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INTERNATIONAL 
 

 US economic growth was stronger than originally estimated in the 4th quarter of last 

year, revised upwards from 2.8% to 3.0% and confounding the 2.7% consensus 
forecast. However, increased inventories contributed 1.88% of the expansion and are 
unlikely to provide such a strong boost in the current quarter. Consumer price inflation 
for the quarter was revised upwards from 0.8% to 1.1% but still well below the 2% 
recorded in the 3rd quarter, reassuring advocates of ultra loose monetary policy. 

 In his testimony to Congress, Fed chairman Ben Bernanke said that elevated 

unemployment and subdued inflationary pressure support a continuation of low 
interest rates into 2014. He described the job market as “far from normal” and that 
“continued improvement… is likely to require stronger growth in final demand and 
production”. He also defended previous quantitative easing programs: “Since 
November 2010, we have had about 2 ½ million jobs created, we have seen big gains 
in stock prices, we have seen big improvements in credit markets, the dollar is about 
flat, commodity prices excluding oil are not much changed, inflation is doing well in 

the sense that we are looking for about 2% inflation this year.”  
 US weekly jobless claims decreased again from 353,000 to 351,000 while the less 

volatile 4-week moving average decreased by a more impressive 5,500 to 354,000 
also the lowest since March 2008. The government’s employment report for February 
will be issued next Friday, expected to reflect continued jobs growth with non-farm 
payrolls increasing by 200,000 according to consensus forecast.  

 The Reuters/ University of Michigan measure of US consumer confidence increased in 

February for a 6th straight month to 75.3 its highest since January 2008, capping the 
longest uninterrupted advance since 1997. The Conference Board consumer 
confidence index confirms the positive trend, rising from 61.5 in January to 70.8 in 
February well above the 63.0 consensus forecast and the highest in a year. The main 
threat to consumer confidence is the recent sharp increase in oil and fuel prices. 

 China’s official Purchasing Managers’ Index (PMI) measuring business conditions in the 

manufacturing sector increased in February for a 3rd straight month to 51.0 above the 
key 50 level which demarcates expansion from contraction, up from 50.5 in January, 

50.3 in December, and 49.0 in November. The sub-index measuring new export orders 
increased from 46.9 to 51.1 above the 50 level for the 1st time since September.  

 China’s annual National People’s Congress which runs from 5th to 14th March will 
review and approve the country’s 2012 budget, economic targets and policy 
objectives. Economists expect Premier Wen Jiabao’s economic report on Monday may 

lower the economic growth target for 2012 to 7.5% from the 8% target for the years 
between 2005 and 2011. 

 Japan’s capital investment unexpectedly increased in the 4th quarter by 7.6% on the 
year, contrasting the consensus forecast for a 6.4% decline and marking the 1st 
increase in 3 quarters, also the strongest since the 1st quarter 2007. The data has 
prompted economists to upgrade their 4th quarter GDP forecasts to an annualized 
decline of -0.6%, a significant improvement from the previous -2.3% consensus 

forecast. 
 Japan’s industrial output increased in January by 2.0% on the month, above the 

consensus forecast 1.5%, building on December’s strong showing of 3.8%. The 
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industrial output index increased to 95.3 nudging the 97.9 pre-natural disaster level 
recorded in February 2011. The Ministry of Economy, Industry and Trade reported that 
“Industrial output is showing signs of picking up”, upgrading its assessment for the 1st 
time since May 2011. Japan’s construction orders meanwhile increased in January for 
a 4th straight month by 24.6% on the year, accelerating from gains of 1.5% in 
December, 21.0% in November and 24.3% in October.  

 Japan’s retail sales unexpectedly increased in January by 1.9% on the year, 

contrasting the consensus forecast for a 0.2% decline. The increase is attributed to car 
sales, up 24.3% on the year the biggest gain since August 1990. Demand has been 
boosted by the resumption of tax breaks for low-emission vehicles.  

 The ECB’s lent out an additional 530 billion euro in its 2nd Longer-Term Refinancing 
Operation (LTRO). This is greater than the 489 billion euro lent out in its 1st LTRO in 
December, with take-up by over 800 banks as opposed to just 500 in the earlier 

operation. The 2 combined LTROs are equivalent to $1.35 trillion, loaned for 3 years at 
just 1% interest. The action is similar to the Fed’s quantitative easing programs in 
2009 and 2010, except that instead of injecting liquidity by buying Treasuries on the 
secondary market the ECB is taking up sovereign bonds as collateral for the loans. 
However the end result is similar, massive injection of liquidity into the market which 
is likely to manifest itself in extremely buoyant financial asset prices.  

 The Italian 3-year bond yield continued its recent decline on the LTRO news, falling to 

below 3% in contrast with nearly 8% in November. No doubt Italian banks, with their 
cheap ECB loans were enthusiastic buyers, pocketing the difference between their 
borrowing rate of 1% and the 3% yield on the bonds. The scale and profit margin of 
similar investment strategies will go a long way in restoring both the eurozone’s 
banking system at the same time as reducing government borrowing costs. Spain’s 
auction of 2-year bonds was 3-times over-subscribed at a yield of just 2.07% 
compared with 6% in November.  

