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LOCAL MARKET OVERVIEW

It has been yet another quarter where growth assets such as local equities (-4.88%) and local property (-3.99%) lost 
value. 

Reflecting on the calendar year of 2018, it was one of the worst years for our equity market as over 70% of our 
shares yielded negative returns. Naspers, which is Africa’s largest company by market value was the biggest drag on 
the local equity markets dropping 16%. Listed property shares also had a dismal year, after allegations of share price 
manipulation and insider trading were made against the Resilient stable of property firms.

CHIEF EXECUTIVE OFFICER

QUATRE

A french ballet term meaning, four of something. 
GraySwan provides their perspective on each of the four financial quarters.

“TO INVEST WITH SUCCESS, YOU MUST BE 
A LONG-TERM INVESTOR.” 

- John Clifton Bogle

SA Inflation (y-o-y) 5.20%
ALSI Level   52,736.86
Prime Rate  10.25%
Overnight Call  6.70%
Gold Price (R/kg)  R 593,193.41

Dollar / Rand Exchange Rate         R14.35
Euro / Rand Exchange Rate          R16.47 
British Pound / Rand Exchange Rate  R18.32
Brent Crude Oil ($/Barrel)         $54.44
Gold Price ($/OZ)                        $1,280.92
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The table below outlines the performance of growth assets compared to an investment in money market and also 
versus inflation over the short-, medium- and long term.  

The results clearly show that money market assets have been the best performers over the short- to medium term (1, 
3 and 5 years). 

The results however also show that investors need to invest in growth assets and stick to their long-term investment 
strategy if they want to yield returns well in excess of inflation. Over the last 10 years local equity and local property 
yielded returns of 12.62% and 12.09% per annum which is well in excess of inflation. 

ABSOLUTE PERFORMANCE

1 YEAR 3 YEARS 5 YEARS 10 YEARS
LOCAL EQUITY -8.53% 4.33% 5.77% 12.62%
LOCAL PROPERTY -25.26% -1.19% 5.70% 12.09%
LOCAL CASH / MONEY MARKET 7.25% 7.39% 6.91% 6.70%
SA INFLATION 5.18% 5.47% 5.39% 5.34%

During the first half of 2018 South Africa entered a technical recession after two consecutive quarters of negative 
growth. But at the start of December we officially exited the recession after reporting a GDP growth of 2.2% during the 
third quarter.

“Challenges are what make life interesting. 
Overcoming them is what makes life meaningful.” 

- Joshua J. Marine
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This was thanks to a 4.5% growth in the secondary sector (manufacturing, processing and construction) and 2.6% in the 
tertiary sector (service industry, such as retail and wholesale, transportation and distribution, restaurants, insurance, 
banking etc.). 

Another factor that influences the country’s economy on many levels is the price of fuel. South Africa entered the last 
quarter of 2018 with a fuel price increase of just over R1 per liter (95 ULP inland), after a fairly stable third quarter. 
This hike meant an increase in the cost of goods and services which gave the consumer less spending power, and 
subsequently inflation was pushed slightly higher, from 4.9% in September to 5.1% in October and 5.2% in November. 
These fuel price hikes were mainly the result of a weakening Rand/Dollar exchange rate, increasing import prices of 
petroleum products and higher crude oil prices.
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Financial planning is about more than just good advice or investment returns.
It’s about providing guidance that you can trust.
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In December the price of fuel dropped sharply by R1.84 per liter, which contributed to the first significant sign of 
deflation since the first quarter of 2018 and saw CPI lower to 4.5%. This drop in fuel price was largely thanks to 
decreasing international petroleum prices and a firmer Rand/Dollar exchange rate in November.

While changes in the fuel price do not directly correlate with the performance of any specific asset class, it does 
contribute to a change in CPI and thus affects the real returns investors earn in their investment portfolios. 
The fourth quarter of 2018 had a bumpy start in this regard, but December did bring slight relief.

OFFSHORE MARKET OVERVIEW

It was also a very poor quarter for global growth assets such as global equities and global listed property. The declines 
were mainly the result of concerns over global trade i.e. the US-China trade wars and slowing global economic growth 
(especially in China). December month specifically was a difficult month for offshore equity investors – in fact the worst 
for US equities in nearly 90 years. 

