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DOMESTIC MARKET FTSE/JSE EQUITY INDICES 31-Dec-18 YTD 1 M 3 M 1 Yr

All Share Index (TR) 7 730                 -8.5% 4.3% -4.9% -8.5%

Resources 12 068               -14.7% 1.7% -5.0% -14.7%

Industrials 13 227               -17.5% 2.4% -6.5% -17.5%

Financials 41 300               -13.0% 0.4% -3.1% -13.0%

FTSE/JSE SECTOR INDICES 

Basic Materials 3 545                 15.5% 12.4% -4.5% 15.5%

Industrials 12 415               -17.9% 2.7% -6.8% -17.9%

Healthcare 8 072                 -30.5% -1.7% -8.2% -30.5%

Consumer Services 39 677               -13.1% 3.2% -3.0% -13.1%

Telecommunications 12 192               -22.2% 3.5% 4.9% -22.2%

Financials 41 300               -13.0% 0.4% -3.1% -13.0%

Technology 4 396                 -24.2% 0.8% 3.5% -24.2%

SIZE AND STYLE

FTSE/JSE Top 40 (TR) 6 829                 -8.3% 4.8% -5.3% -8.3%

FTSE/JSE Mid Cap (TR) 15 324               -9.7% 3.4% 2.7% -9.7%

FTSE/JSE Small Cap (TR) 17 955               -14.6% -0.8% -7.3% -14.6%

FTSE/JSE Value Index 355                    -8.3% 5.7% -4.5% -8.3%

FTSE/JSE Growth Index 605                    -13.9% 2.4% -6.2% -13.9%

SA LISTED PROPERTY & SA BOND INDEX

SA Listed Property 1 841                 -25.3% -1.1% -4.0% -25.3%

All Bond Index 633.15               7.7% 0.6% 2.7% 7.7%

CASH

STEFI Index 410.87               7.3% 0.6% 1.8% 7.3%

EXCHANGE RATES 31-Dec-18 YTD 1 M 3 M 1 Yr

ZAR/USD 14.38                13.87         14.14         12.38         

Rand (Appreciation)/Depreciation 16.1% 3.7% 1.7% 16.1%

ZAR/GBP 18.34                17.69         18.43         16.72         

Rand (Appreciation)/Depreciation 9.7% 3.7% -0.5% 9.7%

ZAR/EUR 16.47                15.70         16.41         14.85         

Rand (Appreciation)/Depreciation 10.9% 4.9% 0.3% 10.9%

BORROWING RATES 31-Dec-18 1m Ago 3m Ago 12m Ago

SA Repo Rate 6.8% 6.8% 6.5% 6.8%

SA Prime Overdraft Rate 10.3% 10.3% 10.0% 10.0%

ECONOMICS Last Avail 2017 2016 2015 2014

SA Real GDP YoY 1.1% 1.3% 0.3% 1.4% 1.7%

CPI YoY 5.2% 5.3% 6.3% 4.6% 6.1%

Current Acc Bal as a % GDP -3.5% -2.8% -4.6% -5.1% -5.8%

Unemployment Rate 27.5% 27.5% 26.7% 25.3% 25.1%

2018 was a challenging year for investors in all major asset classes, locally and 
globally. The  wave of optimism and the risk seeking behaviour that followed the 
positive outcome at the ANC elective conference in early January is somewhat of a 
distant memory. Trade wars, Brexit and China’s slowdown in economic growth have 
cast a shadow on emerging markets, and although it appears the new capable 
leadership of SA has steered the country from what felt like the edge of a steep 
precipitous, our domestic assets have been shunned in favour of safe-haven assets. 
The dollar is broadly stronger, emerging market currencies are generally weaker, and 
major domestic risk asset classes are in bear market territory. The trajectory of weak 
economic data persisted in the 4th quarter with most local activity indicators 
disappointing economists, missing expectations e.g. retail sales, manufacturing 
production, mining production, business and consumer confidence. To make matters 
worse, Eskom resumed its load shedding program in December due to a shortage of 
coal and ongoing maintenance of existing power stations.  
 
It’s been a tough start for Ramphosa who has taken on the task of breaking the cycle 
of disappointing economic growth, fiscal slippage and repeated credit-rating 
downgrades but it won’t be easy in the current global economic environment, 
especially in an election year where his future as president of the ANC isn’t 100% 
certain. The national elections which are expected to be held in May will likely keep 
foreign investors on the side-lines until Ramaphosa solidifies his position as official 
president of the country. 
 
