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INTERNATIONAL 
 

 The Federal Housing Finance Agency reported US house prices fell in the 4th quarter by 

2.4% on the year but the rate of price decline appears to be slowing. In December 
prices fell 0.8% on the year and actually increased by 0.7% on the month. Property 
market stability is key to restoring household balance sheets, consumer confidence, 
and consumer spending which contributes around 70% of US GDP.  

 US existing home sales increased in January by 4.3% on the month to an annual rate 
of 4.57 million the highest level since May 2010, according to the National Association 

of Realtors (NAR). NAR chief economist Lawrence Yun attributes the uptrend to an 
improvement in fundamentals including “pent-up household formation, record-low 
mortgage interest rates, bargain home prices, sustained job creation and rising rents.” 
The inventory of homes for sale reduced to 2.31 million in January, the lowest since 
March 2005, representing just 6.1 months supply at the current sales rate, down from 
around 8 months a year ago. Miami’s inventory has reduced dramatically from 6 years 
supply to just 6 months supply in the past 12 months.   

 The US Primary Mortgage Market Survey released by state mortgage company Freddie 
Mac reported the housing market is continuing to gradually improve. According to the 
Mortgage Bankers Association loans that were at least 90 days overdue fell to 5.3% of 
prime mortgages at the end of 2011, the lowest since the start of 2009.  

 US initial jobless benefit claims remained unchanged in the past week at 351,000 
below the 355,000 consensus forecast and the least since March 2008. The less 
volatile 4-week average fell by 7,000 to 359,000 also its lowest since March 2008.  

 The People’s Bank of China unexpectedly cut its bank reserve requirement ratio by 50 
basis points from 21.0% to 20.5% in spite of consumer price inflation rising from 
4.1% in December to a higher than expected 4.5% in January. The monetary policy 
easing will release around 400 billion yuan ($63.5 billion) in extra liquidity and should 
boost bank lending.  

 More significantly, China’s banks were given the go-ahead to roll over maturing debt 

of local government financing platforms (LGFPs) by up to 4 years. There are over 9000 
LGFP’s which have accumulated debt estimated at between 9 and 15 trillion yuan 

around an estimated third of which is not covered by the future cash flow of financed 
projects. Permission to roll over debts is a significant policy shift from last month when 
authorities were prescribing stricter capital adequacy ratios for any roll-overs, and 
goes a long way to protecting the banks and avoiding localized risks from turning into 
systemic ones.  

 The Conference Board Leading Economic Index for China increased in January by 1.6% 
to 225.7 accelerating from its gains of 0.5% in November and 0.8% in December. The 
index which measures expected economic growth 3-6 months ahead suggests 
continued albeit slightly slower growth in 2012, assuaging fears of a hard landing. 

 China’s HSBC Purchasing Managers Index (PMI) for manufacturing increased for a 4th 
straight month from 48.8 in December to 49.7 in February nudging the key 50 level 
which demarcates expansion from contraction. Disappointingly the sub-index 

measuring new export orders fell from 50.4 to 47.4 its lowest in 8 months, however 
the employment sub-index increased from 49.5 to 50.8 an 8-month high. 
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 The ECB will offer the 2nd round of unlimited 3 year loans at 1% interest to eurozone 
banks on 29th February. The 1st round of the operation known as the Longer-Term 
Refinancing Operation (LTRO) lent out 489 billion euro in early December, and has 
been cited as key to reducing the Euribor-OIS spread which measures the health of 
interbank liquidity. The 3-month Euribor rate is the rate at which banks borrow 
unsecured funds from other banks in the wholesale market, while the overnight 

indexed swap (OIS) rate is a fixed risk free rate. The Euribor-OIS spread has been 

compressed to its lowest in 5 months to 68 basis points and likely to be kept at these 
if not lower levels by the 2nd LTRO next week. 

 Greece qualified for a 2nd bailout program from the European Union and IMF valued at 
130 billion euro, in time to meet its 14.5 billion euro debt payment schedule in March. 
The terms of the bailout include a debt swap with existing private bondholders who 
will forego 53.5% of the face value of their bonds. The bailout imposes added austerity 

measures aimed at reducing the debt to GDP ratio to 120% by 2020. According to the 
EU/IMF official forecast Greece’s economy will contract a further 4.3% in 2012, 
stabilize in 2013 and resume growth after 7 years of recession in 2014.  

 Greece’s 2nd bailout provided further positive momentum to eurozone government 
bond yields. Italy’s 10-year yields reduced to below 5.4%, having been as high as 
7.1% in late December. Spain’s equivalent yield reduced to 5.08% from a 6.7% high. 
Equity markets also celebrated with the Dow Jones Industrial index breaching the 

13,000 level at one point on Tuesday for the 1st time since May 2008.  
 Germany’s Ifo Institute business sentiment index increased from 108.3 in January to 

109.6 in February, its highest since July last year and significantly above the 108.8 
consensus forecast. The sub-index measuring current conditions rose from 116.3 to 
117.5 while the forward looking sub-index measuring expected conditions in 3-6 
months time rose more impressively from 100.9 to 102.3. The strong increase is 
attributed to the ECB’s cheap unlimited 3-year bank loans, the new eurozone treaty on 

fiscal rules, and finalization of Greece’s 2nd bailout.  
 South Korea’s consumer confidence index increased from 98.0 in January to 100.0 in 

February its highest in 3 months, attributed to easing inflationary pressure at the 
same time as improving global economic conditions. The government cited reduced 
risk in the eurozone and signs of recovery in the US. 

