
Market Synopsis – November 2017 

After an eventful year, we take some time to reflect on 

some of the major events of 2017, which will also set the 

scene for our outlook for 2018 in next month’s 

Market Synopsis. 

Following the shock outcome of the Brexit vote and the 

rise of Donald Trump in 2016, many investors were 

growing increasingly concerned about the wave of 

populism that was sweeping across the western world.  

From a geopolitical perspective, 2017 has been a mixed 

bag, with mounting tensions between Donald Trump and 

Kim Jong Un over North Korea’s nuclear programme. In 

addition, the Middle East continued to be plagued by the 

usual unrest. 

Several European nations had general elections in this 

year, most notably Netherlands (March), France (May), 

Germany (September) and Austria (October). All of these 

elections were characterised by strong support for 

populist, Eurosceptic presidential candidates or parties.   

Fortunately, the risk of a populist uprising has been 

contained, as populist parties failed to secure the majority 

of the votes in the Dutch and French elections. In 

Germany, Chancellor Angela Merkel’s CDU/CSU coalition 

managed to attract the most votes, although established 

parties suffered significant losses to smaller parties, most 

notably the anti-immigration Alternative for Germany, 

which will for the first time have representation in the 

Bundestag.  

In neighbouring Austria, however, the Austrian People's 

Party successfully campaigned on an anti-immigration 

platform, positioning 31 year old Sebastian Kurz as the 

youngest head of a European State. In the UK, Prime 

Minister, Theresa May’s decision to hold snap elections in 

an attempt to strengthen her position backfired 

spectacularly: The Conservative Party lost their majority in 

parliament and were left scrambling for a coalition 

partner to remain in power. 

Tensions in Spain reached a break point after the Catalan 

government unilaterally declared independence from 

Spain, following the 1st of October’s independence 

referendum, which was declared unconstitutional by 

Spanish courts. The Spanish central government 

responded by dismissing the entire Catalan government 

and imposing direct rule of the autonomous region. 

Elections for a new Catalan government is due to be held 

on 21 December. 

From a macro-economic perspective, the recovery since 

the Global Financial Crisis has been progressing well, 

albeit at a slower than average pace for post war 

Figure 1: Strong performance in equity markets 



recoveries. As seen in Figure 1, this has coincided with 

decent earnings growth, fuelling strong performance in 

equity markets on the back of rising multiples.  

The MSCI All-Country World Index delivered a stellar return 

of approximately 20% since the end of 2016. This makes it 

one of the best performances for a calendar year in the 

current cycle. Long-time readers of the Market Synopsis 

might recall that we have been making the case that 

European and Japanese equities appeared more 

attractively valued relative to their US counterparts. 

European equities delivered 25.7% in USD terms, relative 

to the 17.4% of US equities. However, a large part of this 

was due to USD weakness relative to the EUR. Similarly, 

Japanese equities managed to outperform their US peers 

in USD terms, delivering a healthy return of 21.5%. 

The last few years have been characterised by an 

extraordinary backdrop of low inflation, easy money and 

strong profits, which has been a strong tailwind for 

financial markets. As seen in Figure 2, the US Bulls-to-Bears 

ratio reached a 30-year high this month. It thus appears 

that market participants are extrapolating the current 

good times in into perpetuity.  

This is an unlikely scenario, as various central bankers have 

indicated that they are preparing to start normalising 

monetary policy. The move to normalise monetary 

conditions has been led by the Fed, which has already 

commenced with interest rate increases and decreasing 

the size of its balance sheet.  

Similarly, the Bank of Canada raised interest rates and the 

ECB indicated that it will cut its asset purchases in half 

starting January 2018. Even the Bank of England decided 

to increase rates, despite increased downside economic 

risks related to Brexit. Only the Bank of Japan is expected 

to continue with its accommodative stance for the 

foreseeable future. 

Overall, global economic growth for 2017 improved 

modestly, yet inflation surprisingly drifted lower. Core 

inflation for the G7 countries is currently running at 1.4%, 

down from 1.6% at the end of 2016.  Traditionally, 

inflationary pressures should start building up, as an 

economy moves closer to full employment. Official 

figures indicate that the US economy is at that point, as 

unemployment is currently close to levels last seen in 

2000.  

Figure 1: US Bulls-to-Bears Ratio (Percentage of advisors who are bulls minus percentage of advisors who are bearish) 

Source: Investors Intelligence and BCA Research 



govern trade, labour movement or financial transactions. 

As a precautionary, several firms have started to shift 

operations to other EU countries. 

