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INTERNATIONAL 
 

 The World Bank forecasts global GDP growth will improve slightly from 2.3% in 2012 

to 2.4% in 2013, rising to 3.1% in 2014 and 3.3% in 2015. Developing economies are 
expected to grow at a much faster pace of 5.5% in 2013, 5.7% in 2014 and 5.8% in 
2015. Chief economist Kaushik Basu believes global growth will remain lackluster until 
2015 as ultra-loose monetary policy is offset by continued fiscal consolidation: “I do 
feel that there will be a certain period of global slowdown up to 2015…. The global 
recovery will be small until then.” 

 The Dow Jones hit an all-time record high this week touching 14,300 for the 1st time in 
its history. This has caused some investors to suffer bouts of vertigo, especially as the 
index has risen in an almost straight line over the past 2 months to reach this level, up 
over 8% since the start of the year. While recent gains suggest an irrationally 
exuberant equity market, the fundamentals suggest otherwise. The estimated 1-year 
forward price to earnings multiple of the Dow Jones is almost half its level at the peak 
of the dot.com bubble 13 years ago, at around 14X compared with 22X. The Tobin 

Equity Q ratio, which measures the market value of equity to the net asset value of 
companies, is at 1.0 compared to a dot.com peak of 1.80. At the same time inflation 
and interest rates are at far lower and more stable levels than the prior period, which 
should be reflected in a higher equity market rating. US equity markets are clearly not 
in bubble territory, in spite of record levels.  

 Warren Buffett’s 2013 letter to Berkshire Hathaway shareholders pointed out that 
periodic equity market setbacks will occur but offered statistics showing the odds are 

heavily stacked in favour of investors. By way of illustration the Dow Jones increased 
during the 20th century from 66 to 11,497 an increase of 17,320% in spite of a great 
depression, 2 world wars and numerous major wars. He pointed out that “The risks of 
being out of the game are huge compared with the risks of being in it.”   

 US household balance sheets are recovering at a rapid rate. Net household wealth 
increased in the 4th quarter last year by $1.7 trillion or 1.8% to $66.07 trillion, the 

highest level since the 3rd quarter 2007. The year-on-year increase was 9.0% 
attributed to rising home and equity market prices combined with increased savings 

and rising incomes.  
 The US Institute for Supply Management (ISM) non-manufacturing index measuring 

conditions in the services sector unexpectedly increased from 55.2 in January to 56.0 
in February the highest in 12 months. The reading has been above the key 50 level 
which demarcates expansion from contraction for 38 successive months. The latest 

increase is especially encouraging given the hit to household incomes from the payroll 
tax hike. Moreover the increase is attributed to the forward-looking new orders sub-
index which gained sharply from 54.4 to 58.2 indicating a continued positive ISM trend 
over the next few months. Meanwhile, the ISM manufacturing index also unexpectedly 
increased from 53.1 to 54.2 the highest level in 20 months and significantly above the 
52.5 consensus forecast. The forward-looking new orders sub-index again powered the 
increase, rising strongly from 53.3 to 57.8. The combined ISM manufacturing and 

services readings are consistent with an acceleration in GDP growth to around 3% 
annualized in the 2nd quarter.  
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 US unemployment data to be released today is expected to show payroll additions 
increased from 157,000 in January to 165,000 in February with the unemployment 
rate remaining unchanged at 7.9%. The modest improvement is supported by the ADP 
payroll survey which showed private sector employment increased in February by 
198,000 well ahead of the 170,000 consensus forecast. Employment gains were 
broad-based including previously lackluster construction and manufacturing sectors in 

addition to the buoyant services sector.  

 US jobless benefit claims decreased in the past week by 7,000 to 340,000 well below 
the 355,000 consensus forecast. The less volatile 4-week average decreased by the 
same amount to 348,750 the lowest since March 2008. The figure is substantially 
below the key 400,000 level which traditionally signals a sustainable increase in 
employment.  

 Japan’s GDP data for the 4th quarter last year was revised up from a previously 

estimated -0.4% quarter-on-quarter annualized to +0.2%, indicating the economy 
pulled out of its 2012 recession quicker than anticipated. Japan’s Cabinet Economy 
Watchers’ Index, a government survey measuring the economic outlook, increased 
from 49.5 in January to 53.2 in February the highest level since April 2006, attributed 
to the recent sharp depreciation in the yen and its positive effect on company 
earnings, the equity market and consumer confidence. The index indicates the pace of 
GDP growth will accelerate in the 1st quarter 2013, helped also by a gradual pick-up in 

the US and China, Japan’s 2 largest trading partners.  
 As expected the ECB left its benchmark interest rate unchanged at 0.75%. 

Surprisingly however the vote for the 1st time since December was not unanimous with 
some monetary policy board members voting for a rate cut. The slight shift in outlook 
suggests a rate cut may arise during the 1st half of the year. The recent decline in 
Eurozone consumer price inflation from 2.0% in January to 1.8% in February, well 
below the ECB’s 2% target, increases this likelihood. Moreover, the ECB lowered its 

Eurozone GDP growth forecast for 2013 from a previous -0.3% to -0.4% and for 2014 
from 1.2% to 1.0%. Current euro strength, exacerbated by the prospect of increased 
quantitative easing from other major central banks, adds further pressure on the ECB 
to cut rates. 

 Unemployment in the 17-nation Eurozone increased from 11.8% in January to 11.9% 
in February, a new record high. Unemployment in the 27-nation European Union also 

increased from 10.7% to 10.8%. Spain’s unemployment was 26.2%, and Portugal’s 
17.6%. Austria enjoyed the lowest unemployment rate at 4.9%, followed by Germany 

and Luxembourg each at 5.3%. Rising unemployment rates add further pressure on 
the ECB to loosen monetary policy.  

