
1st Quarter 2018 House View
Strong fundamentals contending with high valuations



The consensus view

▪ Global GDP growth expected to reach 3.9% in 2018 (IMF estimate). This will provide continued demand for later cycle assets, commodities and EM’s.

▪ Peripheral EU concerns are abating. EU inflation ticking up and growth and debt-to-GDP are improving (explaining EURUSD strength all else equal).

▪ Rate hikes from the Fed this year; resulting in the US 10 year yield increasing towards the 3.00% level.

▪ The oil price will remain capped, notwithstanding the strong global GDP environment which is good for EM’s and global growth generally.

▪ Central bank policy normalisation likely to be the dominant theme this year.

▪ Global growth and stronger ZAR (improved SA consumer confidence) benefiting miners and SA inc.

Things to think about

▪ Quality of debt of European bond markets (Greek Government & poorly rated European corporates raising capital cheaper than the US government).

▪ China’s ability to manage the combination of extraordinary domestic debt levels, pollution and inequality in the face of potential trade wars.

▪ US corporate tax cuts to be replicated elsewhere.

▪ Central banks continuing to ignore inflation in favour of growth for too long?

▪ Jerome Powell ability to manage the withdrawal of liquidity from the US market without impacting asset prices as Yellen was able to do.

▪ The new ‘pro-business’ regime in SA turns out to be more ‘pro worker’ as the 2019 election takes centre stage for the ANC.
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MACRO VIEWS



The economy continues to show strength, with high-frequency data for this quarter pointing to sustained
momentum. In November, the ISM manufacturing index eased on shorter delivery times but continued to
showcase a healthy sector. The picture remains similarly upbeat among consumers, with data for
November showing stronger-than-expected growth in employment and retail sales, an unemployment rate
unchanged at a 17-year low and soaring consumer confidence. On the policy front, House and Senate
Republicans ironed out differences on the tax reform plan and approved a new version on 20 December,
giving President Trump his first major legislative achievement.

strong long-term trend



The Eurozone economy is enjoying its brightest growth spell in over a decade. Tailwinds from faster global
growth, an improving labor market and record-low interest rates remain in place, and incoming figures for
Q4 point to another period of fast expansion. The unemployment rate fell in October, and economic
sentiment rocketed to the highest level since October 2000 in November. Furthermore, the flash
manufacturing PMI hit a record high in December. A breakthrough deal between the EU and the UK,
reached in December, has paved the way for trade talks and discussions over the future relationship. The
deal averts a hard border with Ireland; it is a solid step towards reducing the uncertainty generated by the
Brexit vote. While the progress bodes well, several difficult issues need to be tackled in the upcoming year.

Positive long-term trend

stimulus having a 
positive effect



Q3’s healthy growth momentum appears to have carried over into Q4 as strong global demand propels
demand for Japanese goods. This year’s stellar export performance is supporting manufacturing activity, as
highlighted by December’s PMI figure, which hit a nearly four-year high. Investment is also benefiting from
resilient global growth, with business confidence in Q4 climbing to an over one-decade high. Although
weak wage growth is preventing the economy from achieving a more sustainable trajectory, consumers are
increasingly confident that their incomes will increase in the coming months, providing a glimmer of hope
to policymakers. To shore up salary increases, the government unveiled a tax reform plan on 14 December,
which includes measures to lower taxes for firms that increase wages by 3%. The success of this initiative
remains to be seen, however, as the tax relief will be only for three years, discouraging businesses from
pushing up wages.

stimulus having a 
positive effect



Economic momentum appears to have lost some steam in Q4 as the economy is transitioning towards a
more sustainable growth trajectory. Investment growth decelerated in November due to a cooling
property market. Moreover, industrial production remained weak in November amid the government
campaign to improve air quality. Conversely, growth in retail sales was robust, signaling that the role of
consumer spending in the economy is gradually strengthening. The Economic Work Conference took place
in December following the 19th National Congress of the Communist Party of China held in October, where
the party leadership set the long-term economic guidelines for the country. Participants drafted the main
economic policies and targets for 2018. The conference focused on addressing major risks such as financial
leverage, pollution and poverty. GDP growth and inflation targets remained unchanged at 6.5% and 3.0%,
respectively.

