
 
 

QUARTERLY REVIEW – Q4 2018 
The 2018 year has been a real test of faith for most investors – the best part being, it’s finally over. Dare I say 
that locally things appear ever so slightly brighter, although the road remains bumpy. As Brandon alluded to in 
the PMX monthly update, CONFIDENCE is crucial. However confidence is only restored once uncertainty is replaced 
with clarity. Unfortunately several significant challenges lie ahead, many outside of South Africa’s control. 
However, looking at many of our SA fund manager outlook statements for 2019 there is light at the end of this 
tunnel. It only takes a few of these clouds to lift for confidence to quickly improve.   

Q4 PERFORMANCE – EARLY 2018 EBULLIENCE LONG FORGOTTEN 

Most investors head into 2019 with a sense of wariness after contending sharp losses across most risk assets in 
the fourth quarter. After starting the year at record highs, the JSE soon faced a reality check as the economy fell 
into a mild recession amid the festering rot created by our past government that caused black hole amounts of 
debt at our state-owned enterprises (SOEs). Couple this with an escalating global trade war that was set into play 
early in the year, a tightening US Federal Reserve (Fed) cycle (four hikes in 2018), a strong dollar, an emerging 
market (EM) crisis in the third quarter and slowing global growth; and all early signs of optimism all but 
disappeared in Q4. Actually the fourth quarter could have been worse and was, up until the final weeks in 
December when we saw a sharp recovery in SA equities. Global markets were not as fortunate, although they had 
started the fourth quarter at record highs. 
 
The rand featured, as it always does in uncertain times, and gave up 3.5% in December to the strong US dollar in 
light of the tightening Fed policy. However as we know all too well, the weaker rand has the benefit of (a) 
bolstering our dominant resource and large-cap export companies and (b) flattering the conversion of global 
investments. This translated into global assets providing positive returns in rand terms compared to the poor 
returns seen in their local currencies. As reference, the MSCI ACWI (proxy for global equity below) closed the year 
down 9.4% in US dollar terms versus the 5.6% gain posted in rand terms. 
 
For the quarter the best performing asset class was bonds. Global bonds topped the Q4 performance table largely 
due to a rush to safe-haven assets in December as global equities fell dramatically amid the uncertainty and rising 
volatility. Despite the fourth 2018 rate hike by the Fed in December, investors significantly discounted 
expectations for future rate hikes given the ongoing market turmoil and fears of a global economic slowdown. 
The local bond market was buoyed by the uplift in sentiment in the final two weeks with several indicators 
showing encouraging trends, such as the manufacturing purchasing managers’ index (PMI) data. The SA 10-year 
yield ended the year at 8.885% after trading as high as 9.215% mid-month. 
 
Equities had a torrid quarter, particularly global equity which gave up all its year-to-date gains and previous highs 
in no short order. The JSE’s Q4 is somewhat flattered by a late December buying spree although it was still unable 
to recover the previous two months’ worth of dismal performance. SA property stocks faced ongoing open fire as 
they had for most of the year. Inflated valuations remain front-of-mind particularly given overcapacity in this 
sector. 
 

 

SA ASSET RETURNS Index Dec Q4 2018 KEY SA INDICES Index Dec Q4 2018

SA Equity (JSE Alsi) 52 737    4.3% -4.9% -8.5% SWIX 11 386    2.9% -4.0% -11.6%

SA Bonds 0.6% 2.7% 7.7% Large Caps (Top 40) 46 727    4.8% -5.3% -8.2%

SA Cash 0.6% 1.8% 7.3% Mid Caps 69 848    3.4% 2.7% -9.5%

SA Property -1.1% -4.0% -25.3% Small Caps 49 935    -0.8% -7.3% -14.6%

GLOBAL RETURNS (Rand) Index Dec Q4 2018 CURRENCY Price Dec Q4 2018

Global Equity -3.9% -11.4% 5.6% Rand/USD 14.35 -3.5% -1.6% -13.5%

Global Bonds 5.5% 2.9% 14.9% Rand/GBP 18.32 -3.4% 0.7% -8.7%

Global Property -2.1% -3.0% 9.6% Rand/Euro 16.46 -4.7% -0.3% -10.2%



  

