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INTERNATIONAL 
 

 The closely watched University of Michigan US consumer confidence index increased 

from 82.6 in October to 84.9 in November, marking the 4th straight increase to its 
highest level in 5 years. The reading, expected to be milder due to the impact of 
Hurricane Sandy and declining equity prices, was well ahead of the 82.9 consensus 
forecast. The increase is attributed to improving labour and housing markets and a 
sharp decline in gasoline prices which fell to an average $3.55 a gallon from $3.90 last 
month. The expectations index measuring conditions 6 months in advance increased 

from 79.0 to 80.8 which is consistent with household consumption growth of 4.0% 
annualized, a notable increase from the 2.0% growth recorded in the 3rd quarter. This 
could provide a significant boost to GDP, around 70% of which is comprised of 
household expenditure. Meanwhile inventories at US wholesalers increased in 
September by 1.1% on the month, above the 0.8% increase in August and well ahead 
of the 0.4% consensus forecast, which together with a smaller than expected trade 
deficit in September, signals a likely upward revision to 3rd quarter GDP growth. The 

initial 2.0% GDP increase may be revised upwards to as much as 3.2% according to 
economists at Barclays and JP Morgan Chase.  

 The Philadelphia Federal Reserve manufacturing index measuring activity in the US 
east coast region fell from +5.7 in October to -10.7 in November, the lowest in 5 
months although expected as a result of Hurricane Sandy. Encouragingly however the 
inventories sub-index reduced from +2.1 to -12.5 providing scope to boost the overall 
index when inventories normalize. Meanwhile the employment sub-index increased 

from -10.7 to -6.8. Surprisingly the Federal Bank of New York Empire State 
Manufacturing index measuring activity in the Northeastern US improved in spite of 
the super-storm from -6.2 in October to -5.2 in November, above the -8.0 consensus 
forecast. The new orders sub-index increased from -9.0 to +3.1 the highest in 5 
months while the goods shipment sub-index increased from -6.4 to +14.6 the best in 
6 months, suggesting manufacturing which has so far been the weak link in the US 

economic recovery may showing a stronger than expected recovery. 
 US consumer price inflation (CPI) accelerated slightly from 2.0% on the year in 

September to 2.2% in October, above the Federal Reserve’s 2.0% inflation ceiling. 
However, the month-on-month increase was just 0.1% the smallest gain in 3 months 
suggesting CPI will decelerate in the months ahead. Gasoline prices eased 0.1% on 
the month and according to updated data from gas stations may decline a further 
6.0% on the month in November. Even food prices, which had been expected to spike 

following the drought induced surge in soft commodity prices, increased by a modest 
0.2% on the month. The most notable inflationary pressure showed up in property 
rentals, rising 0.4% on the month, although this should be viewed positively pointing 
to a stabilizing housing market. A benign inflationary outlook makes it easier for the 
Fed to pursue its policy of aggressive monetary easing.  

 US initial jobless benefit claims surged in the past week by 78,000 to 439,000 the 
most since April 2011 and significantly above the 375,000 consensus forecast. Having 

spent the entire year well below the key 400,000 level traditionally associated with 
sustainable employment growth, the reading is an aberration caused by Hurricane 

Sandy in October and is likely to drop back in coming weeks. The storm-stricken 
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Northeastern part of the US has suffered numerous layoffs, most of which are only 
temporary. Meanwhile some labor offices in the region which were shut in the prior 
week showed 2 weeks-worth of claims rather than just 1.  

 China’s 18th Communist Party Congress announced the once-in-a-decade leadership 
change appointing Xi Jinping as head of the Party and the country’s president, and Li 
Keqiang in the secondary role as the next premier, both taking over in March 2013. Of 

the other appointments to the politburo, scaled back from 9 to 7 members, only 1 of 

the 3 hopeful reformist candidates were appointed suggesting a less liberal focus than 
might have been expected. However, premier Li Keqiang is credited with facilitating 
the acclaimed joint publication by the World Bank and China’s government of the 
“China 2030 report” which proposes wide-ranging policy reforms to secure rapid 
sustainable growth. Unlike most of China’s “princeling” leaders descended from 
revolutionary luminaries Li Keqiang comes from a modest background. He also speaks 

fluent English and has a doctorate in economics displaying a greater bias towards 
liberalization in contrast to many of his colleagues who are steeped in Soviet economic 
theory. His appointment adds to the momentum in China towards economic 
liberalization which in turn should promote more sustainable economic growth.  

