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INTERNATIONAL 
 

 US economic growth in the 3rd quarter was revised lower from the initially estimated 
2.5% to an annualized rate of 2%, but well above 1.3% in the 2nd quarter. Growth in 
real non-residential fixed investment was revised lower from 16.3% to 14.8%, growth 
in real federal government expenditure from 2% to 1.9%, and real personal 
consumption expenditure from 2.4% to 2.3%. 

 Despite the failure of Congress’ Super Committee to reach an agreement over deficit 
cuts, both Standard & Poor’s and Moody’s credit rating agencies reaffirmed their US 
sovereign debt ratings. Both agencies cited the same reason, that inaction by the 
Super Committee will in any event trigger 1.2 trillion dollars in automatic spending 
cuts. 

 US initial jobless benefit claims increased slightly in the past week from 391,000 to 
393,000 but below the key 400,000 level, consistent with sustainable employment 
growth. The 4-week moving average decreased to 394,250 the lowest since April. 

 US domestic petroleum deliveries increased in October to 19.4 million barrels per day, 
up 2.5% on the year to the highest level for October in 3 years, attributed by the 
American Petroleum Institute to continued modest economic growth. Meanwhile crude 
oil and key refined product inventories decreased 3.2% on the year and 0.1% on the 
month, signaling a slight tightening in the market.  

 HSBC’s “flash” (initial estimate) China Purchasing Managers’ Index for manufacturing 
fell more than expected from 51.0 in October to 48.0 in November, the lowest in 32 
months and below the key 50 level which indicates business activity is shrinking. 
Hongbin Qu, HSBC Chief Economist for China, reported the data implies industrial 
production growth will slow further to 11-12% in coming months but added that “as 
inflation is likely to decelerate at a faster than expected pace, it will leave more room 
for Beijing to step up selective easing measures, which should gradually filter through 
to keep China on track for a soft-landing.” 

 Japan’s core consumer price index (CPI) excluding volatile fresh food prices, fell in 
October by 0.1% on the year, in line with consensus forecast but in contrast to the 
0.2% increase in September and the first decline in 4 months. Tokyo’s preliminary 
core CPI fell 0.5% in November, worse than the 0.3% consensus forecast, signaling 
the likelihood of further country-wide deflation this month.  

 Japan recorded an unexpected trade deficit in October, attributed to a slowdown in 
exports. The deficit measured 273.8 billion yen compared with a 39.9 billion yen 
consensus forecast surplus, and in sharp contrast to the year ago surplus of 812.6 
billion yen. Exports fell 3.7% on the year, exceeding the 0.3% consensus forecast 
decline. A key culprit may be the yen’s appreciation to a record Y75.32 against the US 
dollar on 31st October, prompting the Bank of Japan to conduct its 3rd round of 
currency intervention this year. 

 This week’s auction of 10-year German sovereign bonds (bunds) attracted bids for just 
3.9 billion euro of the 6 billion euro being sold. The shortfall in demand signals market 
concerns over the suitability of suggested eurozone bonds, and potentially that 
contagion is finally spreading to even the safest “risk-free” eurozone assets. This may 
soften opposition from the German government and the Bundesbank to bond market 
intervention by the European Central Bank (ECB). 
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 German, French and Italian leaders Angela Merkel, Nicolas Sarkozy and Mario Monti 
jointly announced proposals to modify EU Treaties towards greater fiscal union, in 
order tighten eurozone budget discipline. While addressing long-term stability, there 
were few proposals to restore stability in the short-term with Merkel still adamantly 
opposed to issuing eurozone bonds, and to more aggressive intervention by the ECB. 

 Eurozone industry orders fell more than expected in September, declining 6.4% on the 
month significantly worse than the 2.7% consensus forecast, while over the year 
orders were up only 1.6% well below the 5.2% forecast. German orders fell 4.4% on 
the month due mainly to declining demand from within the eurozone while French new 
orders fell 6.2% following a 3.6% recovery in August. Orders in Spain and Italy fell 
5.3% and 9.2%.   

 Germany’s Ifo business confidence index unexpectedly increased from a 15-month low 
of 106.4 in October to 106.6 in November, well ahead of the 105.1 consensus forecast 
and the 1st increase since June. The 6-month outlook index improved from 97.0 to 
97.3.  

 Germany’s economic growth increased from 0.3% quarter-on-quarter in the 2nd 
quarter to 0.5% in the 3rd quarter, attributed to a 0.8% increase in private 
consumption expenditure and 2.9% increase in plant equipment investment. While the 
economy is on track for 3% growth in 2011, the government has reduced its forecast 
for growth in 2012 to 1.0% from a previous 1.8% and the European Commission (EU) 
expects 0.8%. EU Monetary Affairs Commissioner Olli Rehn said “Next year, the 
external climate will start to weaken economic prospects in Germany, not least from 
the euro area which accounts for 40% of German exports.” 

 UK economic growth increased from 0.1% quarter-on-quarter in the 2nd quarter to 
0.5% in the 3rd quarter, attributed to strong growth in company inventories. However, 
household spending was flat on the quarter and down 1.5% on the year, prompting 
the Bank of England (BOE) to forecast the economy will stagnate in the last quarter of 
the year and grow by only 0.7-0.8% in 2012. At the same time the BOE forecasts 
consumer price inflation (CPI) will decline from an average 4.71% in the 4th quarter to 
just above 1.2% during 2013. Accordingly minutes from the recent Bank of England 
Monetary Policy Committee meeting state: “that a further expansion of the asset 
repurchase programme might well become warranted in due course.” 

