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NORTH AMERICA  

 

 As expected the Fed’s Federal Open Market Committee (FOMC) policy-setting meeting 

kept the quantitative easing (QE) programme of asset purchases unchanged. The Fed 
kept its language that “it decided to await more evidence that progress would be 
sustained before adjusting the pace of purchases.” The statement suggests the Fed 
will remain data dependent and stay on a meeting-to-meeting decision path. Although 
a “tapering” of asset purchases remains a possibility at the next FOMC meeting in 
December, it is unlikely that economic data will pick-up sufficiently by then. A 

December QE taper would probably require the combination of strong payroll 
increases, clear evidence that the drag from fiscal policy is abating, a recovery in 
housing momentum, and a meaningful increase in inflation. It is unlikely that the 
economy will tick all these boxes prior to year-end, making March 2014 a more likely 
starting point for the QE taper.  

 The ADP employment report shows US private sector payrolls increased in October by 
130,000 below the 150,000 consensus forecast. The data is also weaker than 

September’s figure of 145,000 which in turn was revised lower from its initial 166,000. 
The services sector provided the bulk of the gains with a 107,000 increase in payrolls, 
with only small increases in the goods-producing sector including 14,000 in 
construction and 5,000 in manufacturing. According to Mark Zandi, chief economist at 
Moody’s Analytics: “The government shutdown and debt limit brinkmanship hurt the 
already softening job market in October…. Any further weakening would signal rising 
unemployment.” The ADP report traditionally precedes by 2 days the official Labour 

Department employment report, which should normally be published today but has 
been delayed by a week due to the partial government shutdown.  

 The S&P/ Case-Shiller Index, which tracks residential property values in 20 US cities, 
increased in August by 0.9% month-on-month, up from 0.6% the prior month and 
above the 0.65% consensus forecast. On a year-on-year basis the index increased 
12.8% the most since February 2006. The positive momentum in house prices is likely 

to be maintained in spite of the recent increase in mortgage rates, largely attributable 
to the decline in distressed sales. Corelogic reported that the “shadow inventory” of 

distressed and foreclosed properties reached its lowest level in July since August 2008. 
The shadow inventory measured 1.9 million homes, a decrease of 22% on the year 
and 38% since the peak in 2010. According to Dr. Mark Fleming, chief economist at 
Corelogic: “The foreclosure inventory continues to improve… A rise in the foreclosure 
inventory is unlikely given continued house price improvements and shortages of 

supply in many markets.” 
 While the price of residential property continues rising, momentum in home sales is 

declining. The National Association of Realtors (NAR) previously owned home pending 
sales index decreased in September by 5.6% month-on-month to 101.6, well below 
the 0.5% consensus forecast increase and marking the 4th monthly fall in a row. The 
index is now just 1.1% above its year-ago level and has slowed on a year-on-year 
basis for 5 straight months. The slowdown in sales is attributed to the sharp increase 

in mortgage interest rates since May when the US Fed 1st alluded to normalization of 
monetary policy. Together with recent “housing starts” data the NAR index indicates 
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the pace of improvement in housing markets has slowed relative to late 2012 and 
early 2013.  

 The Conference Board US Consumer Confidence Index, after declining moderately in 
September to 80.2, fell sharply in October to 71.2 well below the 75.0 consensus 
forecast. The Present Situation Index decreased from 73.5 to 70.7 but of greater 
concern the forward-looking Expectations Index fell from 84.7 to 71.5. According to 

Lynn Franco, Director of Economic Indicators at The Conference Board: “Consumer 

confidence deteriorated considerably as the federal government shutdown and debt-
ceiling crisis took a particularly large toll on consumers’ expectations. Similar declines 
in confidence were experienced during the payroll tax hike earlier this year, the fiscal 
cliff discussions in late 2012, and the government shutdown in 1995/1996.” He added 
that: “Given the temporary nature of the current (Congress) resolution, confidence is 
likely to remain volatile for the next several months.” Consumers’ appraisal of the jobs 

market deteriorated with those describing jobs as “hard to get” rising over the month 
from 33.6% to 35.8%.  

