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MONTHLY SNAPSHOT

NOTABLE EVENTS

. Local equities recorded its third consecutive monthly gain by ending August 1.2% higher. Year-to-date the index is
still in negative territory however (-3.3%), while the 12-month return stands at a fairly disappointing 2.8% after the
strong gains of July and August 2017 were dropped out of the rolling 12-month figure.

=  After a poor second quarter emerging markets came under pressure again in August as rising US interest rates, a
stronger Dollar and continued trade war talks have led to large scale outflows from their capital markets. Emerging
market currencies have had a difficult 2018 as a result, with the Rand depreciating by 19% against the Dollar so
far this year (slides 15to 17) .

. The sell-off in the local bond market resulted in a loss of 1.9% for this asset class in August, but the 12-month
return still clocks in at a reasonable 8.0% following strong gains from December 2017 to March 2018.

=  After month-end, the news that South Africa officially entered its first recession since 2009 (the one from last year
was revised away) put further pressure on the Rand. The large drop in agricultural output was the main detractor
in 2018 Q2 (slides 18 to 25).

. Inflation continues to edge up, with CPI ending July at 5.1% (0.5% higher than July), while PPI (producer price
inflation) crept up from 5.9% to 6.1%.

. Global assets had a fairly flat August, but did well for local investors when the Rand’s depreciation is taken into
account (returning 11.5% and 10.3% in Rands for global equities and bonds respectively).

. The numbers seem to indicate that the South African equity market has lagged its global peers in the post-2008
bull market. A closer investigation however reveals that this bull market has very much been driven by the US, and
more specifically, by technology shares. The results also show that the South African market has performed more
or less in line with most other (i.e. non US and technology) markets over this period. In addition, while the past
performances of these high-flying markets are tempting, their elevated current valuation levels should also be
considered (see slides 28 to 37).
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MONTHLY TIMELINE

IMPACT ON MARKETS
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MARKET INDICATORS

SHORT TERM
Jun 2018 Jul 2018 Aug 2018 3 months 12 months
Capped SWIX 0.7 14 1.2 3.4 2.8
Resources 6.0 (1.4) 5.6 10.3 24.2
Local equities Industrials 4.2 (2.0) 1.9 4.0 (0.4)
Financials (2.9) 4.7 0.3 1.9 8.2
Listed Property (3.5) (0.5) 2.1 (1.9) (12.4)
Local bonds ALBI (1.2) 2.4 (1.9) (0.7) 8.0
Local cash STeFl Composite 0.6 0.6 0.6 1.8 7.3
Global equities | MSCI All Country 7.6 (0.4) 11.5 19.5 26.4
Global bonds Citigroup WGBI 8.0 (3.3) 10.3 15.2 10.3
Exchange rate | ZAR/USD 8.1 (3.3) 10.6 15.6 12.9
Inflation CPI12 0.4 0.8 0.1 1.4 5.1

1.  Total returns (in Rands) for the months and periods ending 31 August 2018
2.  Y-0-y CPI for August 2018 assumed to be equal to that of July 2018

Source: IRESS RD[’JSDI"’I-SBVEQE



MARKET INDICATORS

MEDIUM TO LONG TERM

1 year 3 years 5 years 10 years 15 years
Capped SWIX 2.8 5.6 9.5 11.4 16.9
Resources 24.2 11.3 1.2 0.3 8.8
Local equities Industrials (0.4) 6.6 10.8 16.3 20.8
Financials 8.2 4.7 12.7 13.8 16.8
Listed Property (12.4) (0.3) 8.7 13.4 18.7
Local bonds ALBI 8.0 7.5 7.9 8.8 8.8
Local cash STeFl Composite 7.3 7.3 6.8 6.9 7.4
Global equities | MSCI All Country 26.4 16.3 18.4 14.5 13.9
Global bonds Citigroup WGBI 10.3 5.5 8.2 9.1 8.7
Exchange rate | ZAR/USD 12.9 3.4 7.4 6.7 4.7
Inflation CPI12 51 5.3 5.4 5.2 5.5

1.  Total returns (in Rands) for the months and periods ending 31 August 2018
2.  Y-0-y CPI for August 2018 assumed to be equal to that of July 2018

Source: IRESS RD[’JSDI"’I-SBVEQE



ECONOMIC INDICATORS

Exchange rates:

