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INTERNATIONAL 
 

 The Basel Committee on Banking Supervision softened its original 2010 bank liquidity 

proposals. The revised rules on the “liquidity coverage ratio” (LCR) have widened the 
range of assets banks can hold in their liquidity buffer to include equities, mortgage-
backed securities, and lower-rated sovereign and corporate bonds. The revised rules 
also assume a less drastic worst case scenario, allowing for a reduction in the size of 
the liquidity buffer. Meanwhile the deadline for banks to meet LCR requirements has 
been extended by 4 years from 2015 to 2019. The revisions may have been prompted 

by studies showing that rapid implementation of the rules would expose a liquidity 
shortfall of around $840 billion for US banks and €1.15 trillion for European banks. The 
Basel decision should encourage banks to focus more on lending to the “real” economy 
rather than on building up liquid assets.   

 The “fiscal cliff’ of automatic tax increases and spending cuts were averted by a last-
minute compromise in both Houses of Congress. The income tax rate for individuals 
earning more than $400,000 was raised from 35% to 39.6% and the temporary 2% 

payroll tax relief was allowed to expire, both measures expected to help reduce the US 
budget deficit. However, the debt ceiling has not yet been raised which could still 
trigger scheduled spending cuts unless done so by end February. This lack of 
conclusive agreement may delay the expected recovery in investment spending by 
households and businesses for at least a further 2 months. The US Congress has 
shown once again that is currently almost completely dysfunctional potentially 
prompting a further sovereign debt downgrade. 

 Minutes from the Federal Reserve’s latest policy setting meeting in mid-December 
shows committee members are concerned that “the benefits of ongoing purchases 
were uncertain and …the potential costs could rise as the size of the balance sheet 
increased.” The Fed recently increased its monthly purchases of Treasury bonds and 
State agency mortgage-backed securities to $85 billion a month, equating to around 
$1 trillion a year and expanding the Fed’s already sizeable balance sheet by around 

40% in 2013. Several committee members believe these quantitative easing 
purchases should end “well before” the end of 2013 being anxious that monetary 

expansion could prompt a surge in inflation and make it difficult to implement a 
successful exit strategy.   

 The US economy added 155,000 non-farm payrolls in December, slightly below the 
161,000 increase in November but enough to accommodate the increase in the labour 
force. As a result the unemployment rate remained unchanged at7.8%. However, 

payroll numbers were boosted by an additional 30,000 construction jobs which may be 
once-off as a result of post hurricane reconstruction efforts. Encouragingly average 
hours worked per week increased from 34.4 to 34.5 and hourly earnings increased by 
0.3% month-on-month and 2.1% on the year, with positive implications for household 
balance sheets.  

 China’s imports picked up from year-on-year growth of 0.0% in November to 6.0% in 
December. However, the increase is attributed to non-commodity imports for domestic 

use while industrial commodity imports continued to follow a downward trend. The 
lackluster demand for commodities is reflected in a narrowing trade deficit with key 

commodity exporting economies. The break-down in traditionally close correlation 
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between imports of industrial commodities and other imports is being encouraged by 
China’s economic policy. The government is aiming to re-balance economic growth 
away from commodity intensive investment spending towards greater domestic 
consumption.  

 China’s consumer price inflation increased sharply from a year-on-year rate of 2.0% in 
November to 2.5% in December, also above the 2.3% consensus forecast. However, 

most of the increase is attributed to short-term food price pressure so should not alter 

the outlook for additional monetary stimulus. Food prices tend to rise at this time of 
the year due to cold weather and the upcoming Chinese New Year. Non-food inflation 
increased at a far more moderate pace from 1.6% to 1.7%, while producer price 
inflation remained negative moving from -2.2% to -1.9%. Inflation is likely to remain 
benign, assisted by a leveling off in credit demand.  

 Japan’s recently elected Prime Minister Shinzo Abe unveiled a ¥10.3 trillion yen 

stimulus plan ($116 billion). The Nikkei index has increased by over 10% since the 
Liberal Democratic Party came to power last month, attributed to expectations for 
increased fiscal and monetary stimulus. According to Nomura’s head of Initial Public 
Offerings in Japan, Masaharu Kambe, “The new government has shown a strong 
commitment to pull out of deflation, the yen’s appreciation is being corrected and 
companies are improving their profitability.” 

