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Global
Financial Markets
developed market equities still in favour
Global developed market equities have powered ahead in USD
terms over the past year and have outperformed emerging
market equities. The collective investment performance of
emerging market equities has been relatively flat for the
past 6 years in USD terms.
The talking point most recently, was the rally across emerging markets that kicked
off in mid March. This was driven primarily by China, where authorities were looking
to provide monetary stimulus to alleviate growth concerns.
Looking across global EM equities, the recent rally has been led by bank stocks
and commodity-related equities, which is consistent with the view that Chinese
growth prospects should improve.
By the end of April and year to date, however, developed markets resumed
their front position, outperforming emerging markets for the respective periods.
On balance, developed markets are expected to improve on stronger economic
activity, stable low inflation and no interest rate policy changes.
Overall, the positive turn in the global cycle is expected to persist, with room for
further acceleration from here. In other words, the room for growth in developed
market equities from current levels, albeit not the same extent as seen in the past
decade.
The story of developed market equities now outperforming emerging market
equities is an interesting one. From 2000 to 2010, the annualised return on the
MSCI Emerging Market index was 10.9% annualised in USD versus just 1.3% for
developed markets.
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Since then this has turned into disappointment as
emerging market equities, bonds, and currencies fell
sharply in mid-2013, following possible indications of
tapering of Quantitative Easing (“QE”).
The concerns about emerging markets include
slower growth than previous years, over-reliance
on excess liquidity arising from the US QE, growing
consumer debt, concerns that vital structural
reforms had not been undertaken, unease over
corporate governance and, for some countries,
moves into deficits, possible property bubbles,
and street protests and unrest. While many of these
concerns are legitimate, EM are in far better shape
today than in the 1980s and 1990s.
For now markets prefer developed
market equities to emerging market
equities as we continue to see stronger
data and signals of continued recovery
in these markets.
Leading indicators of economic activity in the US
point to a rebound from the soft patch caused by bad
weather in the first quarter.
The GDP data for the US in Q1 2014 has been well
below previous quarters, showing a rise of only
0.1%q/q, annualized. The key areas of weakness
included a decline in exports, fixed investment and
government activity. Consumer spending held up well,
especially in the services sector. For 2013 as a whole
the US grew by 1.9%, down from 2.8% in 2012. For
2014, we expect growth to improve to around 2.5%.
Chart 1: US real GDP growth

The high-level thinking on the inflation outlook
has not changed in any significant way, with the
inflation trend running well below its 2.0% target.
There has been little upward pressure on inflation
due to weak consumer spending, affected by weather
distortions.
The tapering of QE continues at a consistent pace
based on signs of the economic recovery. In December
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2013, the Federal Reserve
announced that it would commence
QE tapering in January 2014 by scaling
back their asset purchase programme from $85
billion a month to $75 billion. This was then followed
by a further $10 billion reduction to $65 billion at the
January 2014 meeting, another $10bn reduction in
March and a further $10bn cut at the end of April.
It is entirely possible that QE will have been completed
by the end of 2014. Then interest rates can start to
normalize.
The outlook for the rest of 2014 Is
brighter supported by strong Employment reports and associated wage and
income growth.
The April labour market report was impressive with
non-farm payrolls (the number of jobs added each
month) at 288 000 jobs for April. This is an excellent
reading and an average of 250 000 jobs added per
month is required for US economic growth to breach
the 3% mark on a sustainable basis.
For comparison, during 2010 the US economy created
an average of 88 000 jobs per month; in 2011, a far
more respectable 173 000 a month; and in 2012, job
gains averaged 186 000 a month. In 2013 employment
rose by an average of 194 000 jobs a month. In the
first four months of 2014 employment has risen by an
average of 214 000 jobs.

