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THE POWER OF INDEPENDENT ADVICE

NOVEMBER VOLATILITY
CAUSES MARKETS TO SEE RED
LOCAL MARKETS
Over the past two years the South African economy has been on the verge of a recession
due to protracted strikes in the mining and manufacturing sectors, electricity shortages, a
lack of policy clarity in key industrial sectors, a sharp decline in consumer and business
confidence, falling commodity prices and increasing interest rates. One of the most
concerning issues is that economic growth in SA has simply not been robust enough to
lead to widespread job creation in the formal private sector. The government is also
unable to provide significant stimulus in the form of government spending due to elevated
debt levels and a failure to maintain fiscal discipline.
The JSE All-Share Index closed November in the red across the board and opened on 51 948 on the 1 st
of December 2015. Resource counters once again emerging as the month's worst performers. The
RESI-10 Index dropped a further 22.5% month-on-month (the index has now lost 38.3% YTD), while
industrial and financial counters were also not spared. The Indi-25 retreated 1.2% (+15.2% YTD) for
November and the Fini-15 dropped 4.0% month-on-month (+3.9% YTD). The All Share Index closed
4.1% down (YTD the index is still 3.7% up). Although the bourse has been down by -2.4% the last two
weeks, the Financial and Industrial Index is up by 2.1% and now trading at the same level as the April
2015 peak and only -3% from its record high of earlier in November. The ALSI is back at July 2014 levels,
and while the Financial & Industrial index is +18.1% above its level from the same period. The SA
government R186 bond yield due in 11 to 12 years saw its yield gain 2 basis points to 8.57% (a decrease
in price) as the rand hit a new record low.
Stocks remained mostly flat at the end of November as the South African rand fell through a series of
record lows against the dollar. This is mostly due to the widening trade deficit and a gloomy review by
the Reserve Bank that named the weaker currency a key contributor to inflation as well as a major risk
to the CPI forecast. The rand was trading at 14.46 to the US Dollar on Monday the 30 th of November,
down another 0.57% from the previous Friday’s close. It is likely that the rand, as well as many other
currencies, could remain under pressure until the 16th of December when the US is finally expected to
begin hiking rates.
Page 1

Brenthurst Wealth Management (PTY) LTD FSP No. 7833

The Reserve Bank has already raised its benchmark interest rate four times since the beginning of last
year to 6.25 percent as it forecasts inflation will breach the 3 percent to 6 percent target band next
year. A food-price shock may hurt consumers already facing job cuts and higher interest rates, further
dragging down an economy that narrowly missed falling into recession this year.
The effect of the worst drought in more than two
decades is being compounded by the rand’s 18
percent plunge against the dollar this year to a record
low, boosting the cost of imports of corn, a staple
food in the country that is also used in animal feed.
Food inflation is set to accelerate to above 10 percent
by the middle of next year, more than double the
current pace, according to forecasts from Stanlib
Asset Management Ltd. and Macquarie Group Ltd.

According to chief economist at Stanlib, Kevin Lings, “South Africa is facing a convergence of
factors on food — global food pressure, currency and the domestic drought — you’ll see that
become much more evident when you start importing more.”
Another concern for the rand and the local markets at this stage is the strong possibility that rating
agency S&P may downgrade its outlook for SA from stable to negative, although not expected in the
short term. It is also expected that another rating agency, Fitch, will downgrade SA this week, to the
same level as S&P of BBB-, which is already considered to be priced into the market.
In international events affecting local companies: Standard Bank has been hit with a R500 million fine.
The Standard Bank Group Limited will pay UK and US regulators $37 million (R532 million) in fines
after its global markets business, ICBC Standard Bank Plc failed to prevent bribery by two Stanbic Bank
Tanzania executives. Standard Bank’s share price was down 1.72% to R130.86 in late trade on Monday
30 Nov.

Also, Brazil has recently filed a lawsuit against two mining giants, BHP Billiton and Vale, suing for $5.2
billion in damages for an ecological disaster following the collapse of a tailings dam. The November 5
dam burst in Minas Gerais, Brazil’s main mining state, unleashed 60 million cubic meters of mud and
mine waste that demolished a nearby village, killed at least 13 people and polluted a major river
valley, killing fish and reaching the Atlantic Ocean.

SOURCES: “The Weekly Focus” Market and Economic Review Paul Hansen, Stanlib, 30 November 2015
“From the Desk” Anchor Capital, 2 Dec. 2015./ http://www.moneyweb.co.za –various articles
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INTERNATIONAL MARKETS
November was a volatile month for global markets. The two
most significant international events were the Paris terror
attacks on Friday the 13th of November, and the Turkish downing
of a Russian warplane near Syria’s border, both of which caused
major geopolitical tension across the globe. Normally, these
types of events create a short selloff in markets, but in this case
the effect was very modest and almost muted. The stocks that
were most affected were airlines, due to mass cancellations of
tourists no longer wanting to visit Europe during the December
holidays, but other than that, European and US markets were
down only by 2% for the month.
Even Warren Buffet is quoted as saying:
"I'm not selling any securities because of the attacks in Paris, not at all.”
In the middle of what seems like plenty of volatility in the stock markets lately, the US and global bull market
still seem to remain intact. The S&P 500 Index, the world’s leading stock market, is currently only down 2%
from its all-time record high. For November’s closing figures, Europe’s market gained +0.5% to a new 3-month
high and London’s FTSE 100 lost -0.3%, hurt by mining and oil shares. US markets lost -0.5%, the S&P 500
closing on 2 080 as healthcare, biotech and retail shares fell, while the Nasdaq lost -0.4% to close at 5 108. The
Dow Jones opened December on 17 798.
In bond markets, the US 10-year yield is flat at 2.23%, while Germany’s 10-year yield is flat at 0.46% ahead of
further stimulation by Mario Draghi (enhanced QE), possibly by this week. Friday the 4 th of December sees the
hugely important monthly jobs number announced by the US government, just 12 days before what could be
the first rate hike in 9 years.
More from Paris—the French city is currently playing host to the biggest UN talks on tackling global warming
and curbing emissions since the Copenhagen summit in 2009. Negotiators from nearly 200 countries have
started talks on Monday, 30 November to try and strike the first accord to limit planet-warming greenhouse
gas emissions since the Kyoto protocol in 1997. Even the Chinese are ready to actively participate as they have
shut down many factories in Beijing due to extremely poor air quality caused by polluting industries. According
to conference organisers, it has taken 20 years of United Nations negotiations to reach this attempt at a legally
binding global emissions agreement. The outcome of this agreement will be pivotal for the economic outlook
for the entire globe.

Kindly note that the next Market & Economic report will only be available end of Jan. 2016.
Brenthurst would like to wish all our valued clients a peaceful and prosperous festive season!
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