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A turbulent year with handsome gains - a recap of 2019  

Written by: Patrick Mathabeni, Research & Investment Analyst at Glacier by Sanlam  

 

If there’s any way to describe the sentiment felt towards the end of 2018, it is the classical mantra “what goes up 

must come down”. This was the theme permeating the market as bearish investors repositioned their portfolios 

for an ultimate apocalypse of the global stock market. After all, global stock prices were at soaring levels, 

geopolitical tensions were escalating unabatedly, and yield curves inverted, sending recession signals. Last but 

not least, the global economy was slowing down. Emerging market economies caught the flu but were shielded 

by accommodative monetary policy. Developed market equities were in a precarious position, but lo and behold, 

2019 was the third best year in the last decade for the MSCI World and S&P 500. However, the path travelled in 

2019 was not without potholes of uncertainty and speed humps of volatility, both for global and local markets. 
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Global markets – a theatre of politics and monetary policy  
 

In the course of 2019, protracted geopolitical tensions weighed heavily on global markets. On the one hand, it 

was the incessant US-China back-and-forth trade spat which tapered off in the last quarter of 2019, while on the 

other, the British were not only battling with their domestic uncertainties regarding Brexit, but also saw the 

emergence of Boris Johnson as the new Prime Minister following the resignation of Theresa May. Boris Johnson 

went on to secure an election victory in the UK as the year concluded.   

The situation in Europe was also dire as the Eurozone was battered by anemic consumer and business confidence 

in an economy whose growth was depressed. Germany – the bedrock of the European economy – was also 

experiencing an economic slowdown on the back of Brexit and trade wars. In emerging markets, economic 

fundamentals deteriorated as the US-China trade tensions weighed negatively on major emerging market 

economies such as China and India. 

 

Source: Morningstar  

Despite the backdrop, global equity markets ended the year with a 24.11% return, while their emerging market 

counterparts lagged, delivering +15.12%. It was a feast for global equity investors as US equities soured 27.82%, 

while European equities added 22.37%. Amid mounting Brexit concerns, UK equities (+18.63%) recorded the 

best year since 2015. From a style perspective, growth stocks continued to take the lead while value stocks 

lagged, albeit still in positive territory. The dispersion between growth and value is at the highest level in the last 

decade which calls for more balanced portfolios to navigate unforecastable outcomes. Quality, on the other hand, 

was also the place to be in 2019.  

Global macro was supportive of quality and growth as low rates and heightened uncertainty offered the necessary 

tailwinds. Cash-generative businesses with strong balance sheets offered a refuge in these uncertain times, 

however this came with the willingness to accept their lofty valuations. On the other hand, low rates were beneficial 

for growth companies as cheap money became available for expansion, and debt service costs reduced, allowing 

for handsome profit margins. 
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Back to monetary policy, the power of interest rates must not be underestimated as an economic stimulant. The 

US Fed fired three shots of interest rate cuts in 2019 and went on to embark on the unconventional monetary 

policy tools such as treasury buybacks, all in an attempt to keep the markets afloat and combat the global 

slowdown. In a like manner, European monetary policy followed suit as long-term yields in some countries 

descended into negative territory. The ECB slashed rates to sub-zero levels and subsequently announced a bond-

buying programme worth EUR20 billion per month as Mario Draghi (former president of the ECB) was paving the 

way for the new President of the ECB, Christine Lagarde, who has dubbed herself as “neither a dove nor a hawk”.   

Local markets – resource stocks bag handsome gains despite ailing economy 

On the domestic front, fiscal woes took centre stage in 2019 as investors were caught between a rock and hard 

place of elevated debt levels and an anemic economy. The major culprit was Eskom as the debt-laden and over-

staffed power utility dragged the fiscus to a cliff. The perennial government bailouts became like water poured 

into a leaking container as the power utility not only struggled to keep the lights on but went on to dish the country 

with a whopping R21 billion loss. Not to mention the spiraling debt of the utility which is in excess of R400 billion. 

The idiomatic expression “casting pearls before swine” might be instructive after the government extended an 

additional immediate bailout of R59 billion on top of the R230 billion allocation that had been initially announced. 