Q4 2018 Review     Refer to disclaimer at the end of this document  2 

Bonds provide a small cushion in Q4 

 
 

2017 Winners become 2018 Losers 

 

 
 
 

SA 

PROPERTY
26.6%

GLOBAL 

PROPERTY
35.5%

SA       

BONDS
15.5%

SA              

EQUITY
21.0%

GLOBAL 

BONDS
14.9%

GLOBAL 

BONDS
2.9%

GLOBAL 

PROPERTY
26.5%

GLOBAL 

EQUITY
30.9%

US $ /                 

RAND
12.6%

SA 

PROPERTY
17.2%

GLOBAL 

PROPERTY
9.6%

SA       

BONDS
2.7%

GLOBAL 

EQUITY
15.1%

GLOBAL 

BONDS
30.4%

SA 

PROPERTY
10.2%

GLOBAL 

EQUITY
12.4%

SA       

BONDS
7.7%

SA          

CASH
1.8%

GLOBAL 

BONDS
11.0%

US $ /                 

RAND
25.2%

SA          

CASH
7.4%

US $ /                 

RAND
10.6%

SA          

CASH
7.3%

US $ /                 

RAND
-1.6%

SA              

EQUITY
10.9%

SA 

PROPERTY
7.9%

SA              

EQUITY
2.6%

SA       

BONDS
10.2%

GLOBAL 

EQUITY
5.6%

GLOBAL 

PROPERTY
-3.0%

SA       

BONDS
10.1%

SA          

CASH
6.5%

GLOBAL 

EQUITY
-3.9%

SA          

CASH
7.5%

SA              

EQUITY
-8.5%

SA 

PROPERTY
-4.0%

SA          

CASH
5.9%

SA              

EQUITY
5.3%

GLOBAL 

PROPERTY
-8.0%

GLOBAL 

PROPERTY
4.2%

US $ /                 

RAND
-13.5%

SA              

EQUITY
-4.9%

US $ /                 

RAND
-10.3%

SA       

BONDS
-3.9%

GLOBAL 

BONDS
-9.4%

GLOBAL 

BONDS
-3.4%

SA 

PROPERTY
-25.3%

GLOBAL 

EQUITY
-11.4%

2014 2015 2016 2017 2018 Q4



  

Q4 2018 Review     Refer to disclaimer at the end of this document  3 

Q4 SA Equity – A test of faith  

 

 
 

 

Top 10 Sectors (%) Q4 Bottom 10 Sectors (%) Q4

Automobiles 30.4% Tobacco -27.3%

Fixed Line Telecommunications 25.0% Household Goods -25.2%

General Retailers 5.9% Chemicals -22.4%

Mobile Telecommunications 3.6% Personal Goods -19.3%

Mining 2.9% Pharmaceuticals and Biotech -19.3%

Banks 2.5% Forestry & Paper -18.6%

Travel & Leisure 2.4% Equity Investment Instruments -12.7%

General Industrials 2.0% Industrial Transportation -11.9%

Industrial Engineering 0.3% Industrial Metals -11.0%

Life Insurance/Assurance 0.1% Construction & Materials -10.8%

Top 10 Shares (%) Q4 Bottom 10 Shares (%) Q4

Trustco Group Holdings 65.0% Group Five Ltd -77.8%

AngloGold Ashanti 48.5% Ascendis Health -59.4%

Gold Fields 45.0% Net 1 UEPS Technologies -55.5%

Impala Platinum Holdings 33.4% Rebosis Property Fund -55.1%

Pepkor Holdings 31.8% Astral Foods -35.1%

Metair Investments 30.4% Omnia Holdings -33.2%

Telkom SA 25.0% Hammerson PLC -28.6%

Clover Industries 24.6% British American Tobacco PLC -27.3%

DataTec 18.2% Capital & Regional PLC -25.8%

Sibanye Gold 16.9% Steinhoff International Holdings -25.2%
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2018 a year to forget 

 
 

 
 

 

 

