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Week ending 15th March 2013 
 
  
INTERNATIONAL 
 

 US non-farm payrolls increased in February by 236,000 up significantly from 119,000 

in January and well above the 165,000 consensus forecast. Payroll additions were 
broad-based with construction employment adding 48,000, manufacturing 14,000 and 
retail 24,000. In addition average weekly hours worked increased from 34.4 to 34.5 
suggesting a growing need for additional payroll increases in coming months. The 
unemployment rate decreased from 7.9% to 7.7% the lowest in 4 years. Meanwhile 
jobless benefit claims unexpectedly declined in the past week from 342,000 to 

332,000 versus a 350,000 consensus forecast. The less volatile 4-week average fell 
below 347,000 for the 1st time since March 2008 adding to the positive outlook for 
employment growth.  

 US retail sales increased in February by 1.1% month-on-month well ahead of the 
0.5% consensus forecast in spite of the payroll tax hike and higher gasoline prices. At 
the same time January’s sales were revised upwards from a previous 0.1% increase to 
0.3%. The strong recovery in employment growth and robust increase in personal 

earnings suggests consumer spending will accelerate in the 2nd half of the year. With 
consumer spending comprising around 75% of economic activity its resilience suggests 
2013 GDP forecasts may be lifted from 2.5% closer towards 3.0%.   

 US producer price inflation (PPI) in February increased 0.7% month-on-month, which 
although in line with consensus forecast is uncomfortably high on an annualized basis. 
However, most of the increase is attributed to rising gasoline prices which increased 
7.2% on the month. Encouragingly food prices declined -0.5% and core PPI excluding 

gasoline and food increased by a modest 0.2%. Core PPI therefore remains well 
anchored, with the year-on-year rate reducing over the month from 1.8% to 1.7%. 
This is well below the Federal Reserve’s 2% target and facilitates a continuation of the 
Fed’s quantitative easing policy.  

 The Federal Reserve is unlikely to bring an imminent halt to its quantitative easing 
(QE) programme in spite of better than expected employment growth. Payrolls have 

increased by a monthly average of 200,000 for the past 3 months and unemployment 
has reduced to 7.7%. However this trend needs to become entrenched for at least 1 

additional quarter before the Fed is likely to reduce its QE policy. At the same time the 
Fed needs time to monitor the effect of “sequester” government spending cuts which 
began this month. Although unlikely until at least the 2nd half of the year, the Fed will 
inevitably reduce its QE programme at some stage. Ben Bernanke’s 2nd term as Fed 
Chairman comes to an end at the end of January 2014. As he is the key protagonist of 

ultra-loose monetary policy the adjustment in Fed policy may coincide with this period. 
A major market concern is the eventual exit from QE, the scale of which will be just as 
unprecedented as the QE itself. However, the exit may not be disruptive if as 
suggested the Fed holds its Treasury and mortgage-backed securities until maturity 
rather than selling them back into the market.  

 Growth in China’s industrial production slowed from 10.3% year-on-year in December 
to 9.9% in January and February. The 2 months are combined in order to smooth out 

Chinese New Year volatility. The data marks the weakest start to a year since 2009. 
Growth in retail sales also declined from 15.25 to 12.3%. In contrast growth in fixed 

investment spending accelerated from 19.8% to 21.2% underscoring government’s 
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difficulty in rebalancing the economy from investment spending towards domestic 
consumption. Moreover expansion in fixed investment spending is largely attributed to 
property expenditure, which authorities are determined to curtail. Property sales 
increased 49.5% on the year and inventories of unsold properties increased 17.7% 
between the end of December and end of February. Meanwhile consumer price 
inflation increased sharply from 2.0% year-on-year in January to 3.2% in February, 

which combined with buoyant property suggests the Peoples’ Bank of China will be 

more inclined to tighten than loosen monetary policy.  
 The Japanese government’s monthly economic report upgraded its overall economic 

assessment for a 3rd straight month, the 1st time this has occurred since July 2009. 
The upgrade is attributed to improvements in capital spending, labour market 
conditions, industrial production and corporate profits. Meanwhile the government’s 
monthly consumer confidence index posted its 2nd straight monthly increase rising 

from 43.3 in January to 44.3 in February its highest since June 2007. The public’s 
inflation expectations increased for a 2nd straight month on confidence in the 
government’s pledge to end deflation. The percentage seeing higher prices in a year’s 
time increased from 65.3% in January to 69.5% in February while the percentage 
seeing lower prices decreased from 5.5% to 4.1%.  