 US producer price inflation (PPI) declined in September by -0.1% month-on-month in 
September well below the +0.2% consensus forecast. The decline is attributed to food 
prices which declined -1.0% on the month more than offsetting a +0.5% rise in 
energy prices. On a year-on-year basis PPI increased just +0.3% the weakest reading 
since October 2009. The data suggests price pressures remain absent, providing the 

Fed with room to maneuver in maintaining its accommodative monetary policy. 
According to Lauro Rosner, a US economist at BNP Paribas: Demand in the economy 
remains subdued… Firms are not exercising pricing power. Firms are competing by 
lowering their prices.” 
 

 
CHINA  

 
 China’s official manufacturing purchasing managers’ index (PMI) increased from 51.1 

in September to 51.4 in October, above the 51.2 consensus forecast and the 
expansionary 50 level. While marking the strongest reading in 18 months with the 
output index up from 52.9 to 54.4 the outlook is less impressive. The forward-looking 
new orders and new export orders indices both fell by 0.3 percentage points 

suggesting slower demand in coming months. The data together with recent industrial 
production numbers indicates a slight slowdown in economic momentum in the 4th 

quarter. The strong rebound during July and August, which benefitted from efforts by 
government at stabilizing growth and industrial restocking, is unlikely to be sustained 
especially in the context of a soft recovery in export markets. Unfortunately the 
government has little room to maneuver in boosting growth, constrained by the 
challenges of industry overcapacity, mounting local government debt, a property 

market bubble, and rising bad debts in the banking system. It is likely that GDP 
growth will slow from an expected 7.6% in 2013 to around 7.1% in 2014. 

 
 
JAPAN  
 

 As expected the Bank of Japan (BOJ) left monetary policy unchanged, repeating its 

forecast that the country will achieve stable 2% inflation by the end of fiscal 2015. 
While support for the current level of asset purchases was unanimous there was some 

dissention on the likelihood of achieving the inflation target with board members 
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Sayuri Shirai and Takahide Kiuchi maintaining that it is unlikely. The BOJ 
acknowledged that overseas demand for Japan’s exports has slowed in recent months 
although remains confident that it will pick-up, in turn supporting the battle against 
deflation. At the same time, according to BOJ Governor Haruhiko Kuroda: “Domestic 
demand is expected to become firmer, thanks to the government’s stimulus packages, 
so our outlook for GDP is basically unchanged.” 

 Japan’s industrial production increased in September by 1.5% month-on-month, 

posting the 1st rise in 2 months although slightly below the 1.9% consensus forecast 
increase. The rebound is attributed to improved production in autos, semiconductors 
and computers, reflecting strong domestic demand. The output index measured 98.5 
the highest since May 2012 when it stood at 98.8 but still below the peak levels prior 
to the 2008/09 global financial crisis. On a quarter-on-quarter basis industrial 
production increased 1.8% marking the 3rd straight quarterly increase. The data 

prompted the Ministry of Economy, Trade and Industry (METI) to upgrade its 
assessment for the 1st time in 6 months, commenting that industrial production 
“continues to show an upward movement.” METI forecasts production will increase in 
October by a further 4.7% on the month before declining -1.2% in November. The 
forecast is consistent with a 4th straight quarterly increase in the 4th quarter.  

 Japan’s household spending increased in September by 3.7% year-on-year in real 
terms, significantly ahead of the 0.8% consensus forecast and rebounding strongly 

from the contraction of -1.6% in August. The increase is attributed to a sharp rise in 
university tuition fees and higher spending on weddings and mobile communication. 
The data together with the recent recovery in consumer sentiment suggests household 
spending, retail sales and housing construction remain on an encouraging uptrend. 
The consumer confidence index registered its 1st month-on-month increase in 4 
months in September, attributed to improving jobs prospects. Meanwhile the Economic 
Watchers Survey recorded its 1st improvement in 6 months on expectations of 

increased consumer spending ahead of the sales tax hike scheduled for April next 
year. 