 German industrial production increased in November by just 0.2% on the month, well 

below the 1.0% consensus forecast and hardly sufficient to reverse the -1.2% and -
2.0% declines in September and October. Production declined in November on a year-
on-year basis by -2.9%. The production of consumer durables has declined year-on-
year by almost 10%. A further decline in the purchasing managers’ index for 
manufacturing in December suggests further deterioration in industrial production in 
the near-term raising the likelihood that Germany may head into recession for the 1st 
time since 2009. The Bundesbank reported last month that the economy’s outlook had 

“dimmed” and could enter recession in the early part of this year, lowering its 2013 
growth forecast to just 0.4% from a previous 1.6%. A recession in Germany may 
harden the country’s attitude towards additional fiscal support for peripheral Euro-zone 
nations.  

 Poland’s National Bank cut its benchmark interest rate from 4.25% to 4.0%, taking its 
total rate cuts to 75 basis points over the past 3 months following similar rate cuts in 

both November and December. Poland has lagged behind other central banks in its 
monetary policy, being the only European Union nation to raise interest rates in 2012 

due to increased inflationary pressures. Rate cuts only began in November, long after 
the ECB and several months after its key trading partners the Czech Republic and 
Hungary. Economic growth is forecast to slow to around 2.3% in 2012, half the 4.3% 
rate achieved in 2011, likely to prompt further rate cuts to 3.25% according to 
consensus forecast. The zloty was the best performing emerging market currency in 

2012, rising 9.3% against the euro but is expected this year to reverse the trend as its 
interest rate premium vanishes.  

 Sub-Saharan Africa enjoyed one of the world’s fastest economic growth rates last 
year, ahead of Latin America, Emerging Europe, Middle East and only slightly behind 
Emerging Asia. Growth is being driven by strong growth in domestic demand in turn 
attracting rapid investment growth. Besides the larger economies including South 
Africa, Nigeria, Ghana and Kenya, the smaller economies are performing especially 

strongly. Rawanda grew at a year-on-year rate of 7.3% in the 3rd quarter, followed by 
Tanzania with 6.5%, and Botswana with 5.7%. Overall regional growth is forecast at 

around 4.5% in 2013, accelerating to around 5.5% in 2014. This is impressive in the 
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context of lackluster global growth and matched only by Emerging Asia, forecast to 
grow around 6.2% in 2013 and 6.0% in 2014.  

 
 
SA ECONOMY 
 

 Growth in manufacturing production improved from a year-on-year rate of 2.7% in 

October to 3.4% on November, above the 2.2% consensus forecast. The improvement 
is attributed to higher production in petroleum, chemicals, rubber and plastics, motor 
vehicles and other transportation equipment, furniture, and electronic and 
telecommunications equipment. While the data suggests economic growth picked-up 
in the 4th quarter the outlook remains uncertain due to weak export demand especially 
in the Euro-zone. Meanwhile domestic demand will remain under pressure from poor 

employment gains and slowing wage growth.  
 Although total vehicle sales in 2012 increased to their highest level since 2007, 

monthly sales fell sharply from 52,144 units in November to 46,016 units in December 
with sales growth declining from a year-on-year rate of 7.4% to 1.8%. While 
passenger vehicle sales increased in December by 7.6% on the year, sales of 
commercial vehicles decreased by -10.4%. The uncertain outlook for fixed investment 
spending and employment growth suggests vehicle sales will lose further momentum 

over coming months. Meanwhile much of the replacement demand stemming from the 
slump in 2008 and 2009 has now been satisfied. The data will likely encourage the SA 
Reserve Bank to maintain its current record low benchmark interest rate for most of 
2013 and possibly into 2014.  

 Following similar downgrades last year by credit rating agencies Standard & Poor’s and 
Moody’s, Fitch rating agency also downgraded SA’s sovereign credit rating by one 
notch citing “Economic growth performance and prospects have deteriorated, affecting 

the public finances and exacerbating social and political tensions.” Fitch noted a 
decline in competitiveness attributed partly to wage settlements rising faster than 
productivity, and rising corruption impacting government’s ability to improve living 
standards. The rating decision should have limited impact on financial markets as it 
had been expected for some time and encouragingly Fitch kept SA’s outlook as 
“stable” unlike its fellow rating agencies’ “negative outlook”.   

