relief to markets suddenly fearful
that a delayed mid-term budget meant some mass
stimulus. The policy does not propose any massive
expenditure drive as advocated by some labour
movements.
We also like the fact the government committed
to continue supporting households and business
affected by Covid-19 as that is needed to support
demand and employment. The President has been
engaging with the banks on further reforms to the
loan guarantee scheme and especially unblocking
the existing pipeline. Covid-19 special grants were
extended for another three months.

Medium-Term Budget Policy
Here are some of the priorities outlined by the
president which we think are feasible:

to create and support over 800,000
work opportunities
in response to job
losses, and

accelerate
infrastructure
investment
and promoting
reindustrialisation
through localisation
and exports.

We will provide a full analysis of the infrastructure and localisation strategies in our next
monthly market outlook.

The Medium-Term Budget Policy Statement (MTBPS) which will be presented by the Finance Minister Tito Mboweni towards the end of October, will
complete the picture of whether SA will do-or-die.It
will give investors an indication of how government
finances fared during the pandemic and whether the
debt trajectory is likely to worsen above the passive
debt projection. Given the expected steep decline
in government revenue, we highly doubt that the
minister will announce any tax increments to boost
future revenue during his speech. But we think he
will push through a consolidation plan even though
it will not get the required buy-in from the ANC. The
much-needed reduction in the government wage bill
hinges on the outcome from the Labour Court ruling,
suggesting that little or no progress has been made
in terms of costs containment

.

More from our investment analytics teams:
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Global markets

Global investors were in a profit-taking mode in September as increasing coronavirus cases in Europe and the US, heightened risks around a contentious US presidential election and a stalemate
on the US fiscal stimulus 2.0 weigh on sentiment.

The MSCI World Index shed 3.45%, while emerging
markets fared better than developed peers, only declining 1.6% for the month.
US large tech companies which started the month
on very elevated valuations were some of the most
hit by the pull-back. On the European side, the Stoxx
All Europe Index dipped 1.46%, as several governments tightened lockdown restrictions. Several major European countries have introduced localised
lockdowns to curb the increase in infections which
has put some brakes on the economic recovery.
The FTSE 100 declined 1.63%, after the UK parliament introduced legislation that has potential of
undermining the existing agreement with the European Union, thus increasing the likelihood of a hard
Brexit. Bonds which are generally supposed to provide ballast when markets are drowning also came
under pressure in August with the Bloomberg Global
Aggregate Bond Index shedding 0.36%.

Facts & figures:
1.46%

The drop in the Stoxx All Europe Index.

3 November 2020

US presidentials elections set to take
place.

3.5%

The percent the US economy is expected to shrink by.

1.63%

The decline in percent of the FTSE
100.

America: the world’s largest economy
In the coming months we expect markets to be driven by US politics as well the usual suspect: developments around Covid-19 infection rates and the
search for Covid-19 vaccine.

The 2020 United States presidential election is
scheduled for Tuesday, November 3, 2020. It
will be the 59th quadrennial presidential election.
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Americans are casting their ballots to choose their
next president, house of representatives and senators in a process that is going to end on 3 November. However, this year’s election is one of a kind for
several reasons. The US like the rest of the world is
amid a health pandemic as it battles with Covid-19
which has killed over a million people globally and
forced a reset in our way of life.

The world’s largest economy therefore conducts an
election with social distancing, wearing mask and
sanitising being the order of the day. That does not
only compromise Trump’s chances of winning the
election but also complicates election logistics and
its credibility.
For instance, many people are expected to vote
by mail which could transform the election from a
single day into a months-long slugfest of counting
and court challenges.This has also heightened the
risk of a contested election as Trump has repeatedly declared mail voting to be riddled with fraud and
the election rigged in favour of Democrats. He has
since refused to commit to cede power peacefully
if he loses. Appending the health crisis is a severe
economic crisis where the US economy is expected to shrink by more than 3.5% this year as record
numbers of Americans are out of work.