Chart 2: US unemployment report

The stronger labour market, a faster pace of hiring
and higher corporate profits have increased tax
revenue and this has contributed to a smaller
government budget deficit (difference between
government revenue and expenditure).
The U.S. Treasury Department announced the biggest
quarterly pay down of government debt in seven years.
This is good news for bond yields – that they won’t rise
so fast at the end of Quantitative easing.
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The US fiscal balance has declined by more than
$1 trillion since its peak in February 2010. Funding a
deficit of $500 billion is a lot more manageable for the
private sector than funding a deficit of $1.5 trillion.
In Europe, expectations of further ECB
easing have been kept alive by a string
of low inflation reports. Euro zone
inflation is running at 0.5% - far below
the ECB’s medium-term target of just
below 2 percent.
ECB President Mario Draghi told German lawmakers
that a quantitative-easing program isn’t imminent and
is relatively unlikely for now. However, the central bank
does stand ready to embark on QE if needed. Draghi
has said he is considering unprecedented measures
to avert the risk of deflation as he guides the euro area
through a gradual economic recovery.
Over the past five years, in light of macro-economic
uncertainty and reduced bank lending, European
corporates have hoarded cash and deleveraged.
A macro recovery should hopefully give firms the
confidence to re-prioritise balance sheet efficiency and
start spending again. This would provide a positive
backdrop for European equities.
In April, Standard & Poor’s cut Russia’s
sovereign long-term foreign currency
rating by one notch to BBB- the lowest
investment grade rating, and maintained
a negative outlook on the rating.
S&P cites large capital outflows and heightened risks
to external financing as the reason for the downgrade.
The downgrade already reflects that outflows could
pick up once more on the risk of further sanctions
and a weakening growth outlook. As Russia’s military
secured the Crimean peninsula, its currency hit a
record low and its stock market plunged in the face
of U.S. and European warnings of sanctions over the
invasion into Ukraine.
The Obama administration took the first steps
suspending military cooperation with Russia as well as
talks aimed at boosting trade and investment.
In terms of financial market performances, for
April 2014 developed equity markets were up 1.1%
(MSCI World), outperforming Emerging Markets
which were up 0.4% in US$ total return terms. For
the past 12 months, developed markets were up
17.2% versus emerging markets being down 1.5%.
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Key market
performances
»» The DJ Eurostoxx was 2.1% for April, 4.2% YTD and 27.3%
for the past 12 months.
»» The S&P 500 was 0.7% for April, 2.6% YTD and 20.4% for
the past 12 months.
»» The UK FTSE 100 was 4.4% for April, 3.8% YTD and 18.6%
for the past 12 months.
»» The Nasdaq 100 was -0.3% for April, 0.0% YTD and 25.8%
for the past 12 months.
»» The Nikkei 225 was -2.7% for April, -8.9% YTD and 0.1% for
the past 12 months.
»» The MSCI China was -2.3% for April, -8% YTD and -0.9% for
the past 12 months.
»» The MSCI Turkey was 7.5% for April, 12.7% YTD and -25%
for the past 12 months.
»» Brent Crude Spot is up 2.5% in April.
»» Gold was down 0.09% in April 2014 and is down
11.31% over the last 12 months.

Local

Financial Markets
In contrast to an improving global
economic environment, the Sa economy
has been losing momentum.
The current trend in the leading indicator suggests that
the SA economy will remain under pressure during the
first half of 2014, largely due to domestic circumstances
including the impact of strike activity, higher interest
rates, falling confidence and a reduced intention to
increase employment.
Encouragingly, there is a fairly strong
relationship between the SA leading
indicator and the OECD leading indicator.

SA’s leading indicator tends to lag the global economic
cycle, both into a slowdown/recession as well as into
a recovery. The OECD leading indicator has remained
positive during the past few months, despite some
softening in economic activity in late 2013 and early 2014,
which is an encouraging signal for the SA economy going
into the second half of 2014 and early 2015. Hopefully, a
steady improvement in the global economy (which should
lift SA exports, especially given the weaker Rand) coupled
with an improvement in infrastructural development have
the potential lift SA’s growth prospects in 2015.
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It is important that South Africa moves past the
labour market disruptions and policy uncertainty
that are currently afflicting a number of key
economic sectors, and finds a way to lift business
and consumer confidence.