 Economic data suggests China’s economy has bottomed out and is beginning to 
expand with the growth rate likely to accelerate in the 4th quarter and into 2013. 
Export growth accelerated from 9.9% year-on-year in September to 11.6% in 

October, ahead of the 10.0% consensus forecast. The data suggests an improvement 
in global demand with the trade surplus increasing from $27.7 billion in September to 
$32 billion, measuring $180 billion for the year to date compared with a total of $155 
billion for the whole of 2011. Industrial production also improved with year-on-year 
growth picking up from 9.2% in September to 9.6% in October, while growth in retail 
spending accelerated to 14.5%. At the same time consumer price inflation decelerated 
in October to just 1.7% on the year, the lowest in 3 years and well below the central 

bank’s 4% target ceiling suggesting monetary policy can remain supportive.  
 Eurozone GDP shrank in the 3rd quarter by -0.1% on the quarter, which although 

better than the -0.2% consensus forecast confirms the region is now officially in 
recession with 2 consecutive quarters of negative growth following -0.2% contraction 
in the 2nd quarter. While peripheral economies continued to suffer severe recessions, 
especially Greece and Portugal, the core economies were relatively resilient. Germany 

managed to grow 0.2% as expected in the 3rd quarter and France surprised with 
growth of 0.2% while Italy shrank less than expected by -0.2%. The exception was 

the Netherlands with its GDP plunging -1.1% on the quarter. However, recent 
purchasing managers’ surveys signal a deepening in the recession in the 4th quarter 
and 2013, even spreading to Germany and France, consistent with the Eurozone 
contracting by as much as -2.5% in 2013. Fortunately Eurozone consumer price 
inflation eased to 2.5% in October while the core rate excluding volatile food and 

energy prices remained stable at 1.5%, below the ECB’s 2% ceiling, allowing for more 
aggressive easing in monetary policy.    

 Germany’s ZEW gauge of current economic conditions fell from +10.0 in October to 
+5.4 in November the lowest since June 2010. Meanwhile the ZEW investor sentiment 
index measuring expectations for economic conditions in 6 months-time, unexpectedly 
fell from -11.5 in October to -15.7 in November, the 1st decline since August and well 
below the -10.0 consensus forecast. The index previously rose following the ECB’s 

announcement of its Outright Monetary Transaction (OMT) programme of unlimited 
bond purchases but so far not a single transaction has been made. The decline in the 

index is also attributed to deteriorating business surveys, and a greater than expected 
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decline in German exports, factory orders and industrial production in September. The 
forward looking ZEW survey suggests zero economic growth in the 4th quarter and 
likely recession in 2013.  

 Japan’s GDP shrank in the 3rd quarter by -0.9% on the quarter equivalent to -3.5% 
annualized. The decline is attributed to a 5.0% decline in exports due to weakening 
external demand and a strong yen. The economy remains reliant on government 

spending, the only component of GDP which increased over the quarter. However 

equity markets took solace in Prime Minister Yoshihiko Noda’s surprise decision to call 
a general election in December, leading to speculation of stronger political leadership 
and greater economic stimulus in 2013. Opposition leader Shinzo Abe, the leader of 
the Liberal Democrat Party, likely to win the December election called this week for 
unlimited quantitative easing until deflation is ended, an inflation target of 2-3% 
versus the BOJ’s current 1% target, and immediate, bold policy. Abe’s comments had 

a greater effect on the yen’s exchange rate than any of the Bank of Japan’s (BOJ) 
stimulus announcements this year. The BOJ has announced 4 separate quantitative 
easing increases since the start of the year but none have succeeded in weakening the 
yen beyond Y/$ 80.0. Noda’s election call and Abe’s comments however took the yen 
past Y/$ 81.5 and propelled the Nikkei index to its biggest 2-day gain in more than a 
year, rising over 3.7%.  

