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August	2019	could	almost	be	called	a	“copy	and	paste”	month	where	the	global	economies	have	been	dominated	by	one	story	–
the	ongoing	trade	war	between	the	US	and	China.		The	retaliatory	levelling	of	tariffs	on	each	other’s	products	continues	to	cause
uncertainty	 in	 global	markets	 and	 the	one	 thing	 that	 no	 investor	wants	 is	 uncertainty.	 	This	 trade	war	 is	 going	 to	 affect	 global
growth	as	free	trade	is	restricted.		In	a	very	bold	move	China	indicated	that	they	will	no	longer	import	US	agricultural	products,
especially	soybeans.		This	stance	will	have	a	big	impact	as	the	majority	of	the	$100bn	that	China	import	from	the	US	each	year	is
agricultural	products.		On	the	flip	side	the	US	import	$600bn	worth	of	products	from	China	including	the	small	components	that
go	into	each	iPhone	and	other	tech	products.
	
The	ongoing	trade	war	continues	to	have	a	negative	impact	on	emerging	markets	as	investors	adopt	a	“risk-off”	stance.		The	JSE
All	 share	 dropped	 2.7%	 during	 the	month	 although	 the	 resources	 sector	 held	 up	 relatively	 well.	 	 The	 negative	 sentiment	 has
boosted	the	gold	price	and	the	gold	mining	shares	benefited	as	a	result.
	
The	flight	from	emerging	markets	also	had	an	effect	on	our	currency	with	a	strong	sell-off	at	the	start	of	the	month.		The	Rand
weakened	close	to	6%	against	the	major	currencies.		The	weakening	Rand	could	have	a	future	impact	on	inflation	due	to	the	price
of	imports	rising,	specifically	the	fuel	price.		We	have	had	the	benefit	of	a	drop	in	oil	prices	over	the	last	few	months	as	inflation
has	been	well	under	control.	 	The	Monetary	Policy	Committee	of	the	South	African	Reserve	Bank	forecast	that	inflation	will	be
held	 in	 check	 over	 the	 next	 year	 which	 should	 give	 room	 for	 future	 interest	 rate	 cuts.	 	 This	 could	 be	 a	 slight	 boost	 to	 out
struggling	economy	and	help	the	embattled	consumer.
	
On	a	politics	front	it	was	a	very	quiet	month.		There	is	no	doubt	a	lot	of	manoeuvring	going	on	between	the	factions	of	the	ruling
party	 as	 those	 politicians	 that	 have	 been	 compromised	 try	 avoid	 sanction	 and	 jail	 time.	 	We	 find	 it	 pleasing	 that	 the	National
Prosecuting	Authority	and	SARS	are	being	rebuilt	slowly	but	surely.		It	will	take	time	as	the	news	heads	of	those	state	entities	will
need	to	remove	the	tainted	and	affected	staff	from	those	that	have	been	trying	to	serve	the	public	interest.		We	won’t	comment	on
the	Public	Protector	as	enough	has	been	said.
	
We	must	end	this	month’s	Economic	Commentary	with	the	confirmation	that	David	Case	from	Magwitch	completed	his	charity
run	where	he	ran	500km	over	10	days	to	raise	funds	for	Childline.		He	is	certainly	a	little	skinnier	and	a	bit	more	weathered	after
the	journey,	but	it	just	shows	what	the	human	spirit	is	capable	of.		You	can	read	more	about	his	run	at	http://500kaysforkids.co.za
(and	donations	are	still	open	through	that	website).		So	far,	he	has	managed	to	raise	just	under	half	of	his	goal	of	raising	a	quarter
of	a	million	Rand.
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CAN	ANYONE	SAY	THAT	WE	ARE	STILL	IN	A	BULL	MARKET?
	