Chart 3: CPI inflation forecast

The big factor facing the SA economy is
inflation and the effect on consumer
spending and demand.
Cost pressures have risen. Administered (compulsory)
costs have risen. Cost pressures on essential goods and
services have increased significantly and these include
electricity, petrol, education, and food. In addition,
there is clear evidence that consumer income is under
pressure.
Consumer confidence is also depressed,
and currently well below the long-term
average.
Debt has increased. Many middle to low income earners
have become more highly indebted in the past two years
and are struggling to meet their repayment obligations,
while a rise in strike activity (especially in the mining
sector) is eroding spending power in that segment of
the labour market.
All of this would suggest that consumer spending is
still expected to remain under pressure on a longerterm trend basis. Retail spending rose by only 2.2%y/y
in real terms in February. People are still spending on
clothing and footwear, as well as building materials and
hardware. In contrast, sales of furniture and appliances
are experiencing outright recession conditions, while
sales of pharmaceutical, medical and cosmetic products
have slowed appreciably. The data does not suggest
that retail activity is heading towards recession but than
consumer activity is restrained.
March was a large survey month for
consumer inflation. South African
headline CPI inflation rose to 6.0%y/y
from 5.9%y/y in February 2014.
One of the key upside risks to SA consumer inflation
in 2014 is food inflation is now up at 7.2%y/y (from
3.5%y/y in December!) and is likely to move somewhat
higher over the coming months, depending on further
pass-through from Rand weakness.
For 2014, SA inflation is now forecast to average 6.4%,
rising significantly above 6% in the second half of the
year. For 2013 as a whole, SA CPI inflation averaged
5.8%, up slightly from an average of 5.7% in 2012 and a
more subdued 5.0%y/y in 2011 and 4.3% in 2010.
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The Reserve Bank has, obviously, become
significantly more concerned about the
impact of the weaker exchange rate on
inflation, and is clearly willing to raise
interest rates further should inflation
pressures appear to broaden (higher
core inflation).
In making the decision on further interest rate changes,
the Reserve Bank will take comfort from the fact that
the currency had settled, albeit at a weaker level,
and that there is negligible growth in private sector
credit and money supply. Another two 25bp increases
are expected at the next MPC meetings. Each MPC
decision is likely to be guided by global interest rate
developments as well as the path of the Rand exchange
rate at the time of the meeting, coupled with their own
assessment of the strength of the economy as well as
their forecast of SA consumer inflation.
There has been almost no growth in consumer credit
but a surge in corporate credit, with the total private
sector credit recorded at 8.8%y/y in March 2014.
The growth in corporate credit continues to move
sharply higher and is now up at 12.8%y/y supported
by increased demand for trade finance, funding
of business activity in the rest of Africa, and some
investment expansion. Unsecured credit (in the form of
personal loans) has slowed to a mere 4.1%y/y, which
is the lowest annual rate of growth since prior to the
recession in 2009.
It would appear that banks have systematically
tightened lending standards in the unsecured space
after experiencing a surge in non-performing loans.
Mortgage credit, has been rising at an average of
R1.7bn a month but it rose R3.7bn in March. Mortgage
credit is only up 2.9%y/y, but appears to be slowly
trending higher (see chart on page 5).
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Chart 4: SA Growth in corporate credit

Key equity

market performances

»» The FTSE /JSE Index was 2.65% for April, 7.1% YTD and
58.6% for the past 12 months.
»» The Top 40 Index was 2.3% for April, 7.0% YTD and 32.5%
for the past 12 months.
»» Mid Cap was 5.1% for April, 7% YTD and 18.1% for the past
12 months.
»» Small Cap was +2.6% for April, 7.3% YTD and 23.8% for the
past 12 months.
»» The Resource 10 was 3.8% for April, 14.6% YTD and 36.4%
for the past 12 months.
»» The Industrial 25 was 1.3% for April, 2.3% YTD and 32.6%
for the past 12 months.

Overall, the rate of expansion in total private sector
credit remains modest and will not pose any concerns
for the Reserve Bank. Hopefully, the composition of
credit growth continues to switch in favour of more
mortgage activity and fixed-investment finance.
On the production side of the economy, activity
remains subdued, with manufact-uring production
up a mere 1.4%y/y in February 2014.
It is still not back to pre-crisis levels of activity. For
2010 as a whole, SA manufacturing activity grew by
4.7%y/y, which was obviously a vast improvement
on the 13.5%y/y decline recorded in 2009. In 2011,
production averaged a more modest rise of 2.8%; in
2012 , a mere 2.3% on a weaker global economy and
mining strikes; and in 2013, activity rose by an average
of only 1.4%, which is really more stagnation than
expansion, with the motor industry heavily disrupted
by labour unrest.
The weakness in industrial output reflects a wide
range of factors including problems with low
productivity, sporadic labour market disruptions,
infrastructure bottlenecks, a lack of research and
development, and skill shortages.

»» The Financials 15 was 3.8% for April 11.2% YTD and 26.3%
for the past 12 months.
»» Value was 2.9% for April, 7.6% YTD and 26% for the past
12 months.
»» Growth was 2.5% for April, 6.5% YTD and 31.7% for the
past 12 months.