 
 

KEY MARKET INDICATORS 
 
   YEAR TO DATE %  
 
JSE All Share  +2.67 

JSE Fini 15  +2.34 
JSE Indi 25  +2.38 
JSE Resi 20  +3.91 
R/USD   - 2.99 
S&P 500  +3.22 
Nikkei   +2.48 
Hang Seng  +3.08 

FTSE 100  +3.45 
DAX   +1.26 

CAC 40   +1.70 
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MSCI World  +2.99 
 
 
TECHNICAL ANALYSIS 
 

 The US dollar has dropped below the key $/€ 1.30 level versus the euro confirming the 

longer-term trend remains dollar weakness.  

 The rand has fallen through successive support levels at R/$ 8.20 and R/$8.60 and 
seems set to weaken further, targeting the R/$ 9.0 level during 2013. It needs to 
return below the key R/$8.00 level to restore medium-term stability. Being the most 
liquid emerging market currency, the rand is a good barometer for global risk appetite.  

 The JP Morgan global bond yield is forming a descending “falling wedge” pattern which 
often signals a trend-reversal. A likely catalyst for the trend reversal is the renewal of 

central bank quantitative easing (QE). The 2 previous US QE programmes both 
triggered a sell-off in bonds as investors switched to so-called riskier assets.   

 The shorter dated R157 SA Gilt has broken lower from its medium-term trading range 
of between 5.5-6.0% to a new trading range of 5.25-5.75%. 

 US and global equity markets have broken above key moving averages in the past 
month suggesting further potential gains in the near-term. 

 The Nikkei exhibits the most bullish pattern from a technical viewpoint with the recent 

descending “flag pattern” signaling a likely continuation of the recent upward move to 
a potential target of 15,000.  

 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 is clinging onto the key $108 support level, preserving its 
long-term bull trend.  

 Copper is regarded a reliable lead indicator for industrial commodity prices and 
barometer of global economic growth. It is struggling to remain above the key 
medium-term uptrend which if broken could signal a strong directional change and 
significant additional downside.   

 The Economist’s world food index is testing key resistance which if broken would 
indicate a continuation of the strong long-term upward trend. The world food index 

has tripled since its base in 1999-2001 and continues to threaten rising global food 
price inflation.   

 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 increased to a new record high but is forming a “rising 
wedge”, a pattern often associated with a change in trend. Financials are likely to 

continue outperforming 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 2013.  

 
 
BOTTOM LINE 
 

 The probability ascribed by market traders that a country will exit the Euro-zone by 
end 2014 has reduced from 50% at the start of last year to less than 20% currently. 
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 Euro-zone macro-economic data has improved significantly in the past month. The 
region-wide composite purchasing managers’ index measuring activity in both 
manufacturing and service sectors, increased from 46.5 in November to 47.3 in 
December. Although still below the critical 50 level signaling contraction the reading is 
the highest in 9 months. The European Commission Economic Sentiment Index (ESI) 
also increased sharply in December, rising for 2 successive months for the 1st time 

since January 2012. Most notably Greece’s ESI increased to its highest level in 3 

years, boosted by ratification of the country’s bailout.  
 The Eurozone has recorded consistent trade surpluses averaging around €7 billion a 

month over the past 12 months with exports rising at a steady 10% annual rate 
compared with nil growth in imports.  

 Confidence in the banking sector is also recovering rapidly as exhibited by the rapid 
increase in bank deposits made by both companies and households, each rising at an 

annual rate of around 4%, the fastest rate of growth for household deposits in over 3 
years. Money supply is expanding rapidly, assisted by the European Central Bank’s 
aggressive liquidity provision, although most of the increase is yet to be passed on in 
extra bank lending. 

 Government budget deficits are improving with Greece’s deficit assisted by a sharper 
than expected decline in expenditure. Ireland recorded a budget surplus of €1.1 billion 
in November, its 4th surplus in 7 months benefitting from strong gains in tax revenues.  

 Financial markets are reflecting the positive developments. Government bond yields 
have fallen to multi-month lows with the 10-year yield in Spain declining to the lowest 
in a year and in Italy the lowest in 2 years. Yields in bailout recipients Greece, Ireland 
and Portugal have also declined to their lowest in almost 2 years.  

 