Top 10 Sectors (%) 2018 Bottom 10 Sectors (%) 2018

Fixed Line Telecommunications 40.7% Household Goods -63.0%

Mining 22.8% Pharmaceuticals and Biotech -49.3%

Nonlife Insurance 14.4% Tobacco -40.0%

Electronic & Electrical Equipment 4.4% Industrial Transportation -33.9%

Life Insurance/Assurance 1.2% Real Estate Investment Services -32.2%

Forestry & Paper 0.5% Industrial Engineering -29.8%

Banks -0.2% Food Producers -28.5%

Chemicals -0.3% Mobile Telecommunications -24.9%

Travel & Leisure -3.5% Real Estate Supersector -23.4%

Automobiles -5.8% Beverages -23.3%

Top 10 Shares (%) 2018 Bottom 10 Shares (%) 2018

Trustco Group Holdings 77.1% Group Five Ltd -98.4%

Anglo American Platinum 55.0% Ascendis Health -76.5%

Allied Electronics Corp 51.3% Rebosis Property Fund -68.0%

Montauk Holdings 48.5% Net 1 UEPS Technologies -66.1%

Clover Industries 45.6% Blue Label Telecoms Ltd -63.7%

Lewis Group 41.6% Steinhoff International Holding -63.0%

Telkom SA 40.7% Fortress REIT -61.4%

Anglo American 32.2% Stadio Holdings -56.6%

Pepkor Holdings 31.6% EOH Holdings -54.3%

BHP Group 28.5% Resilient REIT -53.9%
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Q4 MARKET DRIVERS 

Investment returns were largely shaped by the following drivers over the fourth quarter: 

 Stock and sector specific concerns – both globally and locally 
 Foreign direct and indirect investment in SA 
 Global protectionism and the lack of resolution in the US-China trade dispute 
 US interest rate normalisation – the Fed promised 4, we got 4 
 A US federal government shutdown only adds to the uncertainty into year end 
 Baby step improvements in the SA economic recovery 

 

1. Stock and Sector specific concerns – globally and locally 

British American Tobacco is smoked 

Global tobacco giant, British American Tobacco (BAT) has faced a horrible year, falling 40% in 2018 and 27.3% in 
Q4. The tobacco industry has been weighed down by the growth of responsible (or environmental, social  and 
governance – ESG) investing but was dealt a heavy blow in the fourth quarter after the US Food and Drug 
Administration (FDA) announced plans to ban sales of menthol cigarettes as well as impose limits on e-cigarette 
sales. Through BAT’s acquisition of Reynolds in 2016, it leads US menthol sales with a 15.6% market share through 
its Newport franchise. Newport is estimated to make up approximately 25% of group profit and thus should the 
US proposals be implemented, the company would take a hit to its bottom line not to mention the intangible 
value on its balance sheet. 
 
Aspen Pharmacare disappoints analysts  

Aspen released a trading update in December that suggested its full year organic revenues would be between 1% 
and 4% higher. However, the concern came from the fact that it said it had to negotiate a temporary increase in 
its banking covenants that highlighted its high gearing. Aspen has faced a tough year, losing 50% in value largely 
due to its frothy valuation in a generic industry that is maturing as well as emerging market malaise.  
 
Large cap stocks exposed to the global downturn  and Brexit 

Specifically Naspers, Richemont, Mondi, Sasol and all things British.  
 
Long considered the darling of the JSE, Naspers has been weighed down by the tech tumble seen in the third and 
fourth quarters. It holds a 31% stake in Chinese internet and gaming giant, Tencent Holdings, which fell heavily 
in Q3 due to the emerging market crisis and talk of regulation clampdowns by the Chinese government. Q4 then 
saw a global tech bubble burst after valuations across the US major tech companies soared at the end of Q3. 
Expectations were very quickly tempered by signs of slowing sales growth among industry giants such as Apple 
and Amazon. These two companies had become the first companies to top $1 trillion in market value, but in Q4 
lost their top spots to slower-growing Microsoft. Naspers has also come under SA scrutiny to unlock value as well 
as address BEE issues and its low growth publishing and pay TV interests. The largest weighted JSE stock fell 16% 
in 2018 and 5.2% in Q4. 
 
