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INTERNATIONAL 
 

 US non-farm payrolls increased by 200,000 in December far exceeding the 150,000 

consensus forecast. The private sector added 212,000 jobs compared with a net loss 
of 12,000 public sector jobs. The unemployment rate fell for the 4th straight month to 
8.5% the lowest since February 2009, having been as high as 9.1% as recently as 
August. A total 1.6 million jobs were added during 2011, the most since 2005 but a 
long way off from the 8.75 million jobs lost as a result of the recession ended in 2009. 

 US jobless benefit claims increased in the past week by 24,000 to 399,000 exceeding 

the 375,000 consensus forecast, suggesting that the boost to December’s payroll 
numbers may be attributed to temporary hiring.   

 US consumer borrowing increased sharply in November by $20.4 billion on the month, 
the biggest gain in 10 years while the annual savings rate reduced to 3.5% its lowest 
since December 2007. This is in contrast to the period between October 2008 and 
December 2010 when consumer borrowing fell for 26 straight months, during which 
time the savings rate also remained above 5% until as recently as mid 2011.  

 The latest Gallup US consumer confidence index increased in the past week to its 
highest since May 2011 to +27, marking a significant improvement from the readings 
of around -50 in mid year. The data is corroborated by the Bloomberg Consumer 
Comfort index also showing a significant improvement from the post recession lows 
registered in October. The Thomson Reuters/ University of Michigan consumer 
sentiment index increased from 64.1 in November to 69.1 in December, above the 
68.0 consensus forecast and the highest in 6 months, expected to increase further to 

71.5 for the month of January. 
 The Federal Reserve’s Beige Book on current economic conditions confirmed the US 

economy “expanded at a modest to moderate pace” in December, “with most Districts 
highlighting more favorable conditions than identified in reports from the late spring 
through early fall.” The report cited sluggish residential real estate markets but noted 
a tightening in the rental market. Encouragingly financial institutions indicated a slight 

increase in business loan demand at the same time as improving credit quality.  
 The US Conference Board Measure of CEO confidence rebounded from 42.0 in the 3rd 

quarter to 49.0 in the 4th quarter. About 32% of CEOs anticipate an improvement in 
economic conditions over the next 6 months, up from 19% the previous quarter. 
Meanwhile, the proportion of CEOs expecting an improvement in their individual 
industries, increased from 22% to 25% over the quarter.  

 China’s consumer price inflation (CPI) reduced from 4.2% in November to 4.1% in 

December, its lowest in 15 months while producer price inflation fell from 2.7% to 
1.7%, its lowest in 2 years. The trend is likely to prompt monetary easing during 2012 
given the slowdown in economic growth. Nomura forecasts China’s economy will grow 
by 7.9% in 2012 its slowest in 13 years, while BNP forecasts China’s CPI will fall to an 
average 3.6% in 2012 from 5.4% in 2011, accommodating 4 to 5 interest rate cuts 
during the year.  

 China’s non-manufacturing purchasing managers’ index (PMI) rebounded strongly 

from 49.7 in November to 56.0 in December. The manufacturing PMI also 
strengthened from 49.0 in November to 50.3 reversing 2 straight months of declines. 

Readings above 50 indicate expansion from the previous month.  
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 Japan’s consumer sentiment index improved from -62.4 in the 3rd quarter to -57.2 in 
the 4th quarter, the 1st improvement in 3 quarters. Meanwhile, the government’s 
Economy Watchers’ Survey of the current economic climate increased from 45.0 in 
November to 47.0 in December, the 1st gain in 2 months, attributed to strong holiday 
season retail sales. The government’s leading composite index which measures the 
expected state of the economy 3 months ahead increased from 92.0 in October to 

92.9 in November, marking the 1st increase in 4 months.  

 In further positive news, Japan’s key M2 money supply measure grew in December by 
3.1% on the year, up from 3.0% in November. This is the strongest growth since May 
2010, also at 3.1%. The trend shows a significant improvement from the annual 
growth rates of 2.8% in 2010 and 2.7% in 2011. Bank lending increased in December 
by 0.5% on the year, improving steadily from 0.2% in November and 0.1% in 
October.  

 The ECB left its benchmark interest rate unchanged at 1.0% as expected, while issuing 
a positive policy statement. ECB President Mario Draghi said “the extensive recourse 
to the 1st 3-year refinancing operation indicates that our non-standard policy measures 
are providing a substantial contribution to improving the funding situation of the 
banks, thereby supporting financing conditions and confidence.” The ECB provided 
banks with nearly 500 billion euro of cheap 3-year funding in December and will make 
a similar offer in February at an interest rate of just 1%. This is a significant discount 

to eurozone sovereign debt yields, and provides banks with an effective license to 
print money if they use their facility to buy sovereign bonds.  

 Eurozone industrial output shrank in November by -0.1% on the month although by 
less than the -0.4% consensus forecast monthly decline and an improvement from the 
month-on-month declines of -0.3% in October and -2.1% in September.  

