
Market Synopsis – January 2020 

The end of last year saw staggering returns with global 

markets rallying 3.4% in December alone. Overall, the 

MSCI All Country World index surged 8.6% in the fourth 

quarter. This occurred on the back of calming 

geopolitical tensions with the US-China trade deal and the 

avoidance of a hard Brexit. In addition, increased liquidity 

through above consensus easing of monetary policy 

globally also provided a tailwind. The New Year has 

started with a bang as geopolitical turmoil between the 

US and Iran escalated. Furthermore, bush fires continued 

to spread rapidly over the Australian continent and the 

new coronavirus has sparked fear with growing concerns 

of it becoming a global epidemic. We were particularly 

bullish on global equities after markets plunged in late 

2018 and have remained overweight equities for the most 

of last year. However, with the recent sharp gains in equity 

prices and the unpredictable nature of the coronavirus, 

we have refrained from further increases in equity 

exposure, specifically to emerging markets. Until the 

market has consolidated and more information is known 

about the potential global economic impact of the virus, 

we will maintain this stance. 

 

Despite these concerns, good news was received with the 

latest data releases on global manufacturing activity: The 

New York Fed Manufacturing PMI beat expectations, while 

the Philly Fed PMI jumped nearly 15 points to its highest 

level in eight months. The business outlook component of 

the Philly Fed index, which looks at expectations six 

months into the future, rose to levels last seen in May 

2018. Additionally, the US House of Representatives 

ratified the USMCA, the successor to NAFTA, on  

19 December 2019 which is expected to be signed into 

law during the first quarter. This is positive to improving 

manufacturing conditions and overall economic growth 

in the US which should translate to the rest of the world.  

 

Looking at European manufacturing, growth expectations 

for Germany in the ZEW index surged in January to the 

highest level since July 2015 – see Figure 1. The Sentix 

and IFO indices have moved higher which adds to the 

conviction of improved manufacturing activity in the Euro 

area. An important consideration is the increase in Euro 

area car registrations, which increased by 22% year-on-

year in December 2019.  In addition, the European auto 

tariffs deadline on the 13th of November was lapsed by 

the Trump Administration. This suggests that the US is 

unlikely to impose tariffs under Section 232 investigation of 

auto imports which allows Trump to adjust imports tariffs if 

the imports are deemed a threat to national security. This 

should give the European automobile sector some 

breathing room. This positive news is welcomed for the 

automobile sector which has been impacted the most by 

the global manufacturing slowdown. 

Figure 1 – European manufacturing showing signs of improvement 



unpredictable nature. Many global market commentators 

have compared the coronavirus outbreak to the Severe 

Acute Respiratory Syndrome (“SARS”) epidemic in 2003. 

The countries affected by the SARS virus had significant, 

but short-lived, economic strain. However, the slowdown 

in the economies affect was shadowed by the recovery 

once the situation improved. Chinese GDP growth fell to 

3.4% in the midst of the epidemic (second quarter of 

2003) but surged by 15.7% in the following quarter as 

conditions stabilised. This left the overall level of GDP for 

2003 1% below estimates had the virus never emerged. 

Additionally, the broader Asia-Pacific region saw similar 

results with an overall hit to growth of 0.5%. In contrast, the 

GDP growth of developed economies was barely 

impacted by the outbreak. Even those affected, such as 

Canada which had 44 people die from SARS, was only 

marginally impacted. 

 

The issue with comparing the coronavirus with SARS is that 

it is based on a singular event. There is not enough 

information to confirm whether this new strain of the virus 

compares to SARS or even the Spanish flu which killed 3% 

to 5% (50-to-100 million people) of the world’s population 

from 1918-1920. Based on current information, we know 

that the coronavirus has spread at a greater speed than 

SARS – see Figure 3 on the following page. This may be a 

result of faster, more accurate reporting methods or it 

In the UK, business confidence in the CMI survey of 

manufacturing increased from a low of -44 in the third 

quarter of 2019 to +23 in the fourth quarter which is the 

largest increase in the 62 years of the survey’s history. 

Additionally, the decreased risk of a hard Brexit 

materialised with the commanding victory of  

Boris Johnson in the UK elections. Since the majority of 

British voters are against a “no-deal” Brexit, the Johnson 

government will have no choice but to negotiate a deal 

with the European Union. The commanding victory gave 

Johnson the votes required to push a withdrawal bill 

through parliament. The British government will now seek 

to negotiate a free trade agreement by the end of 2020. 

With greater fiscal stimulus and the avoidance of a hard 

Brexit, stronger UK economic growth should come to 

fruition in 2020. 

 

Lastly, the manufacturing and trade data in Asia have 

been improving. Korean exports have recovered for the 

last four consecutive months on a rate of change basis. 