 UK mortgage approvals increased from 33,502 in September to 35,295 in October, the 
highest level since May 2010. However, Rightmove reports that UK house asking 
prices fell in October by 3.1% on the month, the sharpest decline since December 
2007. More encouragingly housing supply is reducing, with the number of properties 
listed for sale down 13% on the month to the lowest level since September 2008. 

 Moody’s credit rating agency downgraded Hungary’s sovereign debt rating by 1 notch 
from “Baaa3” to “Ba1” and maintained a “negative outlook”, citing the government’s 
ability to meet fiscal targets and public sector debt reduction in an environment of 
higher funding costs and low economic growth. Moody’s added that Hungary is 
vulnerable to external shocks stemming from the government’s debt structure. 

 
 
SA ECONOMY 
 

 Consumer price inflation (CPI) accelerated from 5.7% on the year in September to 
6.0% in October, the top end of the SA Reserve Bank’s 3-6% target range and 
exceeding the 5.9% consensus forecast. On a month-on-month basis CPI increased by 
0.5%. Food and fuel prices were the key culprits contributing 0.3% and 0.2% to the 
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monthly increase. Core CPI excluding volatile food and energy components, remained 
unchanged at 3.8% on the year indicating there are few other inflationary pressures in 
the economy. CPI is likely to breach the upper limit of the 3-6% target range for most 
of 2012, driven by administered price increases such as electricity and municipal 
tariffs, rising food prices and as a result of steep rand depreciation. However, interest 
rates are unlikely to be increased given the weak domestic and global economic 
growth outlook, especially since current “cost-push” inflationary pressure is beyond 
the influence of monetary policy.  

 Producer price inflation (PPI) accelerated slightly from 10.5% on the year in 
September to 10.6% in October, although below the 11.0% consensus forecast. On a 
month-on-month basis PPI decreased by 0.3% attributed to a negative contribution 
from electricity.  

 The Bureau for Economic Research business confidence index decreased slightly from 
39 in the 2nd quarter to 38 in the 3rd quarter, well below the neutral 50 level. While not 
necessarily signalling an imminent recession the data suggests a continuation of only 
modest growth. The confidence index for new vehicle dealers fell sharply from 84 to 
58, and for manufacturing and building sectors from 36 to 35, and from 20 to 19 
respectively. The bright spots were the retail sector which increased from 48 to 56, 
and the wholesale sector from 31 to 38.  

 Since the start of October the rand has broken away from its normal close correlation 
with other emerging market currencies, currently about 9% weaker than predicted by 
the MSCI Emerging Market equity index. The decoupling is attributed to recent SA 
specific events, including the downgrading of SA’s sovereign debt rating by Moody’s 
credit rating agency and parliament’s vote in favour of the State secrecy bill. While the 
rand’s 22% decline against the US dollar since the start of the year might be expected 
given the increase in global risk aversion, the 22% and 15% declines against the 
Aussie dollar and Brazilian real, are more disappointing being indicative of SA specific 
selling pressure.  

 
 
KEY MARKET INDICATORS 
 
   YEAR TO DATE %  
 
JSE All Share  - 2.86 
JSE Fini 15  - 3.60 
JSE Indi 25  +4.27 
JSE Resi 20  - 9.44 
R/USD   - 21.90 
S&P 500  - 7.62 
Nikkei   - 20.18 
Hang Seng  - 22.14 
FTSE 100  - 14.13 
DAX   - 21.49 
CAC 40   - 25.82 
MSCI World  - 14.08 
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TECHNICAL ANALYSIS 
 

 The US dollar has resorted to its strengthening trend over the medium term, holding 
the $1.38 level against the euro and bouncing off its record low 75.8 yen/$ against the 
yen. Over the longer term however, the dollar remains in a bear trend and is likely to 
weaken from the key $1.32 level against the euro.  

 The rand has breached the key R/$8.00 level maintaining the current weakening trend 
and R/$8.75 medium-term target.  

 US Treasury and UK Gilt yields are near to all-time lows and remain in bull trends. 
 SA gilt yields have fallen sharply in the past month in line with rising equity market 

volatility and slowing economic growth. 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 weakened sharply over the past month and 
threaten new medium term lows. However, US and other major markets are exhibiting 
major inverted head-and-shoulders patterns, which may precede a sharp bounce from 
current levels and restore 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 declined sharply and needs to convincingly regain key 
support at $108 in order to preserve its long-term bull trend.  

 Copper has broken below key support levels defining the recent bull trend. The copper 
price is traditionally a reliable barometer of global economic growth.  

 Gold is near its interim target of $1750 which raises the risk of a sharp correction in 
the near-term before scaling the next medium-term target of $2000. 

 The All Share index needs to convincingly regain key support at 30,300 in order to 
resume the bull trend. Industrials are likely to outperform Financials which in turn are 
expected to outperform Resources. Small cap stocks are offering good value relative to 
the All Share and likely to bounce from a 2-year relative downtrend. 

 
 
BOTTOM LINE 
 

 The Conference Board Global Economic Outlook report forecasts US economic growth 
will slow from 1.5% in 2011 to 1.1% in 2012, and global economic growth from 3.9% 
to 3.2%. Bart van Ark, chief economist of the US Conference Board cautioned that 
slow growth and high unemployment will become the norm for the US economy and 
that “many of the advanced economies are going to follow the Japanese model of 
deflationary slow growth environment. This would be an environment in which we are 
not going to see the recovery that we expect in 2013 and 2016.” He forecasts a 
greatly increased risk of a European recession in 2012, while a break-up of the 
eurozone would channel risks through the global financial system, almost immediately 
tipping the US economy into recession. 

 


