
Market Synopsis – September 2018 

In the last couple of editions of the Market Synopsis, we 

have discussed the protectionist actions of US President, 

Donald Trump (“Trump”), and his administration at length. 

We showed that these belligerent actions will probably 

result in exactly the opposite outcome as to what Trump is 

trying to achieve: A widening of the US trade deficit. 

Furthermore, we discussed the echoes of current 

economic and market circumstances to those 

experienced during the late 1990s. Ominously, these 

echoes have become louder over the last couple of 

weeks. Despite Trump insulting his global counterparts at 

the United Nations General Assembly in New York City, 

Turkey’s central bank eventually coming to the Turkish Lira’s 

rescue and the R400 billion stimulus package  

announcement of South African President, Cyril 

Ramaphosa, it was a fairly uneventful month in markets. 

This stands in stark contrast to September 2008, just a 

mere decade ago, when the Global Financial Crisis 

erupted. Looking back to this and previous crises, the past 

three recessions were all caused by financial market 

overheating rather than economic overheating: The 1991 

recession was mainly the consequence of the Savings 

and Loan crisis, compounded by the spike in oil prices 

leading up to the Gulf War. The 2001 recession stemmed 

from the dotcom bust. The Great Recession, which 

followed the Global Financial Crisis, was triggered by the 

housing bust. Today, it is difficult to point to any clear 

imbalances in the economy. Smaller, relatively 

insignificant, bubbles have been created and have 

popped, but these have not led to any systemic risk. The 

likes of Bitcoin and its fellow cryptocurrencies jump to 

mind as a prime example – for more on our previously 

articulated Bitcoin views, please refer to the October 2017 

Market Synopsis. 

Two historic sources of turmoil are not yet showing any 

warning signs: Housing activity in the US has been weak for 

much of the year. However, unlike in 2006, the home 

vacancy rate stands near record-low levels – see Figure 1. 

Tight supply will limit downside risks to both construction 

activity and home prices. On the demand side, low 

unemployment, high consumer confidence and a 

rebound in the rate of new household formation should 

support this sector. Despite elevated home prices in some 

markets, the average monthly payment that homeowners 

must make to service their mortgage is quite low by 

historic standards. The quality of mortgage lending has 

also been very high over the past decade, which reduces 

the risk of a sudden credit crunch. 

Unlike housing debt, there are more reasons to be 

concerned about US corporate debt. The ratio of 

corporate debt-to-GDP has risen to record-high levels. 

While there is no doubt that the corporate debt market is 

the weakest link in the US financial sector, some 

perspective is in order. US corporate debt levels are quite 

low by global standards – see Figure 2. 

Moreover, the interest coverage ratio – EBIT divided by 

interest expense – for US corporates is still above its historic 

average. While this ratio will fall as interest rates rise, this will 

not happen very quickly. Most US corporate debt is at 

fixed rates and average maturities have been rising. This 

reduces both rollover risk and the sensitivity of debt 

servicing costs to higher short-term rates. There are thus 

not any crises brewing in these historic sources of 

economic and market turmoil.  

Figure 1: US housing market quite healthy 
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Figure 2: US corporate debt levels are quite low by global standards  

With the US economy humming along, the US Federal 

Reserve (“Fed”) will probably continue increasing interest 

rates for the foreseeable future. Should the Fed be able to 

raise rates substantially more than the market is 

discounting, while most other central banks cannot, the 

short-term interest rate spread between the US and its 

trading partners is likely to widen. History suggests that this 

will produce a stronger USD. The combination of rising US 

rates and a stronger USD is bad news for emerging 

markets (“EMs”). As mentioned in the past, eighty percent 

of EM foreign-currency debt is denominated in USD. 

Outside of China, EM USD denominated debt is now back 

to late-1990s levels, both as a share of GDP and exports, 

as shown in Figure 3. The wave of EM local-currency debt 

issued in recent years only complicates matters. If EM 

central banks raise rates to defend their currencies, this 

could imperil economic growth and make it difficult for 

local-currency borrowers to pay back their loans. Against 

this backdrop, and owing to EM equities, bonds and 

currencies not having decreased enough to show 

sufficient value, we remain comfortable with little 

exposure to EMs in the Integrity Global Equity Fund and 

client portfolios – see Figure 4. At some point – probably in 

the first half of next year – investors will liquidate their 

remaining bullish EM bets. At that point, EM equities will Figure 3: EM debt more vulnerable  
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have decreased sufficiently to provide attractive margins 

of safety and warrant exposure. European and Japanese 

equities should also start outperforming the US again, 

given their more cyclical nature – we hence remain 

comfortable with exposure to these regions. In addition, 

we remain comfortable to maintain elevated cash levels 

in our funds and client portfolios, as value opportunities 

are scarce. While diligently following our value investment 

philosophy and process short -term relative 

underperformance is possible. We however believe 

patient investors will be rewarded. In this regard, we also 

have pleasure in attaching a summarised investment 

case on Omnia Holdings Limited – a South African based, 

global chemicals group which we believe are showing 

attractive value. 

 

Figure 4: EM assets not attractive enough…yet 

Indicator Spot MTD YTD Y-o-Y

Gold 1 192.50   -0.7% -8.5% -6.8%

Brent Crude 82.72        6.8% 23.7% 43.8%

USDZAR 14.1415    -3.7% 14.2% 4.3%

EURZAR 16.4132    -3.7% 10.5% 2.5%

GBPZAR 18.4300    -3.2% 10.2% 1.4%

JSE All Share TRI 8 125.87   -4.2% -3.8% 3.3%

JSE Resources TRI 2 833.94   0.3% 24.0% 28.5%

JSE Industrials TRI 13 326.46 -8.1% -11.8% -7.7%

JSE Financials TRI 9 342.52   -2.0% -3.8% 14.8%

JSE Listed Property TRI 1 917.90   -2.6% -22.2% -15.7%

S&P 500 2 913.98   0.4% 9.0% 15.7%

Euro STOXX 50 7 003.99   0.3% -0.6% -2.9%

FTSE 100 6 585.47   1.2% 1.0% 6.1%

Nikkei 225 38 173.51 6.2% 7.8% 20.8%

Hang Seng 77 445.80 0.0% -4.1% 4.4%
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