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INTERNATIONAL 
 

 Total US non-farm employment increased in January by 243,000 well above the 

150,000 consensus forecast, while the unemployment rate reduced from 8.5% in 
December to 8.3%, having been as high as 9.1% last August. Meanwhile, nonfarm 
employment for the previous 2 months was revised upwards by 60,000. The positive 
trend was reinforced with a further decline in jobless benefit claims over the past week 
from 373,000 to 358,000 well below the 370,000 consensus forecast. The less volatile 
4-week average reduced to its lowest since April 2008.  

 The improving outlook for sustainable US employment growth should help stabilize US 
home prices, due to growing consumer confidence and normalization of lending 
standards. At the same time, the rate on 30-year fixed rate mortgages is currently 
3.87% significantly lower than the year ago 5.05%, which should provide significant 
support to the housing market. The consensus view among economists at housing and 
mortgage associations is for the US housing market to normalize in 2014-2015 
although some forecast as early as 2013.  

 China’s trade surplus registered $27.3 billion in January, its highest in 6 months and 
significantly above the $10.4 billion consensus forecast and December’s $16.5 billion 
surplus. The increase is attributed to a far steeper than expected 15.3% year-on-year 
decline in imports, exceeding the 3.6% consensus forecast decrease. However, the 
trade data may have been distorted by the early Chinese New Year, this year in 
January. 

 China’s holidays are also blamed for the unexpected increase in consumer price 

inflation, rising in January for the 1st time in 6 months to 4.5% on the year well above 
the 4.0% consensus forecast. The National Development and Reform Commission 
issued a statement saying that the rate of inflation will “steadily decline” as the effects 
of the New Year fade. The view is supported by continued deceleration in producer 
price inflation from 1.7% in December to 0.7% in January, its lowest since December 
2009.  

 China’s State Information Center, a government think tank, forecasts the economy will 
grow in the 1st quarter by 8.5% on the year from 8.9% in the 4th quarter last year. 

Consumer price inflation is expected to moderate to 3.5% well within the 4% target 
range, in contrast to the 5.4% average in 2011.   

 Japan’s official consumer confidence index increased for a 2nd straight month from 
38.9 in December to 40.0 in January, attributed to improving employment conditions 
and expectations for rising incomes. Encouragingly, for an economy beleaguered by 

deflation, expectations for consumer price inflation also increased with the proportion 
of respondents expecting prices to be higher in 12 months time, rising from 61.3% to 
63.1%.  

 Japan’s coincident composite index measuring current business conditions, increased 
more than expected from 90.3 in November to 93.2 in December, above the 92.7 
consensus forecast. The leading composite index measuring likely business conditions 
in 3 months time, also increased from 93.7 to 94.3. In further positive news, Japan’s 

outstanding bank loans increased in January for the 4th straight month, rising 0.7% on 
the year its largest increase since October 2009. The trend is due mainly to growing 

corporate lending by regional banks.  
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 Following numerous delays, Greek authorities finally agreed to the austerity package 
required to qualify for further EU and IMF bailout funding. Following the agreement 
ECB President Mario Draghi announced the central bank could pass profits from the 
Greek bonds it holds, to eurozone countries which in turn could funnel the profits to 
Greece. This mechanism would circumvent legislation which prevents the ECB from 
financing individual countries directly. The ECB has spent 38 billion euro on Greek 

government bonds, generating a profit of around 12 billion.  

 Financial markets appeared this week to take Greek indecision on proposed austerity 
measures in their stride, hardly reacting to delays on the one hand or the last minute 
agreement on the other. The market’s apparent lack of concern may be due to how 
much private bond holders of Greek debt have already discussed writing off, which 
although still to be finalized may be as much as 70%. Meanwhile, politicians have 
begun saying in public what they have been saying in private for some time, that the 

EU might not do much more to prevent Greece from falling out of the eurozone. Dutch 
Prime Minister Mark Rutte said “We are currently so strong in the rest of the eurozone, 
in the countries who have the euro, that we can handle an exit of Greece.” European 
Commissioner Neelie Kroes made similar remarks, “They really have to implement all 
the measures they have promised to take. If that doesn’t happen we can’t help them.” 

 UK industrial production decreased in the 4th quarter 2011 by 1.4% on the quarter. 
However, December’s output was stronger than expected, rising at its fastest pace in 

7 months by 1% on the month and 0.8% on the year far exceeding the 0.2% and 
0.3% consensus forecasts.  

 While keeping its benchmark interest rate unchanged at 0.5%, the Bank of England 
(BOE) in spite of recent improvement in economic data, increased its asset repurchase 
program from GBP 275 billion to 325 billion. The expansion in quantitative easing is 
justified by forecasts for a sharp reduction in inflation during 2012. Having remained 
well above 4% for much of 2011 “it was more likely than not that inflation would 

undershoot the 2% target in the medium term” according to the BOE’s policy 
statement. The additional 50 billion in purchases of UK government bonds will be 
completed in April.  