Richemont lost allure as a result of the uncertainty regarding the impact of trade tariffs and slowing Chinese 
demand. All luxury goods stocks felt the pinch due to high valuations and particularly after Morgan Stanley cut 
the sector to underweight in October. Richemont lost almost 20% in Q4.  

Mondi also faced global paper sector concerns that pressured this quality SA stock. Closer to home, the company 
announced that the group was considering dumping its dual-listing and moving its primary stock to the UK but 
would retain a secondary listing on the JSE. Mondi’s share price fell 20% in Q4 but maintained a positive year 
performance. 
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Sasol suffered at the expense of a late plunge in global oil prices. US crude prices fell 38% from the end of 
September – the biggest quarterly slide since 2014. The declines came even after OPEC agreed to reduce output. 
Swelling production numbers out of the US, Saudi Arabia and Russia triggered the price slump during the quarter 
while unexpected sanction waivers by the Trump administration to buy Iranian crude compounded bearish 
sentiment. The lack of resolution in the US-China trade dispute also prompted analysts to lower oil price targets 
in response to lower global growth forecasts. Sasol slumped 22.4% in the quarter, although still held onto an 
annual gain. 

All things British felt the pain of a no-deal Brexit scenario and that left the UK affiliates such as Investec, 
Hammerson, Intu, Capital and Counties, Quilter and Medi-Clinic reeling in Q4. The British pound was even weaker 
than the rand over the quarter. 

NEPI Rockcastle the latest Viceroy casualty  

Dual-listed European property stock NEPI Rockcastle temporarily suffered at the hands of another vicious short-
seller Viceroy report over the quarter. The company responded quickly and quelled market concerns. This was 
followed by the backing of our Reserve Bank Governor Lesetja Kganyago suggesting that Viceroy is a “hit squad” 
that possibly needs some investigation. NEPI had also been dragged down earlier in the year due to its affiliations 
with the Resilient Group and the concerns raised by local short sellers. NEPI lost 12.1% in Q4 and a massive 43.5% 
in 2018. 

 

2. Foreign direct investments and portfolio flows into SA in the doldrums in 2018 

FDI – Foreign direct investment at decade lows 

South Africa previously held the top foreign direct investment title on the African continent but this has sadly 
been lost to Morocco this year. Morocco has taken the title due to the country’s budding automotive sector. FDI 
projects in SA plunged 31% in 2017 to reach its lowest level in a decade. Hopes abound for a recovery in this area 
on the back of our new business-friendly president and strong drive to attract foreign investment. 
 
Foreign portfolio flows show mass exodus  

Non-residents dumped South African equities in 2018 (as they did in 2016 and 2017), selling over R50 billion in 
2018. The pace of foreign equity sales gathered momentum in December as global investors sought refuge in 
safe-haven assets. Interestingly, excluding dual-listed companies, foreigners were net buyers of SA equity with 
the majority of the buying seen in resource and financial stocks. Healthy inflows were seen into Naspers, Sasol, 
Mondi, Reinet, Anglogold, PSG and Growthpoint. The largest selling took place in MTN, Standard Bank, Old Mutual, 
Woolworths and Imperial. 
 
The SA bond market suffered a similar feat, with foreigners selling close to R60 billion worth of bonds. This is in 
stark contrast to prior years that have seen strong support for our local bonds. 
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3. Global protectionism and the lack of resolution in the US-China trade dispute 

The highly publicised US-China trade war remains unresolved. So far the US has already slapped tariffs on $250 
billion worth of Chinese products, and has threatened tariffs on $267 billion more. China, for its part, has set tariffs 
on $110 billion worth of US goods, and is threatening qualitative measures that would affect US businesses 
operating in China. 

On December 2nd the two countries finally agreed to a temporary truce to de-escalate trade tensions, following a 
dinner at the G20 Summit in Buenos Aires. According to the agreement, both the US and China will refrain from 
increasing tariffs or imposing new tariffs for 90 days (until March 1st 2019), as the two sides work towards a larger 
trade deal. 

