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October	2016	was	a	month	driven	by	political	noise	resulting	in	volatile	moves	in	the	currency	and	markets,	seemingly	only
occurring	 off	 the	 back	 of	 political	 manoeuvring.	 	 After	 a	 couple	 of	 months	 of	 shadow	 boxing	 the	 National	 Prosecuting
Authority	(NPA)	finally	decided	to	charge	the	Finance	Minister	and	his	colleagues	at	SARS	with	fraud	due	to	their	treatment
of	 an	early	 retirement	 from	a	pension	 fund.	 	 The	 currency	 lost	 value	on	 the	 very	public	 pronouncement	 of	 this	 charge.	
Global	 investors	 remain	 very	wary	of	 political	 risk	 in	South	Africa	and	 the	possible	 impact	of	 a	 ratings	downgrade.	 	Any
further	changes	in	the	Department	of	Finance	would	be	seen	as	a	step	to	far.		South	Africa	now	needs	stability	and	to	allow
people	to	do	their	jobs	and	attempt	to	remedy	the	current	twin	deficits.	
	
The	South	African	government	expenditure	and	debt	levels	are	at	record	highs	and	both	need	to	be	reduced	if	the	country	is
going	to	avoid	a	junk	status	rating.		As	it	currently	stands	it	is	the	next	generation	that	is	going	to	be	burdened	with	the	cost
of	repaying	the	high	levels	of	debt	–	a	lot	of	which	has	been	taken	out	to	pay	for	government	expenditure.		The	risk	of	state
capture	for	monetary	gain	is	very	real	and	there	are	continued	rumours	of	a	nuclear	deal	that	has	already	been	concluded.	
The	proposed	nuclear	deal	cannot	be	afforded	currently	and	may	not	be	the	cheapest	way	to	increase	energy	supply.		It
does	beg	the	question	as	to	who	would	benefit	from	such	a	deal	if	it	isn’t	going	to	be	the	citizens	of	the	country	paying	for	it.
	
Fortunately	some	sanity	prevailed	 in	 the	end	and	yesterday	 the	NPA	reversed	 the	decision	 to	 issue	charges.	 	This	was
seen	as	 positive	 and	 the	 currency	 recovered	 some	gains,	 ending	 the	month	marginally	 higher	 against	 the	major	 trading
partners.		This	story	doesn’t	appear	to	have	finished	though	and	we	can	expect	to	see	further	developments	over	the	next
few	months.
	
Inflation	was	marginally	higher	this	month	and	came	in	at	6.1%	as	the	continued	impact	of	the	drought	has	been	felt	in	the
food	prices.		There	have	been	welcome	rains	recently	and	this	should	alleviate	some	of	the	crop	shortages	but	we	need	a
whole	lot	more	rain	to	restore	the	water	reserves	in	our	dams	to	acceptable	levels.
	
October	has	historically	been	a	good	month	 for	 the	JSE	but	 this	year	 the	 index	 finished	marginally	 lower	by	2.6%	as	 the
slightly	stronger	Rand	weighed	in	on	the	large	Rand	hedges.	
	
Looking	 forward	 to	November	 it	appears	 that	 the	political	shenanigans	will	 continue	 to	dominate	 the	news.	 	The	eventual
publication	of	the	Public	Protector’s	report	on	State	Capture	may	eventually	shed	some	light	on	the	reasons	behind	some	of
the	political	events	of	the	last	year.
	
The	 threat	 of	 state	 capture	 and	manipulation	 of	 department	 heads	 controlling	 SARS,	 the	NPA	 and	 the	Hawks	 is	 deeply
concerning.	 	Can	you	 imagine	what	could	be	achieved	 if	 the	man	power	were	used	 to	develop,	protect	and	educate	 the
country.		It	is	unfortunate	that	a	number	of	elected	leaders	appear	to	be	more	focused	on	benefiting	themselves	as	opposed
to	improving	the	country.
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THE	IMPACT	OF	POLITICS	ON	MARKETS
	
These	days	it	can	be	quite	a	nerve	wracking	exercise	to	listen	to	the	news	on	the	radio	or	read	a	news	report.		The	dramas
around	possible	state	capture;	the	likelihood	of	a	possible	ratings	downgrade;	and	political	infighting	have	all	been	played	out
before	us.		The	effect	is	analysed	and	reported	through	the	best	efforts	of	a	great,	free	press.		We	are	blessed	with	freedom
of	press	in	our	country,	however	the	problem	that	we	have	is	that	we	don’t	know	what	is	around	the	next	corner.		
	
Globally	 investors	have	experienced	a	 large	amount	of	 volatility	 over	 the	 last	 year,	 driven	 in	many	 instances	by	political
decisions	 that	 have	 been	 referred	 to	 as	 “own	 goals”	 by	 economists	 and	 political	 commentators	 alike.	 	 In	 this	 month’s
Financial	View	we	look	at	the	effect	that	political	decisions	have	had	on	markets	during	the	year	and	how	an	investor	can
best	protect	against	these	unknowns.	
	
“Nenegate”
	
In	South	Africa	the	worst	of	our	woes	kicked	off	in	December	with	“Nenegate”.		This	was	when	the	South	African	President
Mr	Jacob	Zuma	replaced	the	respected	Finance	Minister	Mr	Nhlanhla	Nene	with	an	unknown	back	bencher	Mr	David	Des
van	Rooyen.		The	move	was	extreme	and	very	worrying	as	the	Finance	Minister	is	in	many	respects	the	custodian	of	the
country	and	Mr	Nene	had	been	doing	a	great	job,	bringing	down	government	expenditure	during	trying	times.		This	shocked
the	investors	both	locally	and	globally.		The	South	African	Rand	went	in	to	a	tailspin	with	the	currency	depreciating	by	9%	in
a	few	days.		In	a	short	space	of	time	the	stock	market	and	bond	market	retreated	by	approximately	R505bn	in	value.
	
