	





	
     
With less than 100 days to go before the World Cup, today we focus on reasons to be confident. We could, of course, find more than we list below, but we probably don’t need that many. In the past few weeks SA has started to feel and show more confidence. That does not mean there are niggling points, and very negative views. If you want a stat to back you up, chances are you will find it. But while we have to acknowledge risks and negatives we also have to, and more often than we do, look for and celebrate positives.    

Reasons to be confident 
Confidence is no small financial matter. What does it take to turn around – for investors to feel better, be more willing to invest, be more willing to become part of a financial recovery? 
Confidence. 
Jeremy Gardiner, director at Investec Asset Management, said this at the Investec Asset Management media briefing in February. Confidence.   

And that is confidence in yourself, your business, your country, your economy, your employment prospects, your world.    

Reason 1: Kagiso PMI reaches three year high 
The Kagiso PMI comes out on the 1st of the month and is based on data collected in the past two weeks – that is about as current as you can get. 
The February reading came in at 60.4. A PMI reading of above 50 indicates growth and below 50 contraction. The 60.4 is the highest level we have seen in the PMI since March 2007. 
After initially lagging the global factory rebound, the SA PMI is now on par with its global counterpart. The JPMorgan Global Manufacturing PMI for Feruary came in at 55.2. 

And it gets better – with just a glimmer of light on the employment front. 

“A welcome development,” said André Coetzee, head of fixed income at Kagiso Securities, “is that the seasonally adjusted employment index remained above 50 for the second consecutive month in February. The index increased for the sixth month in a row to reach 52.1 points – the first time since late 2007/early 2008 that the index has remained above the 50 mark for two or more consecutive months.”   

The importance of manufacturing to SA? In the first three quarters of 2009 manufacturing accounted for 14.8% of GDP growth, and is the second largest sector of the economy (finance, real estate and business services made up 21.5%). Stats SA figures show that in the 4th quarter of 2009 it made up 15.5%. And it employs 13.4% of SA's total labour market.    

Reason number 2: GDP 
GDP rose in the 4th quarter last year increasing 3.2% quarter on quarter seasonally adjusted and annualised. A very small start and no one is predicting any sort of fireworks. But it is positive, there is some growth and it certainly looks and feels a lot better than the readings we were seeing last year. 
“This is the second positive quarter in a row,” said André Roux, head of fixed income, Investec Asset Management, “and confirms that the recession is over. More importantly, it signifies that the recovery is gaining momentum, led by export sectors such as mining and manufacturing.” 

How much is South Africa’s GDP? According to a Stats SA report, nominal GDP for SA for 2009 is estimated at R2,4 trillion. (R139,5bn more than in 2008)   

Reason 3: CPI 
Inflation has come down.  Inflation in 2009 averaged 7.15%. 

Again from Investec’s André Roux: “CPI inflation slowed to 6.2% in January – well below what the market expected – giving us great confidence that the middle of the target band will be reached by the middle of the year.  Most of the broad categories contained in the inflation number are beginning to behave well and are consistent with the general decline in inflation.   

“January was a high survey month, which created a lot of risk as to where the inflation number would come out. Several infrequently surveyed items are included in the January release, including banking services, funeral services and some insurance items, and most of these numbers show that services inflation is moderating in line with overall inflation.      

“The market has been woefully behind the curve, as this is now the fifth inflation release that has surprised on the downside. The market has been almost fixated with pending electricity hikes and the idea that inflation is stuck at 6% due to structural factors.”    

“What was encouraging about the latest CPI inflation outcome of 6.2% for January,” says Azola Lowan, senior research analyst at Advantage Asset Managers, “is that core inflation eventually fell to within the target band.”   

In the latest Advantage Asset Managers economic and market commentary Lowan notes: 

“It has not all been doom and gloom; the local economy has just entered a cyclical sweet spot. Specifically, consider the latest economic growth and inflation outcomes that have both positively surprised the markets.”    

“A combination of rising growth and low inflation is typically known as the Goldilocks scenario; a real sweet spot for financial  markets where the bears are kept at bay.”   

Reason 4: SA Inc sells well 
From the Atlantic Asset Management investment team of Arno Lawrenz, Erik Nel and Albert Botha in their latest Atlantic FI Weekly : 

“South Africa achieved a major coup earlier in the week, when, all that was needed to place USD2bn worth of 10-year dollar-denominated South African debt, was a 4-hour global conference call. Gone are the days of costly, two-week long offshore investor roadshows. Furthermore, the issue was placed at a record tight 197bp over the 10-year US benchmark, almost 4x oversubscribed, with a spread of investors running into the high 300s! 

“A bigger vote of confidence can hardly be asked for,” they comment, and “at a time when all eyes are firmly fixed on countries showing any signs of sovereign weakness, thanks in large part to ongoing woes in Iceland, Ireland, Dubai, Greece and now also Ukraine, Spain and to a smaller extent Portugal.” 

Reason 5: Sprucing up for the World Cup 
At least over 300 days ago, Absa Investments’ Chris Gilmour said to us that real World Cup fever will start setting in when the countdown starts in earnest and we start ‘cleaning up.’ This is starting to happen, flags are going up, welcome signs are starting to appear and niggly issues (like potholes) are starting to be addressed. 
Much is discussed as to what the World Cup will mean for SA, how much revenue it will generate, who will benefit and what will happen in the aftermath. 

In today’s Imara SP Reid’s Stocks ‘n Strategy, March 2010, they note the following about the World Cup: 

“Sometimes, conventional wisdom needs to be viewed with scepticism, for being well, conventional! The belief for a very long time with regard to the soccer World Cup was that it was an event that would last a month, and after all the hype leading up to it, there would be a hangover. Our view is that consensus opinion has got this event and its impact on South Africa badly wrong! 

“It's certainly true that there has been a post-Olympic recession after nearly every Olympic Games, and also true that there is an element of misallocation of resources, and that there are probably more soccer stadia built than can be sustainably used. Nevertheless, the context in which the World Cup is taking place needs to be examined a little less superficially. 

“In the case of Germany in 2006, that event was estimated to have added nearly 2% to GDP. That economy is nearly 7 times the size of our own, although it is also important to bear in mind that being in the heart of Europe, would ensure a much larger turnout than we should hope for. Most World Cup hosts have tended to also exhibit a post-event hangover. 
“We would however, point out that that has typically happened in a normal economy, which has tended to be over stimulated by the event, and subsequently needed to cool down. Now that we are in a very slow economic environment however, we should not expect the event to result in over stimulus, and indeed given the high service component of such an event we expect quite a nice Keynesian type stimulus that the event will apply to the economy. 
“We also noticed that a great deal of hue and cry has been made over attempts by proprietors of lodgings to maximise their profits. The fact of the matter is that soccer tourists are very much of the one-off kind, and are well used to the idea of paying higher than peak season premiums for their accommodation. 

“The original estimations by auditors Grant Thornton were that the Cup would provide direct stimulus of R55bn, which is far more than our own back of the serviette estimation of R30-35bn, based on current data which indicates under-booking. Given 2008 GDP of R2.2trn, that implies a boost of say 1.5%. The rest of the world might be going to hell in a handbasket, but South Africa, should have a fairly prosperous 2010!”     

It’s not a perfect World 
It never was. But there are reasons for confidence and in a week of hype we have quite a lot to be positive about. 
We are more aware of risks and of the need for saving, we are an emerging market and emerging markets are taking the lead as developed countries visibly feel the strain. 
While always needing to question both the obvious and the not so obvious, as imperfectly perfect as our world is, we do have perfectly good reasons to be confident.   




	


	