Any	followers	of	global	stock	markets	would	notice	how	regularly	market	commentators	 refer	 to	 the	S&P500	(an	 index	of	 the
500	largest	companies	listed	in	the	US)	being	in	its	longest	bull	market	run	ever.		Every	investor	wants	to	be	in	a	bull	market	as
the	 simple	 definition	 is	 that	 of	 a	 market	 that	 continues	 to	 reach	 new	 highs.	 	 New	 highs	 means	 that	 the	 value	 of	 your	 share
portfolio	is	going	up	and	up	and	through	this	growth	you	are	generating	wealth.		The	current	bull	market	run	is	in	excess	of	10
years.
	
South	African	investors	would	however	have	experienced	a	very	different	return	profile.		In	this	month’s	Financial	View	we	look
at	whether	it	is	really	realistic	to	say	that	the	local	JSE	is	also	in	a	bull	market	or	after	5	years	of	moving	sideways	are	shares	at	a
discount	offering	good	value?	
	
The	Performance	of	the	JSE	Top	40
	
The	broad	definitions	of	stock	market	cycles	are	probably	too	simplified	–	it	is	either	a	“Bull”	market	(rising)	or	a	“Bull”	market
(shrinking).		The	simplification	problem	is	that	a	stock	market	will	always	be	considered	a	bull	market	unless	the	conditions	for	a
bear	market	are	met.	 	The	easiest	measurement	of	a	bear	market	 is	where	 the	market	has	declined	more	 than	20%	off	 its	 recent
highs.		The	reason	that	the	market	cycle	is	considered	by	default	to	be	a	bull	market	is	that	a	stock	market	should	regularly	make
new	 highs	 (around	 15%	 of	 the	 time).	 	 Companies	 grow	 their	 earnings	 by	 adjusting	 their	 selling	 prices	 to	 take	 inflation	 into
account.		With	companies	continuing	to	grow	earnings	the	share	prices	of	the	companies	move	up	and	so	move	the	whole	market
up.
	

The	performance	of	the	JSE	Top	40	over	the	last	10	years	can	be	split	into	two	distinct	phases.		We	enjoyed	double	digit	returns
until	April	2015	with	the	market	continually	moving	up.		Since	April	2015	the	market	has	moved	sideways.		It	broke	into	a	new
channel	in	August	2017	before	reaching	a	high	later	that	year.		We	haven’t	re-tested	those	November	2017	highs	since	then.		In
fact,	 the	 JSE	 Top	 40	 ended	 this	 last	 month	 of	 August	 2019	 lower	 than	 the	 level	 in	 April	 2015.	 	 It	 is	 clear	 to	 see	 why	 local
investors	have	struggled	to	earn	returns	from	their	portfolios	over	the	past	4	years.
	
If	one	looks	at	the	chart	a	little	closer,	you	would	see	that	the	market	plummeted	through	September	and	October	2018.		This	was
as	a	result	of	the	trade	war	beginning	between	the	US	and	China.		From	the	November	2017	to	the	October	2018	the	Top	40	lost
20%	and	thus	we	were	indeed	in	a	bear	market	phase	for	those	months.		Fortunately,	the	stock	market	has	rallied	somewhat	since
then	and	the	Top	40	has	moved	back	up	although	with	a	huge	amount	of	volatility.		It	is	important	to	note	that	the	decline	was
driven	by	global	emerging	market	fears	as	opposed	to	political	news	emanating	within	South	Africa.
	
	The	Top	40
	
The	 JSE	Top	 40	 index	 that	we	 use	 is	 a	 statistical	measure	 of	 the	 share	 prices	 of	 the	 40	 largest	 companies	 listed	 on	 the	 JSE	 as
determined	by	market	capitalisation.		It	looks	only	at	the	total	listings	on	the	local	Johannesburg	Stock	Exchange	and	thus	large
offshore	companies	with	a	small	quantity	of	shares	listed	on	the	JSE,	such	as	Anheuser-Busch	InBev,	the	world’s	largest	brewer,
don’t	qualify	to	form	part	of	the	index.
	

The	largest	company	on	the	JSE	Top	40	is	Naspers,	constituting	23%	of	the	entire	index.		The	top	5	companies	comprise	55%	or
more	than	half	of	the	index.		All	the	companies	included	in	the	Top	40	are	well	known	brands	to	South	Africans.
	
