
Market Synopsis – December 2017 

In this last edition of the Market Synopsis for 2017, we look 

forward to the New Year and provide our economic and 

market outlook for 2018. In last month’s Market Synopsis, 

which provided an overview of 2017 to end of November, 

we concluded that “strong global growth and rising 

earnings are expected to be supportive of equities going 

into 2018 (own underlining). We elaborate on these two 

themes below: 

Economic outlook 

Figure 1 shows that global growth expectations continue 

to be revised higher. We expect US economic growth to 

continue accelerating into 2018 as a result of the recently 

passed US tax bill, increased net exports due to a 

weakening of the USD this year, dwindling spare capacity 

and faster wage growth, which should spur business 

investment and consumer spending. The accelerating 

growth should (eventually) lead to higher inflation – 

Figure 2 shows that inflation pressure is growing. This would 

force the US Federal Reserve to raise rates four times 

during 2018, roughly two more hikes than the market is 

currently pricing in. We will come back to the US inflation 

and monetary policy implications later in the Market 

Synopsis when we provide our Market Outlook. 

The Eurozone and Japan should also continue to grow at 

a robust pace, albeit cooling somewhat from the heady 

pace of 2017. Various leading indicators for both 

economies point to continued positive growth 

momentum – see Figure 3. A potentially more worrying 

development is China’s growth downtick in recent 

months. Real-time measures of industrial activity, such as 

electricity generation, freight traffic and excavator sales 

have slowed since the start of the year. In addition, the 

Caixin manufacturing PMI has dipped, signalling weaker 

growth prospects among the country’s small-to-medium 

sized private enterprises – see Figure 4. Monetary 

conditions have also tightened. How worried should 

investors however be? So far, there is no reason to panic. 

Growth has weakened, but from an above-trend pace. 

Nominal GDP growth reached 11.2% year-over-year in Q3 

2017, up from 6.4% in Q4 2015. Producer price inflation 

rose to 6.9% in October before backing off to 5.8% in 

November. Some cooling in the economy was both Figure 2: US inflationary pressures are starting to brew 

Figure 1: Strong performance in equity markets 

* TREND INFLATION MEASURE BASED ON BROAD PRICE VARIABLES, 

MACROECONOMIC VARIABLES, AND FINANCIAL VARIABLES. 

SOURCE: FEDERAL RESERVE BANK OF NEW YORK. 



Figure 4: Growth has ticked down modestly in China Figure 3: Positive growth momentum in the Euro Area and Japan 



Table 1 shows that the lag has averaged seven months 

during the post-war era, with the past three recessions 

featuring an average gap of less than four months. In 

fact, history suggests that the 7th and 8th innings of 

business-cycle expansions are often the most profitable 

for investors. The S&P 500 has delivered an average 

annualised real total return of 14.2% since 1950 in the 

13-to-24 months prior to past US recessions – see Table 2. 

This exceeds the average return of 10.1% during business-

cycle expansions. 

The S&P has returned 8% at an annualised pace in the 

7-to-12 months prior to past recessions. While this is below 

the average return during past expansions, it is still well 

above the average return on bonds and cash during the 

corresponding periods. In addition, the performance of 

equities in the 7-to-12 month period preceding recessions 

has improved sharply over the past few business cycles. 

The S&P 500 generated an annualised real total return of 

22.2%, 20%, and 13.6% in the 7-to-12 months prior to the 

beginning of the 1990-91, 2001, and 2007-09 recessions, 

respectively. 

Equities only begin to underperform in a meaningful way 

in the six months before the recession and continue to 

underperform in the initial phase of the downturn. Thus, 

inevitable and desirable. A more ominous slowdown 

cannot be ruled out, but that would require a substantial 

policy error. Although this has happened in the past, we 

believe that the Chinese policymakers are unlikely to take 

measures that allow growth to fall significantly below 

trend. In fact, the recent evidence suggests that the 

authorities are tentatively easing their foot off the brake: 

Bond yields and credit spreads have come off their 

recent highs. New loans to the real economy accelerated 

to RMB 1.12 trillion in November, well above consensus 

estimates of RMB 800 billion. While the Y-o-Y change in 

money supply (M2) growth remains close to historic lows, 

the three-month change has turned higher sharply. Higher 

core inflation has pushed real deposit rates into negative 

territory, making it increasingly painful for households to 

hold cash. This should cause the velocity of money to 

speed up, allowing nominal GDP growth to exceed 

money growth. All these factors should be supportive of 

economic growth going into 2018. 

Market outlook 

As we further concluded in last month’s Market Synopsis 

“…US equities appear to be overbought… a continued 

surge in the market will, in our view, inevitably set the 

stage for a correction to bring things back into 

equilibrium.” If such a stock market correction occurs, it 

would represent a (short to medium term) buying 

opportunity, we believe. Historically, recessions and bear 

markets have gone hand in hand. Right now, none of the 

various recession indicators we monitor are warning of an 

imminent downturn. In fact, and as mentioned in previous 

editions of the Market Synopsis, we believe that the US 

economy will only experience a recession in 2019. This will 

occur as the continued tightening of the labour market 

and the build-up of inflation pressure in the US economy 

leads the US Federal Reserve to further tightening of 

monetary policy. This tightening and concomitant USD 

strength during the next couple of months, amongst other 

factors, will decelerate the economic momentum too 

much, eventually leading to a downturn. Markets will sniff 

out a recession before it happens, but in general, the lag 

time between when markets peak and when recessions 

begin does not tend to be very long.  

