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           “Let us not seek the Republican answer or the Democratic answer, but the right answer. Let us not seek to fix the blame for the 
past. Let us accept our own responsibility for the future.” 

 

 John F. Kennedy  

ECONOMIC OUTLOOK  MARKET OUTLOOK 

There is mounting evidence that the pace of economic recovery 
throughout the world is slowing again, despite significant stimulus 
from central banks. The partial shutdown of the US government 
has dented confidence in the world’s largest economy and without 
a long-term resolution to the country’s debt issues, confidence will 
not be restored quickly. The US Federal Reserve (the Fed) noted 
that while the labour market continued to improve at a moderate 
pace (chart 1), the US housing market has slowed in recent 
months. The slowdown in the US housing market is probably a 
direct result of higher bond yields (chart 2) which may prompt the 
Fed to extend current stimulus measures next year. Official 
interest rates will not be raised until such time as the US economic 
recovery is well established and self-sustaining. This is unlikely to 
occur in the next three years as fiscal policy in the US continues to 
constrain growth.  

Pressure is mounting on the European Central Bank to cut official 
interest rates as consumer inflation falls towards zero and 
unemployment continues to rise. Consumer prices in the 17 
countries that use the Euro fell to 0.7% in October, from 1.1% in 
September (chart 3). At the same time, the number of people 
unemployed in the Euro Zone rose to a record level in September. 
Although the unemployment rate in Germany is just 5%, 
unemployment rates in some countries exceed 25%. 

 Despite ongoing concerns about the outlook for the global 
economy, investors have focused on the fact that current stimulus 
measures appear to be in place for longer than originally 
anticipated. This means that share prices are rising at a faster 
pace than earnings, which are being held back by the weak global 
economy. As a result, valuations are beginning to look stretched 
and a number of market pundits are predicting a sharp correction 
in global equity markets once central bank stimulus is reduced. 
The fact that equity market rallies are sparked by bad economic 
news clearly demonstrates that investors are no longer focusing 
on company fundamentals, but rather on how much liquidity will be 
pumped into the financial system by central banks. The S&P 500 
has risen 27% so far this year, while companies that constitute the 
S&P 500 index are expected to show average earnings growth of 
just 6% this year.  

Global bond yields fell further in October in response to 
expectations that the Fed will delay the withdrawal of stimulus and 
continue buying bonds in 2014. The yield on 10 year US 
treasuries declined by 10 basis points in October and has now 
declined by more than 50 basis points since the Fed decided not 
to taper their bond purchase programme at the September 
meeting. Global property stocks benefited from lower bond yields 
and gained almost 4% in October. 

Index October % 12m % YTD %  Index October % 12m % YTD % 

Dow Jones 2.9 21.8 21.0  All Share 3.6 26.2 19.2 

S&P 500 4.6 27.2 25.3  Resources 2.8 3.1 2.0 

FTSE 100 4.2 16.4 14.1  Financials 7.1 29.2 19.3 

EURO STOXX 50 6.1 26.1 20.0  Industrials 2.8 40.4 30.1 

Nikkei 225 -0.9 60.5 37.8  Property 3.0 18.5 10.6 

Hang Seng 1.5 7.2 2.4  Bond 0.4 4.1 0.9 

Australia 3.9 19.5 16.2  Cash 0.4 5.2 4.3 
Source: I-Net Bridge  Source: I-Net Bridge 

In South Africa, September’s trade deficit of R18.9 billion 
continued an extremely worrying trend (chart 4). The value of 
exports dropped by 6%, mainly as a result of a drop in vehicle 
exports after strikes in the automotive sector disrupted production. 
The number also highlighted the slowdown in global economic 
recovery, which impacted on demand for South African exports. 
Large trade deficits have impacted negatively on the Rand over 
the past year and are likely to restrict any recovery in the value of 
the Rand in the short-term.   

Although consumer inflation moderated to 6.0% in September 
from 6.4% in August and 6.3% in July (chart 5), the level remains 
uncomfortably high and recent Rand weakness continues to pose 
an upside risk in the short-term. The South African Reserve Bank 
(SARB) will therefore find it very difficult to justify a further 
reduction in official interest rates, despite further downgrades to 
the outlook for economic growth in 2014 and 2015. At the same 
time, there is little evidence to suggest that official interest rates 
will rise next year. 

 
South Africa’s equity market rally continued in October, with the All 
Share index gaining 3.6% (chart 6). The rally was broad-based, 
although the Financial sector gained 7.1%, comfortably 
outstripping both the Resources and Industrial sectors. The All 
Share index is up almost 20% in 2013 and like most global equity 
markets is now starting to look expensive. The current one year 
forward price:earnings ratio on the South African equity market is 
14.5 times (based on I-Net estimates) and the one year forward 
dividend yield is 3.4%.  

South African long bond yields were largely unchanged in 
October, despite lower global bond yields. The listed property 
sector continued to recover from its August lows, gaining another 
3% in October. The sector has now gained more than 14% since 
the middle of August as bond yields have fallen and a number of 
companies have reported higher-than-expected distribution 
growth. The current one year forward yield on the listed property 
sector is 7.2%, which appears attractive relative to the bond 
market. 
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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:  US Unemployment Rate (%) Chart 2:    US 10 Year Treasury Yield  (%) 
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Chart 3: Euro Zone Inflation Rate (%) Chart 4:  CBOE Volatility Index 
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Chart 5:    SA Consumer Inflation (%) Chart 6:    FTSE/JSE All Share Index 
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