There are four broad possible government structure outcomes from this election.
The first potential outcome is where the Republicans
control all three arms of government. Should that
happen investors are likely to see Trump aggressively trumping his anti-China stance. Deregulation
will also continue which could shield US energy and
telcos counters. With a strong mandate, Trump is
also expected to push through further corporate tax
cuts which could widen the US budget deficit and
weaken the dollar. Luckily, several pollsters see a
very slim chance for this outcome.
A second scenario also in favour of Republicans is
a status quo where the republicans continue controlling the white house and one of the legislative
arms (senate or the house of representatives).
Here, Trump will have diminished power to push
through major policy reforms as some of his ideas
will be blocked by one of the houses which will be
controlled by the democrats. This scenario is likely
to see continued deregulation but further tax cuts
for corporates and the rich will be fiercely rejected
by Democrats’ lawmakers. But Trump can still use
his executive powers to make tweaks to the existing
tax policy.
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On the flip side are a blue wave or Biden win coupled with control of one of the legislative houses.
Both outcomes will usher in increased regulation
of energy companies as well as tech and pharma
groups.
The democrats are also likely to push for a massive
investment in US infrastructure which is said to be
dilapidated. But such a move will also worsen the
US balance sheet and weaken the dollar.
Biden has also mooted making tax policy reforms
but given the precarious state of the US economy
and its weak balance sheet he may have to delay
such a move as it will constrain demand.
The bottom line: Biden White House victory with the
Republicans retaining the senate is in our view the
best outcome for markets. Biden will obviously bring
some stability and predictability which will calm
things a bit and benefit the global economy. Having
the republicans controlling the senate will mean policy direction will remain balanced.
Beyond elections, other developments which could
move markets are a continued recovery in reaction
to stimulus provided to date (potential for further
stimulus possible), at least one Covid-19 vaccine
receiving regulatory approval and expectations
of profit and unemployment returning to pre-crisis
levels, and the Fed continuing its expanded policy
toolkit

.

Top 5 controversial AGM
resolutions
We make full use of proxy voting to ensure companies are accountable.
We believe that board accountability and effectiveness have an influence
on how environmental, social and governance issues are calibrated across
companies. The resolutions clearly demonstrates how we are applying
these concepts in our proxy voting.

View the resolutions at
27four.com

17 sustainable development goals to transform our world.
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Top 5 themes driving investor sentiment
The world continuous to be shaped by these 5 themes.

1. US political shenanigans

Americans are casting their ballots to choose their next president, house of representatives and senators in a
process that is going to end on 3 November. Markets are on the edge due to the prospect of a contested election
which may lead to delays in the announcement of results. This comes after Donald Trump has refused to commit
to cede power if he loses the election. Investors jitters can be seen in the Vix Index Futures, derivatives that measure the level of expected volatility in stocks, which is elevated and flat right through to June 2021. This shows that
investors expect prolonged volatility after elections. However, investors are less worried now when compared to
a few weeks ago as new futures contracts are trading at lower levels than in September and early October. The
widening Biden-Trump presidential election spread, coupled with increased odds of a democratic sweep judging
by recent polling data, seems to have eased investor concerns over a potential contested election this November.
Or it could be positive developments around the Covid-19 vaccine. But it is a risk worth factoring.

2. US fiscal stimulus

After several rounds of liquidity injection and hyper-easing of monetary policies by central bankers, the honours
is now on fiscal authorities to pick up the baton. The European Union has done its part issuing close to €750bn
of bonds to fund its Covid-19 recovery. The UK government also committed £30bn to saving jobs and helping the
young find work. The ball is now in the US’s court where negotiations have stalled as democrats and republicans
disagree over the size and details of the agreement. Investors will be watching developments around this theme.

3. Coronavirus seesaw

Covid-19 statistics continue to weigh on markets as Europe and the US see new spike in Coronavirus infections.
In Europe, a lot of countries are declaring more cases each day now than they were during the first wave earlier
this year. What is concerning is that Europe’s second wave of coronavirus infections has struck well before the
flu season even started and intensive care wards are filling up again. Authorities there are tightening restrictions
in response to this. On the positive side companies working on Covid-19 vaccines continue to report significant
progress raising the prospect of a vaccine before the end of this year. That seem to be buoying cyclicals already.