Although not quantifiable as yet, the effects of these trade tariffs are beginning to be felt. Companies such as 
Apple, luxury goods players and other trade sensitive conglomerates have begun to warn of the negative impact 
to earnings and demand. Chinese data in the last couple of weeks has shown some signs of weakening demand 
which would be highly concerning for global growth in 2019 and beyond. This impact would also be felt by China’s 
trading partners and commodity-based exporters such as South Africa.   

 

4. US interest rate normalisation – the Fed promised 4, we got 4 

As previously articulated in Q3, emerging markets generally suffer in a US interest rate hiking cycle as the US 
dollar attracts capital away from the traditionally higher yielding EM assets and currencies. For the entire quarter 
President Trump and the Fed were at loggerheads over the pace of rate hikes in the US and the impact they might 
have on demand. The new Fed chairman, Jerome Powell, was steadfast in his open communication of four hikes 
in 2018 and the December 19th meeting saw rates move to 2.5%.  
 
As a reference from where the US has come, the 2008 recession caused the Fed to lower the fed funds rate to just 
0.25%, effectively zero. It stayed there for seven years until December 2015 when then Fed Chair, Janet Yellen, 
initiated the first 25bps hike to 0.5%. 2016 provided room for a single hike of 25bps but as the US economy turned 
on the taps in 2017, the Fed hiked a further 3 times, each time by 25bps.  
 

Year
Net Foreign 

Bond Flows Rbn

Net Foreign 

Equity Flows Rbn
President Moody's Rating S&P Rating Fitch Rating

2004 R2.7 R33.0 MBEKI Baa2 - review BBB+ BBB

2005 -R4.8 R52.0 Baa1 BBB+ BBB+

2006 R20.8 R72.0 Baa1 - stable BBB+ BBB+

2007 R1.9 R64.0 Baa1 - positive BBB+ BBB+

2008 -R15.9 -R54.0 MOTLANTHE Baa1 - positive BBB+ BBB+

2009 R27.4 R72.0 ZUMA A3 - stable BBB+ BBB+

2010 R57.1 R36.0 A3 - stable BBB+ BBB+

2011 R47.4 -R17.0 A3 - negative BBB BBB+

2012 R98.0 -R3.4 Baa1 BBB- BBB+

2013 R16.3 -R0.2 Baa1 - negative BBB- BBB

2014 -R5.8 R18.0 Baa2 - stable BBB- BBB

2015 -R0.3 -R1.9 Baa2 - negative BBB- BBB-

2016 R26.5 -R124.0 Baa2 - negative BBB- BBB-

2017 R47.7 -R48.0 Baa2 - negative BB- BB+

2018 -R57.0 -R55.3 RAMAPHOSA Baa3 - stable BB- BB+
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Throughout 2018, US macroeconomic data has been strong with few signs of letting up. Arguably we are 
beginning to see signs of late cycle growth and it was noteworthy that Jerome Powell and other Fed officials have 
just in the last three weeks taken the foot off the pedal, suggesting that the Fed can afford to be patient. This new 
“dovish” tone has investors now second-guessing whether the US economy is on a precipice, or just facing signs 
of cooling from lofty levels. 
 
Besides the impact on the dollar and “carry trade”, bond investors had an interesting if not volatile quarter. The 
turbulent interplay between interest rates, inflation and economic growth intensified towards the end of 2018, 
leaving global bond investors more uncertain about where the US market may be heading. The yield on the 
benchmark 10-year US Treasury note retreated from multi-year highs hit in November, falling below 3% as stock 
volatility surged amid concerns about the pace of global growth and the potential for Fed policy to become an 
economic drag. That fuelled a rush to safe-haven bonds that hold more certain returns and which become 
increasingly more attractive as growth slows. The yield closed the year at 2.68% up from 2.41% in 2017. 
 
