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           “It is better to look ahead and prepare than to look back and regret.”  

 Jackie Joyner-Kersee  

ECONOMIC OUTLOOK  MARKET OUTLOOK 

There is increasing speculation that US policymakers will scale 
back their stimulus efforts before the end of the year. According to 
recent data, the US labour market appears well on the road to 
recovery (chart 1) and the housing market seems to be on a 
similar path. Consumer and business confidence is rising, despite 
higher taxes. A lower oil price is contributing to the increase in 
consumer confidence, which should also contribute to higher retail 
sales in the months ahead. Unfortunately the recovery in 
economic activity is not broad-based, with the manufacturing 
sector struggling in the face of slower global growth. A reduction in 
government spending is also proving a drag on growth. While the 
US Federal Reserve is likely to withdraw its bond buying 
programme by year end, official interest rates are still expected to 
remain lower for longer until there is more momentum in the pace 
of economic growth.            

Elsewhere the outlook appears less positive and economic growth 
estimates are constantly being revised lower. Europe is struggling 
under a mountain of debt. While a number of stimulus and support 
measures have been introduced in Europe, they have focused on 
allowing European sovereigns to cope with the debt rather than 
encourage them to reduce it. In the end, a debt crisis can only be 
resolved by reducing the quantum of debt, not by making it more 
manageable through lower interest rates. 

 Equity markets throughout the world were extremely volatile in 
May. Most markets got off to a flying start, with the Japanese 
equity market once again enjoying the largest gains in the first 
three weeks of the month (chart 4). However, most of the gains 
were erased or partly reversed when investors became concerned 
that the US Federal Reserve would end its bond buying 
programme before the end of the year. This would remove some 
of the artificial support for risky assets and possibly drive prices 
lower. In the US, the first quarter financial reporting season was 
characterised by lower revenues and increased profits as 
businesses continued to expand margins but struggled to grow 
sales. With global inflation unlikely to move above 2% in the 
medium term, sales are unlikely to grow substantially over the 
coming quarters, placing pressure on companies to continue 
expanding margins in an effort to grow profits. 

The threat of a premature end to quantitative easing in the US 
pushed bond yields higher across the world, leading to large 
capital losses for investors. The yield on 10 year US treasuries 
moved above 2% for the first time since March 2012 and was 
quickly followed by similar increases in most developed markets, 
including Japan. Other interest rate sensitive assets classes, like 
listed property, experienced similar capital losses, with the GPR 
250 REIT Index losing 7.5% in May. 

Index May % 12m % YTD %  Index May % 12m % YTD % 

Dow Jones 2.2 25.3 16.7  All Share 8.5 30.7 8.4 

S&P 500 2.3 27.3 15.4  Resources 12.1 7.1 -4.0 

FTSE 100 2.4 24.0 11.6  Financials -0.3 28.7 6.8 

EURO STOXX 50 3.3 34.9 7.7  Industrials 10.2 47.9 16.9 

Nikkei 225 -0.6 61.2 32.5  Property -11.1 27.0 4.2 

Hang Seng -1.5 20.2 -1.2  Bond -4.6 11.5 0.2 

Australia -4.9 18.9 5.3  Cash 0.4 5.3 2.1 
Source: I-Net Bridge  Source: I-Net Bridge 

In South Africa, first quarter GDP growth printed significantly 
below expectations at just 0.9% quarter-on-quarter (chart 2). 
While the weakness was broad-based, both the mining and 
agricultural sectors were particularly hard hit. Expectations for the 
remainder of the year have been scaled back, due to a weaker 
global economic backdrop and expectations of further labour 
unrest, particularly in the mining sector. The Monetary Policy 
Committee (MPC) of the South African Reserve Bank met during 
May and left official interest rates unchanged.    

The MPC is unlikely to cut official interest rates again this year, 
after significant foreign selling in South Africa's bond and equity 
markets drove the Rand above R10/US$ for the first time since 
2009 (chart 3). This should lead to higher inflation further down 
the line and will keep the official inflation rate above the upper end 
of the Reserve Bank’s targeted range for longer. During April, 
consumer inflation was unchanged at 5.9% but is expected to 
move above 6% by the third quarter of this year. 

 
Although South Africa's equity market registered an impressive 
gain in May, there was significant rotation out of interest rate-
sensitive sectors like banks and credit retailers into sectors that 
benefited from the weaker Rand, like gold miners. The Resources 
sector advanced more than 12% in May despite little improvement 
in commodity prices (chart 5), while rand-hedge Industrials also 
rallied strongly. The current one-year forward price:earnings ratio 
on the FTSE/JSE All Share Index is 13.7, while the one year 
forward dividend yield is 3.5%. 

South African bond yields moved significantly higher on the back 
of higher US Treasury yields and significant foreign selling. 
Investors are becoming increasingly concerned about conditions 
in the country's mining sector and the outlook for economic growth 
in both 2013 and 2014. The large increase in bond yields led to a 
sharp sell-off in South Africa's listed property sector, which lost 
more than 10% of its value in May (chart 6). As a result of sharply 
lower prices, the one year forward yield on the sector is now 7%. 
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Chart 1: US Non-farm Payrolls (‘000s) Chart 2:  SA GDP Growth (Quarter-on-Quarter) 
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Chart 3: Rand/US$ Chart 4:  Japan’s Nikkei 225 Index 
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Chart 5:    Oil Price (Brent Crude $/barrel) Chart 6:    FTSE/JSE SA Listed Property Index (SAPY) 
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