 The Eurozone manufacturing purchasing managers’ index (PMI), although below the 
key 50 level which demarcates growth from contraction for a 5th straight month, 

increased slightly from 46.4 in November to 46.9 in December. Meanwhile the services 
PMI increased to 48.8 in December its highest in 3 months.  

 India’s manufacturing purchasing managers’ index (PMI) rebounded strongly from 
51.0 in November to 54.2 in December, the highest in 6 months and the biggest 
monthly increase since April 2009. Encouragingly the outlook for consumer price 
inflation also improved with food prices declining in the week ending 24th December by 

3.36% on the year, the biggest fall in 6 years. The rapid rise in food prices is often 
cited as the main culprit behind high inflation and interest rates over the past year. 

 
 
SA ECONOMY 
 

 Reserve Bank notes in issue, measuring cash held in shop tills, bank ATMs and by the 

public, increased sharply from R92 billion at the end of November to R101.3 billion at 
the end of December. Growth accelerated from November’s 14.2% year-on-year rate 
to an impressive 22.9% in December. On a seasonally adjusted quarter-on-quarter 
basis, 4th quarter growth was even stronger at 30.4% annualized. Notes in issue tend 
to be a reliable indicator of the public’s spending intentions, currently indicating 
continued strong growth in retail spending.  

 The Adcorp employment report shows a total 103,327 new jobs were created in 

December, the highest number in 9 months. Temporary jobs increased 15.1% on the 
month and permanent jobs by 6.2%. The total number employed remains 850,000 
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below the employment peak just prior to the 2009 recession, but the shortfall should 
be made up within the next 18 months if the current trend is extrapolated.  

 Total new vehicle sales declined in December by 7.6% on the month, with passenger 
vehicle sales down 5.7% and commercial vehicle sales decreasing 11.4%. The month-
on-month decline is attributed to an especially strong November with total year-on-
year growth at a respectable 16.5% in December.  

 Cement demand increased in December by 8.5% on the year, down slightly from 

9.1% in November. However, each quarter has shown consistent improvement with 
year-on-year growth improving from -2.8% in Q1, to +2.8% in Q2, 5.7% in Q3 and 
6.6% in Q4.  

 Manufacturing output which contributes around 15% of SA’s GDP, increased in 
November by 2.6% on the year, up from October’s 1.2% increase and above the 1.3% 
consensus forecast.  

 
 
KEY MARKET INDICATORS 
 
   YEAR TO DATE %  
 
JSE All Share  +2.63 

JSE Fini 15  +2.18 
JSE Indi 25  +0.96 
JSE Resi 20  +5.04 
R/USD   - 0.18 
S&P 500  +2.77 
Nikkei   - 0.09 
Hang Seng  +3.89 

FTSE 100  +1.77 
DAX   +4.31 
CAC 40   +1.42 
MSCI World  +1.84 
 
 

TECHNICAL ANALYSIS 
 

 The US dollar strengthened sharply against the euro after breaking the key $1.32 
level. However, its move to $1.27 is likely to mark its peak over the medium-term 
with divergence in key momentum indicators indicating a recovery in the euro and 
corresponding weakness in the US dollar.  

 The rand has breached the key R/$8.00 level maintaining the current weakening trend 

and R/$8.75 medium-term target.  
 US Treasury and UK Gilt yields are near to all-time lows and remain in bull trends. 
 SA gilt yields have fallen sharply in the past month. 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 rallied sharply since the start of the year, 
continuing the positive trend that started in late November. The outlook remains 

positive for most markets, with the 50-day moving average in many markets breaking 
above the 200-day moving average. Moreover equity markets are exhibiting major 
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inverted head-and-shoulders patterns which may precede a sharp bounce from current 
levels and restore 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 is trying to regain its key support levels defining the recent bull trend. The 
copper price is traditionally a reliable barometer of global economic growth.  

 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 10 straight years of price 
gains. 

 The All Share index has convincingly regained key support at 30,300 and restored 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 continue to offer good value relative to the All Share and likely to resume their 
outperformance in 2012. In 2011 the Alt-X index of small cap stocks increased 42.6% 
compared with less than 3% for the JSE All Share index. 

 
 

BOTTOM LINE 
 

 The weekly St. Louis Fed financial stress index (STLFSI), a well regarded risk 
sentiment measure, is showing steady improvement. Based on 18 variables including 
the yield curve, corporate versus Treasury spread, 3-month LIBOR spreads, and 
various volatility measures, the index has improved to +0.766 from +1.002 at the end 
of November. The index tends to be a reliable lead indicator for equity markets: It 

began rising from a low of -1.234 on 23rd February 2007 to a high for that year of 
+0.979, long before the global financial crisis in 2008. Equally, the STLFSI topped out 
long before the equity market bottom in March 2009, peaking at +5.359 on 17th 
October 2008 and reducing to +3.915 by the time equities reached their lows.   

 