RECESSIONS 
S&P 500 
PEAK* 

S&P 500 
TROUGH* 

PEAK-TO-
TROUGH 
DECLINE** 

JUL '53 - MAY '54 -7 mos. +1 mos. -12.50% 

AUG '57 - APR '58 -13 mos. +4 mos. -20.30% 

APR '60 - FEB '61 -9 mos. +6 mos. -12.10% 

DEC ‘69 - NOV ‘70 -13 mos. +6 mos. -38.30% 

NOV ‘73 - MAR ‘75 -11 mos. +10 mos. -53.80% 

JAN ‘80 - JUL ‘80 0 mos. +2 mos. -18.20% 

JUL ‘81 - NOV ‘82 -8 mos. +12 mos. -29.90% 

JUL ’90 - MAR ‘91 -2 mos. +3 mos. -20.90% 

MAR ‘01 - NOV ‘01 -7 mos. +18 mos. -50.40% 

DEC ‘07 - JUN ‘09 -2 mos. +14 mos. -56.10% 

AVERAGE -7 mos. +8 mos. -31.20% 

* RELATIVE TO THE START OF THE RECESSION, AS DEFINED BY THE NBER. 

** CALCULATIONS BASED ON REAL TOTAL RETURN INDEX. 

Table 1: Equities and recessions Source: BCA Research 



Table 2: Comparison of equity performance prior to recessions 

consequence. It is however still too early to run for the exits 

as markets normally sniff out a pending recession well in 

advance: With another recession still at least a year away, 

it is too early to get bearish on equities and other risk 

assets. Any correction early in 2018 should be seen as a 

short to medium term buying opportunity. As the year 

continues and economic and market conditions 

deteriorate, a meaningful decrease in portfolio risk might 

be advisable.  

We will however continue to diligently monitor economic 

and market conditions, whilst remaining ever steadfast in 

our value investment philosophy and process to ensure 

that investors, with the appropriate investment horizon, 

achieve pleasing investment returns over the full 

investment cycle. 

even if one had known with complete certainty that a 

recession was coming, getting out of equities more than 

six months in advance of the downturn would have been 

a mistake. With another recession still at least a year 

away, it is too early to get bearish on equities and other 

risk assets. 

In conclusion, we believe that the current global 

economic momentum will continue into 2018. The US 

economy will accelerate in its economic expansion 

leading to the US Federal Reserve continuing to tighten 

monetary policy by hiking interest rate twice more than 

what the market currently expects. This monetary policy 

tightening, amongst other factors, will result in an 

economic downturn in 2019. The US economy, most 

often the global bellwether, will lead to a global 

downturn, with a probable bear market in equities as 

S&P 500 ANNUALISED REAL RETURNS (%) 
PRIOR TO RECESSIONS 

MONTHS PRIOR TO RECESSION   

13-24 
MONTHS 

1-24 
MONTHS 

7-12 
MONTHS 

1-12 
MONTHS 

1-6 
MONTHS 

BUSINESS 
CYCLE 

EXPANSION 

AVERAGE RETURNS POST-1950s 14.2 6.8 8 0.1 -7.8 10.1 

JUL 1953 - MAY 1954 21.9 12 17.8 2 -13.8 14.7 

AUG 1957 - APR 1958 15.8 7.1 -17 -1.6 13.9 19.3 

APR 1960 - FEB 1961 31.3 16.8 6.6 2.2 -2.2 15.8 

DEC 1969 - NOV 1970 13.4 -1.3 -11 -15.9 -20.7 5.8 

NOV 1973 - MAR 1975 16.9 4.9 -11.3 -7 -2.7 6.2 

JAN 1980 - JUL 1980 0.5 2.2 6.8 5.4 4 3.1 

JUL 1981 - NOV 1982* … … 32.2 10.5 -11.2 4 

JUL 1990 - MAR 1991 14.3 13.1 22.2 11.9 1.6 14 

MAR 2001 - NOV 2001 8.9 -0.7 20 -10.3 -40.6 12.5 

DEC 2007 - JUN 2009 11.6 7.6 13.6 3.6 -6.3 4 

* FIRST 2 COLUMNS OMITTED DUE TO OVERLAP WITH PREVIOUS RECESSION PERIOD. 

NOTE: MONTHLY RETURNS ARE ANNUALIZED AND DEFLATED BY THE CONSUMER PRICE INDEX. 

CALCULATIONS FOR THE S&P 500 ARE BASED ON TOTAL RETURN INDEXES. 

Source: BCA Research 
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For more information on this Market Synopsis or to discuss solutions provided by Integrity Asset Management, please 

contact us at:  

Tel:   (021) 671 2112 

Cell:  072 513 2684 / 084 601 1025 

E-mail: nic@integrityam.co.za / herman@integrityam.co.za  

Website: www.integrityam.co.za  

 

Indicator Spot MTD YTD Y-o-Y

Gold 1 303.05   1.5% 13.1% 13.1%

Brent Crude 66.87        6.0% 17.7% 17.7%

USDZAR 12.38        -9.1% -9.9% -9.9%

EURZAR 14.85        -8.0% 2.8% 2.8%

GBPZAR 16.72        -8.6% -1.3% -1.3%

JSE All Share TRI 8 450.28   -1.4% 21.0% 21.0%

JSE Resources TRI 2 286.15   -1.9% 16.8% 16.8%

JSE Industrials TRI 15 116.11 -6.3% 25.4% 25.4%

JSE Financials TRI 9 706.67   9.2% 24.4% 24.4%

JSE Listed Property TRI 2 463.85   4.7% 17.2% 17.2%

S&P 500 2 673.61   1.8% 19.4% 19.4%

Euro STOXX 50 7 048.52   -2.3% 9.2% 9.2%

FTSE 100 6 519.85   4.1% 11.9% 11.9%

Nikkei 225 35 413.76 0.9% 21.3% 21.3%

Hang Seng 80 745.25 1.0% 41.3% 41.3%
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