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THE STOCK MARKET IS .
NOT THE ECONOMY 74K ODENDAAL

OLD MUTUAL WEALTH
CHIEF INVESTMENT STRATEGIST

This might be a puzzle to many. How can the JSE All Share Index cross 96 000 points for the first time in
the same week when the latest data indicated the South African economy only grew 0.1% in the first
quarter? We can expand the question globally. Why are equity benchmarks in countries like Canada and
Germany - both big exporters to the US - hitting record highs while global economic growth forecasts are
being downgraded because of US trade policies?

CHART 1: FTSE/ JSE ALL SHARE INDEX
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Let's start with the global picture. Of course there is never just a single answer, but rather a confluence of factors.

And even after we've explained these, there is always that touch of mystery. After all, we are dealing with the

decisions of millions of people here.
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The global growth outlook has certainly deteriorated since
US President Donald Trump launched his trade wars. Tariff
barriers will lead to downward pressure on the real incomes
of American businesses and consumers and weight on the
export earnings of other countries.

The OECD, a large think tank representing a club of advanced
economies, released its updated global forecast last week.
It showed that the global economy will only grow by 2.9%
this year, down from the 31% it expected previously, and
falling from 2024's growth rate of 3.3%. That seems like a
small difference, but on a $110 trillion global economy it
amounts to hundreds of billions of lost potential income
and output. The OECD expects growth of 2.9% in 2026. So
overall, not a pretty picture. But the details matter.

POLICY SUPPORT

The US faces the biggest expected downshift in expected
growth of all the large economies, from a healthy 2.8% in
2024 to only 1.6% this year and 1.5% in 2026. For some other
countries, however, the trajectory is upwards. Germany's
growth rate is projected to rise from -0.2% in 2024 to 0.4%
this year and 1.2% in 2026. Not big numbers in absolute
terms, but an improvement.Japan's growth rate is expected
to rise from 0.2% last year to 0.7% this year. The UK is also
expected to show a somewhat better growth rate thisyear
compared to last year.

In other words, equity markets are looking ahead, not
backwards. The OECD expects South African growth to rise
to 1.3% this year from 0.6% last year.

Another factor is that central banks are cutting interest
rates outside the US and Japan. Lower interest rates do not
only cushion the economy, especially in Europe and other

countries where variable rate loans predominate but also

CHART 2: SELECTED EQUITY BENCHMARKS IN US DOLLARS
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make equities more attractive. Other forms of policy support
also matter, notably Germany's rearmmament programme
and China’s fiscal support.
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Thirdly, there is simply the fact that the shine has come off
the “American exceptionalism” notion. Trump’s erratic
policymaking style, particularly on trade, is causing a big
rethink among global investors, as is the concern over a
massive rise in US government debt. Suggestions that

foreign portfolio investments could face taxes doesn't help.

It doesn't mean that the US will be abandoned altogether.
It will always be too big to ignore and will continue to be
the home of the world's leading companies. However, global
investors are waking up to the fact that they are potentially
overexposed to the US and are looking for alternatives. This

has supported markets outside the US. Importantly, the US
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stock market came into 2025 priced for perfection. Markets
elsewhere were fair to cheap. This means that the risk-return
payoff profile for US equities has deteriorated relative to

other markets.

The US dollar's15-year bull market also supported US equities
outperforming the rest of the world. As the dollar rallied
against the euro, for instance, investors in Europe got an
additional boost to the returns of their US equity and bond
portfolios. Thisencouraged them to increase allocations to
American assets. However, if the dollar continues declining,
which seems a reasonable assumption although it will not

happen in a straight line, it will detract from the US
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investments of global investors. Again, this forces hedge
funds, pension funds and insurers in Europe, Asia and
elsewhere to rethink US exposure and look for alternatives.

THROUGH THE WINDSHIELD

A weaker dollar would also be good for growth in emerging
markets, creating another reason for investors to look more
broadly than the US tech shares that drove the S&P 500's
massive outperformance over the past decade.

The same pattern happened in South Africa too. Returns
from offshore investments were boosted by a weaker rand
over the last15years. Thisin turn encouraged local investors
to take money abroad, while South African companies
made acquisitions abroad with decidedly mixed results. It
discouraged foreigners from investing here, since while
they can hedge out exchange rate movements, it is relatively
expensive given high local interest rates. Offshore investing

makes a lot of sense for South Africans, given the diversification
benefits and larger opportunity set. Many South African
investors remain overexposed to their home market. However,
many locals were investing through the rearview mirror,
chasing the performance of the winning asset class of the
day. This always poses risks, and investors should rather be
looking ahead through the windshield.

CHART 3: SOUTH AFRICA’'S REAL ECONOMIC GROWTH FORECASTS
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The economic picture in South Africa remains mixed. As
noted, real first quarter gross domestic product (GDP)
growth was only 0.1% on a quarter-on-quarter basis. Compared
to the first quarter of 2024, real CDP was 0.8% larger. Add
back inflation,and nominal growth was 4.4% year-on-year.
This is hardly exciting.