Also key to demand for risk assets and emerging markets in particular is the level of the US dollar. For the year, 
given the US hiking cycle and strong US economic data, the dollar closed out 2018 at the top of the foreign-
exchange heap – a feat many investors don’t expect to repeat in 2019. The WSJ Dollar Index (against a basket of 
16 majors) climbed 4.3% in 2018. The US currency’s rise has hurt the balance sheets of multinational companies 
that convert their overseas earnings to dollars, while weighing on exporters. Commodity prices have also felt the 
pressure of a stronger dollar; most raw materials are priced in dollars and cost more for foreign buyers when the 
dollar appreciates. 
 

5. A US federal government shutdown only adds to the global uncertainty into year end 

As with many of our developed nation partners, the US political landscape is strained. At the end of 2018 this 
tension added to global jitters as the dogmatic President Trump dug his heels in to get the funding to build his 
US-Mexico border wall. A government shutdown occurs when Congress fails to pass sufficient appropriation bills 
or resolutions to fund federal government operations and agencies, or when the President refuses to sign into law 
such bills. A shutdown affects about 800,000 government employees who don’t receive a pay check until the 
shutdown is lifted. Essential employees are still required to work without pay until government reopens, when 
they may then receive back-pay. Not an ideal or happy situation over the Christmas season and into the New Year. 
 
The full effect and cost of shutdowns could be in the billions of dollars and up until now this latest shutdown is 
the longest in history. Confidence in the US government is, however, lacking. Importantly, financial and economic 
data releases are also delayed until such time as those employees are back at work. The government offices that 
are closed include the Commerce Department, Census Bureau and Bureau of Economic Analysis. Delayed reporting 
so far includes home sales, trade balance, construction spending, factory orders and inventories. If the shutdown 
continues until the end of January, reports on retail sales, housing starts, durable goods, GDP and personal income 
and spending may also be delayed. This is unsettling for volatile markets that are meticulously watching and 
waiting for signs of slowing US economic growth. 
 

6. Baby step improvements in South Africa’s economic recovery 

SA emerges from a “mild recession”  

Following the highly disappointing Q1 GDP read of -2.6% quarter-on-quarter, SA entered a technical recession in 
Q2 where growth contracted by a further 0.7% that was weighed down by a 29% decline in agriculture. This was 
the country’s first recession since the 2008/2009 global financial crisis. Thankfully the recession was short-lived 
and in early December we received the Q3 GDP report that positively surprised the market with a 2.2% growth in 
quarterly GDP. The Q2 GDP growth rate was also revised slightly up, indicating that the economy had contracted 
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to a lesser extent. The beat in expectations was driven by the manufacturing, transport and finance sectors. 
Agriculture also turned positive, rising by 6.5% and following two quarters of negative output. 
 
The South African Reserve Bank (SARB) lowered its GDP growth outlook for 2018 marginally to 0.6% from 0.7%. 
Encouragingly the SARB still expects a rebound of 1.9% next year and 2% in 2020. 
 

 
 

Inflation remains in check but risks lie to the upside  

Although headline inflation increased to 5.2% year-on-year in November, from 5.1% in October, it has remained 
within the SARB’s 3-6% target band for the entire 2018. Given the decline in the petrol and diesel prices ahead of 
the Christmas break, December inflation is forecast to fall below 4.5% leaving the 2018 average around 4.6%. 
 
However, consensus forecasts have inflation ticking higher over the next two years due to gradual increases in 
food inflation and higher electricity tariffs. This may necessitate action from the SARB in 2019 to curb inflationary 
pressures. 
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Monetary policy – pre-emptive hike at the last 2018 MPC meeting  

In a surprise move in late November, our Reserve Bank Governor Lesetja Kganyago raised the repo rate by 25bps 
to 6.75%. The governor reiterated that any decisions taken by the monetary policy committee (MPC) will be data-
dependent and focus will remain on the bank’s primary mandate of targeting inflation. He went on to say that 
although the near-term inflation outlook had improved, longer term risks remain elevated and necessitated a 
small, pre-emptive hike. Markets reacted favourably; all indications are that the governor is likely to keep it slow 
and steady. 
 