 The copper price is traditionally regarded as an accurate barometer of global economic 

growth due to its widespread applications in manufacturing and construction. The price 
has increased strongly since early November and is up over 11% since the start of the 

year. Copper stockpiles at the London Metal Exchange are at a 2 ½ year low, 
suggesting the price momentum will continue.   

 The US Department of Agriculture (USDA) forecasts global crop prices will fall sharply 
in 2012 attributed to significant increases in supply. Following 2 years of very tight 
supplies, the supply/ demand equilibrium is stabilizing and will ease food inflation 

fears. The USDA forecasts corn prices could fall by up to 20%.  
 
 
SA ECONOMY 
 

 SA increased in The Fraser Institute ranking of mining jurisdictions. The leading 
Canadian think-tank which polls mining executives from 802 mineral exploration and 

development companies, reported SA increased from 67th place out of 79 jurisdictions 
last year to 54th place out of 93 this year. The poll is based on criteria such as 

regulatory uncertainty, legal systems, political uncertainty and corruption. Although 
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improving on most measures SA was ranked as the 4th worst for its labour regulations, 
employment agreements, and work disruptions.  

 Finance Minister Pravin Gordhan referred to infrastructure spending as “one of the 
central priorities of the 2012 Budget.” He increased the budget for total infrastructural 
spending over the next 3 years to R845 billion, 7.9% of GDP up from the R803 billion 
or 7.5% of GDP outlined in October’s Medium Term Budget Policy Statement (MTBPS). 

The projected expenditure is a significant increase from the 4% of GDP in 2000, 6.3% 

of GDP in 2007, and 6.5% last year. The announcement should provide considerable 
relief to the building and construction sector. 

 The budget deficit for 2011/2012 is projected at 4.8% of GDP, sharply lower than the 
5.5% outlined in October’s MTBPS. It is projected to fall to 3% in 2014/2015. These 
numbers are significantly better than the market had expected and should be 
supportive of the rand and bond yields. Efforts to spend public funds more wisely 

formed a key theme to the Budget, most notably a 5% plus pay progression ceiling on 
the public sector. While helpful in reducing inflationary expectations, there is a clear 
risk that civil servants will go on strike and refuse to accept these conditions.  

 Consumer price inflation (CPI) increased from 6.1% in December to 6.3% in January, 
also slightly ahead of the 6.2% consensus forecast. The key culprits were food 
inflation at 10.7% and the transport category at 6.8%. CPI increased by 0.6% on the 
month up from 0.2% in December. The data will reduce the likelihood of any cut in 

interest rates for the duration of 2012, in spite of Finance Minister Pravin Gordhan 
reducing his forecast for economic growth for 2012 to 2.7% from his previous forecast 
last October of 3.2%.  

 
 
KEY MARKET INDICATORS 
 

   YEAR TO DATE %  
 
JSE All Share  +6.64 
JSE Fini 15  +10.03 
JSE Indi 25  +6.42 
JSE Resi 20  +5.51 

R/USD   +5.40 
S&P 500  +8.42 

Nikkei   +13.49 
Hang Seng  +15.98 
FTSE 100  +6.56 
DAX   +15.45 
CAC 40   +9.10 

MSCI World  +9.45 
 
 
TECHNICAL ANALYSIS 
 

 The US dollar has weakened after hitting resistance at $1.27 versus the euro, and 
likely to loose further ground over coming weeks.  

 The rand has restored the key R/$8.00 level suggesting further strength in the near-
term.  

 US Treasury and UK Gilt yields are near to all-time lows and remain in bull trends. 
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 SA gilt yields have fallen steeply. 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 enjoyed a powerful rally since the start of the year, 
continuing the positive trend initiated in late November. The outlook remains positive 
for most markets, with the 50-day moving average in many markets breaking up 
above the 200-day moving average. Moreover equity markets are exhibiting major 

inverted head-and-shoulders patterns which suggest a resumption of 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 has regained its key support levels defining the medium-term 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 11 straight years of price 
gains. 

 The All Share index has broken to a new all-time record high above 34,000 thereby 
restoring 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 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 

 
 Favourable economic conditions in Sub-Saharan Africa will continue to provide 

significant direct and indirect benefits for SA companies, providing an added tailwind 
for the JSE. African economies are currently enjoying among the strongest economic 
growth rates in the world. Angola for instance was the fastest growing economy in the 
world between 2001 and 2011. The IMF reports African economies have grown at an 

aggregate annual rate of 5% since the 1990s and forecasts that Sub-Saharan growth 
will reach 5.5% in 2012 and 5.3% in 2013, in spite of global economic risks. 

Encouragingly growth is moving away from its reliance on primary production of 
commodities and so becoming more self-sustaining. The region’s key advantages, 
providing a platform for strong outperformance over the longer-term are its uniquely 
young and rapidly growing population, its sound government balance sheets, and the 
low level of current development. The region enjoys an average public debt to GDP 

ratio of 42% compared with 80% in the eurozone and 95% in the US. Moreover, with 
few social spending costs these fiscal deficits are likely to remain in check.  

 


