
Market Synopsis – November 2018 

As we fast approach the end of another year, we reflect 

on how global equity markets performed against our 

expectations at the onset of 2018. Impending monetary 

policy tightening was the broad theme leading into the 

year: The eventual collision of monetary policy stances 

with markets, which would lead to a detrimental 

feedthrough to asset prices. The exact timing was difficult 

to predict which is evident from sharply increased volatility 

and the paltry performance of global markets over the 

year: Non-US developed markets and emerging markets 

dropped 18% and 24% respectively, in USD terms, from 

their peaks in late January – see Figure 1. The US equity 

market followed suit with a sharp sell-off early in the year, 

but regained upward momentum to hit an all-time high in 

September 2018. Post the peak, the market has sharply 

retraced its steps – this is especially true for the much 

loved FAANG
1
 shares which, with their almost relentless 

gains, reached eye-watering and unsustainable 

valuations. Overall, the MSCI All-Country World index is 

down 6% year-to-date. 

Another major theme consisted of the expected 

outperformance of developed markets relative to 

emerging markets. Considering the graphs in Figure 1 

and the return information in Table 1, it is evident that this 

theme has played out thus far. Despite certain 

idiosyncratic events (relating to, amongst others,  Turkey, 

Argentina and  Brazil) impacting overall emerging market 

performance, the ultimate downfall to emerging markets 

was rising US bond yields coupled with USD strength. These 

factors placed enhanced strain on over-indebted 

emerging markets. In addition, the state of the Chinese 

economy and how it would transform from an investment 

driven to a consumption focused economy was, and still 

remains, a major concern. Widespread fear of a 

slowdown of the economy was experienced; however, 

Chinese growth has held above 6%. 

Figure 1: Collision course theme for 2018 played out 

Table 1: Market returns performance for 2017 and 2018 

* 2018 data refers to YTD (Year-to-date) to 23 November 

The final major theme entering 2018 was how changes in 

the oil price would impact the global economy. It was 

expected that the oil price would rise – this was also what 

transpired throughout 2018, until recently: The year-to-
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Market Total Return for 2017 and YTD 2018 

  Local Currency 
U.S. Dollar 

Terms 

  2017 2018* 2017 2018* 

MSCI Index         

• All Country Index 20.3 -3.2 24.5 -5.2 

• US 21.9 0.1 21.9 0.1 

• Canada 9.2 -4.9 16.9 -10 

• Euro Area 12.6 -7.6 28 -12.6 

• UK 11.8 -5.7 22.4 -10.8 

• Japan 20.1 -7.6 24.4 -7.7 

• Emerging Asia 36.2 -12.2 43.2 -15.1 

• Emerging Latin America 23.2 2.7 24.9 -7.1 



date gain in oil prices was sharply countered by the drop 

experienced in November. This sharp retraction stemmed 

from the market adjusting supply expectations on the 

back of the unexpected waivers of Iranian oil sanctions by 

US President, Donald Trump. 

Ultimately, the current conditions of the global economic 

landscape are quite similar to what one saw at the end of 

2017 with warranted focus still being placed on the 

development of late-cycle pressures and its impact on 

risk assets.  

Figure 3: US nonfinancial corporate sector interest coverage ratio Figure 2: US recession indicators 

BCA Research’s Leading Economic Indicator is still in an 

uptrend at elevated levels as seen in the second pane of 

Figure 2. In addition, it can be seen in the bottom pane 

of Figure 2 that the yield curve has not yet inverted, while 

monetary indicators have not yet moved into restrictive 

territory. All these indicators still point to above-trend 

growth in the US. 

There are also certain risks that have caused a great deal 

of concern to global investors: The build-up of corporate 

debt over last couple of years has spooked investors, 

especially those that experienced the global financial 

crisis first-hand. We however believe that the impact of 

rising yields on the US economy is manageable. 

Considering that the interest coverage ratio for the whole 

economy, defined as the profit companies generates for 

every dollar of interest paid, is above its historic average – 

see Figure 3, and corporate bonds are generally held by 

non-leveraged investors, the overall risk of corporate 

bonds leading to the next recession is low.  

Another risk which has concerned investors, is the 

significant US budget deficit (approximately USD 1 trillion). 

This would usually (and eventually) be an issue; however, 

the US private sector is currently running a financial surplus, 

as evidenced by Figure 4, implying that it earns more 

than it spends, thereby making the economy more 



resilient. This will also allow government to finance the 

budget deficit using additional (private sector) savings for 

the time being. 

The highly accommodative stance of fiscal policy has 

also allowed the US Federal Reserve to increase interest 

rates to higher levels before monetary policy enters 

restrictive territory as the neutral interest rate has risen. This 

coupled with the rollover effect of fiscal policy stimulus is 

expected to have a lesser, but still positive impact on the 

economy in 2019 – Figure 5. Other major concerns, such 

as the US housing market, current economic conditions of 

emerging markets and how, despite current conditions of 

global markets, there is still no clear indication of a bear 

market, were discussed in the October Market Synopsis. 

We have mentioned before that the final stage of a bull 

market is rewarding to those that take the risk. We are still 

proponents to being invested in the market but, as a 

value manager, only when attractively valued 

opportunities present themselves. We have increased our 

cash exposure throughout the year by taking profits as 

certain equities reached our estimates of fair value.  

Owing to the recent pullback in markets, opportunities 

have become more palpable. Further weakness in the 

market will allow us to take advantage of elevated cash 

holdings to increase equity exposure in portfolios. 

With the December Market Synopsis due within two weeks’ 

time, we conclude at this point. Next month’s Market 

Synopsis will sketch our expectations for 2019 and 

beyond, taking the background review, provided above, 

into account. Figure 4: The US private sector is helping finance the fiscal deficit 

Figure 5: US fiscal policy still stimulative in 2019 
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Indicator Spot MTD YTD Y-o-Y

Gold 1 224.18   0.8% -6.1% -4.0%

Brent Crude 59.51        -21.1% -11.0% -6.4%

USDZAR 13.6781    -7.4% 10.5% -0.1%

EURZAR 15.5546    -6.9% 4.7% -4.5%

GBPZAR 17.4710    -7.3% 4.5% -5.6%

JSE All Share TRI 7 571.55   -1.1% -10.4% -10.7%

JSE Resources TRI 2 441.25   -10.0% 6.8% 5.7%

JSE Industrials TRI 12 356.37 1.3% -18.3% -22.1%

JSE Financials TRI 9 447.17   5.4% -2.7% 6.8%

JSE Listed Property TRI 1 876.23   -0.5% -23.8% -20.6%

S&P 500 2 737.76   1.0% 2.4% 3.4%

Euro STOXX 50 6 548.50   -0.7% -7.1% -8.7%

FTSE 100 6 217.70   -0.8% -4.6% 0.2%

Nikkei 225 35 268.92 1.6% -0.4% -0.1%

Hang Seng 73 913.09 6.0% -8.5% -6.1%
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