 
 
EUROZONE  
 

 Eurozone unemployment unexpectedly increased in September by 60,000 to 19.5 
million, denting hopes of a turnaround in the region’s hiring trends. Meanwhile the 

38,000 decrease in unemployment initially recorded in the previous 3 months was 
revised to a 159,000 increase, indicating an acceleration in job losses since the start of 
the year. Eurozone unemployment increased to a new record high of 12.2%. Although 
the Eurozone emerged from recession in the 2nd quarter, it should not be surprising 
that employment has been slow to follow. Employment often takes a long time to 

respond to positive economic growth. The lag time can be as much as a year, 
especially in a weak recovery, with companies trying to extract more production out of 
existing employees before hiring additional employees. Unemployment was lowest in 
Germany and Austria at 5% and highest in Spain and Greece at 26.6% and 27.6%.  

 Eurozone consumer price inflation (CPI) unexpectedly decelerated from 1.1% year-on-
year in September to 0.7% in October, the lowest since November 2009 and well 
below the 1.1% consensus forecast. The biggest surprise is that core CPI, which strips 

out the volatile energy, food, alcohol and tobacco components also fell sharply from 
1.0% to 0.8%, indicating a worrying disinflationary trend. In October 2012 core CPI 

stood at 1.5%. The ECB, which meets to decide on monetary policy next Thursday, is 
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mandated to keep CPI below but close to its 2% target over the medium-term. The 
weak inflation data combined with poor unemployment figures suggest the ECB may 
soon provide further monetary policy easing. This could take the form of another 
Long-Term Refinancing Operation (LTRO) in which the central bank offers banks extra 
liquidity at discounted rates.  
 

 

UNITED KINGDOM 
 

 According to Nationwide, UK house prices increased in October by 1.0% month-on-
month, following a similar gain in September. Month-on-month gains have now 
exceeded 0.5% for the past 4 months, with the year-on-year increase rising to 5.8%, 
the most since July 2010. The market has been boosted by government’s Funding-for-

Lending programme and Help-to-Buy scheme, both aimed at easing credit conditions 
and mortgage availability. The property boom is now becoming self-fulfilling, with 
expectations of rising prices driving the market. A Halifax survey found that 
respondents expecting prices to rise over the next year has increased from 53% to 
70% over the past 3 months. Rising expectations are behind October’s staggering 
10% month-on-month increase in London asking prices. Earlier this week Bank of 
England Governor Marc Carney said that higher house prices were one of the main 

factors driving the UK’s economic recovery, but played down concerns of a bubble. 
Nationwide reports that house prices remain around 7% below their peak in late 2007. 

 
 
FAR EAST AND EMERGING MARKETS  
 

 South Korea’s industrial production unexpectedly fell in September by -3.6% year-on-

year well below the 1.9% consensus forecast increase. The decline is attributed to the 
longer than usual Chuseok holiday, which is normally 3 days but this year many 
workers were allowed a full week. However, weakness in the auto sector is also to 
blame owing to strikes at Hyundai and Kia, the latter lasting 3 weeks. On a seasonally 
adjusted basis auto production fell -18.6% on the month and -9.5% on the year, 
marking the sharpest contraction since December 2008. While disappointing, following 

the 3rd quarter’s robust 3.3% year-on-year GDP growth, October’s industrial 
production is likely to rebound strongly benefitting from a favourable base effect.  

 The World Bank’s latest “Doing Business” report, which annually benchmarks the 
regulatory environment for domestic businesses in 189 countries, shows that among 
the major emerging market (EM) economies, Ukraine, Russia and the Philippines 
improved the most in the past year. Countries are ranked according to business-
related regulatory systems in 10 specific categories, with particular emphasis on 

small-to-medium sized enterprises (SMEs). The rankings are a useful gauge of EM 
structural reforms. Of the EM’s which suffered the most currency depreciation during 
mid-year, including Brazil, Turkey, South Africa, India and Indonesia, when the US Fed 
started discussing a normalization of monetary policy, only Brazil and India showed a 
noticeable improvement in “doing business”. Given these countries’ significant reliance 
on capital inflows, the lack of progress on structural reform is concerning and further 
currency weakness can be expected once the Fed does eventually taper its 

quantitative easing programme. 
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SOUTH AFRICA 
 

