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           “In economics things take longer to happen than you think they will, and then they happen faster than you thought they could.”  

 Anonymous  

ECONOMIC OUTLOOK  MARKET OUTLOOK 

Over the past month, economic data releases suggest that both 
the US and Eurozone economies are recovering at a moderate 
pace. The recovery in the Eurozone is likely to see that economy 
emerge from a prolonged recession, but growth is not expected to 
return to pre-crisis levels for quite some time. The improving 
global economic backdrop has increased the likelihood that the 
US Federal Reserve (“the Fed”) will reduce its purchases of bonds 
and mortgage-backed securities in September. The Fed will be 
circumspect in its approach to withdrawing stimulus from the US 
economy and is expected to leave official interest rates at 
historically low levels throughout 2014 and 2015. They will closely 
monitor the pace of economic recovery, paying particular attention 
to the rate at which the US economy is adding new jobs and 
reducing the unemployment rate. The unemployment rate in the 
US declined to 7.4% in July from 7.6% in June (chart 1).  

Data out of China continues to suggest that the world’s second-
largest economy will accelerate moderately in the second half of 
the year, but growth for 2013 as a whole is not expected to 
exceed 2012’s downwardly revised 7.7% (from a previous 
estimate of 7.8%). The government’s efforts to rebalance the 
economy and reduce the risk of asset bubbles, particularly in the 
housing market, are having the desired effect, but are placing a lid 
on the country’s economic growth rate. 

 Equity investors ignored the improving global economic backdrop 
and focused instead on the imminent reduction in quantitative 
easing by the Fed as well as the possibility of military strikes by 
US forces in Syria. Equity markets across the globe fell in the 
second half of the month, with the S&P 500 Index losing 2.9% and 
the FTSE 100 Index losing 3.1%. Even the Nikkei 225 Index lost 
2%, but is still up almost 30% so far this year and almost 60% 
over the past 12 months. As a result of higher oil and gold prices, 
Australia’s equity market rose 1.8% as the prices of commodity 
stocks soared. Equity markets have benefited from significant 
central bank stimulus since the start of the “Great Recession” and 
many equity markets throughout the world have now reached 
record-high levels. The economic backdrop has, in most cases, 
not supported these price gains and equity markets are expected 
to remain under pressure as monetary stimulus is withdrawn. 

Bond yields in the US rose a further 20 basis points in August 
(chart 4) as the threat of a reduction in bond purchases by the Fed 
increased. Bond yields are likely to face upward pressure in the 
medium-term as central banks continue to withdraw monetary 
stimulus on the back of an improving global economic backdrop. 
Higher bond yields will also result in weakness in global property 
markets, although earnings growth is expected to accelerate as 
global economic activity accelerates. 

Index August % 12m % YTD %  Index August % 12m % YTD % 

Dow Jones -4.1 16.1 15.0  All Share 2.6 22.8 9.5 

S&P 500 -2.9 18.7 16.2  Resources 7.5 10.4 -2.7 

FTSE 100 -3.1 12.3 8.7  Financials -0.9 15.5 4.8 

EURO STOXX 50 -1.7 14.9 6.2  Industrials 1.4 33.6 19.0 

Nikkei 225 -2.0 51.5 28.8  Property -3.5 0.0 0.6 

Hang Seng -0.7 11.5 -4.1  Bond -1.3 0.2 -3.3 

Australia 1.8 18.1 9.9  Cash 0.4 5.2 3.4 
Source: I-Net Bridge  Source: I-Net Bridge 

In South Africa, consumer inflation accelerated sharply to 6.3% in 
July from 5.5% in June (chart 2). The large jump in inflation was 
mainly as a result of higher petrol prices, but there is increased 
evidence of higher prices due to Rand weakness (chart 3). 
Consumer inflation is expected to stay at these elevated levels in 
August, before moderating towards the South African Reserve 
Bank’s target range of between 3% and 6% before the end of the 
year. The major risk to the inflation outlook remains the weaker 
Rand. 

The Rand is expected to remain under pressure in the short-term, 
due to weakness in emerging market currencies, the prospect of 
further labour unrest in South Africa’s mining sector and continued 
large trade deficits (value of imports exceeds the value of 
exports). Labour unrest in South Africa’s mining sector last year 
cost the country approximately R45 billion (or 2% of GDP) and 
strike action this year is expected to be far more widespread, with 
the airline, car manufacturing, construction, fuel retailing and 
textile industries all expected to be affected.  

 
The Resources sector in South Africa benefited from higher 
commodity prices and a weaker Rand, soaring 7.5% in August 
(chart 5). South Africa’s large dual-listed companies helped the 
Industrials Index gain 1.4%, while the Financials Index finished the 
month 0.9% lower. As a result of the strong showing in the 
Resources sector, South Africa’s equity market gained 2.6% in 
August. The current one year forward price:earnings ratio on the 
FTSE/JSE All Share Index has risen to 13.9 times, while the 
forward dividend yield has fallen to 3.5%. 

South African long bond yields tracked global bond yields higher 
and the All Bond Index declined 1.3% in August. South Africa’s 
bond market has now declined by more than 3% in 2013 (chart 6) 
and with global bond yields expected to continue rising, is not 
expected to fare much better for the remainder of the year. Listed 
property prices also declined in August as interest rate sensitive 
sectors of the market responded to the prospect of higher bond 
yields. The one year forward yield on South Africa’s listed property 
sector has now risen to 7.3%. 
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Chart 1: US Unemployment Rate (%) Chart 2:  Rand / US Dollar Exchange Rate 
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Chart 3: SA Consumer Inflation (%) Chart 4:  US 10 Year Treasury Yield (%) 
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Chart 5:    FTSE/JSE Resources Index Chart 6:    All Bond Index 
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