The All Bond Index gained 0.32% in April 2014 and
the Inflation-Linked Bond Index gained 2.45%. Cash
returned 0.47%.
Over a 10-year period, the All Share Index returned
20.1%, the All Bond Index returned 9.3%, Cash 7.8%.
Property Unit trusts 19.5% and Inflation (headline CPI)
returned 5.9%.
The Rand strengthened by 0.2% against the Dollar in
April 2014 is down 14.6% over the last 12 months but
only down 1.6 year to date. Against the euro, the Rand
depreciated by 0.5% in April 2014 is down 18.9% over
the last 12 months but only down 1.1 year to date.
Source: Kevin Lings STANLIB, Deutsche Bank, Goldman Sachs.

Fortunately, there is some indication that the weaker
Rand is slowly starting to have a beneficial impact on
some aspects of production, but this is not widespread
enough to boost the entire manufacturing sector. We
remain hopeful that SA manufacturing activity will
improve somewhat into 2015, supported by the ongoing expansion of SA business activity into southern
Africa (including increased infrastructural development
in Africa), increased infrastructural investment
domestically, a pick in residential property building
activity and a steady improvement in world economic
conditions (exports). In term of financial market
performances, the ALSI gained 2.65% in April 2014.
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BRENTHURST WEALTH
CERTIFIED FINANCIAL PLANNERS:
Brenthurst Wealth Management (pty) Ltd is a registered financial services provider and is a fully-fledged financial
and investment services company with offices in Johannesburg, Pretoria and Cape Town.
All our Financial Planners are cfp® Professionals and members of the Financial Planning Institute of Southern Africa.
They are highly qualified to give advice on all investment matters.

MAGNUS HEYSTEK 	Email: magnus@heystek.co.za	Tel: +27 (0)83 692 8635
Magnus is a director of Brenthurst Wealth Management and is in charge of investment strategies, research and client communication.
BRIAN BUTCHART CFP® 	Email: brian@brenthurstwealth.co.za 	Tel: +27 (0)82 335 5117
BRIAN is head of financial planning at the CAPE TOWN OFFICE and a director of Brenthurst Wealth Management.

JOHAN BURGER CFP® 	Email: johan@brenthurstwealth.co.za	Tel: +27 (0)82 732 8655
JOHAN is the head of financial planning at the PRETORIA OFFICE and a director of Brenthurst Wealth Management.

RENEE EAGAR CFP®	Email: renee@brenthurstwealth.co.za	Tel: +27 (0)83 233 9373
SONIA DU PLESSIS CFP®	Email: sonia@brenthurstwealth.co.za	Tel: +27 (0)83 260 4055
MAGNUS L HEYSTEK CFP®	Email: magnus1@brenthurstwealth.co.za	Tel: +27 (0)72 071 5567
RICHUS NEL ACCA	Email: richus@brenthurstwealth.co.za	Tel: +27 (0)78 260 4013
SUZEAN HAUMANN RFPTM	Email: suzean@brenthurstwealth.co.za	Tel: +27 (0)21 914 9646

CLIENT SERVICES & EXCECUTIVE ASSISTANTS:
Jhb: +27 (0)11 799 8100

Pta: +27 (0)12 347 8240

Cpt: +27 (0)21 914 9646

CHRISTOFF POTGIETER
christoff@brenthurstwealth.co.za

ESMERIE LOOTS
esmerie@brenthurstwealth.co.za

RONELLE STIPP
ronelle@brenthurstwealth.co.za

CELESTE PHAKHATI
celeste@brenthurstwealth.co.za

YOLANDI BURGER
yolandi@brenthurstwealth.co.za

ERNA MARÉ
erna@brenthurstwealth.co.za

MAGDA KAMFER
magda@brenthurstwealth.co.za

NATASCHA DU PLESSIS
natascha@brenthurstwealth.co.za
ANTJE MOUTON
reception@brenthurstwealth.co.za

DIRECTOR & HEAD OF MARKETING: SUE HEYSTEK

TAX & ACCOUNTS: GAVIN BUTCHART

sue@brenthurstwealth.co.za

gavinb@brenthurstwealth.co.za

Wills & EsTATES: ROZANNE HEYSTEK-POTGIETER

CLIENT COMMUNICATION: MICHELLE BURGER

rozanne@brenthurstwealth.co.za

michelle@brenthurstwealth.co.za

“The fine art of managing investments requires consistency, patience and the
critical ability to perceive a long-term Approach to the creation of wealth and
most importantly, the power of good sound investment advice.”

DISCLAIMER: Brenthurst Wealth Management is an authorized financial services provider Reg No 2004/012998/07 FSP No. 7833.
This document should not be viewed as investment advice as each individual investor is different and has different investment needs. Please consult any one of
our highly qualified investment advisors before acting on the advice and recommendations contained in this newsletter. Kindly contact BWM for an appointment.
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