 Eurozone industrial production shrank in January by -0.4% month-on-month by more 
than the -0.1% consensus forecast. The disappointing reading is attributed to steeper 

than expected declines in Germany and France, the Eurozone 2 largest economies. 
Production of durable consumer goods suffered a particularly steep decline of -1.4% 
on the month and -5.5% on the year underscoring the continued weakness of 
consumer sentiment in the region. Latest data suggests the Eurozone economy is 
likely to remain in recession during the 1st quarter 2013 with GDP expected to show a 
negative reading for a 6th straight quarter.  

 ECB President Mario Draghi helped calm investor anxiety over the lack of political 

certainty in Italy. He suggested that fiscal adjustment will continue even in the 
absence of a stable government, saying that “Italian fiscal policy travels on autopilot.” 
According to Draghi Italy’s policy has already been set by the fiscal compact and 
commitments made in Brussels in addition to the law requiring Italy’s government to 
balance the budget. Regardless of what happens in Italian politics he suggests that the 
country is obliged to follow the path laid out by Mario Monti’s technocrat government.  

 Italy’s recession deepened at the end of last year with the pace of GDP contraction 
accelerating from -0.2% quarter-on-quarter in the 3rd quarter to -0.9% in the 4th 

quarter. There are however some bright spots to the data. The -0.7% decline in 
household spending was the smallest quarterly decline since mid-2011 following 
equivalent declines of -1.5%, -1.1% and -1.1% in preceding 2013 quarters. Exports 
increased 0.3% on the quarter outpacing the -0.9% decline in Eurozone exports over 
the same period. Meanwhile the GDP contraction is largely attributed to a sharp fall in 

inventories which at their current depleted levels suggest little scope for further 
reduction.  

 UK industrial production unexpectedly fell in January by -1.2% on the month below 
the consensus forecast for a flat reading. The decline is the steepest since September 
last year. Manufacturing output also fell sharply by -1.5% on the month and -3.0% on 
the year, with output of machinery and equipment suffering an especially steep decline 
of -13.4% on the month. The data supports forecasts for a further contraction in GDP 

in the 1st quarter 2013. The National Institute of Economic and Social Research 
estimates the economy shrank by -0.1% in the 3 months to end February compared 

with the previous 3 months. Weak economic growth prospects raise the likelihood of 
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bold monetary easing by the Bank of England (BOE), perhaps as soon as early July 
when Mark Carney takes over from Sir Mervyn King as BOE governor.  

 Emerging equity markets tend to underperform developed markets during times of 
global financial crisis. Recent examples include the Far East financial crisis in 1997-98, 
the Nasdaq dot.com crash in 2000, the financial crisis in 2008-09 and the Eurozone 
debt crisis in 2011. Since the start of the year the MSCI Emerging Market Index has 

gained only 1% in local currency terms versus a 9% gain by the MSCI World Index, 

with emerging market equities showing a substantial underperformance in spite of a 
steadily improving global economic outlook. The apparent anomaly suggests emerging 
markets are set to catch up lost ground with a high probability of outperforming in the 
remaining quarters of the year.  
 
 

SA ECONOMY 
 

 Growth in manufacturing production increased from 2.0% year-on-year in December 
to 3.9% in January its fastest pace in 6 months. Especially strong sectors include 
petroleum and chemical products which increased 11.1%, motor vehicle parts and 
accessories up 9.0%, and beverages up 4.9%. The recovery in manufacturing 
production is attributed to greater export competitiveness stemming from recent rand 

weakness and the gradual improvement in global demand.  
 Mining production increased in January by 7.3% year-on-year registering the 1st 

positive annual growth in 5 months. Improvements were broad-based but diamond 
production was especially strong increasing 55.8%, followed by building materials up 
35.3% and iron ore up 33.4%. On a month-on-month basis mining production 
increased 5.5% indicating a recovery from the debilitating effects of last year’s 
widespread labour unrest.  

 Growth in retail sales declined from a downwardly revised 2.2% year-on-year in 
December to 1.9% in January its slowest pace in 9 months. Strong increases were 
recorded by clothing and footwear sales up 5.6%, other retailers including jewellery, 
books, sports equipment and other specialised stores up 4.0% and general retailers up 
3.0%. However food and hardware retailers suffered steep declines of -5.1% and -
3.4%. The slowdown in retail sales is attributed to declining growth in disposable 

income combined with rising municipal rates, electricity and fuel prices. Retail sales 
are likely to stabilize at current levels increasing in 2013 by around 2-3% in line with 

expected GDP growth.  
 The SA Reserve Bank Quarterly Bulletin shows the current account deficit narrowed 

slightly from 6.8% of GDP in the 3rd quarter 2012 to 6.5% in the 4th quarter. For the 
year as a whole the current account deficit widened from 3.4% in 2011 to 6.3% in 
2012. The widening deficit largely explains the rand’s steep depreciation over the past 

