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“Progress is a nice word. But change is its motivator and change has its enemies.” 

John F Kennedy 
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MARKET OUTLOOK          

While the economic outlook for developed countries continues to 

improve, the same can’t be said for developing countries. A 
combination of weaker currencies and higher inflation has forced 
the hand of central bankers throughout the developing world into 
raising official interest rates at a time when their economies 
require more stimulus, not less. Higher interest rates are 
undermining consumer confidence and will lead to a slowdown in 

household consumption in these economies. By contrast, central 
bankers in developed markets are content to keep official interest 
rates at historically low levels, perpetuating the unprecedented 
levels of stimulus provided to their economies since the onset of 
the global financial crisis in 2008. Despite the level of stimulus 
provided so far, the pace of economic recovery has been 
moderate and downside risks persist.  

 

Current forecasts have the global economy growing at just under 

3% in 2014. The US economy is now forecast to grow by more 

than the global economy (chart 1), clearly highlighting the 

predicament facing the developing world. China’s growth is 

expected to slow modestly to 7.5%, which although impressive, is 

a far cry from the 9.3% growth recorded in 2011. Growth in the US 

economy is being supported by a reduction in the unemployment 

rate, which is now close to 6.5% (chart 2), as well as continued 

improvement in the housing market and services sector of the 

economy. 

 
Index February % 12m % YTD % 

Dow Jones 4.3 19.0 -1.1 

S&P 500 4.6 25.4 1.0 

FTSE 100 4.6 7.1 0.9 

EURO STOXX 50 4.5 23.1 1.5 

Nikkei 225 -0.5 28.4 -8.9 

Hang Seng 3.6 -0.8 -2.0 

Australia 4.0 5.8 1.2 
Source: I-Net Bridge 

 
South Africa’s 2014 budget provided very few surprises. 

Importantly, the budget deficit is expected to shrink on the back of 

higher revenues, despite a modest upward revision to expenditure 

forecasts. This should appease the ratings agencies who have 

voiced concerns about the country’s rising budget deficits of recent 

years. The budget maintained the level of fiscal discipline 

expected by the market, despite the upcoming election and the 

fact that inflation is expected to accelerate in the first half of the 

year.  

January’s inflation reading of 5.8% (chart 3) was a touch higher 

than economists’ forecasts and showed clear evidence that the 

weaker rand was now impacting prices. Food prices in particular 

were sharply higher, rising 1.6% month-on-month. The inflation 

outlook has deteriorated substantially since the middle of last year 

on the back of a weaker rand, higher oil prices and now the 

prospect of sharply higher food prices. Having raised official 

interest rates by 0.5% in January, the South African Reserve Bank 

will have a lot to ponder when they meet again in March. 

Global equity markets recovered in February, with only the 
Japanese stock market unable to register a positive return. The 

strong recovery can be attributed to continued good news about 
the state of the US economy, bargain hunting in emerging markets 
and early signs that the improved prospects for developed 
economies may benefit China. The S&P 500 finished the month at 
a record high (chart 4), despite concerns that the conflict between 
Russia and Ukraine would escalate into military action. Equity 

markets received a boost from new Federal Reserve chairwoman 
Janet Yellen who said that the recent weaker economic readings 
in the US were weather-related and that the US economic 
recovery remained on track. These comments helped support the 
prices of consumer-related companies like retailers, which also 
benefited from positive earnings surprises.  

 

US bond yields continued to fall in February, with the yield on 10 
year US Treasuries now at 2.65% after hitting a 29 month high of 
3.05% during January (chart 5). The market responded positively 
to Yellen’s comments that while the Fed’s bond purchase 
programme would be reduced during the course of the year, 

official interest rates would stay low to support the recovery of the 
US labour market. Global property prices have been rising steadily 
since the start of the year on the back of lower global bond yields 
and better than expected earnings numbers from the companies 
themselves. 

 

 
Index February % 12m % YTD % 

All Share 4.9 22.8 2.4 

Resources 4.4 16.1 10.6 

Financials 7.2 15.7 -0.2 

Industrials 4.3 29.9 -0.4 

Property 4.7 -0.3 -2.8 

Bond 2.4 -1.0 -0.9 

Cash 0.4 5.2 0.8 
Source: I-Net Bridge 

 
The South African equity market rose sharply in February (chart 6) 

as investors took their cue from international markets. The rally was 

broad-based, with resources up 4.4%, financials up 7.2% and 

industrials up 4.3%. The stronger rand in February capped the 

performance of the resources sector as well as the performance of 

the large, rand-hedge industrial companies. As a result of 

February’s rally, the one year forward price:earnings ratio on the 

FTSE/JSE All Share index has risen to 14.7 times, while the one 

year forward dividend yield has fallen to 3.5%  

Longer dated bond yields in South Africa fell more than 30 basis 

points in February as global bond yields declined and the rand 

strengthened by 35c against the US dollar, while the 2014 budget 

had little impact on the market. Listed property prices increased as 

investors responded to lower bond yields and better than expected 

distribution growth rates from a number of companies that 

reported results during February. The one year forward yield on 

the listed property sector is now 7.9%, with distribution growth 

expected to average 8% per annum over the next 3 years. 

 
Should you wish to receive this newsletter by e-mail, please contact Jane Padayachee at janep@grindrodam.co.za 
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Disclaimer 

This publication has been compiled by Grindrod Asset Management (Pty) Ltd (‘GrAM’), a wholly owned subsidiary of GFS Holdings (Pty) Ltd.  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 GrAM acts as a director of a company mentioned in the publication, GrAM owns securities in a company mentioned in the publication, or GrAM 
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 GrAM’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, GrAM 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. 
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 Chart 1:  GDP Growth Forecasts (%)  Chart 2:    US Unemployment Rate (%) 
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 Chart 3: SA Consumer Inflation (%)  Chart 4:  S&P 500 Index 
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 Chart 5:     US10-year Treasury Yield (%)  Chart 6:    FTSE/JSE All Share Index 
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