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“The great thing in this world is not so much where you stand, as in what direction you are moving.”

Oliver Wendell Holmes

ECONOMIC OUTLOOK

MARKET OUTLOOK

The US Federal Reserve (the Fed) raised official interest rates by
0.25% at their final meeting of 2017. The move was widely
anticipated following a pick-up in US economic activity in the
second half of the year, as well as steady improvement in the US
labour market. The Fed maintained its forecast of 3 additional
0.25% increases in both 2018 and 2019. The Fed believe that the
recently announced tax cuts will have a positive impact on
economic growth in 2018 but will not have an impact on long-run
growth potential, which remains low at 1.8%. The Fed remains
committed to a gradual normalisation of monetary policy after
raising interest rates 3 times in 2017 (chart 1) and with inflation
remaining stubbornly low.

US equity markets finished 2017 at record high levels following the
US Senate’s decision to pass $1.3 trillion in tax cuts proposed by
the Republican Party. Not only will the tax cuts boost economic
growth in 2018, the proposed lower tax rate for US companies will
boost earnings and dividends. The surge in US share prices has
become more broad-based, having been led by technology
companies during the first half of 2017. Elsewhere, markets
dominated by technology companies fared equally well during
2017. In Hong Kong, where Tencent Holdings and other technology
companies dominate the exchange, the Hang Seng index soared
36% in 2017 (chart 4). UK and European stock markets lagged on
the back of a stronger pound and euro.

Both the European Central Bank (ECB) and the Bank of England left
interest rates unchanged following policy meetings in December.
The ECB also maintained monthly asset purchases at €30 billion as
part of ongoing efforts to stimulate growth in the region. The ECB’s
current projections suggest economic growth will accelerate in
2018, while inflation is unlikely to breach 2% (chart 2). Interest
rates in the Eurozone are therefore expected to remain at current
levels throughout 2018 and the ECB’s asset purchase programme
is expected to remain in place until inflation gets closer to the
targeted level of 2%.

Global bond yields continued to drift sideways in December, despite
the Fed’s decision to raise official interests at their December policy
meeting. Global inflation has remained low throughout 2017 and,
despite a pick-up in oil prices, is expected to remain low in 2018,
which should support global bond markets. Global listed property
markets posted modest gains in December and the GPR 250 REIT
index finished 2017 with a 6.8% gain in US dollars, despite the
prospect of an acceleration in global economic growth in 2018.
During December, Unibail-Rodamco announced it was acquiring
Westfield to create the world’s second largest mall owner.
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In South Africa, the ANC’s elective conference saw Cyril Ramaphosa
defeat Nkosazana Dlamini-Zuma in the race for the Presidency of
the ANC. The outcome had a positive impact on the value of the
rand, which appreciated to R12.38/US$ by year-end from
R13.66/US$ at the end of November (chart 3). The stronger rand
is expected to have an immediate, positive effect on consumer
inflation and the South African Reserve Bank is expected to cut
official interest rates by at least 0.25% by the end of the first
quarter of 2018, although the threat of a possible sovereign credit
rating downgrade by Moody’s in March might stay their hand.

The stronger rand, following Cyril Ramaphosa’s victory at the ANC’s
elective conference in December, meant the South African equity
market fell 0.3% in December, but nevertheless managed a 21%
gain for 2017 (chart 5). The banks and retailers were the big
winners in South Africa during December, with the financials index
gaining 8.4% over the month. Most analysts and market
commentators had been predicting that Nkosazana Dlamini-Zuma
would win the ANC presidency and would perpetuate the damaging
policies of President Jacob Zuma and his allies. Ramaphosa’s victory
was therefore viewed positively for SA-focussed companies.

It is probably too early to tell what impact, if any, Ramaphosa’s
victory will have on the South African economy. Current forecasts
suggest economic growth will be less than 1.5% in 2018, far too
low to create jobs and stave off a move to “junk” status by Moody’s,
who remain the only ratings agency still assigning South Africa an
investment grade credit rating. If Moody’s were to downgrade
South Africa during 2018, it would trigger the removal of South
Africa from investment grade global bond indices and result in
foreign selling of South African government bonds in excess of
R100 billion.

South African government bond yields fell more than 75 basis
points (chart 6), following Ramaphosa’s victory. The yield on
government’s benchmark R186 bond fell to 8.59% from 9.35% at
the end of November. The strong move in December helped the
bond market post a 10.2% gain in 2017. South Africa’s listed
property sector also benefited from the outcome of the ANC’s
elective conference and the SA Listed Property (SAPY) index
advanced 4.2% in December and 17.2% in 2017. The current one
year forward yield on the SAPY index is now just 6.5%, reflecting
the increased offshore exposure of SA property companies.

www.bridgefm.co.za

INVESTMENT REVIEW
DECEMBER 2017

CHARTS
Chart 1:

Federal Funds Rate (%)

Chart 2:

Eurozone Inflation Rate (%)

Source: I-Net Bridge

Source: I-Net Bridge

Chart 3:

Chart 4:

Rand/US Dollar Exchange Rate (ZAR)

Hang Seng Index

Source: I-Net Bridge

Source: I-Net Bridge

Chart 5:

Chart 6:

FTSE/JSE All Share Index

Source: I-Net Bridge

R186 Government Bond Yield (%)

Source: I-Net Bridge

Ian Anderson, CFA, CAIA
Chief Investment Officer

Disclaimer
This publication has been compiled by Bridge Fund Managers (Pty) Ltd (‘Bridge’). It is confidential and presented as a general information service to the addressee only and therefore should not be
considered to be investment advice. Accordingly, it contains no recommendation (whether express or implied), guidance, or proposal that any particular security is appropriate to the investment objectives,
financial situation or particular needs of the addressee. Conflicts of interest may exist with any one or more of the securities recommended in this publication, which include situations where the author/s
of the publication or a member of his/her family owns a direct interest in securities issued by a company mentioned, an employee of Bridge acts as a director of a company mentioned in the publication,
Bridge owns securities in a company mentioned in the publication, or Bridge receives compensation for providing financial services to a company mentioned in the publication. This publication shall not
be reproduced in whole or in part, without Bridge’s permission. The information contained herein has been obtained from sources which, and persons whom, we believe to be reliable but is not guaranteed
for accuracy, completeness or otherwise. Any opinions expressed are subject to change without notice. While care has been taken in the preparation of the information contained in the publication,
Bridge will not be liable for any loss or damage of any nature arising from this publication, or incurred as a result of acting on the contents thereof.

