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• Big Picture: Risk sentiment was negative following the US elections, even though the results were very much 

as expected. Focus has now shifted to the fiscal cliff. The course of the global economy hinges on its resolution, 

as well as the euro crisis. We expect US policymakers to reach an agreement to reduce the pace of fiscal 

tightening to more manageable levels, but it may well be an eleventh hour affair. 

 

• Europe: Finance ministers are unlikely to come up with a decision on the next tranche of aid for Greece today. 

This is likely to materialize later this month, as European policymakers wait for the Troika’s assessment. In the 

meantime, the Greek government will be in the tricky position of relying on treasury bill issuance to meet its 

financing needs. Still, it is difficult to imagine that the authorities will stand by and allow an ‘accidental default’. 

 

• US: Economic data during the week were generally positive. They suggested that Q3 GDP is likely to be revised 

up, while the recovery has since continued to gain pace. Hurricane Sandy is starting to introduce some noise 

into the numbers, which will make reading trends a little more difficult than usual. 

 

• Asia: China’s economic data confirmed that the economy is regaining some traction. Meanwhile, the process 

for the country’s leadership transition is underway. The only two certainties on the Politburo Standing 

Committee to be unveiled on Thursday are that Xi Jinping will succeed Hu, and Li Keqiang will be the next 

Premier. Both are considered to be cautious reformers at best. 

 

 
Main economic/financial forecasts

GDP growth (%) 2010 2011 2012e 2013e 3M interbank rate 02/11/12 09/11/12 +3M +12M 2012e 2013e

United States 2.4 1.8 2.2 2.0 United States 0.31 0.31 0.3 0.3 0.3 0.3

Eurozone 1.9 1.5 -0.5 0.2 Eurozone 0.20 0.19 0.3 0.5 0.3 0.5

Japan 4.6 -0.7 2.2 1.4 Japan 0.32 0.32 0.3 0.3 0.3 0.3

United Kingdom 1.8 0.9 -0.3 1.3 United Kingdom 0.53 0.53 0.8 0.8 0.8 0.8

China 10.5 9.3 7.5 8.0

World 5.3 3.8 3.0 3.4

Inflation (%) 2010 2011 2012e 2013e 10Y interest rate 02/11/12 09/11/12 +3M +12M 2012e 2013e

United States 1.6 3.1 2.1 2.1 US Treasury 1.72 1.61 1.6 2.4 1.6 2.4

Eurozone 1.6 2.7 2.5 1.7 German Bund 1.46 1.35 1.5 2.2 1.4 2.2

Japan -0.7 -0.3 -0.2 0.2 Euro swap rate 1.76 1.68 1.9 2.6 1.8 2.6

United Kingdom 3.3 4.5 2.7 1.9 Japanese gov. bonds 0.78 0.74 1.2 1.4 1.1 1.4

China 3.3 5.4 3.2 5.0 UK gilts 1.86 1.74 1.7 2.3 1.6 2.3

World 3.6 4.8 3.9 3.9

Key policy rate 09/11/12 +3M 2012e 2013e Currencies 02/11/12 09/11/12 +3M +12M 2012e 2013e

Federal Reserve 0.25 0.25 0.25 0.25 EUR/USD 1.28 1.27 1.25 1.15 1.30 1.15

European Central Bank 0.75 0.75 0.75 0.75 USD/JPY 80.5 79.5 82 88 80 88

Bank of Japan 0.10 0.10 0.10 0.10 GBP/USD 1.60 1.59 1.56 1.40 1.63 1.40

Bank of England 0.50 0.50 0.50 0.50 EUR/GBP 0.80 0.80 0.80 0.82 0.80 0.82

People's Bank of China 6.00 6.00 6.00 6.00 USD/CNY 6.24 6.24 6.3 6.2 6.3 6.2

Source: Thomson Reuters Datastream, ABN AMRO Group Economics.  
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 Han de Jong, tel +31 20 628 4201 

The Big Picture

Focus shifts to fiscal cliff 

Risky assets reacted remarkably negatively following the US 

elections although the results were very much as expected. 

Economic data released last week was consistent with our 

view that the global business cycle is turning up somewhat. 

We identify two areas of unusual divergence. The course of 

the global economy now hinges largely on what happens to 

the fiscal cliff in the US and whether the euro crisis can be kept 

under control. Meanwhile, the coalition agreement of the new 

government in the Netherlands, which should have supported 

confidence, has done exactly the opposite. Several elements 

may have to be revised as a number of proposed measures 

have unintended, undesired consequences. 

