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           “If you put the Federal Government in charge of the Sahara Desert, in 5 years there’d be a shortage of sand.”  

 Milton Friedman  

ECONOMIC OUTLOOK  MARKET OUTLOOK 

Failure by US politicians to reach agreement on a budget for the 
remainder of the fiscal year has led to the first partial shutdown of 
the US government in 17 years. The shutdown, which will affect 
approximately 800,000 Federal employees, highlights the current 
divide in US politics and raises concerns that many of the longer-
term structural problems facing the US will not be resolved 
quickly. At the heart of the current crisis is President Obama’s 
controversial healthcare reform, affectionately known as 
Obamacare. The Patient Protection and Affordable Care Act has 
been strongly opposed by Republicans since it was signed into 
law in 2010 and the Republican-led House of Representatives 
insisted on a one year delay in Obamacare as a condition for 
passing the budget. Not surprisingly, the condition was rejected by 
the Democrat-led Senate. The shutdown is likely to reduce US 
GDP by approximately 0.3% for each week it continues. 

Elsewhere in the world, the picture remains largely unchanged. 
Economic data continues to point to a very moderate improvement 
in the global economy. A number of countries are benefiting from 
a wide variety of stimulus measures, most notably in Japan where 
Prime Minister Abe’s policies to resolve the country’s 
macroeconomic problems appear to be bearing fruit. In Europe, 
the situation appears less rosy as austerity measures in many of 
the periphery countries continue to take their toll on growth.  

 Volatility has increased again (chart 4) in response to uncertainty 
in the US. Having initially responded positively to news that the US 
Federal Reserve would not taper its bond purchase programme, 
equity investors shifted their attention to the prospect of partial 
government shutdown as US lawmakers failed to reach 
agreement on a budget. Equity investors are also grappling with 
the fact that earnings estimates are being cut and companies 
issuing negative outlooks for the third quarter exceed positive 
outlooks by more than 5 to 1. This has resulted in third quarter 
earnings growth estimates for the S&P 500 declining from 8.5% at 
the beginning of July to just 4.6% at the end of September. As a 
result of the earnings downgrades and the fact that prices have 
continued rising, global equity markets are now appearing fully 
valued and may be susceptible to a pullback when the US finally 
starts withdrawing stimulus. 

Bond yields across the globe fell (chart 5) in response to the US 
Federal Reserve’s decision not to reduce its bond purchase 
programme at their September meeting, despite numerous 
statements by Fed officials that stimulus would need to be 
reduced as the US economic outlook improved. Falling bond 
yields provided support for global listed property securities, which 
also rallied in response to the Fed’s decision, but are under 
pressure once again due to uncertainty in the US. 

Index September % 12m % YTD %  Index September % 12m % YTD % 

Dow Jones 2.3 15.6 17.6  All Share 5.1 27.0 15.1 

S&P 500 3.1 19.3 19.8  Resources 2.0 6.5 -0.7 

FTSE 100 0.8 12.5 9.6  Financials 6.3 22.4 11.4 

EURO STOXX 50 6.5 21.3 13.1  Industrials 6.3 42.1 26.5 

Nikkei 225 8.0 63.0 39.1  Property 6.7 10.3 7.3 

Hang Seng 5.2 9.7 0.9  Bond 3.9 3.1 0.5 

Australia 1.8 18.4 11.9  Cash 0.4 5.2 3.8 
Source: I-Net Bridge  Source: I-Net Bridge 

In South Africa, the Monetary Policy Committee (MPC) of the 
South African Reserve Bank (SARB) left official interest rates 
unchanged when they met in September. The MPC did highlight 
the increased upside risks to inflation, particularly due to a weaker 
Rand (chart 1) and higher wage increases and noted that inflation-
targeting remained their primary objective. The statement 
suggested that the MPC was ready to hike official interest rates if 
inflation remained at elevated levels for a prolonged period of 
time. Inflation is currently at 6.4% (chart 2). 

Recent Rand strength is likely to reduce some of the upward 
pressure on consumer inflation. The Rand strengthened after the 
US Federal Reserve surprised markets by not adjusting its 
monthly bond purchase programme, having hinted it may do so 
prior to the September meeting. With global bond yields falling in 
response to the decision, emerging market currencies rallied on 
renewed appetite for riskier assets. The Rand did weaken before 
the end of the month but surprisingly didn’t react to another large 
trade deficit (chart 3).     

 
South Africa’s equity market rallied in September as Financial and 
Industrial companies responded to a stronger Rand and lower 
bond yields. The Resource sector benefited from an increased 
appetite for risky assets, but was held back by the stronger Rand 
and lower precious metal prices. The one year forward 
price:earnings ratio on the FTSE/JSE All Share Index has risen to 
14.1 times, while the one year forward dividend yield has fallen to 
3.4%. There is significant downside risk in our equity market at 
current levels. 

South African long bond yields tracked global bond yields lower 
and the All Bond Index advanced 3.9% in September. Listed 
property prices also advanced in September, with the FTSE/JSE 
SA Listed Property Index gaining 6.7%. Although listed property 
outperformed equities in September, year-to-date equities have 
outperformed listed property by nearly 8% (chart 6). The current 
one year forward yield on the listed property sector is 7.1%, 
approximately 0.5% below the yield on longer-dated government 
bonds 
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Chart 1:  Rand / US Dollar Exchange Rate Chart 2:   SA Consumer Inflation (%) 
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Chart 3: SA Trade Balance (R’ millions) Chart 4:  CBOE Volatility Index 
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Chart 5:    US 10 Year Treasury Yield (%) Chart 6:    SA Equities vs SA Listed Property (2013) 
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