 SA’s trade deficit was wider than expected in September at R18.9 billion, barely 
improving from August’s record R19.1 billion. Imports fell by 4.9% month-on-month 
but exports fell by an even greater 6.0%. The poor export performance is attributed to 
a 58% decline in vehicle and vehicle component shipments, stemming from industrial 

action in the auto sector. More encouragingly mineral product shipments increased by 

23% on the month. While normalization in the auto sector should produce a better 
trade balance in November and December the data suggests an elevated 3rd quarter 
current account deficit, making the rand vulnerable to further weakness over coming 
months.  

 SA’s unemployment rate unexpectedly fell from 25.6% in the 2nd quarter to 24.7% in 
the 3rd quarter. The number of employed grew during the 3rd quarter by 308,000 the 

largest quarterly increase since the 2009 recession. Employment has increased in each 
of the past 3 quarters with the total number employed for the 1st time back above the 
pre-recession peak. The trade sector contributed the largest number of net new jobs 
with 101,000 followed by community and social services with 95,000 and financial 
services with 92,000. However, the manufacturing sector shed -68,000 jobs, due 
largely to strike action, followed by the informal sector with -39,000 and agriculture 
with -6,000. The labour force increased by 194,000 during the quarter boosted by new 

entrants and a reduction in non-economically active individuals, resulting in a net 
overall decline of 114,000 in the number of unemployed. Although most jobs are being 
created in the relatively skills intensive tertiary sector and not in the unskilled sector 
where unemployment is most pronounced, the data is nonetheless encouraging.  

 Growth in private sector credit extension (PSCE) moderated from 8.1% year-on-year 
in August to 7.6% in September. Corporate lending slowed from 8.1% to 7.3% while 
household credit extension slowed to 7.8% the slowest in over a year. Other loans and 

advances moderated sharply from 16.4% to 14.1%, suggesting a rapid deceleration in 
unsecured lending. This marks the slowest rate of growth in over 2 years. Mortgage 
advances increased by 2.4%, which although at a low ebb is still the fastest in over a 
year. The data show a gradual shift from short-term unsecured loans to longer-term 
secured mortgage credit extension. This is beneficial to the long-term health of 
household balance sheets and the sustainability of bank asset growth.   

 The SA Reserve Bank’s (SARB) biannual Financial Stability Report (FSR) for the 1st half 
2013 shows that as a percentage of total advances, banking system bad assets fell to 

just below 4% as of June 2013. The FSR confirmed that the banking sector remains 
profitable and well capitalised, with the total adequacy ratio at 14.9% and return on 
equity at 16.6%. Unsecured lending, which has been a concern for some time, 
continues to slow as banks tighten lending standards. While positive on the banking 
sector and the general reduction in international risks, the report cites a pick-up in 

domestic risks: According to the FSR labour unrest, weak economic growth and high 
unemployment are the key risks to the economy and a threat to sovereign credit 
ratings. A further risk is high household indebtedness which could leave households 
and related credit providers vulnerable to an increase in interest rates. From an 
international perspective the SARB sees particular risk from the US Fed’s unwinding of 
its quantitative easing programme and the effect this may have on the local currency. 
 

 
KEY MARKET INDICATORS 
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   YEAR TO DATE %  
 
JSE All Share  +15.97 
JSE Fini 15  +15.73 
JSE Indi 25  +29.53 
JSE Resi 20  - 0.20 

R/$   - 16.49 

R/€   - 18.96 
S&P 500  +23.16 
Nikkei   +37.83 
Hang Seng  +2.43 
FTSE 100  +14.13 
DAX   +18.67 

CAC 40   +18.09 
MSCI World  +19.75 
 
 
TECHNICAL ANALYSIS 
 

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

suggesting a continuation in the dollar’s long-term weakening trend.  
 The rand has fallen through successive support levels at R/$9.30 and R/$9.50 and now 

R/$10.0 suggesting a potential acceleration in the rand’s depreciation.  
 The recent sharp increase in the JP Morgan global bond yield suggests the major bull 

trend which started in the early 1980s may be close to exhaustion. However, there is 
unlikely to be a major bear trend as the deleveraging phase is still in its infancy. 

