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Market review — month ending 31 May 2020

Views from Ninety One Asset Management

MARKET OVERVIEW

Financial markets remained upbeat in May as the global coronavirus (COVID-19) pandemic curve
continued to flatten. This with the majority of countries in the developed world beginning to gradually
lift restrictions and restart their economies. Nonetheless, the impact of the pandemic remained the
dominant theme as markets began to assess reopening strategies and ramifications for the global
economy. Central banks and governments continued to shore up risk-on sentiment during the month,
while incoming data pointed to a pickup in economic activity. Notwithstanding, the market moves
witnessed in May were more bridled relative to April, with investors seemingly treading with caution as
the restart unfolds.

Developed market stocks (MSCI World Index) posted gains of 4.8%, ahead of their emerging market
peers (MSCI Emerging Markets Index) which delivered a flat 0.8% over the same period. The S&P 500
Index delivered a healthy return of 4.7% with the US benchmark breaching through a key psychological
level of 3 000 points for the first time since 5 March 2020. The STOXX Europe 600 finished the month up
6.2%, buoyed by the gradual reopening of economies and a massive stimulus plan by the European
Union (EU). In Asia, Japan’s Topix delivered a solid +6.0%, while mainland China’s CSI 300 also managed
to capture some of the market upside in the face of intensifying Sino-American tensions towards the
tail end of the month.

In yield-oriented assets, the US Treasury curve steepened as investor sentiment improved and some
states began to reopen. European yields rose during the month (yields rise as prices fall) but still
remained in negative territory, while emerging market debt extended its weekly gains to finish the
month as the best-performing fixed-income asset class. The Bloomberg Barclays Global Aggregate
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Bond Index ended the month flat at 0.4%. In credit markets, US investment grade and high yield
outperformed their European counterparts.

All returns quoted are in US dollars.

UNITED STATES

The contraction in US GDP was downwardly revised to -5.0% in the first quarter of 2020, from the initial
estimate of -4.8%, capping the end of the longest period of expansion in the US ever recorded. This is
the sharpest contraction in growth since the global financial crisis (GFC) owing to the forced shutdown
of economic activity brought on by COVID-19 and the millions of jobs shed since mid-March.

The manufacturing purchasing managers’ index (PMI) reading of 39.8 in May was in line with consensus
expectations. And while better than the record low of 36.1 in April, the latest figure marks the second
sharpest deterioration in manufacturing conditions since the GFC. The severity of lockdown restrictions
has perhaps been the hardest felt in labour markets, with the April unemployment rate sliding down
14.7% in April.

Approximately 10 million people filed for unemployment insurance in May. The US Federal Reserve
(Fed) Open Market Committee (FOMC) showed good reflexes during the month as it upped its balance
sheet purchases, although making no material policy adjustments at its May meeting. Fed Chair Jerome
Powell emphasised that the central bank remains “strongly committed” to deploy tools within its
arsenal to provide liquidity and stability, and to aid the recovery when the time comes. Although Powell
reiterated concerns that a second wave could prolong economic weakness and push the recovery
further out.

In politics, tensions between the US and China flared up during the month as Washington rebuked
Beijing over new sweeping national security laws for Hong Kong. Meanwhile, domestic tensions
erupted as protests broke out across the US and the world, following the death of George Floyd by
police officers in the city of Minneapolis, Minnesota.

EURO AREA

The 3.8% contraction in eurozone GDP over the first quarter is expected to worsen in the second
quarter. This given that the virus only took hold in the area in the final month of the first quarter, while
lockdowns have remained in place well into the second quarter.

There was, however, dispersion in economic performance in the first quarter, with those countries that
imposed the most restrictive measures at the onset experiencing more pronounced contractions. For
example, France (-5.8%), Spain (-5.2%) and Italy (-4.2%), while those at the other end of the spectrum
(example, Finland) fared relatively better.

Nonetheless, the flattening of the COVID-19 curve (daily infection rate trending 90% lower than early
April peak) has brought some level of calm across the bloc, with green shoots appearing (example,
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business survey data, real time indicators, electricity usage, traffic volumes and travel data) as some
economies began to reopen.

The EU's economic recovery plan dominated most of the discussion in Europe with economists
expecting the European Central Bank (ECB) to expand its Pandemic Emergency Purchase Programme
(PEPP) when it convenes in the first week of June. The German Constitutional court ruling earlier in May,
however, could make life tricky for the ECB's plans to expand the bond-buying programme. ECB
President Christine Lagarde has, however, insisted that the bank remains “undeterred” as the bank
aims to step up efforts to stem the economic malaise.

Lagarde also expects euro area governments to up fiscal support measures (raising debt issuance by
€1 trillion to €1.5 trillion this year — running an average budget deficit of c.8%) as the bank cannot be
expected to carry the euro recovery entirely on its back.

