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           “He who will not economise will have to agonise.”  

 Confucius  

ECONOMIC OUTLOOK  MARKET OUTLOOK 

The latest batch of economic data out of the United States 
suggests that the pace of economic recovery remains modest at 
best. While labour market conditions have improved, the recovery 
in the housing market appears to have stalled in the face of rising 
bond yields and mortgage rates. Apart from the motor vehicle 
sector, manufacturing production is not growing and recent 
surveys measuring consumer confidence don’t paint a rosy 
picture. The US Federal Reserve (the Fed) is therefore not 
expected to reduce the size of its bond-buying programme when 
the Federal Open Market Committee meets later in December. 
The current level of bond purchases is set at $85 billion a month, 
although this is expected to reduce throughout 2014 if the pace of 
US economic growth accelerates and the unemployment rate gets 
closer to the Fed’s targeted level of 6.5%.    

The European Central Bank (ECB) unexpectedly cut official 
interests at their November meeting and suggested further cuts 
were on the cards if inflation continued to drop. The 
announcement followed a report which showed that inflation in the 
euro zone had fallen to just 0.7% in October, significantly below 
the ECB’s target of 2%. A number of Europe’s periphery countries 
are already experiencing annual price declines (deflation), 
sparking fears the region is headed in the same direction as 
Japan, which has experienced decades of deflation. 

 US equity markets posted solid gains in November as investors 
speculated that the Fed would delay reducing their bond-buying 
programme. Asset prices would therefore continue to be 
supported despite a weaker economic outlook and lower earnings 
growth forecasts. The S&P 500 index has now advanced more 
than 30% this year (chart 3), while earnings from the companies 
that constitute the S&P 500 index have only grown on average by 
approximately 5%. It is becoming increasingly difficult to find value 
in global equity markets at the index level, although there are still 
companies and industries that appear to be offering value. The 
risk for investors is that the Fed decides to reduce the size of its 
bond-buying programme sooner than expected. This would 
remove support for risky assets and could result in a sizeable 
market correction especially in emerging markets.    

US 10-year Treasury yields rose 20 basis points in November 
(chart 4), notwithstanding the fact that inflation continues to fall 
and official interest rates are likely to remain at historically low 
levels throughout 2014 and 2015. It is clear that investor appetite 
for bonds is waning, despite delays by the Fed in reducing its 
bond-purchase programme. A $29 billion auction of 7-year notes 
in the US attracted the least demand since August 2009, 
highlighting how nervous investors are becoming about the 
prospects for the asset class in 2014. 

Index November % 12m % YTD %  Index November % 12m % YTD % 

Dow Jones 3.8 26.6 25.6  All Share -1.1 21.6 17.9 

S&P 500 3.0 30.3 29.1  Resources -2.2 2.7 -0.3 

FTSE 100 -1.2 13.4 12.8  Financials -2.6 22.5 16.3 

EURO STOXX 50 0.8 23.5 20.9  Industrials 0.0 33.1 30.0 

Nikkei 225 9.3 65.8 50.7  Property -3.0 7.7 7.3 

Hang Seng 2.9 8.4 5.4  Bond -1.4 1.8 -0.5 

Australia -2.0 17.6 13.9  Cash 0.4 5.2 4.7 
Source: I-Net Bridge  Source: I-Net Bridge 

In South Africa, consumer inflation fell to 5.5% in October from 
6.0% in September (chart 1). The reading was below the market’s 
expectation of 5.7% and was driven primarily by lower food 
inflation. Despite this lower outcome, the market’s expectations for 
inflation over the coming 12 months remains largely unchanged, 
with consumer inflation expected to remain at the upper end of the 
South African Reserve Bank’s (SARB) targeted range. The SARB 
is however unlikely to raise official interest rates in 2014, due to 
the weak economic outlook in South Africa.  

South Africa’s economy expanded by a paltry 0.7% (quarter-on-
quarter, seasonally adjusted and annualised) in the third quarter 
this year (chart 2). The quarter was characterised by labour 
disruptions across a number of manufacturing industries and 
although growth is expected to rebound in the fourth quarter, there 
is a risk that growth for the year as a whole will fall below 2%. The 
contraction in manufacturing production has also resulted in lower 
export volumes and larger trade deficits resulting in further rand 
weakness.  

 
South Africa’s equity market declined in November (chart 5) on the 
back of lower commodity prices and increased concerns about the 
prospects for emerging markets in 2014. While rand-hedge 
industrial shares tended to hold their own in November, there was 
broad-based selling in resources and financials which dragged 
South Africa’s equity market lower. The one-year forward 
price:earnings multiple on the FTSE/JSE All Share Index has 
fallen to 14.0x, while the one-year forward dividend yield has risen 
to 3.5%.  

South African long bond yields moved higher in response to higher 
global bond yields and a weaker rand. The yield on the 10-year 
SA government bond is now back above 8%. Listed property 
yields also rose in November, pushing the SA Listed Property 
(SAPY) index down 3% for the month (chart 6). The current one 
year forward yield on the SAPY index has now risen to 7.5%, but 
remains more than 50 basis points below the yield on 10-year 
government bonds. Listed property distributions are forecast to 
grow between 7% and 8% per annum over the next 3 years. 

 

We would like to take this opportunity to thank you for your support in 2013 and to wish you a peaceful Festive Season and a prosperous New Year 



 

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 
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Chart 1:  SA Consumer Inflation (%) Chart 2:    SA GDP Growth (%) 
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Chart 3: S&P 500 Index Chart 4:  US 10-Year Treasury Yield (%) 
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Chart 5:     FTSE/JSE All Share Index Chart 6:    FTSE/JSE SA Listed Property Index 
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