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“The government is like a baby's alimentary canal, with a happy appetite at one end and no responsibility at the other.” 

Ronald Reagan 
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MARKET OUTLOOK          

At the Federal Open Market Committee meeting in January the US 

Federal Reserve (the Fed) voted in favour of further reducing its 
bond purchase programme by $10 billion a month. In the opinion 
of the Fed, the US economic recovery continues to gain traction 
with further improvements in both the labour and housing markets 
evident in the second half of 2013. Importantly, the Fed also 
reiterated its stance on official interest rates, stating in the latest 

press release that interest rates would only rise well after the 
unemployment rate dips below 6.5%. The Fed also indicated that 
there was no upward pressure on official interest rates as inflation 
was well contained below 2% and appeared unlikely to start rising 
anytime soon. The benign inflation outlook in the US is being 
driven by lower commodity prices and a steadily strengthening US 
dollar.   

 

Elsewhere in the world and most specifically in developing 

economies, the picture looks far less rosy. Substantial currency 

devaluations during 2013 have left many emerging markets 

vulnerable to large capital outflows. With the Fed expected to 

continue reducing its stimulus efforts throughout 2014, it is 

possible that US bond yields rise resulting in an acceleration of the 

exodus of capital from emerging markets at least in the first half of 

the year. A number of central banks have responded by hiking 

interest rates (chart 1) to protect against large currency 

devaluations, but with little immediate impact. 

 
Index January % 12m % YTD % 

Dow Jones -5.2 16.1 -5.2 

S&P 500 -3.5 21.5 -3.5 

FTSE 100 -3.5 3.7 -3.5 

EURO STOXX 50 -2.9 14.8 -2.9 

Nikkei 225 -8.5 33.9 -8.5 

Hang Seng -5.5 -7.1 -5.5 

Australia -2.8 6.2 -2.8 
Source: I-Net Bridge 

 
In South Africa, the South African Reserve Bank (SARB) surprised 

markets by raising the repo rate by 0.5% after the Monetary Policy 

Committee met in January. The move followed similar decisions 

by other emerging market central banks in response to rapidly 

declining currency values. The SARB is understandably 

concerned about the prospect of rising inflation after significant 

rand weakness in 2013 and the first few weeks of 2014. The 

SARB now forecasts that consumer inflation will average more 

than 6% during 2014, despite ending last year at 5.4% (chart 2).  

The surprise interest rate hike may be the first in a gradual upward 

bias throughout 2014 and possibly into 2015. The size and 

frequency of rate hikes will be driven by future movements in the 

value of the rand, as well as the degree to which the weaker rand 

impacts future inflation outcomes. The SARB is very mindful of the 

weak economic backdrop and the impact a rapid and substantial 

increase in interest rates would have on consumer spending and 

economic growth, but their primary responsibility is to keep 

inflation under control. 

Global equity markets started 2014 firmly on the back foot as 
investors digested disappointing earnings out of the US, a further 

reduction in the Fed’s bond purchase programme and the resulting 
turmoil in emerging markets. The broader US equity market 
declined 3.5%, while the Dow Jones Industrial Average dipped 
more than 5% (chart 3). The Japanese equity market, a star 
performer in 2013, was down 8.5% in January as a stronger yen is 
likely to dampen profit growth at Japanese exporters. With 

increased volatility in emerging markets and large swings in 
currency values, investors who enjoyed exceptional gains in 2013 
are now looking to take some profits. Adding to the uncertainty is 
evidence that Chinese economic growth, once a major engine for 
global growth, is slowing. Equity market volatility is increasing and 
is likely to be a major theme throughout 2014.  

 

Despite expectations that a further reduction in the Fed’s bond 
purchase programme in January would lead to higher bond yields 
in the US, market participants have focused on the problems 
facing emerging markets and have rushed back into the apparent 
safety of US Treasuries. The yield on 10 year US Treasuries 

declined by almost 40 basis points in January, finishing the month 
at 2.66% (chart 4). The US and other developed country bond 
markets will be the beneficiaries of continued turmoil in emerging 
markets but remain vulnerable to a reduction in monetary stimulus 
in the medium-term. 

 

 
Index January % 12m % YTD % 

All Share -2.4 14.9 -2.4 

Resources 5.9 3.9 5.9 

Financials -6.9 7.5 -6.9 

Industrials -4.6 24.8 -4.6 

Property -7.1 -0.3 -7.1 

Bond -3.2 -2.7 -3.2 

Cash 0.4 5.2 0.4 
Source: I-Net Bridge 

 
South Africa’s equity market benefited from a recovery in the 

resources sector, after a modest increase in commodity prices and 

further rand weakness (chart 5). The unexpected increase in official 

interest rates lead to a sell-off in banks, insurers and retailers, 

exacerbated by a general sell-off in emerging markets during 

January. Although Naspers finished the month in positive territory, 

many of the other large rand-hedge industrial companies such as 

SAB Miller and British American Tobacco posted large negative 

returns in January.  

Longer dated bond yields in South Africa rose almost 90 basis 

points in January, on the back of a weaker rand and the 

unexpected increase in official interest rates. South Africa’s listed 

property sector, which tracks the bond market in the short-term, 

also experienced large capital losses as yields rose in sympathy 

with the bond market. The sector declined 7.1% in January (chart 

6) and is now trading on a one year forward yield of 8.2%, and 

after a series of positive earnings surprises, distributions are 

forecast to grow by more than 8% per annum over the next 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 5:     Rand/US Dollar Exchange Rate  Chart 6:    FTSE/JSE SA Listed Property Index 
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