 Eurozone unemployment increased sharply from 10.4% in December to 10.7% in 
January, with the number of unemployed rising by 185,000 to 16.925 million, 
accelerating from the 96,000 increase in December. The European Commission’s 
employment expectations index for the services sector decreased from 3.4 in January 
to 2.4 in February and for the manufacturing sector from -3.4 to -3.6, suggesting the 
likelihood of further increases in unemployment. Germany’s unemployment increased 

slightly from 5.7% to 5.8%, France from 9.9% to 10.0%, Italy from 8.9% to 9.2%, 
and Spain from 23.1% to 23.3%, the highest in the eurozone. 

 The European Commission’s eurozone business confidence index beat expectations for 
a flat reading. It increased from 93.4 in January to 94.4 in February, accelerating from 
the 0.6 point increase in January and lifting the index to its highest in 4 months. The 
trend suggests a possible resumption in economic growth from the 2nd quarter 
onwards. Encouragingly, business confidence increased strongly in the troubled 

economies of France and Italy by 1.6 and 1.0 points.  
 UK house prices increased in February by 0.6% on the month and 0.9% on the year 

boosted by a significant rise in transactions, up 23% on the year in January. Mortgage 
approvals increased in January by 36% on the year suggesting continued 
improvement in activity over coming months although part of the recent increase may 
be explained by expiry in March of the Stamp Duty exemption for 1st time buyers. 
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SA ECONOMY 
 

 The economy grew in the 4th quarter by 3.2% quarter-on-quarter annualised up from 
1.7% in the 3rd quarter and slightly above the 3.1% consensus forecast. For the year 
as a whole the economy grew 3.1% in 2011 up from 2.9% in 2010. The rebound over 
the quarter is largely attributed to recovery in mining which grew output by 0.7% after 

declining 17.8% in the 3rd quarter. Agricultural output fell 5% in the quarter, but 

manufacturing increased 4.2%. Growth in wholesale and retail output reduced to 5.2% 
from 6.1% in the 3rd quarter while the finance and real estate sector slowed from 
4.5% to 2.3%. Public sector output increased to 4.4% from 4.2% in the 3rd quarter. 
While showing an overall improvement on the 3rd quarter, the remainder of the year is 
likely to show more subdued growth due to the eurozone’s impact on export markets, 
and pressure on consumer spending from higher fuel, electricity and other 

administered prices.   
 The Kagiso Purchasing Managers’ Index (PMI) measuring business conditions in the 

manufacturing sector increased from 53.2 in January to 57.9 in February, significantly 
above the 52.3 consensus forecast and its highest since February 2010. A reading 
above 50 indicates expansion in factory output. Key sub-indices increased sharply, 
with new sales orders rising from 57.3 to 64.8 and business activity from 53.6 to 65.2 
while encouragingly the prices paid sub-index moved in the opposite direction from 

81.4 to 75.7.  
 Private sector credit extension (PSCE) accelerated from year-on-year growth of 6.1% 

in January to 7.3% in January, also ahead of the 6.9% consensus forecast. Unsecured 
loans grew an especially strong R5.8 billion contributing most of the R8.7billion 
monthly increase in household credit. The rate of growth of broad M3 money supply 
accelerated from 6.6% to 8.3%.  

 

 
KEY MARKET INDICATORS 
 
   YEAR TO DATE %  
 
JSE All Share  +7.23 

JSE Fini 15  +12.55 
JSE Indi 25  +8.02 

JSE Resi 20  +4.08 
R/USD   +8.49 
S&P 500  +9.26 
Nikkei   +14.81 
Hang Seng  +16.02 

FTSE 100  +6.44 
DAX   +17.69 
CAC 40   +10.76 
MSCI World  +10.31 
 
 
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.  
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 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. 
 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.  

 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 
 

 In his latest 2011 Berkshire Hathaway Shareholder Letter, Warren Buffett was again 
conspicuously critical of gold as an investment. He points out the principal short-
coming of gold as being not “procreative”. In other words “if you own one ounce of 
gold for an eternity, you will still own one ounce at its end”.  

 The point is illustrated in his example: For the same current value of the world’s entire 
gold stock (68 cubic feet/ 170,000 metric tons/ $9.6 trillion), you could buy the entire 

US cropland (400 million acres) plus 16 Exxon Mobils and $1 trillion in spare cash.  
 “A century from now the 400 million acres of farmland will have produced staggering 

amounts of corn, wheat, cotton, and other crops, and will continue to produce that 
valuable bounty, whatever the currency may be. Exxon Mobil will probably have 
delivered trillions of dollars in dividends to its owners and will also hold assets worth 

many more trillions. The 170,000 tons of gold will be unchanged in size and still 
incapable of producing anything. You can fondle the cube (of gold), but it will not 
respond.” Warren Buffett. 

 “What motivates most gold purchasers is their belief that the ranks of the fearful will 
grow. During the past decade that belief has proved correct.” However…“Over the past 
15 years, both internet stocks and houses have demonstrated the extraordinary 
excesses that can be created by combining an initially sensible thesis with well-

publicised rising prices……bubbles blown large enough inevitably pop.”  


