
A reflection on the markets 

 

October 2018 was again living up to its infamous past and offered investors more tricks than treats. 

  

The S&P 500 lost almost $1.91 trillion, or roughly 6.9% of its value and investors were again 

reminded of this month’s nasty tendencies which can be traced back to the 1929 crash, the 1987 

crash and also the crash of 2008. Big tech stocks, most well-known as FAANG's (Facebook, Apple, 

Amazon, Netflix and Google) were among the casualties. Amazon and Netflix lost almost 20% on 

average, with Facebook and Alphabet losing 7% and 10% respectively. On top of this the Dow Jones 

Industrial Average shed in excess of 5% during this month alone. 

International markets suffered contagion, with the Hong Kong Hang Seng tumbling 10% during this 

year, China’s Shanghai Composite losing roughly 8% and the MSCI, which tracks 21 developed 

markets outside of the USA and Canada again shedding almost 9%. Our Local JSE has unfortunately 

not been spared and over the last year the JSE All Share Index has retreated by roughly 14% to 

date. 

  

On Friday the 2nd of November our JSE All Share Index had stumbled to 53 578, a level last seen in 

late 2016. Bloombergs indicates that President Trump wishes to discuss his tariffs with his Chinese 

counterpart at the next G20 summit and all major indices rally, with even the Asian markets 

showing gains of more than 2% later that evening and our JSE eventually recovering to 54 271 at the 

close. 

  

So is this just trade uncertainty and general negative sentiment driving the markets? 

When one listens to comments made by some multi-national CEO’s then there is a clear indication 

that global risk is perceived to be driven by the potential of further rate hikes in the US, which 



creates further strength in the Dollar, which again fuels the fire of President Trump’s trade war 

with China. Brexit may well be considered the EU’s trade war, but it does appear that the EU and 

the UK may have found some resolve here. We will however only know closer to the end of 

November 2018. 

  

Looking at International Monetary Fund (IMF) predictions then it appears that the developed world 

is expecting growth of around 3%, with China and India both leading the way with expected GDP 

growth in excess of 6.5%. Some commentators have been wary of a supposed slowdown in China, 

but the Chinese President Xi Jinping has already shown his commitment to stimulate his economy 

actively by potentially devaluing his currency and has also increased potential international trades 

by reducing import taxes by around $30 billion. The IMF is actually more bullish when it comes to 

developing markets and expectations are that these markets could surprise with GDP growth in 

excess of 4%. 

So what are we currently seeing? 

  

Recent results announced by companies like GM, Apple, Facebook, Coca-Cola and Microsoft to 

name a few, indicate that corporate USA is rather healthy. So far 80% of companies have 

reported better than expected earnings compared to 2017. Even the US jobless numbers are 

showing record low levels of around 3.7% after another 250 000 jobs were created during 

October 2018, which was well above the expected 190 000. 

  

Locally our bond market has found favour by recent comments made by finance minister Tito 

Mboweni around focusing on government waste and the excessive wage bill which accounts for 

roughly 35% of the R1.7 trillion budget. South African Airways as a business enterprise is being 

re-evaluated and it is becoming clear that minister Mboweni is applying sound business 

principles when analysing State Owned Enterprises (SOE’s). 

The fact that South Africa’s budget deficit is not expected to exceed 60% by 2020 also reflects 

South Africa’s long term commitment to have a sound monetary policy and a solid fiscal policy, 

which has also always been backed by one of the world’s best financial and banking systems. 

With SARS being taken back from the plunderers and with an experienced Pravin Gordhan 

making sure that SOE’s are managing their financial affairs properly, one can be hopeful that 

the rating agencies will allow the new leaders some time to rectify the course of the new SAS 

South Africa. 

  

Our long term bonds are trading at levels around 9.19% to 9.37% and expectations are that this 

could reduce to levels below 9% as international interest rates are expected not to increase 

much further. Even the Rand has found a more solid footing at levels around R14.25 to R14.40 

against the US Dollar, which is well below the R15 to R16 levels reached during the Zuma 

regime. Core inflation remains below 5%, which in itself allows the Reserve Bank some leeway 

to relax its interest rate stance, which again will assist our local GDP to gain the potential 1.5% 

to 2% growth by 2020. 

Local shares like Naspers, which makes up approximately 21% of the JSE Top 40 index, Aspen 

pharmaceuticals, Richemont, MTN, Barlows and SASOL have seen their share prices slashed by 

between 30-50%. If one does an analysis of these companies then their balance sheets are in 

fact very healthy and at these levels we are in fact purchasing the companies at potential 2-3 

year lows. 



The JSE All Share Index reached a peak of almost 62 000 this year, but then retreated to 

around 51000 and has now recovered to around 53 500. This is still roughly 16% below the 

record level so surely the astute investor will recognise that there is some serious potential 

here. Corporate SA is currently sitting on around R800 billion in cash and if President 

Ramaphosa can create a more favourable environment for companies to invest here and to 

continue to focus on infrastructural development and to introduce sensible measures to 

radically improve the performances of State Owned Enterprises and continue to eradicate the 

parasitical effect of incompetence as described by amongst others the Nugent commission, 

then these cash piles will eventually find their way into the economy and create the desired 

growth effects needed to also appease the rating agencies. 

A last sobering thought is to remember what Warren Buffet has always stated; “If others are 

fearful you want to be greedy and when others are greedy it is time to be fearful.” Mr Buffet is 

not known as a trader and has always bought into companies for the long haul. There is 

however clear indications that he has recently started to buy into shares from Bank of America 

and his beloved Coca-Cola purely because of the oversold markets. He has also bought 

approximately $1 billion of Berkshire Hathaway shares back, which he believes was an absolute 

steal at the current price levels. 

 

Our view remains that an investment portfolio should have at least a 25-30% exposure to more 

risky assets like equities and even property at all times. This includes a balanced offshore 

strategy. The simple reason behind this approach is that a dedicated money market and or 

fixed interest investment strategy will struggle to achieve the yields of these higher risk assets 

over the longer period and that any potential miscalculations of a market timing is also 

excluded completely. With interest rates expected to remain at very accommodative levels 

worldwide to assist in economic stimulus, a so called “low risk” investment in money market 

and fixed interest assets only, may very well further struggle to combat the eventual erosive 

effect of increased inflation over time. 

 

Interesting Quote “Interest rates are rising, which is bad for stocks. But rates are rising because the economy is 

growing, which is good for stocks. High growth could cause inflation, which is bad for stocks. But inflation could 

boost earnings, which is good for stocks. Repeat until crazy”. 

(Source: Morgan Housel) 
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