 
 

Q3 current account deficit widens as trade surplus narrows  

South Africa’s closely watched current account deficit widened to 3.5% of GDP from a downwardly adjusted 3.4% 
in Q2. The widening in the external balance was driven by the trade balance, which recorded a narrower surplus 
of 0.3% of GDP – less than the Q2 surplus of 0.8%. The slight deterioration in the trade balance was due to a 
26.7% increase in imports, while exports rose by 24.2%. 
 
The income shortfall narrowed to -2.9% of GDP in Q3 from -3.4% of GDP in the previous quarter, attributed to an 
increase in income receipts.  Given the turmoil across emerging markets, this measure (along with the fiscal deficit) 
remains very closely monitored by foreign investors to assess SA’s vulnerability to external shocks. 
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Consumer confidence deteriorates but better than the Zuma years 

South Africa’s consumer confidence deteriorated to 7 points in Q3 from 22 points in Q2. The sharp drop in 
sentiment is attributed to a mix of reasons. Firstly, base effects. Sentiment surged naively post Ramaphosa’s 
appointment in Q1 to an all-time high of 26 points, thus a retracement is not surprising as reality kicked in. 
Second, since the Q2 survey the economy slipped into technical recession, VAT and personal income taxes 
increased, unemployment continued to rise and fuel prices increased. Despite the decline in sentiment, the third 
quarter reading of 7 is still significantly above the five-year (2012-2017) average of -5.3 points. This suggests that 
consumers are optimistic on a relative basis from where we’ve come under the Zuma regime.  

  
 

Fiscal policy – a deep hole but right man for the job 

Treasury continues to face an uphill battle with mounting debt levels at our state-owned enterprises along with 
the sluggish growth in GDP not helping the fiscus gap. Encouragingly, the newly appointed finance minister (our 
third in 2018), Tito Mboweni, is renowned to be tight with the fiscal controls. He delivered a brutally honest, non-
flattering medium-term budget policy statement in late October that slashed the country’s growth forecast to just 
0.7% for 2018, and left government with a R30 billion revenue shortfall. He promised to stabilise debt at 59.6% 
of GDP in 2023/24. It is expected to stand at 55.8% in 2019/20. He said public service wage agreements exceed 
budget baselines and will be addressed. Importantly he said that Treasury is confident that the steps being taken 
would restore the integrity of SOEs and curb unnecessary and irregular expenditure. 
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GLOBAL MARKETS PROVIDE NO CUSHION 

 

 

 

 

  

WORLD INDICES IN LOCAL CURRENCY Dec Q4 2018

MSCI ACWI (DM+EM) ($) -7.0% -12.7% -9.0%

MSCI World Index (Dev $) -7.6% -13.3% -8.2%

MSCI Emerging Markets ($) -2.8% -7.6% -14.5%

MSCI South Africa ($) -0.3% -3.6% -24.2%

Europe - EuroStoxx 600 (€) -5.4% -11.5% -10.3%

Europe - EuroStoxx 50 (€) -5.2% -11.4% -11.4%

US - Dow Jones Indust 30 ($) -8.6% -11.3% -3.5%

US - NASDAQ ($) -9.4% -17.3% -2.8%

US - S&P 500 ($) -9.0% -13.5% -4.4%

UK - FTSE 100 (£) -3.5% -9.6% -8.8%

French - CAC 40 (€) -5.2% -13.6% -8.1%

Germany - DAX 30 (€) -6.2% -13.8% -18.3%

Hong Kong - Hang Seng (HK$) -2.5% -6.7% -10.6%

Japan - Nikkei 225 (JPY) -10.3% -16.9% -10.4%

China - Shanghai SE (yuan) -3.6% -11.6% -22.7%

GLOBAL EMERGING MARKETS (USD) Dec Q4 2018

MSCI Emerging Markets -2.8% -7.6% -14.5%

MSCI South Africa -0.3% -3.6% -24.2%

MSCI Brazil -1.7% 13.5% -0.4%

MSCI China -6.1% -10.8% -18.9%

MSCI India 0.1% 2.8% -7.1%

MSCI Russia -3.4% -8.8% 0.1%

MSCI Korea -3.0% -14.1% -21.9%

MSCI Turkey -4.8% 6.9% -41.1%

KEY COMMODITIES Price $ Dec Q4 2018

Brent Oil 53.80 -9.7% -34.0% -14.1%

West Texas Oil 45.41 -11.1% -37.5% -20.9%

Gold 1282.49 5.1% 7.7% -1.6%

Platinum 795.65 -0.3% -2.5% -14.3%

Palladium 1261.78 6.8% 17.4% 18.6%

Copper 5949 -4.5% -5.0% -17.5%

Iron Ore 62% 70.58 9.1% 6.9% -0.3%
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OUTLOOK – HOPEFUL BUT HESITANT 