Given the weak local economy and the increase in volatility globally, it’s no surprise 
that the JSE All Share Index fell 8.5% (including dividends) in 2018, its worst annual 
move since the financial crisis in 2008. Although there were a few stocks that ended 
the year in positive territory, the risks of blindly following cheap, heavily 
concentrated tracker products were realized as Naspers (which accounts for 18% of 
the ALSI) fell 16% in 2018, its worst annual performance since 2001. Anglo American 
Platinum was the best-performing constituent, climbing 52% in 2018 while troubled 
retailer Steinhoff International shares was one of the worst performers, falling 63% 
on the local bourse. 
 
The SA listed property index lost 27% over the same period, much of which is 
attributable to the meltdown in the Resilient group that found itself at the center of 
share manipulation and financial engineering saga earlier in the year. That said, most 
of the sector has been under pressure due to a weak retail market and an excess 
supply in the office space. The combination of weaker pricing power of property 
companies, and the tightening of global liquidity has led investors to demand a 
significantly higher yield for this asset class than they have historically.    
 
In the last MPC meeting of 2018 the committee surprised market participants with 
the decision to increase the repo rate by 25bps despite the rand strengthening 6% 
and a 20% fall in oil prices. The decision to hike rested solely on the governor after a 
hung vote of 3 hikes and 3 remains following the retirement of Brian Kahn earlier in 
the month. Lesetja Kganyago re-iterated the MPC’s view which is to look past short-
term market movements and the first-round impact of price moves, preferring to 
focus on long run inflation forecasts and expectations. The broad-based rally in SA 
bonds that followed the interest rate decision suggests investors are confident in the 
SARB’s ability to anchor inflation expectations despite an anemic domestic economy. 
SA bonds performed well in the closing months of the year, producing a return of 
2.7% in the 4th quarter and 7.7% for 2018. The FTSE/JSE Preference Share Index 
produced a stellar return of 15% in 2018, driven mainly by the increase in local 
inflation expectations in the 3rd quarter and the increase in demand from retail 
investors.  
 
With emerging markets out of favour and global liquidity receding, the rand 
weakened from 12.38 to 14.38, cushioning the blow for local investors who have 
exposure to offshore assets. Going forward, investors will need to weigh up the odds 
of further currency weakness against the more predictable attractive local yields on 
offer. This is by no means an easy decision as the rand remains one of the most 
volatile EM currencies while yields outside of the US remain low and developed 
equity markets have started to roll over.  
 
2018 was certainly a year that investors would like to forget but we encourage 
investors to stay invested and focus on their long-term goals. As Warren Buffet once 
said, “Be fearful when others are greedy and greedy when others are fearful."  
  
  
   
 

5 

10 

15 

20 

25 

30 

35 

2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 

ALSI Shareholder Weighted PE 
Expensive 

Cheap 

-$ 3 000 

-$ 2 000 

-$ 1 000 

$ 0 

$ 1 000 

$ 2 000 

$ 3 000 

2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 

NET PURCHASES OF SA BONDS BY FOREIGNERS 
(MILLIONS) 

-$ 4 000 

-$ 3 000 

-$ 2 000 

-$ 1 000 

$ 0 

$ 1 000 

$ 2 000 

$ 3 000 

2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 

NET PURCHASES OF SA EQUITIES  BY FOREIGNERS (MILLIONS) 



MARKET WATCH
December 2018

OFFSHORE MARKET COMMODITIES INDEX 31-Dec-18 YTD 1 M 3 M 1 Yr
RJ CRB Index TR 175.96               -10.7% -6.4% -12.5% -10.7%

PRECIOUS METALS

Gold  - USD/Oz 1 281.58           -1.6% 5.0% 7.5% -1.6%

Platinum  - USD/Oz 795.16               -14.3% -0.4% -2.5% -14.3%

Silver  - USD/Oz 15.49                 -8.6% 9.0% 5.7% -8.6%

Palladium  - USD/Oz 1 264.41           18.9% 7.1% 17.6% 18.9%

INDUSTRIAL METALS

Copper - Cash LME (US/ton) 5 949.00           -17.5% -4.5% -5.0% -17.5%

Steel - HRC Price 721.00 10.9% -5.4% -11.3% 10.9%

Aluminium - Cash LME (US/ton) 1 862.75           -17.4% -4.8% -9.0% -17.4%

ENERGY

Oil -  Brent Crude Spot Price (US$) 53.80                 -19.5% -8.4% -35.0% -19.5%

