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February in perspective — global markets
Whereas investors were galvanized during January by

the dramatic behaviour of the Swiss National Bank
and their decoupling of the Swiss franc from the euro,
investor focus in February first turned to the Greek
tragedy in the Eurozone project and then increasingly
to the possible increase in US interest rates later in
the year. We have grown accustomed to record levels
of bond and equity markets; February was no
different in this regard. Bond yields in many countries
continued to reach record lows — the German 10-year
bond, by way of example, dipped to a historic low of
0.28% - and a number of countries eased their
monetary policy (mostly by lowering interest rates) in
response to the deflationary pressure brought about
by the oil price collapse. At these elevated levels, be
it in bond and equity markets at record highs, or in
commodity prices, interest rates and inflation at
record lows, short-term movements can be very
dramatic. February was no exception in this regard.

Chart 1: Global returns to 28 February 2015
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What is perhaps most impressive, if not a bit
concerning, is the size of equity markets’ year-to-date
returns, even as lingering concerns persist about the
momentum of the global economy. The MSCI World
index rose no less than 5.7% in February, although its
is "only” 3.7%. The MSCI
Emerging market index rose 3.0%, bringing its year-

year-to-date return
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to-date return to 3.6%, only marginally below the
return of developed markets (the MSCI World index).
Amongst developed markets the 6.4% return in
Japan and 6.6% return from German equity markets
stood out. Despite all the negative news flow
emanating from the Eurozone, it is hard to believe
that the German market has risen an astonishing
16.3% during the first two months of this year. That
compares to the 2.6% rise in US equity markets over
the same period. The respective year-to-date returns
from Japan and Hong Kong of 7.7% and 5.2% are
also impressive.

Indonesia — ants building a bridge

Within the emerging market universe the returns
continue to be disparate; it is hard to believe that
these economies all supposedly share some form of
commonality. The Chinese market rose 3.1% in
February and India rose 0.6%. Brazil rose10.0% but
that must be seen in the context of its 6.2% decline
in January and a 7.3% decline in the Brazilian real
during the month. If you are after some volatility, look
no further than Russia; after plummeting 6.4% in
January, the Russian equity market rose 21.6% in
February, partly on the back of a 13.8% increase in
the rouble relative to the US dollar and an 18.7%
surge in the oil price. The annual decline in the
Russian equity market rose from 43.3% in January to
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“only” 28.9% in February. While the Russian market
recovered, so too did the Greek market; it rose 22.0%
in February, but that must be seen in the context of
its 11.5% fall in January. It is still 32.8% lower than a
year ago.

All in all, February was a profitable month on equity
markets. In contrast, bond markets delivered
negative returns. The Barclays global aggregate
bond index declined 0.8% while the aggregate US
index fell 0.9%. As we highlighted earlier, even more
bonds are now changing hands below 0.0%. In many
markets investors are now paying banks and
governments to look after their money, as opposed
to earning interest on the funds they deposit. The
dollar continued to rise in February. It rose 0.6%
against a basket of currencies, although unlike
January when it was simply unstoppable, most
movements against the dollar in February were
modest. The exception was sterling, which rose 2.9%
against the greenback. Partly due to the benign
dollar and partly a function of sharp falls in January,
many commodity prices stabilized or bounced off
their record January lows. The oil price rose 18.7%
but the gold and platinum prices declined 3.7% and
2.4% respectively. The copper price rose 7.4% and
the iron ore price rose 1.2%. The Baltic dry (shipping)
index remained weak, falling 11.2%, bringing its
annual decline to 56.8%. The CRB and S&P GSCI
commodity indices rose 2.4% and 8.1% respectively.

What's on our radar screen?
Here are a few items we are keeping a close eye on:

1 The South African economy: Retail sales in SA
accelerated in December to 8.6% from 8.2% in
November. The SA economy grew at an annual
rate of 4.1% during the fourth quarter of 2014
(Q4) from an upwardly revised 2.1% in Q3. Given
the recent strikes earlier in the year, the base off
which this growth took place was very low, so we
shouldn’t be too excited. For 2014 as a whole,
the SA economy grew 1.5%, down from 2.2%

during the two previous years. It was interesting
to see the Minister of Finance, in his recent
Budget speech, lower his growth forecast for
2015 to 2.0% from 2.5% previously. One of the
country’s major Achilles’ Heels, the current
account deficit, is forecast to be 4.5% in 2015
and rise to 4.9% and 5.2% in 2016 and 2017
respectively. This factor alone will continue to
undermine the rand into the future. The Budget
deficit i.e. the amount Treasury (government)
intends to spend more than it earns (receives in
revenue) is forecast to rise to 3.9% although this
should decline to 2.6% in 2016/7. Social grants
rise to R130bn from R120bn last year.

Bangladesh — rice mill worker

1 The US economy: Data emanating out of the US

economy during the month was mixed and if
anything, a bit disappointing. Q4 2014 growth
was revised down from an initial assessment of
2.6% to 2.2%. Retail sales declined 0.4% in
January although durable goods orders rose
2.8%. Headline US inflation declined 0.7%
month-on-month in January bringing the annual
rate to -0.1%. Core inflation i.e. inflation
excluding volatile food and energy prices, rose
at an annual rate of 1.6% in January. However,
one aspect of the US economy which is clearly
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recovering very well is the labour market. The - - -
January data was revised significantly higher and
the February data came in much better than
expected. The unemployment rate declined -
from 5.7% to 5.5%. It remains something of a
mystery thought that, despite the increase in
number of jobs, wage growth has been largely
absent over the past few years. Average hourly
earnings rose 2.0% over the year to January but
have remained virtually flat over the past three
years. The strong jobs numbers are an important
input into the decision as to when the US Federal
Reserve will begin raising rates; the current views
differ as to whether it will be in June or
September but one thing looks increasingly
certain; US interest rates are going to rise this
year — the first time since the 2007/9 crisis.
I Developed economies: The Japanese economy
grew 0.6% in during Q4 14, bringing its annual
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- Leonard Bernstein



