
 

JUNE 2016 

Dear Member 

“Sell in May and go away” is a saying that always frightens investors at this time of the year, but fortunately this 

saying has not played out to its full vigour so far during 2016. 

Equity markets continued building on the gains of March and April, mostly driven by the lack of bad news. 

Fundamentally, markets are still very expensive and with the US Reserve Bank indicating that the likelihood of rate 

hikes during the rest of 2016 has increased we are still cautious that this could be the trigger for markets to return to 

more reasonable valuations. Eventually, down the line, we may still say that “sell in May and go away” proved to be 

the right strategy. 

 Locally, the main point of discussion over the last couple of months has been the potential for South Africa’s credit 

rating being downgraded to junk status.  Currently, market commentators are divided about the outcome, which 

tells me that if South Africa is downgraded, this may not yet be fully priced into all local asset classes. Standard & 

Poor will announce their decision on Friday 3 June 2016. 

 No matter what the outcome is, we could be seeing substantial moves in the value of all South African assets, 

including the Rand, over the next couple of weeks. Let’s hope for the sake of all South Africans, that this will not 

happen, because increased borrowing cost will deter further investment, which in turn will hamper job creation. As 

mentioned before, it could even lead to further job losses, and considering that we have one of the highest levels of 

unemployment in the world, I think we would all agree that we can hardly afford this.  

 While we await this outcome let’s focus on the positive returns that some asset classes afforded us during May 

2016. In the table below you will notice that it was a mixed month with local and offshore equity delivering positive 

returns in their respective currencies. The Rand buckled under the pressure of a strengthening USD and the 

uncertainty surrounding the credit rating decision and lost 10% during May. This is one of the reasons for the steep 

petrol price increase we saw on Wednesday 1 June 2016. The weaker Rand also caused local bonds and locally listed 

property to dip into negative territory during May. 

 Fortunately due to the CRF being well diversified offshore, the positive return from world equity in USD plus the 

10% weaker currency will deliver a Rand return on the offshore assets in excess of 10%. This again is proof that 

diversification is key to deliver more sustainable returns over the longer term for our members. 
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Indemnity Statement: The CRF for Local Government does not accept liability for any loss, damage or expense that 

may be incurred as a direct result or consequence of reliance upon the information in this document. If there is any 

conflict between the information in this document and the actual Rules of the Fund, the actual Rules of the Fund will 

prevail. 
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