 

Dutch politics 

A new government was formed in the Netherlands after 54 

days of coalition talks, which is extremely fast by Dutch 

standards. In the Netherlands, potential partners in 

government tend to work out a relatively detailed coalition 

agreement. The new Dutch government of liberal VVD en 

PvdA (Labour) agreed to introduce far-reaching initiatives in a 

relatively large number of areas which had been contentious in 

the past. These include the housing market (important 

changes to mortgage interest relief and the rental sector), 

labour market policies (in particular employment protection), 

health care and pensions. As it turns out, some of the 

measures proposed have had unintended and undesired 

consequences. This has led to dissatisfaction within both 

coalition parties, though in particular within the ranks of the 

liberal VVD, and has created uncertainty amongst the 

population. This is a great pity, because the agreement was 

meant to achieve quite the opposite. It was intended to finally 

provide clarity in areas where everybody realised that the 

country was on an unsustainable path, but where previous 

governments had shied away from taking tough decisions. 

This had led to uncertainty which is one of the factors blamed 

for the economy's lacklustre performance in recent years. The 

new coalition partners are now involved in a process of 'fixing' 

mistakes and hopefully they will be able to salvage some 

credibility. 

 

The global economy is behaving as expected, more or 

less... 

We have long argued that the global business cycle was likely 

to turn up a little towards the end of the year and that appears 

to be happening. Chinese economic data released last week 

was clearly upbeat. Industrial production and retail sales were 

stronger than expected in October and the growth trajectory of 

both series is now clearly upward sloping again. Chinese 

inflation was actually a little lower than expected in October. 

Stronger output growth and retail spending coinciding with 

lower inflation is a favourable combination.  
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Source: Bloomberg 

 

Hurricane Sandy is set to affect some US economic data in the 

weeks to come, making it harder to read. For example, the 

drop in jobless claims last week, was undoubtedly affected by 

the adverse weather conditions on the East coast, so one 

should not become overly enthusiastic about this data. But the 

September trade figures, which showed strong exports, and 

the rise in consumer confidence in November suggest that the 

US economy is finding a more solid footing.  

 

Germany: Industrial production 

% yoy 

-25

-20

-15

-10

-5

0

5

10

15

20

2009 2010 2011 2012
 

Source: Bloomberg 

 

As indicated before, Europe and Japan are laggards. Having 

said that, the harder data in Europe is not deteriorating much 

further. Admitted, eurozone retail sales fell 0.2% mom in 

September, but the year-on-year comparison actually inched 
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up from -0.9% to -0.8%. In Germany, both industrial production 

and orders were weak in September, falling 1.8% and 3.3% 

mom, respectively. Here too, the year-on-year comparison 

stabilised at -1.2% (versus -1.3%) for production and -4.7% 

(versus -4.6%) for orders. Japanese data have been weak, 

with Q3 GDP shrinking. 

 

... but two areas of divergence are bothering me 

One area of divergence was highlighted in this commentary 

last week and referred to above as well. While the US 

economy appears to be making some progress and the cycle 

in key emerging economies is bottoming out, Europe and 

Japan remain very weak. Such a divergence does not tend to 

last forever. 

 

Another area of remarkable divergence can be identified in the 

US where the labour market is clearly improving but 

corporates appear extremely reluctant to raise capital 

spending. Commentators speculating about why investment is 

so disappointing recently, blame the 'fiscal cliff'. If the cliff can 

be avoided, which, admitted, is a big if, then it would appear 

that pent-up demand is building for corporate investment. 

Some commentators argue that the labour market may not be 

all that strong. I think that line of thought is not correct. Recent 

revisions to payroll data have been consistently positive, which 

is typical for a turning or an inflexion point. In addition, the so 

called household survey is showing strong gains in 

employment. While that survey is more volatile than the more 

closely watched 'establishment survey', the household survey 

tends to be quite a useful variable for identifying turning points.  

 

US: Univ. of Michigan consumer confidence 
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Source: Bloomberg 

 

Last, the preliminary consumer confidence survey of the 

University of Michigan showed confidence at its highest level 

since mid 2007. Consumers are undoubtedly more optimistic 

as the housing market is turning, but a rise in consumer 

confidence could hardly happen if the labour market was 

weak. Unfortunately, there is no clear sign that the fiscal cliff 

can be easily avoided now that the elections are out of the way 

and relative political strengths have not changed decisively. 

Downside risks therefore remain and the clock is ticking.  