Further, Brexit woes continued as Prime Minister Theresa May had to cancel a planned parliamentary vote on the 
Brexit deal she had negotiated with her European counterparts, once it became obvious that she lacked support to get 
the deal approved. This led to a vote of no confidence, which she survived. 

With the European market being no exception the MSCI EMU index (an equity index tracking the largest companies 
from the Eurozone, containing roughly 300 stocks and representing about 85% of the market capitalization of this 
region) returned -12.7%. A challenging environment was created by the Brexit-saga, as mentioned above, slower 
Chinese growth, rising US interest rates and trade tariffs.

“To invest with success, you must be a long-term investor.” 

 - John Clifton Bogle
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It was clear from the flash PMI survey (an estimate or advance indication of the Manufacturing Purchasing Managers’ 
Index based on 85% to 90% of the total PMI survey responses each month) that the Eurozone economy’s momentum 
was still slowing down. For December it showed business activity slowed to the weakest level in over four years.

The table below outlines the performance of global growth assets compared to an investment in US money market 
and also versus US inflation over the short-, medium- and long term.  The results show that money market assets have 
been the best performers over the short term (1 year) but that growth assets outperformed money market over the 
medium- to long term. Over the last 10 years global equity and global property, as with their local growth counterparts, 
yielded very strong returns of 9.46% and 10.60%, which is well in excess of inflation. 

ABSOLUTE PERFORMANCE

1 YEAR 3 YEARS 5 YEARS 10 YEARS
GLOBAL LISTED EQUITY -9.42% 6.60% 4.26% 9.46%
GLOBAL LISTED PROPERTY -4.49% 3.47% 5.22% 10.60%
USD CASH 2.06% 1.24% 0.81% 0.53%
US INFLATION 2.18% 2.02% 1.58% 1.72%

Still amid the US-China trade dispute, emerging markets also lost value in the last quarter of 2018. The MSCI Emerging 
markets index decreased in value but outperformed the MSCI World index.

With the sharp fall in crude oil prices, as mentioned above, several oil-producing emerging markets such as Colombia 
and Russia, fought an uphill battle.

The graph below shows the performance of the ranked developed and emerging equity markets in US dollar terms, for 
the fourth quarter of 2018.  

At GraySwan - we have a passionate commitment to share 
investment ideas to help others succeed.



QUATRE 2018 Q4 MARKET COMMENTARY

www.grayswan.co.za   l   021 852 9092 (CT)   l   011 431 0141 (JHB)

INVESTMENT CONSULTING  I  WEALTH MANAGEMENT  I  TREASURY SOLUTIONS

Emerging markets such as Brazil, Indonesia and India, who were also sensitive to external pressures, benefited from 
the lower oil prices and posted gains.

On the currency front, the Rand was the fifth-worst-performing currency against the US dollar in 2018 and depreciated 
by 16%. Such depreciation at least helped to diversify South African investors and ensured that offshore assets produced 
positive returns in Rand terms. 

As can be seen above, in the fourth quarter the Rand declined by 1.62% and was the eighth-worst-performing currency 
against the Dollar. In the first, second and third quarter the Rand moved respectively +4.5%, -15% and -2.8% against 
the Dollar.

This poor performance for the Rand was the result of various factors such as a lack of foreign investments into the 
country and less-attractive interest rates for foreigners, less quantitative easing from the US and EU, and the reality 
setting in of the gigantic task that lies ahead of President Cyril Ramaphosa to turn the country around.

In summary, 2018 has simply been a terrible year for financial markets. There was nowhere to hide. Deutsche Bank 
research shows that close to 90% of all asset classes fell in 2018, which is the worst broad sell-off of assets they have 
recorded since 1901. 

“Patience, persistence and perspiration make an 
unbeatable combination for success.” 

- Napoleon Hill
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WHY CONTINUE TO INVEST IN RISKY ASSETS? 

Investors may understandably be asking “why take risk if risky asset classes have not outperformed low risk money 
market assets?”