The first quarter saw a 4% quarter-on-quarter decline in
mining output, despite firm precious metals prices, and
also weakness in the manufacturing sector. The end of
persistent loadshedding has not helped these two electricity-
intensive sectors much, partly due to ongoing logistical
challenges. On both fronts, there should be an improvement
over time. For instance, the Department of Transport
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announced last week that it received 162 formal responses
to a request for information on private sector participation
(PSP) in the country's rail and ports system, mostly on the
mining corridors. It is still early in the process, but PSP will
lead to increased investment and improved operational
performance in logistics.

Consumer spending, on the other hand, has firmed up,
benefitting from lower interest rates and lower inflation. It
was 3% higher than a year ago in real terms in the first
guarter. More recent data from industry body Naamsa
showed that new car sales rose 21% year-on-year in May, an
indicator of improving consumer health.
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LOCAL IS LOOKING LEKKER AGAIN

How then do we explain the strong performance of local
equities? It largely reflects the global factors listed above,
but it should be noted that the JSE has outperformed the
broader emerging markets index in dollar terms, so some

local factors are at play.

The most notable such factor is the strong performance of
mining shares. The local mining sector hasshrunkin terms
of output and employment over the past decade, weighed
down by infrastructure bottlenecks, regulatory uncertainty
and security issues. This is negative for the economy, the
fiscus and job creation. The infrastructure issues are being

CHART 4: JSE SECTORS IN 2025
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addressed, but regulatory matters remain a bone of
contention, while organised crime continues to be a scourge.
Nonetheless, when commodity prices jump, so does the
profitability of miners even ifthere is no increase in production.
The dollar gold price has increased 28% this year, while
platinum and palladium have increased 22% and 11%

respectively.

This means the consensus earnings per share growth for
the JSE's resources sector of 2025 is 50%, and for 2026 it's
25%.
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Some commodities are weaker, notably oil. This helps the
profitability of most sectors apart from oil and fuel producers
like Sasol. The iron ore price is also slightly weaker this year,
while coal has fallen some 15%.

The financial sector on the JSE has benefited from lower
inflation and declining short-term interest rates. Optimism
that the country’s inflation target could be lowered has
pulled long-term interest rates (bond yields) lower. Consensus
earnings growth for the financial sector is around 9% per
year in 2025 and 2026.

Among industrials, the winners this year have been Richemont,
ABInbev and BAT, three large globally focused consumer
companies and Naspers and Prosus, also effectively global
companies. Local retail shares have been under pressure
this year, despite rising consumer spending. However, this
follows a strong rally last year. Consensus earnings growth
for industrials is around 19% per year in 2025 and 2026.

Source: LSEG Datastream

The overall earnings growth outlook for JSE-listed companies
is therefore healthy at around 20% this year and 15% next
year, depending on the benchmark. The All Share Index is
no longer widely used by fund managers, who generally
prefer the Capped SWIX, but is still better known among
the general public. It is clearly much faster than expected
nominal economic growth, but this is always the case. The
stock market is not the economy. Earnings growth has a
bigger amplitude than economic growth on the upside
and the downside. Moreover, stock market sectors do not
align neatly with GDP sectors, with the government a third
of the latter, while the former has a large exposure to overseas
revenues. Finally, it is worth remmembering that in a sluggish
economic environment, the best companies can become

more profitable, since their competitors fall away.
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CHART 5: FTSE/ 3SE ALL SHARE INDEX ANALYST CONSENSUS METRICS
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In summary, the strong performance of several equity
markets, including the JSE, might seem odd at first glance
given the economic outlook, but is driven by explainable
factors: the decline in the US exceptionalism idea, policy
support and the earnings picture. This doesn't mean that
markets will keep going up in a straight line. That never
happens. After a strong run, we are bound to see a pull-back
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at some point. However, valuations still support a positive
long-term outlook for South African equity returns, and
from selected global markets. Any equity investment should
always be made with a long-term goal in mind, since
anything can happen in the short term. This year has already

demonstrated the latter point several times.



EQUITIES - GLOBAL

DESCRIPTION INDEX CURRENCY  INDEX VALUE WEEK MONTH-TO-DATE YEAR-TO-DATE TYEAR
Clobal MSCI World uss$ 39150 1.35% 1.35% 5.58% 1218%
United States S&P 500 us$ 6 000.0 1.49% 1.49% 2.01% 12.09%
Europe MSCI Europe us$ 2 4020 1.31% 1.31% 19.92% 10.18%
Britain FTSE 100 us$ 11 955.0 1.30% 1.30% 16.89% 12.80%
Germany DAX Us$ 23720 1.63% 1.63% 23.03% 34.93%
Japan Nikkei 225 uUs$ 260.6 -113% -113% 2.70% 4.78%
Emerging Markets MSCI Emerging Markets us$ 1183.0 2.25% 2.25% 10.05% 10.25%
Brazil MSCI Brazil uss$ 1393.0 116% 116% 18.35% -6.01%
China MSCI China us$ 74.0 2.39% 2.39% 14.72% 22.73%
India MSCI India us$ 1064.3 1.29% 1.27% 3.94% 4.45%
South Africa MSCI South Africa us$ 548.0 4.38% 4.38% 27.44% 40.87%
EQUITIES - SOUTH AFRICA (TOTAL RETURN UNLESS INDICATED OTHERWISE)