Performance	of	Companies	listed	on	the	Top	40
	
If	 locally	 the	overall	stock	market	has	already	been	 through	a	bear	market	how	have	 the	 individual	companies	performed	over
the	last	4	years?		We	looked	at	the	current	share	prices	of	the	large	40	companies	and	compared	them	to	their	recent	highs.		Only
9	of	these	companies	aren’t	currently	down	more	than	20%	off	their	highs	(with	some	of	them	having	lost	more	than	half	their
value	over	the	last	4	years).
	

These	9	companies	are	a	mixture	between	retailers,	mining	houses	and	technology	companies.		This	is	just	23%	of	the	companies
in	the	Top	40.
	
The	share	price	of	a	company	is	driven	by	two	factors	-	the	earnings	of	that	company	and	how	much	an	investor	is	willing	to	pay
to	“own”	those	earnings.		Sentiment	will	drive	how	much	the	investor	is	willing	to	pay.		In	times	of	euphoria	investors	will	tend
to	overpay	for	 the	 investment	as	 they	feel	 the	good	 times	will	continue	forever.	 	 In	 times	of	despairs	 investors	will	 sell	 for	any
price	as	they	feel	that	the	bad	news	will	continue	forever.
	
The	 share	 prices	 of	 the	 JSE	 listed	 companies	 have	been	hit	 hard	by	 the	negative	 sentiment.	 	 In	 fact	we	unpacked	 the	 earnings
growth	of	the	Top	40	companies	over	the	last	5	years	and	only	5	of	these	companies	failed	to	grow	their	headline	earnings	per
share	over	the	last	5	years.		The	fact	is	that	35	companies	or	88%	of	the	companies	within	the	Top	40	have	grown	their	earnings
over	the	last	5	years.
	

Two	 of	 the	 companies	 are	 in	 the	 telecoms	 industry.	 	We	 know	 that	 cellphone	 network	 providers	 have	 been	 under	 increasing
earnings	pressure	as	they	have	been	bringing	down	the	costs	of	data	and	other	services.		Both	MTN	and	Vodacom	now	earn	less
than	they	did	5	years	ago.
	
Sasol	is	a	company	whose	earnings	are	influenced	by	fluctuations	in	the	oil	price.		They	also	have	the	added	impact	of	overruns
on	their	large	Lake	Charles	project	in	the	US.		The	remaining	two	are	Woolworths	who	have	been	impacted	by	an	investment	into
David	Jones	in	Australia	and	Richemont	whose	luxury	goods	are	often	influenced	by	the	Chinese	economy.		It	is	interesting	that
none	of	the	companies	have	been	influenced	by	the	slow	growth	in	the	South	African	economy.
	
Where	does	that	leave	us?
	
We	feel	that	the	market	is	definite	oversold	and	currently	offers	long	term	investors	great	opportunities.		Much	of	the	selling	that
has	 taken	 place	 has	 been	 driven	 by	 foreign	 investors.	 	Remember	 that	 a	weakening	Rand	 has	meant	 that	 their	 investments	 are
already	losing	value	when	measured	in	their	hard	currency	which	then	gets	added	to	the	share	price	loss	reflected	in	the	index.	
These	 foreign	 investors	 have	 been	 getting	 out	 at	 whatever	 price	 they	 can	 get	 and	 thus	 have	 driven	 the	 share	 prices	 of	 our
companies	below	fair	value.
	
The	price	you	pay	for	an	asset	often	determines	the	final	return	you	will	earn.		If	you	can	buy	something	far	below	fair	value,	or
on	a	sale,	then	one’s	future	returns	will	be	larger.		We	do	however	caution	against	volatility	as	a	result	of	future	political	moves
between	 the	world’s	 superpowers.	 	 Personally,	we	 are	 currently	 very	 excited	 investors	 as	we	 have	 been	 buying	 good	 assets	 at
discounted	prices.
	

	

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.
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