The answer lies therein that investing is not a short term or speculative strategy but is based on a well-diversified plan 
to yield inflation-beating returns, taking market conditions into account.  

Investors should also realize that after environments of fear and uncertainty there are very attractive entry points to 
invest at lower levels thereby creating a foundation for strong returns in the years to follow.

As Warren Buffet, perhaps the best investor of all time notes – “Every decade or so, dark clouds will fill the economic 
skies, and they will briefly rain gold. When downpours of that sort occur, it’s imperative that we rush outdoors carrying 
washtubs, not teaspoons.” 

Our local equity and property markets are now trading at very attractive levels. Relative to other markets they haven’t 
been this cheap in more than 5 years. The last four occasions when the majority of local equities yielded negative 
returns resulted in strong returns in the following year or two. For example, our local equity market returned 70.8% in 
1999, 32.6% in 2001, 32.1% in 2009 and 20.95% in 2017. 

Our local property sector is currently yielding 9.3% - the highest in ten years. The correction in the sector has been 
overdone and a number of stocks are very attractively priced. If we experience only some macro improvement in the 
local economy our property market should do very well from these low levels. 

South African bonds compare favorably to their emerging market peers, relative to their own history, and still offer 
good value and therefore warrant an allocation.

It’s not about timing the markets
but time in the market.

“When it is obvious that the goals cannot be reached, 
don’t adjust the goals, adjust the action steps. ” 

- Confucius
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LOOKING FORWARD 

Smart investors follow a disciplined investment approach, which requires courage to look beyond the short-term in 
search for long-term value. 

JIM CRAMER, FORMER HEDGE FUND MANAGER AND BEST-SELLING AUTHOR, ECHOES THIS 
SENTIMENT WHEN HE SAYS: “THE HARDEST PART OF INVESTING IS HOLDING ON THROUGH 
DIFFICULT PERIODS AND TAKING SHORT-TERM PAIN SO YOU CAN HAVE LONG-TERM GAINS”. 

THAT EFFECTIVELY ENCAPSULATES THE LONG-TERM INVESTMENT MINDSET.

Most importantly, smart investors don’t allow their future to hinge on single macro economic and investment views but 
rather value diversification across sectors, industries, regions, investment managers and funds as well as currencies. 
Looking forward, the change in stance in December 2018 by the US Fed and their adoption of a more patient approach 
to hiking US interest rates provides the foundation for a more positive global risk environment for South African assets. 
As noted previously, at current levels our local bond-, property- and equity markets offer many attractive opportunities 
relative to our offshore counterparts. 

Albeit that we are positive for better prospective local returns, we recognise that we continue to face many domestic 
risks, including national elections where the amount of support for the top three parties are expected to result in a few 
surprises, and a February budget, which will be exceptionally tight. We do however believe that any confidence boost 
in South Africa should lead to a stronger Rand exchange rate and stronger growth markets during 2019. 

Looking abroad, the concern remains that US equity valuations remains extended albeit to a smaller extent post the 
December losses. Continued trade uncertainties between the US and China may also continue to have a negative 
impact on the markets. As a result, the Fund continues to implement hedges to protect the Fund performance against 
any downside – especially within US equity markets which are fully priced.

Looking at the emerging market equities, the biggest factors to keep an eye on that could contribute to a positive 
trajectory are a weakening US dollar, the US-China trade relations reaching an acceptable outcome and some relief 
regarding China’s growth concerns. 

In summary and perhaps a few words of wisdom – the tactics of timing the market are fraught with danger; history 
vouches for the fact that “time in the market” is a safer strategy than trying to time the market. 

CONTACT US

If you have any questions regarding our Research, Investment Consulting, 
Wealth Management or our Treasury Solutions  services please contact us today.
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OUR SENIOR TEAM

The core of our investment team has been working together for more than a decade. Our collective investment 
experience exceeds a 90 years of advising to and managing institutional client’s and private client’s assets in South 
Africa.
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UN PRI is an international investor 
initiative sponsored by the UN and 
based on six principles for responsible 
investments. The aim is to help investors 
actively to incorporate environmental, 
social and governance issues into their 
investments.
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