DESCRIPTION CURRENCY  INDEX VALUE WEEK MONTH-TO-DATE YEAR-TO-DATE TYEAR
All Share (Capital Only) All Share (Capital Index) Rand 96 366.0 2.16% 216% 14.59% 24.95%
All Share All Share (Total Return) Rand 17 907.0 217% 217% 16.48% 29.33%
JSE Capped SWIX Capped SWIX (Total Return) Rand 436705 210% 210% 16.05% 29.01%
TOP 40/Large Caps Top 40 Rand 16 261.0 2.37% 2.37% 19.37% 28.96%
Mid Caps Mid Cap Rand 27 616.0 1.73% 1.73% 9.83% 29.16%
Small Companies Small Cap Rand 44 4180 0.60% 0.60% 0.30% 31.77%
Resources Resource 20 Rand 6 662.4 5.41% 5.41% 4772% 2817%
Industrials Industrial 25 Rand 30130.0 1.42% 1.42% 15.73% 27.23%
Financials Financial 15 Rand 16 715.0 129% 1.29% 6.45% 36.78%
Listed Property SA Listed Property Rand 25435 -0.37% -0.37% 5.85% 28.46%
FIXED INTEREST - GLOBAL

DESCRIPTION INDEX CURRENCY  INDEX VALUE MONTH-TO-DATE YEAR-TO-DATE T1YEAR

IBOXX Global Government S&P uss$ 77.0 -0.09% -0.09% 4.24% 2.91%
Overall (USD Unhedged)

FIXED INTEREST - SOUTH AFRICA

DESCRIPTION INDEX CURRENCY  INDEXVALUE  WEEK  MONTH-TO-DATE  YEAR-TO-DATE 1YEAR
All Bond BESA ALBI Rand 11622 115% 115% 5.40% 2319%
Government Bonds BESA GOVI Rand 1144.0 1.09% 1.09% 537% 23.08%
Inflation Linked Bonds BESACILI Rand 3803 0.05% 0.05% 097% 8.86%
Cash STEFI Composite Rand 614.3 014% 014% 329% 813%
COMMODITIES

DESCRIPTION INDEX CURRENCY  INDEX VALUE MONTH-TO-DATE  YEAR-TO-DATE 1YEAR
Brent Crude Ol Brent Crude ICE uss$ 66.5 5.88% 551% N.37% -1691%
Gold Gold Spot uss$ 33100 0.64% 0.64% 26.53% 40.08%
Platinum Platinum Spot uss$ 1172.0 11.83% 11.83% 28.09% 17.55%
CURRENCIES

DESCRIPTION CURRENCY  INDEXVALUE  WEEK  MONTH-TO-DATE  YEAR-TO-DATE 1YEAR
ZAR/Dollar ZAR/USD Rand 17.78 1.25% 1.28% 5.98% 6.77%
ZAR/Pound ZAR/GBP Rand 24.05 0.75% 0.75% 1.75% 0.96%
ZAR/Euro ZAR/EUR Rand 2026 0.84% 0.84% -3.50% 2.02%
Dollar/Euro USD/EUR uss$ 114 -0.88% -0.44% -921% -4.39%
Dollar/Pound USD/GBP us$ 1.35 -0.55% -0.20% -7.59% -5.37%
Dollar/Yen Usb/Ipy us$ 0.01 0.55% 0.55% -7.88% -6.94%

Source: I-Net, figures as at 6 June 2025

The Old Mutual Wealth Investment Note is published on a weekly basis to keep our clients and financial planners informed of what is happening in financial
markets and the economy and to share our insights. Markets are often very volatile in the short term and similarly, economic data releases or central bank actions
may cause concerns for investors. This does not mean that investors should take action based on the most recent events. It is better to be disciplined and remain
invested in well-diversified portfolios that are designed to achieve long-term objectives. Our Strategy Funds are actively managed, with asset allocation changes
based on valuations and in anticipation of future real returns, and not in response to the most recent market noise. The future is always uncertain and that is why
our Strategy Funds are diversified and managed with a long-term focus.
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Old Mutual Wealth is brought to you through several authorised Financial Services Providers in the Old Mutual Group who make up the elite service offering. This
document is for information purposes only and does not constitute financial advice in any way or form. It is important to consult a financial planner to receive financial
advice before acting on any information contained herein. Old Mutual Wealth and its directors, officers and employees shall not be responsible and disclaims all liability
for any loss, damage (whether direct, indirect, special or consequential) and/or expense of any nature whatsoever, which may be suffered as a result of or which may be
attributable, directly or indirectly, to the use of, or reliance upon any information contained in this document




