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INTERNATIONAL 
 

 The Organisation for Economic Cooperation and Development (OECD) cut its global 

growth forecasts for 2012 and 2013, from 3.4% to 2.9% and from 4.2% to 3.4%, 
warning that the Eurozone debt crisis remains the greatest threat to the world 
economy. OECD chief economist Pier Carlo Padoan warned that: “The risk of a major 
contraction cannot be ruled out”…. and advised that: “Additional easing is required in 
the euro area, Japan and some emerging economies, including China and India.” 
Notwithstanding the risks the OECD forecasts the US economy will grow 2.2% this 

year and 2.0% in 2013, the Eurozone will contract -0.4% in 2012 but a milder -0.1% 
in 2013, while China’s growth will accelerate from 7.5% this year to 8.5% in 2013. 
India’s growth is also expected to recover from 4.4% to 6.5%.  

 US 3rd quarter GDP growth was revised upwards from an annual rate of 2.0% to 2.7%. 
Although a positive headline number the components are less encouraging. 
Inventories contributed 0.8% to overall GDP growth, up from an initial -0.1%. The 
inventory build-up suggests drawdowns in the 4th quarter which may subtract from 

economic growth. Meanwhile spending by businesses on equipment and software 
decreased at an annual rate of -2.7% in the 3rd quarter, the 1st decline since mid-
2009. The decline in overall business investment was revised upwards from -1.3% to -
2.2%, attributed to uncertainty amid the fiscal policy impasse between the White 
House and Congress. “Fiscal cliff” concerns are also likely to detract from investment 
in the 4th quarter which together with inventory drawdown risk, has prompted 
economists to lower forecasts for 4th quarter GDP growth. Chief US economist at UBS 

Maury Harris reduced his forecast from 1.6% to 1.0%, exacerbated by the aftermath 
of Hurricane Sandy. However, growth should rebound strongly in early 2013 helped by 
an 11th hour political compromise in Washington, likely to release pent-up business 
investment spending, while a further boost is expected from post-hurricane 
reconstruction activity.  

 The sharp contraction in US business investment is beginning to ease, perhaps in 

recognition that political comprise will be reached ahead of the 31st December “fiscal 
cliff” deadline. Total durable goods orders remained flat in October, beating the 

consensus forecast for a -0.7% month-on-month decline. More encouragingly, orders 
for core capital goods, a key barometer of broad US business spending which excludes 
defense and transportation, increased 1.7% on the month the biggest increase since 
May.  

 US pending home sales, a measure of signed home sale contracts, increased in 

October by 5.2% on the month according to the National Association of Realtors 
(NAR), well above the 1.0% consensus forecast increase. The NAR Pending Home 
Sales Index increased to 104.8 the highest since March 2007. NAR chief economist 
Lawrence Yun reported that” “We’ve had very good housing affordability conditions for 
quite some time, but we’re seeing more impact now from steady job creation, and 
rising consumer confidence about home buying now that home prices have clearly 
turned positive.” According to the NAR home prices increased in October by 11% on 

the year, with total home equity rising by $760 billion since the start of the year, 
forecast by Lawrence Yun to reach $1 trillion by year-end. 
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 The Conference Board US consumer confidence index increased from 73.1 in October 
to 73.7 in November, both highest readings since February 2008. The increase was 
unexpected and came in spite of increased press coverage on the so-called “fiscal cliff” 
in addition to the impact of Hurricane Sandy. The consumer confidence index in the 
Mid-Atlantic region, worst affected by the hurricane, fell sharply from 68.8 to 54.2. 
The overall index has increased steadily from its all-time low of 25.3 reached at the 

height of the financial crisis in February 2009. The latest increase is attributed to 

continued declines in the gasoline price to around $3.50 a gallon down from a high of 
$4.00 in September, improved employment prospects and housing data. The 
percentage of Americans finding jobs hard to find decreased from 28.4% to 27.6%, 
and the percentage finding jobs “plentiful” increased from 10.4% to 11.2%, the best 
respective readings in 4 years. The percentage planning to buy a home over the next 
6 months increased to 6.9% the highest on record.  