4. Ramaphosa’s recovery plan and Tito’s budget

Back home President Ramaphosa finally delivered the much-awaited economic recovery and reconstruction plan
to parliament on the 15th of October. The policy had a mix of positives and negatives in it, but the biggest disappointment for us was that the president failed to convince on implementation roadmap. Given that the policy itself
was just a regurgitation of old ANC policies and was known well in advance of the speech, the expectation was
that the president would lay a robust implementation plan with clear timelines and responsibilities. But unfortunately, he did not. The Medium-Term Budget Policy Statement (MTBPS) which will be presented by the Finance
Minister, Tito Mboweni, towards the end of October, will complete the picture of whether SA will do-or-die. Investors should watch this closely.

5. Value comeback?

Growth stocks, which have benefited from the Covid-19 lockdowns this year, came under some pressure in September in what seem to be early signs of a rotation towards value stocks. With valuations of growth stocks still
high by historical standards, an economic recovery-driven rotation could potentially lead growth stocks to underperform cheaper stocks in the coming months. On the other hand, value stocks remain particularly exposed to the
worst-case scenario of a bad winter without positive vaccine news.
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Financial indicators performance
As at 30 September 2020

SA INDICES

1 Month

3 Months

6 Months

YTD

1 Year

ALSI

-1,58%

0,67%

24,01%

-2,51%

2,01%

2,39%

4,75%

RESI 20

-2,95%

5,71%

48,66%

12,29%

27,40%

19,76%

14,90%

INDI 25

-1,68%

-2,54%

14,14%

6,95%

6,89%

0,69%

3,73%

FINI 30

-0,91%

-2,24%

14,16%

-4,43%

-3,86%

-1,45%

2,12%

SAPY

-2,97%

-14,14%

3,41%

-46,38%

-46,07%

-23,80%

-12,85%

SWIX

-1,63%

-0,33%

21,68%

-6,64%

-2,19%

-0,39%

2,89%

ALBI

-0,05%

1,45%

11,54%

1,82%

3,58%

7,33%

7,57%

STeFI

0,35%

1,16%

2,64%

4,38%

6,20%

6,93%

7,11%

SAGLIB

-0,95%

1,21%

19,15%

-0,89%

-1,92%

0,81%

2,18%

Capped SWIX

-1,07%

1,01%

22,87%

-9,78%

-5,02%

-2,38%

1,11%

DOW JONES

-2,28%

7,63%

26,76%

-2,65%

3,21%

7,43%

11,27%

S&P 500

-3,92%

8,47%

30,12%

4,09%

12,98%

10,11%

11,86%

FTSE 100

-1,63%

-4,92%

3,42%

-22,23%

-20,82%

-7,34%

-0,65%

CAC 40

-2,91%

-2,69%

9,27%

-19,65%

-15,40%

-3,41%

1,52%

DAX 30

-0,95%

4,11%

29,68%

-2,94%

4,30%

0,36%

6,30%

HANG SENG

-6,82%

-3,96%

-0,61%

-16,78%

-10,09%

-5,22%

2,39%

NIKKEI 225

0,20%

4,02%

22,56%

-1,99%

6,57%

4,43%

5,92%

MSCI WORLD

-3,41%

8,05%

29,16%

2,12%

10,99%

8,33%

11,10%

-0,36%

2,66%

6,07%

5,72%

6,24%

4,10%

3,92%

USDGBP

-3,31%

4,22%

4,11%

-2,54%

5,12%

-1,19%

-3,09%

USDEUR

-1,81%

4,34%

6,20%

4,53%

7,54%

-0,06%

0,97%

USDZAR

-1,09%

-3,44%

-6,15%

19,68%

10,70%

7,34%

3,92%

GBPZAR

-4,39%

0,58%

-2,27%

16,66%

16,35%

6,29%

0,68%

EURZAR

-2,85%

0,75%

-0,36%

25,20%

19,05%

7,05%

4,91%

ZARJPY

0,71%

1,22%

4,50%

-18,79%

-11,80%

-8,72%

-6,10%

GOLD

-3,60%

6,49%

16,88%

23,84%

26,68%

13,87%

11,11%

PLATINUM

-6,50%

7,13%

19,92%

-10,45%

-6,52%

-1,56%

-0,82%

BRENT CRUDE

-6,58%

2,50%

60,53%

-36,05%

-30,40%

-9,35%

-2,71%

CONSUMER SERVICES

6,36%

4,71%

9,95%

-19,84%

-17,51%

-5,82%

3,76%

FINANCIALS

2,27%

-1,64%

11,02%

-32,80%

-30,91%

-10,56%

-5,38%

CONSUMER GOODS

1,66%

0,24%

12,15%

1,18%

1,68%

-7,78%