AGRICULTURAL PRODUCTS

Maize 375.00               -4.6% -0.7% 1.9% -4.6%

Wheat 503.25               2.0% -2.4% -4.6% 2.0%

EXCHANGE RATES 31-Dec-18 YTD 1 M 3 M 1 Yr

USD/GBP 1.27                  1.27            1.30            1.35            

Dollar (Appreciation)/Depreciation -5.7% 0.0% -2.2% -5.7%

USD/EUR 1.15                  1.13            1.16            1.20            

Dollar (Appreciation)/Depreciation -4.6% 1.2% -1.3% -4.6%

WORLD EQUITY INDICES 31-Dec-18 YTD 1 M 3 M 1 Yr

MSCI World (USD) 5 412                 -8.7% -7.6% -13.4% -8.7%

MSCI Emerging Markets (USD) 966                    -16.6% -2.9% -7.8% -16.6%

DEVELOPED MARKETS

US S&P500 2 507                 -6.2% -9.2% -14.0% -6.2%

UK FTSE100 6 728                 -12.5% -3.6% -10.4% -12.5%

DJ Euro Stoxx 50 3 001                 -14.3% -5.4% -11.7% -14.3%

France CAC40 4 731                 -11.0% -5.5% -13.9% -11.0%

Germany Exetra Dax Index 10 559               -18.3% -6.2% -13.8% -18.3%

Japan Nikkei 225 20 015               -12.1% -10.5% -17.0% -12.1%

EMERGING MARKETS

Brazil - Bovespa Index 87 887               15.0% -1.8% 10.8% 15.0%

China - Shanghai Composite 2 494                 -24.6% -3.6% -11.6% -24.6%

India - Bombay Sensitive 36 068               5.9% -0.3% -0.4% 5.9%

Russia - MICEX Russia Index 2 359                 11.8% -1.4% -4.7% 11.8%

FIXED INCOME MARKETS 31-Dec-18 YTD 1 M 3 M 1 Yr

JPMorgan Global Gov Bond Index 564.11               -1.0% 2.1% 1.4% -1.0%

LONG TERM SOVEREIGN YIELDS 31-Dec-18 1 M Ago 3 M Ago 1 Yr Ago

US Govt Bonds 10 Year (YTM) 2.7% 3.0% 3.1% 2.7%

UK Govt Bonds 10 Year (YTM) 1.3% 1.3% 1.6% 1.5%

SHORT TERM RATES 31-Dec-18 1 M Ago 3 M Ago 1 Yr Ago

US Repo Rate 6.1% 6.1% 2.3% 1.3%

US$ 12M LIBOR 3.0% 3.0% 2.9% 2.3%

HEDGE FUND INDEX 31-Dec-18 YTD 1 M 3 M 1 Yr

HFRX Global Hedge Fund Index 1 189.86           -6.7% -1.9% -5.6% -6.7%

From the trade war to the Fed, the fourth quarter of 2018 has been full of 
uncertainty, which is markets' least favorite scenario. The US equity market posted 
one of the worst October numbers since the financial crisis. The NASDAQ tumbled 
9% in October, marking its worst monthly drop since November 2008. Although the 
equity market caught some breath in November, they resumed the sell-off in 
December, vanquishing any hopes of  Santa Claus rally.  Also over the quarter 10-
year U.S. Treasury yield dipped from above 3.2% to below 2.7%, and high-yield bond 
spreads have risen by more than 200 basis points. The market is sniffing out the risk 
of recession on the near-term horizon. 
 
While a 10% correction in the market is not uncommon, there is one interesting 
aspect of 2018: intraday volatility. On February 5, 6, 8 and 9, and on December 26, 
the Dow traded in a 1,000-point range or more. That's only happened eight times in 
history. The fact that five of those days took place this year tells you everything you 
need to know about 2018.  The  Dow also  had its biggest day ever, rising a stunning 
1,086 points — a 5% rise. Not to be left out after eight daily S&P 500 moves of 1% or 
more in 2017, there were 64 such moves in 2018. Volatility clearly underscored 
much of the 2018 market.  
 
Despite this meteoric daily rise in December nearly every corner of the financial and 
commodity markets stumbled in 2018. Except for a modest gain in cash and a flat 
performance for a broad measure of US investment-grade bonds, last year was 
awash in red ink. 
 
Stocks in emerging markets suffered the biggest retreat among the major asset 
classes in 2018. The MSCI Emerging Markets Index tumbled 14.6% last year on a net 
total return basis. 
 
The derating of the US market over the last quarter comes as consensus for Q4 2018 
profits from S&P 500 companies has been trimmed 2.5% which, according to 
Bloomberg, is the most of any quarter since early 2017.  Investors have also been 
used to regular upward revisions during the Trump presidency.  The crux is whether 
a "reversion to mean" rate of underlying growth is underway, or trade conflict and 
tighter credit are stalling a decade-long upturn.  
 