 Goldman Sachs chief US equity strategist David Krostin reported that equities will 
outperform bonds in 2013, with rising company revenues and earnings growth likely to 
prompt an expansion in the equity market’s price-earnings multiple. He adds that: 
“The turbulent political environment that curtailed corporate risk-taking in 2012 will 
end.” A political resolution on fiscal policy could release pent-up company investment 
spending. US non-financial companies are holding around $1.8 trillion in cash in the 
US, 50% above 2007 levels. Their worldwide cash holdings are even higher at an 

estimated $5.1 trillion.  US banks are also stockpiling cash, with excess bank reserves 
estimated at around $1.5 trillion. The deployment of a fraction of these cash holdings 
would add a significant boost to economic growth.  

 The European Commission Eurozone Economic Sentiment Index (ESI) increased in 
November from 84.3 to 85.7 halting the steady decline for the 1st time since February 
with most member countries showing gains, including Germany (+2.3), France (+1.6) 
and even Spain (+0.5) and Italy (+0.4). Managers’ confidence in retail trade picked-

up by +2.5 and industry confidence also picked-up by+3.2. While the data remains 
consistent with contraction in Eurozone GDP of around -2.0% in 2013, these are 
positive signs that the pace of deterioration is finally slowing down.  

 The European Central Bank’s (ECB) monetary easing policies are starting to spread to 
the broader economy. Although lending to companies contracted in October by -1.8% 
on the year, lending to households is picking-up, increasing by 0.5% up from 0.1% in 

September. Overall lending to the private sector contracted by -0.7% better than the -
0.9% consensus forecast. Meanwhile the annual growth in the Eurozone’s M3 broad 

money supply accelerated from a downwardly revised rate of 2.6% year-on-year in 
September to 3.9% in October, the fastest expansion since April 2009 and well ahead 
of the 2.8% consensus forecast. The increase in M3 supply is attributed to increased 
deposits by households and companies reflecting increased confidence in the banking 
system.  

 The European Commission, European Central Bank, International Monetary Fund and 
Eurozone finance ministers finally agreed on terms for Greece’s next bailout 
installment. Compromise was reached to both lower the interest rate paid and extend 
the maturity of bilateral loans made to Greece by individual Eurozone states. 
Furthermore, the ECB’s profits from its holdings of Greek sovereign bonds will be 
funneled back to Greece. In addition, Greece will be provided additional funds via 
either the European Financial Stability Fund (EFSF) or European Stability Mechanism 

(ESM) to purchase some of its own sovereign debt at discounted prices. These 
combined measures are targeting a reduction in Greece’s government debt to GDP 

ratio from the current level of 190% to 124% by 2020, slightly above the previous 
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120% target in March. While securing Greece’s future in the Eurozone over the near-
term the new bailout measures also hold symbolic significance. Reduced interest rates 
on bilateral loans effectively entail losses by individual countries and a fiscal transfer of 
wealth to Greece, bringing the Eurozone a step closer full fiscal union.  

 While the Eurozone economy contracted in the 3rd quarter at an annualized rate of -
0.6% other economies in the region fared far better. By contrast, Switzerland’s 

economy grew by 0.6% quarter-on-quarter, the fastest rate since 2010 and well 

ahead of the 0.2% consensus forecast. The growth is attributed to the Swiss National 
Bank’s concerted policy at capping the franc’s strength against the euro, contributing 
to exports gaining 2.3% quarter-on-quarter. Meanwhile, Sweden’s economy grew 
0.5% quarter-on-quarter also well ahead of the 0.2% consensus forecast, attributed to 
robust consumer demand. The data suggests attractive investment opportunities exist 
in the region outside of the Eurozone.  

 Housing starts in Japan, the breaking of ground on new construction projects, 
unexpectedly increased from an annualized rate of 866,000 in September to 978,000 
in October, well above the consensus forecast decline to 852,000. The reading 
represents a year-on-year increase of 25.2% the biggest gain since September 2008 
and well ahead of the 10.5% consensus forecast increase. Although encouraging, the 
rapid increase in housing starts may be partly attributable to the expiry at the end of 
October of incentives to construct “greener” energy saving homes.  

 Japan’s industrial output unexpectedly increased in October by 1.8% month-on-month 
confounding expectations for a -2.2% decline helping to reverse the -4.1% decline in 
September. The increase marks the 1st rise in 4 months, attributed to a 14.7% 
increase in output of electronic parts and devices, and 1.1% increase in vehicle 
production, the 1st gain in 6 months. According to HSBC economist Izumi Devalier the 
improved data “makes a strong case that the deep slump in exports and 
manufacturing is coming to an end.” 