ZAR/USD 14.69 13.01 13.73 13.28 14.68
ZAR/GBP 19.31 16.81 18.13 17.42 19.03
ZAR/Euro 16.40 15.48 16.04 15.52 17.04

Commodities:

Brent Crude Oil (USD/barrel) 46.98 52.86 79.24 74.06 77.73
Platinum (USD/ounce) 1,052.50 999.00 850.00 825.07 785.00
Gold (USD/ounce) 1,308.79 1,322.20 1,252.70 1,218.30 1,201.50

1. Month-end prices

Source: IRESS RD[’JSDI"’I-SBVEQE



ASSET CLASS PERFORMANCE

SHORT TERM

Total return (ZAR, %) to 31 August 2018
-5 0 I5 ‘1ID 1.5 2!0 2!5 30
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Local cash _13_ 73
Clopalequiies —m 264
Global bonds — 103 | 15.2 | |
Rand1usD _ 129 h
Inflation # 51 | |
| I 3 months ®12 months |

Source: IRESS RD[’JSDI"’I-SBVEQE



ASSET CLASS PERFORMANCE

MEDIUM TO LONG TERM

Total return (ZAR, % p.a.) to 31 August 2018
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ASSET CLASS PERFORMANCE

REAL (ABOVE INFLATION) RETURNS

Total real return (ZAR, % p.a.)
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MARKET PERFORMANCE

WHAT RETURNS CAN INVESTORS
REASONABLY EXPECT?

Given the performances of the various asset classes (see earlier slides), what level of
returns (in both nominal and real terms) can investors reasonably expect from the market
(see next two slides), assuming the following asset class allocations:

Local equities 60% 40% 25%
Global equities 15% 15% 10%
Total growth assets 75% 55% 35%
Local bonds 15% 25% 30%
Local cash 5% 15% 25%
Global bonds 5% 5% 10%
Total income assets 25% 45% 65%
TOTAL 100% 100% 100%
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MARKET PERFORMANCE

WHAT NOMINAL RETURNS CAN INVESTORS
REASONABLY EXPECT?

1 year

Jyears

Syears
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Period ending 31 August 2018
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16
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Source: IRESS
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MARKET PERFORMANCE

WHAT REAL RETURNS CAN INVESTORS
REASONABLY EXPECT?

MNet real return (% p.a.)
0 1 2 3 4 5 (6] T a 9 10

1 year

3 years

5 years

Period ending 31 August 2018
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Source: IRESS RUbSDn-SaUagE



UNIT TRUST PERFORMANCE

WHAT NOMINAL RETURNS CAN INVESTORS
REASONABLY EXPECT?

MNet return (% p.a.)
0 2 4 (5] 8 10 12 14 16

1 year

3 years

5 years

Period ending 31 August 2018

10 years

13.6
15 years i

101

= Multi-Asset High Equity average = Multi-Asset Medium Equity average = Multi-Asset Low Equity average

Source: ASISA RObSDn' Savage



UNIT TRUST PERFORMANCE

WHAT REAL RETURNS CAN INVESTORS
REASONABLY EXPECT?

MNet real return (% p.a.)
0 1 2 3 4 5 (5] 7 8 g 10

1 year

3 years

5 years

10 years

Period ending 31 August 2018

15 years

= Multi-Asset High Equity average = Multi-Asset Medium Equity average = Multi-Asset Low Equity average
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EMERGING MARKET CURRENCIES

TAKING A SEVERE BEATING

Depreciation vs US Dollar in 2018 (change in local currency units per Dollar)

-10% 0% 10% 20% 30% 40% 50% 650% 70% 80% 90% 100%
Argentina ' ; ; ; ; ; ; ' : 95.4%

Turkey : : : 71.9% | |
Brazil ' _— 22.7% | | .
South Africa . 18.7% . ! ! ! ! .
Russia 17.3% E ! ! ! ! ! !
Pakistan ; 12.5% | ! ! ! ! ! 5 !

India = 10.9% 5 | | | |

Chile = 10.8% !