 Revised Eurozone GDP data show last year’s 4th quarter contraction remained 
unchanged at -0.6% quarter-on-quarter. However, the contraction is more broad-
based than previously estimated with every component of expenditure showing a 

decline including household and government consumption, domestic demand, 
investment and imports. Even exports shrank by-0.9% on the quarter more than 
reversing the previous quarter’s 1.0% increase, denting expectations for an export-led 
recovery. Only 2 Eurozone member states grew during the quarter, Estonia by 0.9% 
and Slovakia by 0.2%. The Eurozone’s largest economy contracted -0.6% while Spain 
and Italy contracted by -0.8% and -0.9%.  

 Coalition talks aimed at forming Italy’s government will begin in earnest when newly 

elected members of Parliament take office on 15th March (the Ides of March). Chances 
of success are slim due to a refusal by populist leader Beppe Grillo’s 5-Star Movement 

to support either of the established parties, and an unlikely alliance between the large 
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centre-left and centre-right. The most likely outcome will be a caretaker government 
to usher-in a new President in mid-May quickly followed by another general election. 
The next general election may have to occur without Silvio Berlusconi however after 
the high court found him guilty of wire-tapping charges sentencing him to 1-year 
imprisonment. So the saga continues…. In the famous words of Benito Mussolini “It’s 
not difficult to govern Italians, it’s impossible.” 

 

 
SA ECONOMY 
 

 The OECD criticized SA’s macro-economic policy as being “insufficiently supportive of 
growth while allowing large budget deficits to persist” adding that economic policy 
should aim to boost domestic demand. The global think-tank urged the SA Reserve 

Bank to cut its benchmark interest rate again despite rising inflation, to boost demand 
and discourage an overvaluation of the rand. Its report stated that the rand had been 
overvalued for most of the period since the 2008-09 global financial crisis exacerbating 
the economy’s trade deficit. The OECD advised “a combination of tighter fiscal policy 
and monetary easing.” 

 The Fraser Institute global mining survey of more than 700 mining executives shows 
SA fell again in its ranking last year attributed to uncertainty over the direction of SA’s 

mining policies. SA is positioned 53rd ahead of Zimbabwe and the Democratic Republic 
of Congo but behind Zambia, Namibia, Burkina Faso and Niger. Botswana remained 
the highest ranked country on the African continent, in 17th place overall. 

 Growth in new vehicle sales slowed from 14% year-on-year in January to 1.7% in 
February the slowest growth in 5 months. The sharp decline is attributed to the 
passenger vehicle segment (accounting for around 70% of total vehicle sales), which 
grew by only 0.8% the slowest in 3 years. Commercial vehicle sales were stronger, 

increasing by 3.5% while vehicle exports continued to grow rapidly by 22.4% on the 
year.  

 The Kagiso/ Bureau for Economic Research purchasing managers’ index (PMI), 
measuring activity in the manufacturing sector, increased from 49.1 in January to 53.6 
in February, the 1st reading above the key 50 level in 6 months. The business activity 
sub-index increased by a massive 13 points to a 3-year high. Encouragingly the 

forward-looking new orders sub-index also increased sharply from 50.9 to 60.2 
indicating a continuation of the positive rebound over coming months.  

 
 
KEY MARKET INDICATORS 
 
   YEAR TO DATE %  

 
JSE All Share  +3.74 
JSE Fini 15  +4.96 
JSE Indi 25  +7.28 
JSE Resi 20  - 1.93 
R/$   - 8.11 
R/€   - 7.64 

S&P 500  +8.28 
Nikkei   +15.13 

Hang Seng  +0.51 
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FTSE 100  +9.18 
DAX   +4.30 
CAC 40   +4.19 
MSCI World  +6.45 
 
 

TECHNICAL ANALYSIS 

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

longer-term trend remains dollar weakness.  
 The rand has fallen through successive support levels at R/$ 8.80 and R/$9.00 and 

seems set to weaken further, targeting the R/$ 9.30 level during 2013.  
 The JP Morgan global bond yield has broken up from a descending “falling wedge” 

pattern which often signals a trend-reversal. The 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 5.25-5.75% to a new trading range of 5.00-5.55%. 

 US and global equity markets have broken above key technical resistance levels in the 

past month suggesting further gains in the near-term.  
 The Nikkei exhibits the most bullish pattern from a technical viewpoint with the recent 

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 has broken above the key $115 support level, suggesting a 
continuation of the bull trend.  

 Copper is regarded a reliable lead indicator for industrial commodity prices and 
barometer of global economic growth. It remains above key support levels which 
indicate a continuation of the bull trend.  

 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 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. 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 2013.  
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BOTTOM LINE 
 

 An earlier than expected reversal of central banks’ quantitative easing policies poses a 
key risk to the current rally in global equity markets. An early policy exit is however 
unlikely in the context of decreasing inflationary pressures.  

 G7 consumer price inflation (CPI) decreased from 2.6% in 2011 to 1.8% in 2012 and 

expected to fall further to 1.3% in 2013 attributed to declining commodity prices and 

elevated unemployment levels. Unemployment in the OECD remains high by historic 
standards at around 8% suggesting little risk of rising wage inflation.  

 Substantial natural gas discoveries in North America and Africa coupled with rapid 
growth in the gas-to-liquid conversion industry is likely to suppress oil prices. Food 
price inflation has retreated from its peak levels with the S&P GSCI Agriculture Index 
unchanged on a year-on-year basis. Grain prices have been declining since mid-2012 

due to improved supply.  
 Finally, bank credit growth remains depressed suggesting negligible risk of ultra-loose 

monetary policy transmitting a sudden sharp rise in inflation. 
 