UK
Preliminary estimates showed the British economy contracted by 2.0% in the first quarter of 2020,
following zero growth in the prior quarter and better-than-consensus expectations of -2.5%.

Notwithstanding, this reflects the deepest contraction in the UK since the fourth quarter of the Great
Recession. This contraction is primarily due to the COVID-19-induced lockdown measures implemented
since mid-March which forced many businesses to close its doors, and consumers to remain indoors.

Business surveys point to improving conditions in the second quarter as medical metrics begin to
moderate and as government allows a gradual phasing out of lockdown measures. May marked a
symbolic moment on the British monetary front as the Bank of England (BoE) sold its first
negative-yielding bond (return on holding the bond to maturity will yield less than what you pay for it)
for the first time.

The bond was oversubscribed, as investors weighed further stimulus measures to come from the bank
in the coming months. The BoE pushed through an additional £100 billion of quantitative easing when
the bank’s Monetary Policy Committee (MPC) convened on 18 June 2020.

Another notable shift during the month was the U-turn by MPC members (including Governor Andrew
Bailey) who have said the bank is actively eyeing the idea of introducing a negative bank rate for the
first time since the bank’s existence - a tool which has been adopted by the ECB.

Questioned on this at the parliamentary committee on 20 May, however, Bailey did not provide a
definitive stance on the matter, insisting that the BoE did “not rule things out as a matter of principle”
but also did not “rule things in either”.

CHINA

There were symbolic moves in China too during the month, as the country’s National People’s Congress
abandoned setting a GDP target for the first time. In the work report delivered on 22 May 2020,
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Chinese Premier Li Kegiang noted that the decision to not set a target had more to do with
uncertainties in foreign markets, than domestic conditions.

The work report also noted that China expects to raise the fiscal deficit to more than 3.6% of GDP, from
2.6% in 2019, alongside treasury bond issuance totalling RMB1 trillion as part of the COVID-19
economic response.

While there was a glimpse of a rebound following the reopening of the economy early on, hopes of a
V-shaped recovery appear to be fading with the official PMI reading coming in worse than expected at
50.6 in May from 50.8 the previous month. Although the resumption of industrial activity saw a tick-up
in output, there was a notable plunge in orders during the month which reverberated across the sector.

The People’s Bank of China (PBoC) reiterated that it will resort to “more powerful” measures to counter
the weight of the economic challenges brought on by the pandemic. The PBoC has since pledged
temporary purchases of loans made out to small businesses from some local banks, signifying a new
policy response to bolster the supply of credit to the real economy. In politics, Beijing hit back at US
criticism over Hong Kong affairs, accusing the Trump administration of double standards in its
response to protest action following the killing of George Floyd.

SOUTH AFRICA

The wide and stringent lockdown restrictions implemented by South Africa to stem the spread of the
highly virulent COVID-19 were necessary for the government to gain control of the situation and put the
necessary protective measures in place. However, they were always going to have a severe impact on
business and the consumer.

Indeed, the slew of incoming data from March and April has highlighted just how badly the lockdown
and social distancing measures have hit economic activity, especially those sectors heavily dependent
on social spaces, such as hospitality, retail, recreation and vehicle sales. These measures have wiped
out discretionary spending across the world, which should begin to recover as economies lift
restrictions.

On the back of mounting pressure for government to relax restrictions, and the toll on economic
activity and households, President Cyril Ramaphosa announced on Sunday evening, 24 May that the
country would move from level 4 to level 3 restrictions from 1 June. He called the move a “significant
shift in our approach to the pandemic”.

The move to level 3 meant that all manufacturing, mining, information technology, communications,
government services and media services would resume full operations, alongside wholesale and retail
trade and informal traders.

The manufacturing PMI moved into expansionary territory in May, coming in at 50.2 from 46.1 the
previous month. This was the first expansionary reading in the manufacturing sector since July 2019.
The South African Reserve Bank (SARB) lowered the repo rate to 3.75% from 4.25% at its meeting held
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on 19 to 21 May - the lowest since the rate's introduction in 1998. This has curbed market expectations
for further aggressive easing in the coming months. In a tweet on 1 June, Finance Minister and former
SARB governor Tito Mboweni warded off suggestions that the central bank step in to fund the
government's fiscal deficit, which is on track to reach wartime levels. Forecasts for the budget shortfall
are to exceed 10% of GDP in the fiscal year ending March 2021, against a backdrop of a deep recession
and limited tax revenue collection.

COMMODITY MARKETS

Following a massive shock to the system as coronavirus crushed global demand, the oil market
extended its recovery through May.

Not that long ago, crude oil was something you paid people to take off your hands. The overflow of
unwanted oil has since receded, with the Saudis ending their price war with Russia and halting the
flooding of oil into the market. In an equally remarkable turnaround, the two countries were at the
forefront of leading OPEC+ allies to embark on the quickest and deepest cuts in output on record. The
reopening of economies has also resuscitated global consumption as drivers get back on the road.