As evidenced in Figure 3, the first signs that Brexit is 

harming the UK economy are starting to surface: After a 

prolonged period of sustained growth, UK house prices 

have started to decline. In addition, the UK leading 

economic index has softened. 

The poor performance of UK consumer service and real 

estate equities relative their German peers, as shown in 

the bottom pane of Figure 3, suggests that investors are 

becoming wary of the prospects in the UK. At the 

moment, there appears to be little to be optimistic about. 

The UK has little bargaining power in its negotiations with 

the EU and the country’s strong opposition to free 

movement of people within the EU remains a major 

obstacle in concluding a good-natured separation 

agreement. 

Possible reasons for inflation falling short of estimates 

include: 

1. The amount of slack in the economy, or the 

difference between the economy's productive 

capacity and the actual level of economic output, 

is more than what is suggested by the low 

unemployment rate. 

2. For the current cycle, the lags of policy changes to 

reflect in inflation figures are much longer than 

usual. 

3. Deflationary pressures resulting from technological 

disruption are greater than expected. 

It will be difficult to dispute that technological innovations, 

such as Uber and Airbnb, are inherently deflationary. 

However, e-commerce still only accounts for a small 

portion of total consumer spending, thereby significantly 

lessening its impact on consumer spending. Furthermore, 

the slowing in inflation has been witnessed in areas such 

as energy and rent, which are largely unaffected by 

online retail. 

Whilst the current economic recovery in the developed 

world has been the weakest since World War II, potential 

output growth has also declined. As a result, the amount 

of spare capacity has gradually been absorbed, with 

many economies operating close to, or slightly above 

potential. At the same time, governments are 

abandoning their obsession with fiscal austerity now that 

ultra-accommodative policy is no longer justified. From 

this, one can conclude that the decline in inflation has 

reached a turning point.  

In fact, as we have detailed in a previous newsletter, this 

could set the scene for the US economy to overheat, 

thereby forcing the Fed to increase interest rates more 

aggressively than initially anticipated. Inevitably, this 

increases the risks of a recession, possibly towards the end 

of 2018 or beginning of 2019. 

Across the Atlantic, it is becoming apparent that the UK 

still has no concrete plans on how to deal with Brexit. 

Negotiations with the EU are not progressing particularly 

well, increasing the likelihood of a “hard” exit, where the 

UK withdraws from the EU without any agreement to 

Figure 3: Brexit effects are showing up 
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In conclusion, equity markets experienced favourable 

tailwinds in 2017. However, we are now reaching a point 

where equities are trading on peak multiples and peak 

earnings, as was shown in Figure 1. As depicted in 

Figure 2, it appears that market participants are simply 

extrapolating the good times into infinity.  

The increasing level of complacency in markets is 

however becoming a cause for concern. As seen in 

Figure 4, the volatility in markets, as measured by the VIX, 

is treading near historic lows at a time when valuations are 

becoming increasingly stretched.  

Strong global growth and rising earnings are expected to 

be supportive of equities going into 2018. However, US 

equities appear to be overbought and economic 

conditions are expected to tighten in the near future.  

A continued surge in the market will, in our view, inevitably 

set the stage for a correction to bring things back into 

equilibrium.  Any correction in US equities will invariably 

also filter through to other markets. The ensuing increase 

in market volatility will be welcomed by active investors 

looking to acquire equities at attractive prices. 
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Figure 4: CBOE Market Volatility (VIX)  Source: Bloomberg 

Indicator Spot MTD YTD Y-o-Y

Gold 1 283.89   1.0% 11.4% 9.4%

Brent Crude 63.11        2.8% 11.1% 25.0%

USDZAR 13.62        -3.7% -0.9% -3.2%

EURZAR 16.14        -2.0% 11.7% 8.2%

GBPZAR 18.29        -2.5% 8.0% 4.0%

JSE All Share TRI 8 570.63   2.6% 22.7% 23.9%

JSE Resources TRI 2 330.76   -0.7% 19.0% 14.6%

JSE Industrials TRI 16 128.33 3.3% 33.8% 36.2%

JSE Financials TRI 8 886.14   6.4% 13.9% 17.5%

JSE Listed Property TRI 2 354.34   1.5% 11.9% 16.7%

S&P 500 2 626.07   2.0% 17.3% 19.4%

Euro STOXX 50 7 214.11   -2.2% 11.7% 20.5%

FTSE 100 6 263.13   -0.9% 7.5% 13.3%

Nikkei 225 35 101.76 2.7% 20.3% 25.7%

Hang Seng 79 936.49 5.0% 39.9% 35.1%
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