 

The next couple of weeks are set to be volatile and potentially 

nerve wracking for market participants. If the cliff is avoided, 

the economy can perhaps hang on to its improving 

momentum. In such a scenario, pent-up demand in the US will 

be unlocked, making for an acceleration of growth, which will 

likely take the rest of the world with it, unless Europe manages 

to lose control over the euro crisis. On the other hand, if the 

cliff question remains unresolved and sizeable automatic fiscal 

consolidation kicks in, the US economy would be thrown into 

recession, pushing the rest of the world economy downhill as 

well, surely to the detriment of markets for risky assets. If 

tension within the eurozone were to rise significantly as well, 

then the downturn in markets for risky assets would be all the 

more negative. The most likely course is somewhere in the 

middle.  

 

 



 

 

4   Macro Weekly - Focus on the fiscal cliff - 12 November 2012 

Eurozone – Economy & ECB Aline Schuiling, tel: + 31 20 343 5606 
 

 Economy I                     
Retail sales and new car registrations 
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Source: Thomson Reuters Datastream 

Retail sales in the eurozone fell by 0.2% mom in September after 

they rose by 0.2% in August. During Q3 as a whole, sales were up 

by 0.4% qoq, a significant improvement from Q2, when they fell by 

0.7%. However, part of the strength in retail sales was compensated 

by falling new passenger car registrations (-6.4% qoq in Q3 after      

-0.6% in Q2), implying that private consumption probably continued 

to decline somewhat in Q3 after it fell by 0.4% qoq in Q2.  The 

European Commission published its Autumn Economic Forecast last 

week. It has lowered its forecast for GDP growth and expects further 

weakness in the second half of the year. Indeed, it now expects 

GDP to have been flat last quarter, before shrinking in the current 

quarter. The economy will pick up at a snail’s pace next year. 

Consequently, the Commission now expects GDP to fall by 0.4% on 

average this year and to grow by merely 0.1% in 2013 (revised lower 

from -0.3% and +1.0%, respectively). The Commission’s forecasts 

are very close to our own.     

  

 Economy II 
Germany: industrial production and factory orders 
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Source: Thomson Reuters Datastream 

Germany published disappointing data last week. Factory orders 

dropped by 3.3% mom in September (August: -0.8%). Orders from 

within the eurozone were the weakest, plummeting by more than 

11% mom. Capital goods orders from other eurozone countries were 

particularly sluggish, falling by more than 9% mom and almost 16% 

yoy. This reflects that fixed investment in the eurozone, which 

declined by 1.5% qoq in Q2, will probably continue to contract 

sharply in the second half of this year, as companies postpone 

investment plans due to the ongoing uncertainty surrounding the 

eurozone crisis. Meanwhile, industrial production in Germany fell by 

1.8% mom in September and exports declined by 2.5%. Both were 

still positive during Q3 as a whole (production +0.7% qoq and 

exports + 1.5%), but their weakness at the end of the quarter means 

both series started Q4 on a very weak note. Consequently, it seems 

very likely that GDP will contract slightly in Q4 after it probably rose 

moderately in Q3 (data to be published on Thursday).   

  

 ECB 

ECB policy rates and interbank rate 
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Source: Thomson Reuters Datastream 

The ECB kept its main policy rates on hold. The central bank is 

content with the impact that the announcement of the OMT 

programme has had on financial markets so far. In the press 

conference following the meeting, President Mario Draghi even 

compared the consequences of the improvement of financial market 

conditions to the impact of further policy easing.  Nevertheless, he 

hinted that the ECB will probably revise its projections for GDP 

growth lower next month and that it stands ready to act, both with 

regard to its new bond purchase programme OMT and ‘normal 

policy instruments’. At the same time, he said the Governing Council 

was not considering cutting the deposit rate to below zero, which 

raises the question what effective policy instruments the ECB has 

left. The deposit rate is the floor for interbank rates and, therefore, 

lowering the refinancing rate would only be a token gesture. Overall, 

it seems the ECB is not planning an imminent rate cut, although it 

has become more negative about the outlook for the economy.  
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Eurozone – FX and Rates Nick Kounis tel: +31 20 343 5616  
Georgette Boele (FX), tel: +31 20 629 7789 

Ruben van Leeuwen (FI), tel: + 31 20 344 2036  
 

 Euro crisis                     
Greek government debt 
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Source: Greek ministry of Finance, ABN AMRO Group Economics 

We think that today’s meeting of Eurozone finance ministers is 

unlikely to come up with a decision on the next tranche of aid for 

Greece. This is likely to materialize later this month as European 

policy makers wait for the Troika’s assessment. In the meantime, the 

Greek government will be in the tricky position of relying on treasury 

bill issuance to meet its financing needs. Still, it is difficult to imagine 

that the authorities will stand by and allow an ‘accidental default’. An 

issue that the troika are still wrestling with is Greece’s debt 

sustainability. Greece’s government forecasts the government debt 

to rise to around 190% GDP next year. It will take some rather 

heroic assumptions for the troika to project that debt will approach 

the (probably still unsustainable) 120% GDP level in 2020. However, 

the troika have no choice as there does not seem to be the political 

will to put in place another debt restructuring right now. In addition, 

the authorities want to keep the pressure on Greece to carry out 

reforms. However, a new debt restructuring looks to be a matter of 

when rather than if. 