hard landing concerns 
negated for now



Optimism has been priced into the South African market, post the ANC Elective conference, whereby Cyril
Ramaphosa emerged as the new President of the ANC. The R186 Bond yield and rand have strengthened
considerably following the announcement. Economic problems such as elevated youth unemployment and
the loss of competitiveness in key sectors due to red tape and cumbersome laws that deter investment will
need to be addressed by the new administration. Although solid growth was recorded in Q3, showing that
the economy is gaining traction after exiting a technical recession in Q2, it has done little to placate
growing concerns over the economy’s underlying health. On 24 November, S&P Global Ratings
downgraded South Africa’s credit rating over concerns of the health of public finances and reform outlook,
while Moody’s placed its credit rating on review for a downgrade. Fitch Ratings will decide after the ANC
Conference.

Sideways movement for almost a decade



MARKET RISKS



Market Risks
Risk Rating

1 2 3 4 5

UK Euro exit 3

Geo-political risks 4

Trump Policy Uncertainties 4

FED Hawkish Shift 3

Magnitude of Dollar Strength 2

DM Central Bank Tightening 4

China's Overheated Property Market 3

SA Credit Downgrade 3



ASSET ALLOCATION



Global Asset 

Allocation

Expected 

Return 

(local)

Q1 

2018

Q4 

2017
Comments

Offshore Equity 6% N
US  (60% of the MSCI World) valuations look stretched relative to history but supported by 

low interest rates and earnings growth. Europe & Nikkei looking relatively more attractive 

from a valuation perspective. 

Offshore Property 3% N
Increased probability of rising DM bond yields likely to be a headwind for DM property. This 

against, synchronized global growth which should provide some support to property stocks.

Offshore Fixed Income 1% - 2% N
Corporate/high yield debt and EM Debt preferred over DM government debt. Rising inflation 

will place pressure on bond prices.

Offshore Cash 1% N N Prefer cash to core DM government bonds. Also offers optionality.

OFFSHORE MARKETS

Underweight Moderately

overweight

Moderately

underweight
OverweightNeutral

N



LOCAL MARKETS

SA Asset Classes
Expected 

Return (ZAR)

Q1 

2018

Q4 

2017
Comments

SA Equity 12% N
Looking attractive. SA Inc. favourable post the removal of the ANC Conference uncertainty 

and expectations of an improving SA economy. Resources supported by global growth and 

weak US Dollar. 

SA Fixed Income 10% N
400bps real yield can't be ignored if the carry trade remains relevant for SA Bonds. Removal 

of ANC Conference uncertainty provides a further underpin whilst a rating downgrade by 

Moody's remains a risk.

SA Cash 7% N More favourable outlook on SA Bonds relative to cash compared to previous quarter.

SA Listed Property 8% N N
Improvement to SA growth, consumer confidence and possible interest rate cuts all 

supportive. SA Listed Property Index however carries a large offshore component (rand 

strength a risk) and excess supply in the market a concern.

Preference Shares 12% Attractive yield plus capital appreciation (grandfathering) provides potential upside.

$/R (+ for ZAR 

strength)

R11.00 -

R14.00
N

Revival of consumer confidence, improvement in SA growth and governance all supportive 

for the rand.

Underweight Moderately

overweight

Moderately

underweight
OverweightNeutral

N



SECTORAL POSITIONING

Sectoral Positioning
Expected 

Return (ZAR)

Q4 

2017

Q3 

2017
Comments

Resources 22% N
Synchronized global growth and weak USD both supportive of resource prices 

(and resource companies). 

Financials 15% N
Whilst financials have rebounded sharply post ANC Conference outcome, they still offer 

value;  further supported by macro backdrop of a potential improvement to consumer 

confidence and SA growth. 

Industrials 0% N
Rand hedge stock valuations stretched, coupled with the headwind of a stronger rand to 

place pressure on the rand hedge component of this index.

Underweight Moderately

overweight

Moderately

underweight
OverweightNeutral

N
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