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Mark Twain is alleged to have quipped that “history does 

not repeat itself, but it often rhymes.” In understanding 

and interpreting economic and market conditions we 

often look to historic events or periods to gauge how 

similar circumstances and characteristics could shape 

future asset class performance. In this regard we currently 

find many similarities to the market environment which 

prevailed at the tail end of the 1991 – 2001 expansion.  

The mid-to-late 1990s was a tale of contrasts: The US was 

thriving, spurred on by accelerating productivity growth, 

falling inflation and a massive corporate capex boom. 

Southern Europe was also doing well, aided by falling 

interest rates and optimism about the coming 

introduction of the EUR. On the flipside, Germany – 

dubbed by many commentators at the time as the “sick 

man of Europe” – was still coping with the hangover from 

reunification. Japan was mired in deflation. Emerging 

Markets (“EM”) were melting down, starting with the 

Mexican peso crisis in late 1994, followed by the Asian 

crisis and finally the Russian default which led to the 

implosion of Long-Term Capital Management (“LTCM”). In 

the financial world, the following points are worth 

highlighting – also see Figure 1 for additional context: 

 The strong US economy during the late 1990s 

ushered in a prolonged period of USD appreciation 

that lasted until February 2002. The USD did not rise in 

a straight line however. The USD fell by as much as 

7% in the second half of 1998 as the US Federal 

Reserve (“Fed”) cut rates in response to the LTCM 

crisis. It went sideways in 1999 before resuming its 

upward trend in early 2000. 

 After falling from a high of 6.98% in April 1997 to 

4.16% in October 1998, the 10-year US Treasury yield 

rose to 6.79% in January 2000. The Fed would keep 

raising rates until May of that year. The recession 

began in March 2001. 

 The VIX and credit spreads trended upwards during 

the late 1990s, even as US equities climbed higher. 

Rising equity volatility and wider spreads were partly a 

reaction to problems abroad. However, they also 

reflected the deterioration in US corporate health 

and heightened fears that equity market valuations 

had reached unsustainable levels. 

 The correlation between the USD and oil prices was 

much weaker in the 1990s compared to the first 15 

years of the new millennium.  

 Russia’s default and the implosion of LTCM led to a 

sharp decline in the S&P 500 in the late summer and 

early autumn of 1998. This was followed by a colossal 

68% blow-off rally over the subsequent 18 months. 

 The US equity market peaked in March 2000. 

However, that was only because the tech bubble 

burst. Outside of the technology sector, the S&P 500 

actually increased by 9.2% between March 2000 

and May 2001. 

 Value stocks finally began to outperform growth 

stocks in 2000, joining small caps, which had begun 

to outperform a year earlier. European equities also 

surged towards the end of the bull market, outpacing 

the US by 34% in local-currency terms and 21% in 

USD terms between July 1999 and March 2000. 

Just as in the tail end of the 1990s expansion, the global 

economy is currently doing reasonably well. Growth has 

cooled over the past few months, but should remain 

comfortably above trend for the remainder of the year 

and into 2019. During the 1990s cycle, the US was the first 

major economy to reach full employment. The same is 

true today. The headline unemployment rate has fallen to 

4.1%, just shy of the 2000 low of 3.8%. The share of the 

working-age population out of the labour market but 

wanting a job is back to pre-recession levels. The same 

goes for the share of unemployed workers who have quit 

– rather than lost – their jobs. Deleveraging headwinds, 

excess spare capacity, slow potential GDP growth and 

chronically low inflation have all conspired to keep a lid 

on global bond yields. That is changing. Credit growth has 

accelerated, while output gaps have shrunk. The structural 

outlook for productivity growth is weaker than it was in the 

1990s. The 3-month annualised change in US core CPI 



Figure 1: Market conditions during last decade long expansion echo with today?  

and core PCE has reached 2.9% and 2.8% respectively. 

The prices paid component of the ISM manufacturing 

index hit a seven-year high in March. The New York Fed’s 

Underlying Inflation Gauge has risen to 3.1%. The market 

has been slow to price in the prospect of higher US 

inflation. The TIPS 10-year breakeven rate is still roughly 20 

bps below where it traded in the pre-recession period, 

even though the unemployment rate is lower now than at 

any point during that cycle. As long-term inflation 

expectations reset higher, bond yields will rise. The Fed will 

also continue to increase interest rates and might even 

be forced to hike rates faster than the market currently is 

pricing in. 

There is little current evidence that higher rates are having 

a major negative effect on the economy. Business capital 

spending has decelerated recently, but that appears to 

be a global phenomenon. Capex has weakened even 



Figure 2: USD versus oil correlation  

more in Japan, where yields have barely moved. In any 

case, the slowdown in US investment spending has been 

fairly modest. Core capital goods orders disappointed in 

March, but are still up 7% year-over-year. Despite 

elevated corporate debt levels, high-yield credit spreads 

are subdued and banks continue to ease lending 

standards for commercial and industrial loans. Similar to 

business capital spending, while the housing data has 

levelled off to some extent, it still looks very strong: Building 

permits and housing starts continue to rise. New and 

existing home sales rebounded in March. Home prices 

have accelerated. The S&P/Case Shiller Home Price Index 

saw its strongest month-over-month gain in February since 

2005. The MBA Mortgage Applications Purchase Index is 

up 11% year-over-year. The percentage of households 

looking to buy a home in the next six months is at a cycle 

high. Homebuilder sentiment has dipped slightly, but it 

remains at rock-solid levels. 