 

The challenges faced by Eskom are a miniature of the South African economy.  Factors such as a ballooning 

public sector wage bill (accounting for 46% of total revenue) and elevated debt levels expected to rise above 60% 

of GDP (or R3 trillion), present a fiscal nightmare, considering the R52.5 billion revenue shortfall and 29.1% 

unemployment rate. 

These harsh realities were far from being concealed in Tito Mboweni’s Medium-Term Budget Policy Statement 

which precipitated a ratings review by Moody’s and S&P Global Ratings. Moody’s – the only rating agency that 

has SA on investment grade – changed its credit outlook on SA from stable to negative followed by S&P, which 

took a similar stance. On the upside, Moody’s went on to affirm its current rating of Baa3 (a notch above sub-

investment grade) on local and foreign SA debt as a stable macro-economic framework and effective monetary 

policy provided the needed lifeline. A round of applause might need to go to SA’s monetary policy authorities for 

keeping inflation benign and executing monetary policy in an effective manner.  
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The SARB kept rates on hold for most of 2019 with only one rate cut that was driven by easing global monetary 

policy and an ailing domestic economy. Despite fiscal headwinds keeping the economy aback and a plethora of 

bad news, demand for SA bonds was still healthy as yields (particularly real yields) remained attractive, and 

therefore pricing in most of the risks. This was supportive to the rand which firmed up 2.46% for the year, albeit 

having moved sideways with February (-6.34%) and August (-5.89%) the worse months in 2019. Alongside the 

Santa Claus equity rally, the rand had the best month in December, strengthening 4.41% as the dollar weakened. 

 

Source: Morningstar  

On the back of a horrendous 2018, domestic equity markets had a bumpy but lucrative year in 2019 as the JSE 

delivered a gain of 12.05%, thanks to resources which skyrocketed 28.55% for the year. Gains in some of the 

resource counters were incredibly gigantic as Impala Platinum led the way with a 291.28% gain while Sibanye-

Stillwater added 258.18% alongside a rally of 185.76% in Northam Platinum. However, there is more than what 

meets the eye if one considers that the resources sector was like a rose among many thorns. Industrials tanked 

8.92% for the year while financials posted muted gains of 0.63%. SA-focused counters had a torrid time in 2019, 

weighed down by the ailing economy. Small caps lost 4.10%, while mid-caps were able to weather the storm due 

to resource exposure, logging leading gains of 15.59% from a market cap perspective. Large caps also added a 

handsome 12.42% as rand-hedge counters benefited from the global tailwinds. 

Going into 2020   
 

On the global side, developed market central banks seem to have halted their interest rate cutting cycle as there 

is little room for monetary stimulus given their low levels of interest rates. The IMF expects global growth to 

rebound slightly following easing trade tensions between the US and China. US elections are also on the cards 

alongside impeachment calls against President Trump.   

Locally, the market is waiting with bated breath as Finance Minister Tito Mboweni prepares to deliver his Budget 

Speech in February. Rating agencies are watching like a hawk as the SA government walks the tight rope of 

avoiding the looming credit downgrade whilst confronted with inhouse political chores ahead of the ANC’s national 

general council. Eskom will remain high on the priority list of agenda items for investors given the centre stage it 

occupies in SA economy. 
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In conclusion   
 

2019 was a turbulent yet rewarding year for equity and local bond investors alike. Diversifying your portfolio across 

various asset classes, regions and styles is of paramount importance considering how equity markets can turn 

rapidly from risk-off to risk-on. Offshore equity exposure rewarded investors handsomely in 2019, however caution 

must be exercised in over-exposing a portfolio to dominant styles such as growth, momentum or quality, given 

their lofty prices. Staying on the course of your long-term investment plan is crucial to weathering the storms of 

short-term noise. 

  



 

F U N D S  O N  F R I D A Y   |   2 4  J A N U A R Y  2 0 2 0  

 

PAGE 6 

Glacier Research would like to thank Patrick Mathabeni for his contribution to this 
week’s Funds on Friday. 
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