 The US 10-year Treasury yield is unlikely to accelerate through the major support line 

from 2007, currently at around 2.7-2.9%. Oversold and diverging momentum 
indicators suggest the yield is at a peak. 

 The longer dated R186 SA Gilt yield has increased in 2 even steps from 7.8% to 8.8% 
since mid-July. Another step upwards is projected to the lower 9.00s but this is likely 
to mark the peak in yield.  

 Ultra-loose central bank monetary policy has led to increased demand for riskier 

assets. The Leuthold risk-aversion index is trading close to 30 year lows.  
 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. However, the MSCI 
World Equity index is in the 5th and final wave of a rising-wedge formation. A rising-
wedge formation is a typical trend-ending signal. European equities are breaking out 
of 5-year resistance levels and are set to outperform US markets. 

 The Nikkei exhibits the most bullish pattern in spite of the recent 20% correction from 

recent highs.   
 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 key resistance at $110 suggesting further 
near-term gains to $120, although the geo-political risk premium is quite high at an 
estimated $8 per barrel, suggesting recent gains are not sustainable over the longer-

term.  
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 Copper is regarded a reliable lead indicator for industrial commodity prices and 
barometer of global economic growth. It has broken below key support of $7,500 
suggesting a downside move to the 2011 low of $6,500.   

 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 has reversed recent losses but needs to break back above the key $1550 level to 
restore the bull trend. 

 The All Share index has broken to new highs suggesting the long-term upward trend is 
intact. However, the index is trying to break up through the top of a channel which 
has been in place since 1987. Since the Industrial-25 index, which has been the key 
driver of the All Share index, is beginning to lose momentum, it is doubtful that the All 

Share will maintain its upward break. A return to the middle of the channel would 
bring the All Share index back to 33,300, equivalent to a decline of around 27%.  
 

 
BOTTOM LINE 
 

 The JSE All Share index seems to be defying gravity, closing almost on a daily basis at 

new all-time highs. However, it is disconcerting that the JSE is running faster than 
earnings. As a result of the re-rating the price-to-earnings (PE) multiple has increased 
to 18.2x, well above its long-term average of 14.0x and its highest level since January 
2000.  

 The driving force is the spectacular re-rating of the Industrial index, which now trades 
close to 24x reported headline earnings per share. To be fair the re-rating is founded 
on spectacular earnings growth. Despite a lackluster global and local economy the 

Industrial index has grown earnings since the 2008/09 global financial crisis (GFC) by 
a compound 15% per annum. This is attributed largely to the rand-hedge industrials 
and the positive effect of the weakening local currency. Richemont, Naspers and 
SABMiller, dubbed the “Big-3” have alone contributed over 30% of the year-to-date’s 
28% increase in the Industrial 25 index. Unfortunately these shares are now offering 
little value, with Naspers now trading at double its long-term average. 

 Even the Resources 10 index is not cheap despite having made a zero gain since the 
start of the year. As a result of Resource earnings declining by more than 22% over 

the past year, the index has also re-rated and does not appear especially attractive on 
an 18.1x PE.  

 The sole refuge for investors seeking value may be the financial sector. The Financial 
15 index has barely re-rated in spite of robust earnings growth, and offers solid value 
on a 13.6x PE. Banks and insurers are well capitalized and delivering consistently 

strong earnings growth. The sector’s low rating may be due to the difficult experience 
of financial stocks globally since the GFC. In SA however, the financial sector has been 
relatively insulated from toxic debt and deleveraging. The low rating is therefore 
unwarranted and should offer investors an excellent entry point.  

 