Hungary 19.0% | E | | | | | |
Indonesia 8.5% 5 : : : . - : : : : .
Philiopi ‘I ! With the US Dollar strengthening, the emerging market currencies

ppines ? % most at risk are those of countries with:
Poland 6.8% '
; H i | 1. Large amounts of foreign currency denominated debt and low
China 5.0% | . .
' i ' levels of foreign currency reserves to cover the (especially short
South Korea 4.5% ! term) repayments on this debt.
Czech Republic 4.4% | ) - L )
. ! 2. High current account and budget deficits (which indicates high
Taiwan 3.4% | : | funding/borrowing requirements).
Colombia 2.2% | | i ) . _ i .
p ! ! ! Turkey (in addition to its political problems) and Argentina meet all
eru 1.9% of these criteria and have thus seentheir currencies depreciate the
Malaysia 1.6% | : most.
Thailand 0.5% While South Africa doesn't have too much foreign debt, we do run
UAE 0.0% H | both a current account and budget deficit, which have caused the
Egypt 0.0% i i Rand to depreciate by 19% against the Dollar so far this year.
Mexico 2.4% | X

Source: IRESS
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SA ECONOMY

SA ENTERS TECHNICAL RECESSION
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SA ECONOMY

AS AGRICULTURAL OUTPUT SLUMPS

Quarterly growth (%, saar)
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SA ECONOMY

PREVIOUS ECONOMIC RECESSIONS
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AS BUSINESS CONFIDENCE REMAINS
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WORLD EQUITY MARKETS
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WORLD EQUITY MARKETS
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WORLD EQUITY MARKETS

BUT EVERYONE IS ACTUALLY JUST LAGGING THE US

Total return from March 2009 to August 2018 (in US Dollars)
0% 50% 100% 150% 200% 250% 3{1{:% 350% 400% 450%

MSCI All Country

259, 4".-"'-:1

MSCI Warld (developed markeis) _ 2723%

MSCI All Country Ex USA 168.65%

MSCI USA

MSCI Latin America — 68. u'y;, |
MSCI Europe _ 171. BI%

MSCI Asia Pacific _ 133 7%

MSCI South Afica — 166.8%

Source: IRESS RDbSDn-SavagE

381.3%




WORLD EQUITY SECTORS

AS INFORMATION TECHNOLOGY AND CONSUMER
DISCRETIONARY SECTORS SURGE AHEAD

Total return from March 2009 to August 2018 (in US Dollars)
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MSCI Energy _ 96.0% .
MSCI Healthcare _ 314.4%
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MSCI Utilities — 103.9%
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TOP WORLD EQUITY SECTORS

FILLED WITH HIGH-FLYING TECH BEHEMOTHS

MSCI World Information
Technology index

Float Adj Mkt Cap

Index

MSCI World Consumer
Discretionary index

Country Float Adj Mkt Cap

Index

(USD Billions) Wt. (%) (USD Billions) Wt. (%)
APPLE 1,155.00 1437 AMAZON.COM US 826.21 15.72
MICROSOFT CORP 821.67 10.23 HOME DEPOT US 234,45 b4
FACEBOOK A 421.04 5.24 COMCASTCORPA(NEW)  US 171.45 3.25
ALPHABET C 383.56 4.71 DISNEY (WALT) US 168.44 3.0
ALPHABET A 367.68 4.58 NETFLIX US 159.95 3.03
VISA A 26479 3.30 TOYOTAMOTOR CORP J 142.75 271
CISCO SYSTEMS 230.13 2.86 MCDONALD'S CORP US 128.89 2.45
INTEL CORP 226.65 2.82 NIKE B US 106.69 2.03
MASTERCARD A 201.23 2.50 LVMH MOET HENNESSY FR 97.93 1.86
NVIDIA 161.59 2.01 BOOKING HOLDINGS US 94.24 1.79
Total 4,233.34 52.68 Total 2,132.60 40.48

Source: IRESS, MSCI
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WORLD EQUITY MARKETS

BUT THESE SECTORS AND REGIONS ARE
CONSIDERABLY MORE EXPENSIVE NOW
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Source: IRESS, MSCI
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US EQUITY MARKET: S&P 500

IN LONGEST, BUT NOT STRONGEST, BULL MARKET

SINCE WWII
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US EQUITY MARKET: S&P 500

IN LONGEST, BUT NOT STRONGEST, BULL MARKET
SINCE WWII
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US EQUITY MARKET: S&P 500

HISTORICALLY, FORWARD RETURNS FROM THESE
VALUATION LEVELS ARE VERY LOW
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