Precious metals extended their gains throughout the month as Fed Chair Jerome Powell stressed the
economic damage to be expected from COVID-19. Iron ore, which is heavily reliant on Chinese demand,
rallied in May as industrial activity in the country picked up amid the return to normalcy, while supply
concerns in Brazil further propped up prices. The Bloomberg Commodity Index ended the month 4.3%
higher in US dollars.

SOUTH AFRICAN MARKET PERFORMANCE DETAIL

Amid the continued lockdown, reports of increasing joblessness and pending retrenchments have
made the news during May. Local market indices are showing little to no return for the year to date.

The PMI plunged to its lowest level in 11 years in recent weeks - signalling a continued recession for
the remainder of 2020. Some relief, as President Ramaphosa announced a move to level 3 as of 1 June
- allowing many sectors to return to work in a bid to kick-start the economy. The SARB also announced
a further 0.50bps rate cut in May.

Brief overview:

e The ALSI was up 0.3% for the month of May. Small cap stocks underperformed (-3.2%) given
the inherent liquidity risk as well as the fact that most of these businesses are more
SA-focused. These stocks are down 29% YTD, while the ALSI is down 10.1%.

e The MSCI All country world index ended May up 0.17% (in ZAR) and 4.35% (in USD)

e The rand strengthened 5.6% against the USD in May, closing the month at R17.55
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Asset Class May YTD 12 Month
SA equity (ALSI) 0.3% -10.1% -6.0%
SA Bonds (ALBI) 7.1% 1.6% 6.4%
SA Cash 0.5% 2.7% 7.0%
SA Listed Property (ALPI) -0.5% -45.4% -46.3%
MSCI ACWI (in USD) 4.4% -9.15% 5.4%
MSCI ACWI (in ZAR) 0.2% 14.5% 27.7%
SA EQUITY

¢ Industrials (-1.8%):

o

Consumer services (-3%) struggled in May as supply chains were further impacted by the
coronavirus. Travel and leisure (-21.3%) feeling the bulk of the impact due to the global
travel ban - Comair, in May announced a business rescue plan to sustain longevity of their
business, whilst fleet manager Barloworld announced group wide retrenchments, as
companies such as AVIS announced a 75% decline in car rentals since the start of the
pandemic.

Healthcare performed well in May (7.2%), and Pharmaceuticals (19.5%) outperformed, as
they saw increased demand as a result of the coronavirus. Mobile Telecoms (7.1%) and
Electronic equipment (9.1%) also saw positive results during the month as home-based
workstations are on the rise.

Large rand hedges, Naspers (-2.8%) and Prosus (+3.9%) provided mixed returns, post
announcement by Naspers to sell a large portion of Prosus shares to increase the free float
of its European-listed internet spin-off.

e Resources (5.6%):

@)

Resources led the May rally with gains across the board, with the exception of Gold mining
(-7.2%) given the mines were temporarily closed (Gold mining still up 46.5% YTD).

Sasol bounced back 8.1% after a collapse since the start of the year — much needed after
seeing some strength in the oil price towards month end. This rally continued into June.
Large diversified miners breathed a sigh of relief after it was announced that SA mines may
fully open from 1 June 2020, this after government warned that an extended lockdown
could place many jobs at risk.

Despite an increase in the Gold price (2.1% in USD) as investors sought safe haven, Gold
stocks did not outperform. Sibanye was down 13.4% and Goldfields down 8.67%. The
platinum stocks fared better as Impala gained 10.5% even after the mine temporarily shut
down due to positive COVID-19 infections that were identified.

¢ Financials (-3.2%):

o

SA banks continued to underperform as a result of a tough environment - decreasing rates
and a weak consumer. FNB were the top performers in the month, up 3%. The worst
performing were ABSA (-3.3%), followed by Capitec (-1.2%) and Nedbank (-0.23%).
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SA BONDS

e Key Bond Indices: 1 month to May 2020

o All Bond Index (ALBI) 7.1%
o SAILBs 1.1%
o Cash 0.5%

e The SA bond market rallied in May and recovered their Q1 losses as there was certainty around

foreign outflows as a result of our exit from the World Government Bond Index (WGBI). The

SARB continued to follow global central bank sentiment providing further relief for SA as it cut
the repo rate by another 50 basis points (to 3.75%). During 2020, the SARB has cut rates by

275bps.

e Currently, SA bonds are to have one the most attractive real yields globally and declining short-

term interest rates have deteriorated SA cash yields. Foreigners were still net sellers of SA

bonds in May but sold significantly less than the previous two months.

e The SA 10-year yield retraced back to pre-March levels of 8.9%, while developed market yields

ticked up in May as risk-on sentiment improved. This as equity markets rallied disregarding the

economic data.

e The rand appreciated against all three major currencies in May as lockdown restraints eased

and the risk-on environment supported all EM currencies, gaining 3.8% against the US dollar,

5.7% against the pound and 2.2% against the euro.