12 months. Gross domestic expenditure contracted in the 4th quarter by -2.1% 
quarter-on-quarter the 1st contraction since the 2nd quarter 2009. The contraction is 
due to weak expenditure on mining and manufacturing products but should recover as 
inventories replenish from depressed levels. Growth in fixed investment slowed from 
5.6% on the quarter to 4.3% the slowest in 2 years, due to a sharp decline in 
government investment. Growth in household consumption expenditure also slowed, 
from 2.7% to 2.4% the slowest in 3 years. Encouragingly, in spite of the rapid 

increase in unsecured lending household balance sheets recovered slightly with 
household debt to disposable income improving slightly from 76.0% to 75.8%.  
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 The National Energy Regulator of SA (NERSA) awarded Transnet an 8.5% increase in 
its petroleum pipeline tariff, well short of its 22.6% application. Furthermore NERSA 
reduced the 8.5% increase to 6.4% to compensate for the higher than necessary 
increase awarded last year. The decision will reduce the pressure on fuel prices, 
assisting both households and businesses. The news follows a similar decision last 
month when Eskom’s application for a 16% electricity tariff increase was halved by 

NERSA to just 8%.  

 Small clothing factories in Newcastle are exempt from a 2010 bargaining council 
agreement on wages according to a high court ruling in Pietermaritzburg. The ruling is 
positive news for small companies generally, which have been hampered by legal 
requirements for uniformity of wages regardless of company size or location. The 
ruling is also a challenge to the constitutionality of extending national wage bargaining 
agreements to employers irrespective of whether they belong to industry councils. The 

high court ruling is encouraging as small companies are key to the economy’s 
employment growth.  

 
 
KEY MARKET INDICATORS 
 
   YEAR TO DATE %  

 
JSE All Share  +4.23 
JSE Fini 15  +4.92 
JSE Indi 25  +8.24 
JSE Resi 20  - 1.61 
R/$   - 8.35 
R/€   - 7.16 

S&P 500  +9.61 
Nikkei   +19.11 
Hang Seng  - 0.71 
FTSE 100  +10.71 
DAX   +5.86 
CAC 40   +6.33 

MSCI World  +7.60 
 

 
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/$ 8.80 and R/$9.00 and 
seems set to weaken further, targeting the R/$ 9.30 level during 2013.  

 The JP Morgan global bond yield has broken up from a descending “falling wedge” 
pattern which often signals a trend-reversal. The 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 5.25-5.75% to a new trading range of 5.00-5.55%. 
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 US and global equity markets have risen in many cases to all-time record highs 
suggesting a strong bull trend and further 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 has broken above the key $115 support level, suggesting a 

continuation of the bull trend.  
 Copper is regarded a reliable lead indicator for industrial commodity prices and 

barometer of global economic growth. It remains above key support levels which 
indicate a continuation of the bull trend.  

 The Economist’s world food index has tripled since its base in 1999-2001 and 
continues to threaten rising global food price inflation.  However, agricultural prices 
have fallen steadily since mid-2012 which suggests a gradual leveling-off in the strong 
long-term upward trend.  

 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 
 

 Haruhiko Kuroda, an advocate of aggressive monetary policy easing, was confirmed by 
the upper house of parliament as the next governor of the Bank of Japan (BOJ) along 
with deputy governor nominees Kikuo Iwata and Hiroshi Nakaso. The current governor 
Masaaki Shirakawa and his deputies will step down on 19th March.  

 The BOJ’s next policy meeting is scheduled for 3-4 April but there are rumours that an 
earlier unscheduled meeting will be held to launch what are expected to be dramatic 

monetary easing measures. Kuroda told a parliamentary hearing during the week that 
“Speed is of the utmost importance.” He added that “I intend to pursue bold monetary 
easing, both in scale and in quality.”  

 Kuroda has been an ardent critic of Japan’s monetary policy, denouncing the BOJ for 
being constantly “behind the curve” in its understanding of the economy and deflation. 

He has committed to expending Japan’s monetary base in order to bring an end to a 
decade-long deflationary spiral and restore consumer price inflation to 2%. He said he 
will do “whatever it takes” to beat deflation and restore economic growth.  

 The markets have adopted a confident outlook. Hajime Takata chief economist at 
Mizuho Research Institute reported that “A dream team is set to lead the regime 
change at the Bank of Japan.” 
 