Under	some	political	pressure	from	within	the	ANC	and	business	leaders	Mr	Zuma	reversed	his	decision	and	reappointed
the	previous	Finance	Minister	Mr	Pravin	Gordhan	to	the	role	of	Finance	Minister.		This	brought	some	short	term	calm	but	the
damage	had	been	done	as	confidence	had	been	eroded.	 	The	currency	of	a	country	can	often	be	seen	as	the	country’s
share	price,	rising	and	falling	due	to	supply	and	demand	factors.		A	wonderful	graphic	has	been	produced	on	the	Rand	since
Nenegate	plotting	the	major	political	events	against	the	movement	in	the	Rand.
	

	
“Brexit”
	
We	are	however	not	alone	or	 the	only	country	 impacted	by	political	decisions.	 	 In	June	2016	 the	United	Kingdom	held	a
referendum	to	decide	whether	the	UK	should	remain	as	part	of	the	European	Union	or	to	leave.		In	the	months	building	up	to
the	 referendum	 many	 analysts	 felt	 that	 the	 “Remainers”	 would	 win	 as	 to	 leave	 the	 EU	 would	 have	 serious	 financial
consequences	for	the	UK.		The	outcome	of	the	referendum	was	a	surprise	victory	to	the	“Leavers”	who	tallied	just	below
52%	of	the	vote.		The	decision	to	leave	the	EU	prompted	concerns	around	growth	and	free	trade	causing	the	British	Pound
to	plummet	and	 the	share	prices	of	UK	 listed	stocks	 to	 fall	 (sound	 familiar?)	 	Global	markets	 lost	over	2	 trillion	Dollars	 in
value	overnight	when	the	results	were	announced	although	since	then	most	markets	have	recovered.		The	currency	has
fared	less	well	with	the	British	Pound	the	worst	performing	currency	in	2016.
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Investing	in	uncertain	times
	
Locally	we	saw	a	huge	flight	of	cash	leaving	the	country	and	the	related	sale	of	investments	when	the	Finance	Minister	was
replaced.		This	 is	totally	understandable	as	investor	confidence	is	critical	to	any	investment.		Concerns	around	the	future
stability	 of	monetary	 policy	 caused	many	 companies	 and	 individuals	 to	move	 large	 portions	 of	 their	 capital	 to	 overseas
markets	where	 the	environment	 felt	more	stable.	 	Unfortunately	 for	 those	 that	moved	 their	capital	 to	 the	United	Kingdom,
what	seemed	like	a	safer	investment	has	backfired	horribly	as	a	result	of	the	Brexit	vote.	
	
From	 the	 lows	 of	 January	 2016	 the	 Rand	 has	 strengthened	 together	 with	 other	 emerging	market	 currencies	 whilst	 the
Pound	has	plummeted.	 	The	exchange	rate	during	 the	 lows	was	24.51:1	which	unfortunately	coincided	with	a	very	vocal
Barmy	Army	being	in	South	Africa	to	support	their	cricket	team.		Many	songs	were	sung	about	how	weak	the	Rand	was.	
Fast	forward	10	months	and	the	exchange	rate	is	now	16.51:1	–	a	loss	of	33%	for	UK	investors.		This	would	require	a	return
of	50%	to	get	back	to	the	original	position.
	
Political	events	can	have	very	negative	effects	on	your	wealth	yet	they	remain	very	hard	to	predict.		The	only	way	of	truly
protecting	an	 investment	 is	 to	ensure	 that	your	 investments	are	sufficiently	diversified.	 	 	 	Losses	 in	certain	parts	of	your
portfolio	will	be	compensated	with	gains	in	other	parts.		It	is	important	to	set	out	your	investment	objectives	and	timeframes
to	ensure	that	the	risk	of	a	political	event	is	reduced.
	
And	if	anyone	thinks	2016	is	almost	over	there	is	a	presidential	election	in	the	United	States	taking	place	next	week,	being
contested	by	two	unpopular	politicians	….	
	

	

ABOUT	MAGWITCH

	
Magwitch	Securities	is	a	Financial	Services	Broker	offering	the	following	products
as	a	comprehensive	financial	solution	to	both	individuals	and	businesses:

	
• Employee	Benefits • Retirement	Planning • Money	Market

• Medical	Aid • Investment	Planning • Investments

• Risk	Benefits • Estate	Planning • Treasury	Management

• Short	Term	Insurance • Foreign	Exchange • Trust	Administration

	
t:	011	453	3048 f:	011	453	0715 www.magwitch.co.za

	
Magwitch	Securities	Proprietary	Limited	is	an	authorised	financial	services	provider,
registered	with	the	Financial	Services	Board	-	FSP	number	26829

	
	
	
Disclaimer:	 Although	 every	 effort	 has	 been	 made	 to	 ensure	 the	 accuracy	 of	 the	 content	 of	 this	 newsletter,	 Magwitch
Securities	 (Pty)	 Ltd	 accepts	 no	 liability	 in	 respect	 of	 any	 errors	 or	 omissions	 contained	 herein.	 The	 contents	 of	 this
newsletter	cannot	be	construed	as	 financial	advice	and	does	not	confer	any	 rights	whatsoever,	enforceable	against	any
party	and	does	not	replace	any	legal	contract	or	policy	which	may	be	subject	to	terms	and	conditions.

	