 UK retail sales fell in October by -0.8% on the month a dramatic reversal of the 

+0.6% rise in September and far worse than the -0.1% consensus forecast, while the 
year-on-year increase registered just +0.6% also below the forecast of +1.6%. With 
household expenditure comprising two-thirds of UK GDP, the data has raised fears the 
economy could tip back into recession, having only just recovered from its “double-
dip” recession in the 3rd quarter. At the same time consumer price inflation (CPI) 
unexpectedly accelerated from a year-on-year rate of 2.2% in September to 2.7% in 
October the highest in 5 months, making it difficult for the Bank of England (BOE) with 

a CPI target ceiling of 2.0% to ease monetary policy further. Nonetheless BOE 
governor Mervyn King hinted this week at increasing its quantitative easing 
programme saying that “…the committee has not lost faith in asset purchases as a 
policy instrument, nor has it concluded that there will be no more purchases.” 
 

 

SA ECONOMY 
 

 Growth in retail sales eased from a year-on-year rate of 6.7% in August to 4.3% in 
September slightly below the 4.7% consensus forecast while on a month-on-month 
basis sales decreased 0.5%. Strong sales growth of 8.8% on the year was recorded in 
the clothing and footwear category, followed by general dealers with 4.9% growth and 
furniture retailers with 4.0%. 3rd quarter retail sales grew by 1.9% on the quarter, an 

annualized rate of 7.6% which indicates a significant contribution to GDP growth with 
household consumption contributing around 70% of GDP. Buoyant retail sales are 
attributed to low interest rates, high wage settlements and the rapid increase in 
unsecured lending. However, retail sales are likely to ease in 2013 due to a 
combination of weaker economic growth, rising inflation and increasing consumer 
indebtedness. 
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KEY MARKET INDICATORS 
 
   YEAR TO DATE %  
 
JSE All Share  +15.76 
JSE Fini 15  +22.57 

JSE Indi 25  +33.47 

JSE Resi 20  - 5.96 
R/USD   - 9.57 
S&P 500  +7.61 
Nikkei   +4.43 
Hang Seng  +14.51 
FTSE 100  +1.89 

DAX   +19.41 
CAC 40   +7.04 
MSCI World  +6.03 
 
 
TECHNICAL ANALYSIS 
 

 The US dollar failed to break the key $1.22 level versus the euro returning to the 
$1.30 level. Although the dollar has since recovered to around $1.27 the longer-term 
trend remains dollar weakness.  

 The rand has fallen through successive support levels at R/$ 8.0 and R/$8.20 and 
seems set to weaken further, targeting the R/$ 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 below key moving averages in the past 
month suggesting further losses in the near-term. However, markets are nearing their 

downside targets around 5% below current levels. The Dow Jones is likely to rally from 
its key 12,000 support level. 

 The Nikkei exhibits the most bullish pattern from a technical viewpoint with the 
current 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 has broken below the key medium-term 

uptrend which could signal a strong directional change and significant additional 
downside.   
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 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. The index needs to remain 
above its June and July lows of around 32,900 in order to keep the bull trend intact. 
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 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 
 

 Minutes of the Federal Reserve’s October 23-24 policy setting meeting suggest its 

“Operation Twist” which expires at the end of December, will be replaced with a new 
additional bond buying programme.  

 According to the minutes: “A number of participants indicated that additional asset 
purchases would likely be appropriate next year after the conclusion of the Maturity 
Extension Programme (MEP/ Operation Twist). The MEP exchanges part of the Fed’s 
short-dated Treasury holdings for longer-maturity holdings ($45 billion a month) 
without actually expanding the monetary value of the Fed’s portfolio. By contrast the 

new suggested programme would expand the Fed’s portfolio, over and above the 
programme announced in September (QE3) which commits to buying $40 billion of 
mortgage backed securities a month.  

 The value of the additional programme is likely to be around $40 billion a month, 
effectively doubling the size of QE3. Past increases in quantitative easing have 
provided a significant boost to economic growth and equity markets. 

 Moreover, there is growing support for a change in how the Fed provides guidance 
about future policy moves, likely replacing its target of mid-2015 for any rate increase 

with a specific unemployment rate target. Chicago Federal Reserve Bank President 
Charles Evans urged the adoption of a below-7% unemployment rate while 
Minneapolis Fed President Narayana Kocherlakota suggested a 5.5% threshold. Fed 
Vice Chairman Janet Yellen tipped to replace Ben Bernanke when he retires is also 
“strongly supportive” of the idea.  

 