For the average South African investor whose faith, patience and investment returns have been seriously 
challenged this past year, what comfort or concerns can he/she take going into 2019 in order to stay composed 
through these volatile and uncertain times? My small observation from reading strategists, economists and fund 
manager outlook statements is that DESPITE the immense challenges and hurdles facing South Africa at this 
juncture, it will only take a few small positive events to trigger renewed confidence that could easily swing 
optimism and prospects in the right direction. The obvious caveat being that with these risks being quite evenly 
and delicately balanced, the contra to this optimistic view also holds true. Here are some thoughts: 

1. Growth hinges on politics, policy and sentiment – waiting for May 

In early 2019 the SA economy will likely remain in limbo with pre-election policy, political uncertainty and a lack 
of confidence weighing on growth. The oil price, load-shedding, rainfall, sentiment, household credit, and the 
global landscape, along with many other key pivotal elements of Q1 2019 are likely to hold growth at ransom. 
Several key events ahead of the elections also pose threats and opportunities, events such as the Budget 
presentation in February, credit rating agency reviews, SOE’s debt obligations and the Land Expropriation Bill.  

The scenario post the SA election in May could trigger some interesting and key developments for the future of 
this country. Should the ANC win sufficient electoral support to allow deeper economic reforms, and if, as 
expected, Ramaphosa begins to focus more on the economic stability of the country as opposed to the political 
environment, we could see some rational changes being made. Until such time, Ramaphosa will be hamstrung 
and currying favour to the populist vote. 

A recovery in business and consumer confidence is vital to bolster SA’s growth. Consumers are hopeful about an 
improvement in the macroeconomy but remain hesitant to buy durable goods, presumably partly owing to political 
and policy uncertainty. Businesses are also waiting on the sidelines for clarity in the political landscape, reluctant 
to expand capacity.  

2. Management of the country has improved and controls are in place 

Our Valentine’s Day gift last year of a new president and new ideals and controls has been the country’s saving 
grace from what could have been a vastly different scenario. On the whole, businesses and consumers alike are 
optimistic that Cyril Ramaphosa is the answer to making a positive change in this country’s future. Pivotal to this 
has been the key personnel he has placed in charge of vital areas to aid with the change in course and providing 
the necessary controls. Pravin Gordhan as Minister of Public Enterprises (SOEs), Tito Mboweni as Finance Minister, 
Gwede Mantashe as Minister of Mineral Resources, Lesetja Kganyago as Governor of the Reserve Bank are just a 
few of the key appointments that are generally viewed as business-friendly and hopeful.  

3. The global landscape is unhelpful  

The forecast global growth deceleration is unhelpful although not challenging to our key export commodities 
quite yet. As discussed in the key drivers of 2018 and Q4 performance, the global backdrop is certainly dogged 
with challenges and uncertainty to say the least. Political instability, trade wars, Brexit, US interest rate policy, 
softening Chinese demand, an anaemic European outlook and slowing global growth all present serious risks to 
our growth prospects.  
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HEADLINES THAT SHAPED THE QUARTER: 
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PortfolioMetrix (Pty) Ltd is an Authorised Financial Services Provider in South Africa. The information contained is 
given for information purposes only and is not intended to constitute financial, legal, tax, investment or other 
professional advice and should not be relied upon as such. Investments can go down as well as up and past 

performance is not a guide to the future. Data sourced from Bloomberg, Standard Bank, Deutsche Bank, Investec Asset 
Management, JPMorgan Asset Management, RMB Global Markets, Schroders and SA dailies 