SA PROPERTY
Performance (%) 1 Month YTD 1 Year 3 Years (p.a.) 5Years(p.a.)
ALPI -0.5 -45.4 -46.3 -23.0 -13.2
SAPI -0.8 -44.9 -45.9 -21.6 -11.4

The property sector continued to underperform the broader market with the ALPI delivering negative

returns of -0.5% for the month of June. Property has been one of the hardest hit sectors by the

COVID-19 pandemic and its recovery and prospects going forward, even as we emerge from the crisis,

do not look promising. Despite some higher-quality property stocks trading at deep discounts, the

property industry sees few buyers and falling prices across the board. However, questions remain

around the accuracy of LTV's (loan-to-value) and NAV's (net-asset-value) of many of these counters.

REITS (real estate investment trusts) have applied to the JSE and industry bodies to get a dividend

exemption while retaining their status as REITS, however, there is no clarity as to whether this

allowance will or can be made. Most securities have high debt, declining property prices, a weak buyers'

market and stock prices (-45.4% YTD) that might not allow for rights issues without major value
destruction at current levels.

Gains for the month in the sector were led by counters with international exposure. Re-openings of

some global economies towards the end of May resulted in Nepi Rockcastle gaining 12%, Echo Polska

up 16% and Investec Australia Property Fund gaining 11%. Hospitality Property Fund fared the worst,

falling 35.4%, as its high domestic exposure to tourism and the hotel industry does not bode well for
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the short- and medium-term prospects of the company. Redefine moved 15.4% lower taking the total
losses YTD to 74.6%. Growthpoint and Attacq moved 10.4% and 11.3% lower respectively.

Disclaimers

Discovery Life Investment Services Pty (Ltd): Registration number 2007/005969/07, branded as Discovery Invest, is an authorised
financial services provider. Product rules and terms and conditions apply.

The views and opinions expressed in this article are for information purposes only and should not be seen as advice as defined in
the Financial Advisory and Intermediary Services Act. Discovery shall not be liable for any actions taken by any person based on
the correctness of this information. For full details on the products, benefits and any conditions, please refer to the relevant fact
file. For tailored financial advice, please contact your financial adviser.

For the full CIS disclosure and risk statement, go to:

CIS disclosure:
http://www.discovery.co.za/assets/discoverycoza/corporate/cis-disclosure.pdf
Risk disclosure:
http://www.discovery.co.za/assets/discoverycoza/corporate/risk-disclosure.pdf

Ninety One important information

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 adviser or in a fiduciary capacity. No
one should act upon such information or opinion without appropriate professional advice after a thorough examination of a
particular situation. We endeavour to provide accurate and timely information, but we make no representation or warranty,
express or implied, with respect to the correctness, accuracy or completeness of the information and opinions. 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. Any representation or opinion is provided for information purposes only.

In the event that specific funds are mentioned please refer to the relevant fact sheet in order to obtain all the necessary
information in regard to that fund.

Collective Investment scheme funds are generally medium- to long-term investments. The value of participatory interests may go
down as well as up and past performance is not necessarily a guide to the future. Funds are traded at ruling prices and can
engage in borrowing and scrip lending. The fund may borrow up to 10% of its market value to bridge insufficient liquidity. A
schedule of charges, fees and adviser fees is available on request from the manager. Additional adviser fees may be paid and if
so, are subject to the relevant FAIS disclosure requirements.

Investment Team: There is no assurance that the persons referenced herein will continue to be involved with investing for this
Fund, or that other persons not identified herein will become involved with investing assets for the Manager or assets of the
Fund at any time without notice.

Investment Process: Any description or information regarding investment process or strategies is provided for illustrative
purposes only, may not be fully indicative of any present or future investments and may be changed at the discretion of the
manager without notice. References to specific investments, strategies or investment vehicles are for illustrative purposes only
and should not be relied upon as a recommendation to purchase or sell such investments or to engage in any particular strategy.
Portfolio data is expected to change and there is no assurance that the actual portfolio will remain as described herein. There is
no assurance that the investments presented will be available in the future at the levels presented, with the same characteristics
or be available at all. Past performance is no guarantee of future results and has no bearing upon the ability of the Manager to
construct the illustrative portfolio and implement its investment strategy or investment objective.

This presentation is the copyright of Ninety One SA (Pty) Ltd and its contents may not be re-used without Ninety One SA (Pty)
Ltd's prior permission. Ninety One SA (Pty) Ltd is an authorised financial services provider.
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