The above discussion reiterates our views articulated in 

earlier editions of the Market Synopsis that the global 

economy is currently going through a soft patch, but 

should stabilise at higher than average growth rates for 

the foreseeable future. This would see inflation continue to 

accelerate forcing the Fed to persist with rate hikes – in 

fact, the Fed might even be forced to hike rates faster 

than currently expected. As occurred at the turn of the 

millennium, this could see the USD find a bid. This echoes 

the market conditions experienced in the late 1990s. 

Investors are accustomed to thinking that the USD tends to 

be inversely correlated with oil prices – a stronger USD 

should thus lead to lower oil prices. That relationship has 

however not always been in place. Brent crude oil (“Brent”) 

bottomed at just over USD 9 per barrel in December 1998. 

Crude prices tripled over the subsequent 20 months. The 

broad trade-weighted USD actually rose by 5% over that 

period. The USD has strengthened by 2.8% since hitting a 

low on 8 September 2017, while Brent has gained 37% 

over this period. We are not abandoning the view that a 

stronger USD is generally bad news for oil prices. However, 

the relationship between the two variables seems to be 

fading.  

Figure 2 shows that the two-year rolling correlation 

coefficient of monthly returns for Brent crude and the 

broad trade-weighted USD has weakened in recent years. 



Figure 3: Eventually value’s time to shine again? 

This supports our previously articulated bullish view on oil 

and again echoes the circumstances of the late 1990s. 

As experienced during the late 1990s global value stocks 

could eventually start outperforming growth stocks after 

more than a decade of deep underperformance – this 

outperformance could be significant and without any 

warning as on many occasions in the past. Valuation 

measures suggest that value equities are trading more 

than two standard deviations cheap relative to growth 

equities. Earnings revisions are also starting to move in 

favour of value – see Figure 3. 

Similar to the US/Eurozone equity sector split, financials are 

overrepresented in value indices, while technology is 

overrepresented in growth indices. The weights of the 

energy and consumer discretionary sectors in the US index 

are roughly the same as the weights of those two sectors 

in the euro area index. However, energy is 

overrepresented in global value indices while consumer 

discretionary is overrepresented in growth indices. 

Consumer discretionary stocks often struggle in a rising 

rate environment, so this could also tilt the playing field in 

favour of value – see Figure 4. 

To conclude: We are currently seeing various market 

indicators echoing the conditions witnessed in the late 

1990s. Although history does not repeat itself, similar 

trends are often experienced. Should we see rhyming 

market conditions, the following could ensue – this 

echoes our views articulated in this and previous editions 

of the Market Synopsis: 

 The global economy should stabilise at an above 

trend level of economic growth over the next 18 

months; 

 Inflation should continue higher and could surprise on 

the upside, forcing the Fed’s hand to hike rates faster 

than currently priced in; 

 Strong US economic growth with a hawkish Fed 

should be supportive of the USD; 

 Despite a stronger USD, oil prices can continue the 

uptrend supporting energy linked equities; 
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 Equity market volatility could remain elevated; 

 The recent correction should give way to a significant 

late bull-market rally until markets start pricing in an 

economic recession in 2020; and 

 After 11 years of painful relative underperformance 

the value investment style should eventually come 

back in vogue. Patient investors would be richly 

rewarded as these bouts of outperformance tend to 

occur unannounced and often are sharp and 

significant. 

Indicator Spot MTD YTD Y-o-Y

Gold 1 301.40   -1.1% -0.1% 2.6%

Brent Crude 77.50        3.1% 15.9% 54.0%

USDZAR 12.53        0.6% 1.2% -4.8%

EURZAR 14.61        -3.0% -1.6% -1.2%

GBPZAR 16.65        -2.9% -0.5% -1.8%

JSE All Share TRI 8 001.24   -4.4% -5.3% 6.9%

JSE Resources TRI 2 499.16   2.8% 9.3% 29.4%

JSE Industrials TRI 13 762.73 -5.7% -9.0% -1.2%

JSE Financials TRI 9 135.21   -7.6% -5.9% 16.6%

JSE Listed Property TRI 1 992.69   -6.6% -19.1% -7.1%

S&P 500 2 724.01   2.9% 1.9% 12.9%

Euro STOXX 50 7 062.19   -1.6% 0.2% -0.6%

FTSE 100 6 648.86   2.9% 2.0% 6.4%

Nikkei 225 34 537.05 -2.0% -2.5% 14.2%

Hang Seng 82 042.70 -1.8% 1.6% 21.8%

Figure 4: Consumer discretionary – headwind ahead?  
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