Fourth-quarter profits are still expected to grow around 14% like-for-like, which is 
twice the average of the past five years; and the US market's fall has taken its 12-
month forward price/earnings (PE) below 15 times – helping explain a sudden 
outbreak of buyers.   
 
On December 19 th the FOMC hiked rates a fourth time in 2018 and the 8 th time 
since December 2016.  The hike was widely expected despite the Q4 market turmoil 
and falling measures of inflation.  In similar fashion to the ECB, the move was 
telegraphed well in advance and not hiking rates would have arguably caused more 
concern than not.  However markets did not respond favorably to the accompanying 
statement and Q&A which was widely criticized and at the very least confusing with 
Powell's previous comments made in October and November.  The FOMC reiterated 
its willingness to hike rates above neutral as long as economic data permits, and at 
the same time lowered its 2019 rate hike forecast to two from three.  Markets have 
already erased nearly all expectations for another hike in 2019.  The current 
probability for one hike is 6%, down from 75% just one month ago. 
 
Powell seemed less flexible regarding its "unprecedented" balance sheet reduction 
program and seemed to indicate it had little measurable impact on markets.  After 
holding steady around $4.5T for three years since January 2015, the balance sheet 
has declined nearly 10% to 4.08T throughout 2018.  Prior Fed leaders argued the 
purpose of QE was to provide liquidity and support assets. 
 
The U.S. dollar index rebounded from its worst annual performance in 13 years by 
gaining 4.4% in 2018 compared to 2017's decline of 9.9%. The strong U.S. economy, 
diverging central bank policy, wide rate differentials, and safe haven status helped 
attract flows to the detriment of large multi-national corporations as well as 
economies with high levels of dollar denominated debt. 
 
Long yields made fresh multi-years in 2018 with the 10-year treasury yield's move 
above the prior highs of 2013 and 2014 at the 3% - 3.05% range, to its 2018 high of 
3.25% made in October.  After a retest of the 3.05% breakout in late October, the 
long yield attempted a move to new highs but failed again at 3.25%.  The ensuing 
move lower has been swift with the 10-yr yield ending 2018 at 2.68%. 
 
The short end of the curve spent most of 2018 rising faster than the long end and 
thus the 2yr-10yr spread flattened to its narrowest spread in a decade.  The spread 
continued to decline along with the recent drop in rates and on an intraday basis 
bottomed at single-digit basis points in the days following the December FOMC. 
 
The sell-off in crude oil over the last quarter was due to short-term supply side 
shocks, most notably the U.S.’s agreeing to 180-day exceptions on Iranian sanctions. 
But supply is likely to tighten in coming months Saudi Arabia and Russia intend to 
reduce production by 1.2 million barrels/day, and U.S. shale oil supply growth is 
likely to slow since one-year forward WTI is now around $49, slightly below the 
average breakeven level for shale oil producers. With global oil demand set to 
remain strong, energy strategists see Brent oil rebounding to around $80 a barrel in 
2019, with WTI $6 below that. The precious metals sector of the commodities 
market posted an overall gain in the fourth quarter of 2018 thanks to increases in the 
prices of palladium and gold. The sector rallied even though the US dollar index rose 
by 1.05% over the three-month period. For the year ending on December 31, 2018, 
the precious metals sector was 3.46% lower as the dollar rose by 4.26% on the year. 
Palladium cushioned the loss in the sector for 2018. A big driver of this was the safe 
haven trade as volatility rose sharply in the last quarter. 
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Global indices were seemingly ahead of the now established weakening and in some areas contracting 
economic data within many of the world's largest economies.  And while the U.S. has been the lone bright 
spot, many believe it is only a matter of time before the slowdown washes up on our shores.  The decline in 
asset prices seems to indicate that process began in Q4 and over the next one to two quarters we should 
expect the economic data to deteriorate, and the corrective, volatile price action to continue. 
 
From a glass half full perspective, many global assets, including a brief spell for the S&P 500, are already in a 
bear market, and by the time the remaining few get on board, it is very plausible the global recovery will 
already be underway.  The timing of which largely depends on the outcome of future events such as the 
trade war with China and the looming U.S. government shutdown.  Also, there is policy risk from the Federal 
Reserve whose multiple rate hikes and largely unprecedented QT program may be having a more significant 
impact on liquidity, valuations, and the economy than what policy makers are seeing. 
 
 