 Indonesia’s central bank unexpectedly cut its benchmark interest rate by 25 basis 
points to a record low 5.75%, marking its 1st rate cut in 3 years. The move is in spite 
of the economy recording 6.5% growth in 2011 its strongest in 15 years, and 24.5% 

loan growth in December. At the same time however, consumer price inflation is 
expected to fall by year-end to the lower end of the central bank’s 3.5-5.5% target 

range.  
 
 
SA ECONOMY 
 

 The SA Chamber of Confidence and Industry (Sacci) business confidence index fell 
from 99.1 in December to 97.1 in January, its lowest since May 2010.  

 The manufacturing sector which accounts for 15% of GDP, increased production in 
December by 2.4% on the year, slightly below November’s 2.6% and the 2.6% 
consensus forecast. Production contracted 1.3% on the month, in contrast to the 2.9% 
increase in November.  

 Unemployment fell from 25.0% in the 3rd quarter 2011 to 23.9% in the 4th quarter, 

well below the 24.8% consensus forecast. 179,000 new jobs were created in the 
quarter raising the total number of formal sector jobs created in 2011 to 365,000. 
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Encouragingly jobs growth is accelerating with the number created in the 4th quarter 
almost equal to the jobs created in the remainder of the year.  

 Cement demand increased sharply in January, rising 22% on the year compared with 
10.7% in December. Although impressive, the data may have been distorted by 
particularly wet weather conditions in January 2011 creating an especially low 
comparative base.  

 

 
KEY MARKET INDICATORS 
 
   YEAR TO DATE %  
 
JSE All Share  +7.14 

JSE Fini 15  +10.00 
JSE Indi 25  +5.14 
JSE Resi 20  +8.59 
R/USD   +6.44 
S&P 500  +7.50 
Nikkei   +6.47 
Hang Seng  +13.97 

FTSE 100  +5.80 
DAX   +15.10 
CAC 40   +8.38 
MSCI World  +8.60 
 
 
TECHNICAL ANALYSIS 

 
 The US dollar has weakened after hitting resistance at $1.27 versus the euro, and 

likely to loose further ground over coming weeks.  
 The rand has restored the key R/$8.00 level suggesting further strength over coming 

weeks.  
 US Treasury and UK Gilt yields are near to all-time lows and remain in bull trends. 

 SA gilt yields have fallen steeply. The shorter dated R157 has broken below its 7% 
target suggesting a new trading range of between 6.5-7% over the medium term. 

 US and global equity markets have enjoyed a powerful rally since the start of the year, 
continuing the positive trend initiated in late November. The outlook remains positive 
for most markets, with the 50-day moving average in many markets breaking up 
above the 200-day moving average. Moreover equity markets are exhibiting major 
inverted head-and-shoulders patterns which suggest a resumption of the medium-

term bull trend.  
 The Coppock Curve is a long-term momentum indicator with an excellent track record 

in identifying major market bottoms. It shows that the March 2009 low was a long-
term low unlikely to be broken. 

 The Brent crude oil price has convincingly held above key support at $108 which 
restores its long-term bull trend.  

 Copper has regained its key support levels defining the medium-term bull trend. The 

copper price is traditionally a reliable barometer of global economic growth.  
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 Gold needs to regain the key $1750 before scaling the next medium-term target of 
$2000. The risk of a dramatic sell-off is rising following 11 straight years of price 
gains. 

 The All Share index has broken to a new all-time record high above 34,000 thereby 
restoring the bull trend. After a prolonged period of under-performance Financials are 
likely to outperform Industrials which in turn are expected to outperform Resources. 

Small cap stocks still offer good value relative to the All Share and likely to continue 

their outperformance in 2012. In 2011 the Alt-X index of small cap stocks increased 
42.6% compared with less than a 0.4% loss for the JSE All Share index. 

 
 
BOTTOM LINE 
 

 Although equity markets have risen sharply since their lows in October, the outlook 
amongst investors by and large remains unsurprisingly skeptical in spite of valuations 
being at multi-decade lows and companies sitting on record levels of cash. Many 
commentators point out that the rally so far this year is similar to those in 2010 and 
2011, and if the similarity is extrapolated for the remainder of the year, we should 
expect severe corrections from the 2nd quarter onwards. However, major fundamental 
improvements make this year different, including sustainable growth in US 

employment, which should in turn lead to a stabilization of the US housing market. 
Key risks are receding: Spanish and Italian bond yields are falling steeply, and malaise 
over Greece has been factored into prices. At the same time China is on track to avoid 
the much feared “hard landing”. China, like other emerging economies is enjoying 
reduced inflationary pressure, which should encourage monetary easing. The stage is 
set for a constructive equity market environment fuelled by increased quantitative 
easing, especially from the ECB. 