Japanese exports to China saw its first increase since 

February 2019 and Taiwan had above expectation 

increase in industrial production and export orders in 

December. The BCA Research EM Asia Diffusion Index has 

increased to the highest level since October 2018 – see 

Figure 2. Looking to China, after reaching the “Phase 

One” agreement with the US, trade tensions have 

decreased sharply. As a result of the agreement the tariffs 

rise on USD 160 billion of Chinese imports expected on 

the 15th of December 2019 was prevented. Additionally, 

tariff rates on approximately USD 120 billion in imports 

decreased from 15% to 7.5%. The general improvement 

in manufacturing as well as considering the increasing 

credit stimulus of China gives one conviction that there 

should be improved economic conditions in the near to 

medium-term. All these data points provide evidence to 

our view that a positive turn in the manufacturing cycle in 

2020 can be expected. However, in order to determine 

whether the turn in the cycle is in full swing requires 

extended results.   

 

As mentioned, the outbreak of the coronavirus represents 

a potential short-term threat to the global economic 

recovery we expect for 2020. Below we discuss our 

concerns regarding the impact of the virus on the global 

economy:  

The outbreak of the coronavirus has created a near-term 

negative outlook for global risk assets due to its 

Figure 2 – Positive signs from Emerging Asia  economies 



Figure 3 – New coronavirus spreading faster than previous strains 

Figure 4 – Too soon to realistically determine mortality rate of new coronavirus 

may be due to the virus being more contagious. The 

Chinese Minister of Health has said that this new virus, 

unlike SARS, can be transmitted while people are still 

asymptomatic. Although not yet confirmed and others 

have cast doubt to the claim, this could potentially make 

the coronavirus much more difficult to control compared 

to SARS. Viruses often become less lethal as they mutate 

since it adjusts to ensure the survival of its host, and 

therefore, itself. Unfortunately, due to the vast 

improvements in globalisation, a virus can spread across 

the globe before it has time to potentially lose its potency. 

This may lead to the greater spread and overall impact of 

the new coronavirus compared to SARS.  

 

Looking at the typical seasonal flu, the mortality rate is less 

than 0.1% of those who contract it. Compared to SARS 

which most estimates suggest had a mortality rate of 10%

-15% of those infected. Despite the staggering death toll 

of the Spanish Flu, it actually had a similar death rate to 

SARS. Currently, the coronavirus is tracking 2% to 3% 

mortality rate. However, it is still too early to determine that 

these estimates are final as one can only expect it will rise 

as the number of cases increase. The vast majority of the 

people who have contracted the virus is still sick with more 

people having died than fully recovered from the virus – 

see Figure 4. Therefore, one cannot realistically predict 

how bad this potential pandemic will get until more 

concrete information is presented. 

Looking to the past, the price of risk assets should bottom 

once the number of new cases peaks similar to that of 

the SARS experience – see Figure 5 on the following page. 



Figure 5 – Markets should bottom when new cases peak 

The number of new cases reported by China’s National 

Health Commission has stabilised throughout the week; 

however, there is no clear indication that this trend will 

continue and may just be a temporary relief – see Figure 

6 on the following page. Based on current information, 

the daily change in confirmed cases has gained 

momentum once again. Only once there is a clear 

indication to a downward trend in new cases diagnosed 

will one be justified to move away from a fairly cautious 

stance towards risk assets. 

 

One would not be shamed for being concerned about 

the impact that the coronavirus will have on the global 

economy and how this will impact global risk assets. With 

the tension between the US and Iran calming and 

provided the outbreak of the coronavirus is contained 

during the coming weeks, global equities should generate 

a positive return over the course of 2020. Especially, when 

one considers the recent improvement in manufacturing 

data of major global economies, the lagged effect of 

easing monetary policy, the avoidance of a hard Brexit 

and the diminished risk of trade war escalations. The 

continued fiscal stimulus out of China should also benefit 

global growth. We hence continue to maintain a positive 

outlook on equities over the medium to long-term due to 

our expectation that global growth will improve. Once 

above-mentioned concerns dissipate, we will deploy 

current dry powder in the form of excess cash holdings to 

increase exposure to global equities, specifically to those 

outside of the US.  
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Figure 6 –  Daily change in confirmed cases clear upward trend despite slight stagnation 

Indicator Spot MTD YTD Y-o-Y

Gold 1 589.16     4.4% 4.4% 20.2%

Brent Crude 58.16          -11.9% -11.9% -6.0%

USDZAR 15.0282      7.5% 7.5% 12.9%

EURZAR 16.6519      6.1% 6.1% 9.2%

GBPZAR 19.8187      6.9% 6.9% 13.5%

JSE All Share TRI 8 513.94     -1.7% -1.7% 7.1%

JSE Resources TRI 3 253.16     -3.6% -3.6% 17.5%

JSE Industrials TRI 14 072.97   2.1% 2.1% 12.2%

JSE Financials TRI 8 843.59     -5.9% -5.9% -11.0%

JSE Listed Property TRI 1 819.51     -3.1% -3.1% -9.5%

S&P 500 3 225.52     -0.2% -0.2% 19.3%

Euro STOXX 50 7 737.95     -2.7% -2.7% 18.3%

FTSE 100 6 746.81     -3.4% -3.4% 9.4%

Nikkei 225 37 623.19   -1.9% -1.9% 14.1%

Hang Seng 76 215.48   -6.7% -6.7% -2.4%
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