 
 
SA ECONOMY 
 

 Growth in private sector credit extension unexpectedly slowed from 9.1% year-on-
year in September to 8.3% in October against expectations for an acceleration to 

9.3%. While loans and advances to the corporate sector eased from 8.4% to 7.5% 
household lending increased for a 9th straight month to 9.3% the fastest pace in 45 

months. The other loans and advances category, a proxy for unsecured lending, 
slowed slightly from 18.1% to 16.5% but remains at elevated levels. The rapid growth 
in unsecured lending indicates that an increasing proportion of household debt is being 
financed at higher interest rates, which could present problems when interest rates 
start to rise. However, a subdued economic outlook and moderate inflation 

expectations suggest interest rates will remain at their record low levels in 2013.  
 Producer price inflation (PPI) accelerated slightly from a 30-month low of 4.2% year-

on-year in September to 5.2% in October above the 4.8% consensus forecast. The 
acceleration is attributed to increases in agricultural food and petroleum prices as well 
as mining and quarrying costs. Fruit and vegetable prices increased sharply by 8.8% 
on the month and 29.3% on the year, exacerbated by farm-worker strikes. PPI is 
expected to accelerate further in coming months due to base effects of unusually low 

comparative numbers and the impact of a weakening rand. The latest PPI data limits 
the chances of a further interest rate cut in the near-term suggesting rates will remain 

unchanged for the foreseeable future.  
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 As expected SA’s GDP growth rate fell sharply from 3.4% quarter-on-quarter 
annualized in the 2nd quarter to 1.2% in the 3rd quarter, below the 1.5% consensus 
forecast. Output in the primary sector contracted -7.1%, led by a -12.7% decline in 
mining production following strike activity in platinum and gold mines. Output in the 
secondary sector increased 1.5% helped by 3.3% growth in construction and 1.6% 
growth in utilities output. The tertiary sector remained the main engine of growth, 

increasing output by 1.9%, albeit a marked slowdown from the sector’s 4.5% growth 

in the same quarter a year ago. Within the tertiary sector general government services 
led the way with growth of 2.7% followed by the business, finance and real estate 
category with growth of 1.8%.  

 A moderate improvement in GDP growth is expected in the 4th quarter, with continued 
weakness in the mining sector likely to be counter-balanced by further strength among 
wholesalers, retailers and other service providers as households take advantage of 

lower interest rates and readily available credit. Overall GDP growth of 2.5% is 
expected in 2012, recovering slightly to 2.7% in 2013 depending on stabilisation in 
external demand. Unfortunately the engines of economic growth remain narrow and 
increasingly unsustainable with household spending unlikely to remain buoyant 
indefinitely in the absence of accompanying investment spending. The resulting 
imbalance is reflected in the widening trade deficit and current account deficit which 
will exert increasing pressure on the rand.  

 
 
KEY MARKET INDICATORS 
 
   YEAR TO DATE %  
 
JSE All Share  +18.52 

JSE Fini 15  +24.27 
JSE Indi 25  +37.02 
JSE Resi 20  - 3.37 
R/USD   - 8.15 
S&P 500  +12.59 
Nikkei   +11.18 

Hang Seng  +18.92 
FTSE 100  +5.35 

DAX   +25.48 
CAC 40   +12.95 
MSCI World  +11.17 
 
 

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.  
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 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 2 

months suggesting further potential 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.   

 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 

 
 The rand has so far remained well supported by continued foreign investment inflows 

into the SA bond market totaling R83.92 billion for the year-to-date, up significantly 
from last year’s total of R37.50 billion. The increase is attributed to the SA’s inclusion 
in the Citigroup Global Bond Index but once institutional portfolios have been 
reweighted inflows may slow down. Worse still, bond inflows may turn negative and 
follow the example of foreign equity investments. The SA equity market suffered a net 

foreign investment outflow of -R17.20 billion in 2011 and –R9.75 for the year-to-date 
providing a taste of what may be in store. The rand’s rate of depreciation would 

accelerate in this scenario.  