-2,50%

INDUSTRIALS

0,97%

0,32%

6,46%

-33,33%

-32,88%

-15,98%

-7,30%

HEALTH

-2,82%

-7,20%

6,23%

-18,69%

-2,03%

-19,59%

-15,17%

RESOURCES

-3,39%

6,03%

49,73%

11,89%

27,31%

20,34%

16,27%

BASIC MATERIALS

-3,43%

6,00%

49,78%

12,00%

27,44%

20,42%

19,20%

TECHNOLOGY

-5,00%

-6,13%

16,90%

30,77%

29,57%

-4,06%

-7,30%

TELECOMS

-5,30%

3,33%

18,73%

-15,01%

-26,32%

-14,16%

-11,07%

3 Years (Ann) 5 Years (Ann)

GLOBAL INDICES

BARCLAYS GLOBAL BOND
INDEX
CURRENCIES

COMMODITIES

SA SECTORS
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Asset allocation outlook

▪ Previous allocation (as of 30 June 2020) ▪ Current allocation (as of 30 June 2020)
Max
Underweight

Asset Class

Underweight

Neutral

Overweight

▪▪

SA Equity

▪▪

SA Bonds

▪▪

SA Inflation Linked Bonds

▪▪
▪▪

SA Listed Property
SA Cash

▪▪

Offshore Equity

▪▪

Offshore Listed Property

▪▪

Offshore Bonds

Max
Overweight

12-month risk and return expectation

▪ Risk
0% - 2%

2% - 4%

4% - 6%

SA Equity
SA Cash
SA Inflation
Linked Bonds

▪

▪
▪

SA Listed Property

▪ Return
6% - 8%

▪

▪
0% - 2%

2% - 4%
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4% - 6%

6% - 8%

12% - 14%

▪

▪▪

Offshore Equity

Offshore Bonds

10% - 12%

▪

SA Bonds

Offshore Listed
Property

8% - 10%

▪▪
▪
▪
▪
8% - 10%

▪
▪

10% - 12%

12% - 14%

Disclaimer:
This document is strictly for information purposes only and should not be considered as an offer, or solicitation, to deal in any of the investments
mentioned herein. Any information and opinions contained in this communication, and any supplemental information provided, is believed to be
reliable but no representation or warranty is given as to its correctness, accuracy or completeness. Any representation or opinion is provided for
information purposes only. We do not undertake to update, modify or amend the information on a frequent basis or to advise any person if such
information subsequently becomes inaccurate. It is not intended to create, and shall not be capable of creating, any obligation or liability on the part
of 27four Investment Managers or any of its affiliates, and shall not form part of any contract. All information and opinions provided are of a general
nature and are not intended to address the circumstances of any particular individual or entity. We are not acting and do not purport to act in any way
as an advisor or in a fiduciary capacity. Any decision to invest must be made by the recipient solely on the basis of its own independent judgement
and research and subject to the terms and conditions governing applications to any relevant fund. No one should act upon such information or
opinion without appropriate professional advice after a thorough examination of a particular situation. While opinions stated are honestly held, they
are not guarantees and should not be relied on. Please note that past performance figures are not audited and should not be taken as a guide to
the future. 27four Investment Managers will not be held liable or responsible for any direct or consequential loss or damage suffered by any party
as a result of that party acting on or failing to act on the basis of the information provided in this document. This document may not be amended,
reproduced, distributed or published without the prior written consent of 27four Investment Managers. 27four Investment Managers is an authorised
financial services provider.
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