  

 EUR/USD                     
EUR/USD, ratio 3 months interest rates 
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Source: Thomson Reuters Datastream 

The first reaction to Obama’s re-election was a weakening of the US 

dollar. But this was short-lived as the wave of risk aversion the 

following day pushed the US dollar higher versus the euro. With the 

US election out of the way the fiscal cliff has now become the main 

focus. In addition, the euro fell against the US dollar, hitting a two 

month low following the ECB meeting, as President Mario Draghi 

struck a dovish tone and became more negative about the economy. 

This week a series of important US data will be released such as 

retail sales, FOMC minutes, CPI, PPI, Empire manufacturing and 

Philly Fed. Better than expected US data could calm financial 

markets somewhat and hurt the US dollar due to lower safe haven 

flows. Concerns about the eurozone economy and fiscal cliff could 

put further downward pressure on the EUR/USD in the near term, 

but if – as we expect – US politicians eventually come together to 

strike a deal to reduce the pace of tightening, then the EUR/USD 

could receive a lift towards the 1.30 level at the end of the year. 

  

 Government bonds and Swap rates  
German Bund yield and EUR Swap rates (10 year) 
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Source: Thomson Reuters Datastream 

On the back of a lower risk appetite on financial markets, German 

Bund yields declined further on every trading last week. On balance, 

the 10-year yield dropped 10 bps to 1.35% at Friday’s close. The 

yield on the 2-year German ‘Schatz’ dropped again below zero (-4 

bps), reflecting that investors are again preferring safety over return 

in a rather extreme way. Spreads of other ‘core’ European 

government bonds over Germany remained stable on balance. In 

the periphery, there was again some tendency of widening spreads. 

Spain issued new government bonds on Thursday. While it raised 

the amounts it targeted, it had to pay are higher price. Following this 

news, the 10-year Spanish government bond yield rose further to 

above 5.80%. In line with German Bunds, the swap curve flattened 

further, with 10-year swap rates dropping below 1.70%. Looking 

forward, we expect broadly stable swap rates and ‘core’ government 

bond yields until the end of the year, although the risks of lower 

rates are growing. 
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US Peter de Bruin, tel +31 20 343 5619 

 

 Economy I 
Consumer confidence  
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Source: Thomson Reuters Datastream 

Data during the week suggested that the economy continued to 

recover in the fourth quarter. Initial jobless claims fell by 8K to 355K 

in the week ending November 3, though according to the Labor 

Department the figures were difficult to interpret, as power shortages 

had made it impossible to file claims in one state, while other states 

had reported more claims due to the storm. That said, confidence 

data released last week held up well, showing no immediate impact 

of Hurricane Sandy or the pending fiscal cliff. Granted, the ISM non-

manufacturing index slipped 0.9 points to 54.2 in October, but apart 

from September’s reading, this marked the highest level since March 

of this year. Moreover, while there was a drop in the new orders sub-

index, the employment sub-index rose to 54.9, the highest level 

since March, providing further evidence that the labour market 

recovery has gained some momentum. This continues to underpin 

consumer confidence, with the University of Michigan’s Consumer 

Sentiment Index rising to 84.9 in November (was 82.6). 

  

 Economy II 
Real trade deficit 
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Source: Thomson Reuters Datastream 

Meanwhile, third quarter growth is likely to have been stronger than 

initially estimated. After two months of falling by more than 2%, real 

exports rose by 3.1% in September. This was stronger than the 

1.2% gain in real imports and as a result the real trade deficit 

narrowed to $46.7bn in September from $48.2bn the month before, 

which suggest that net exports did better in Q3 than assumed by the 

BEA. Indeed, we think that the second Q3 GDP estimate will show 

that net trade was neutral or even mildly positive to growth, after it 

was initially estimated that net trade reduced growth by 0.2pp. 

Meanwhile, September’s 1.1% gain in wholesale inventories was 

also better than expected, suggesting that inventories delivered a 

firmer contribution to growth than originally thought. While next 

week’s business inventories report will provide a clearer picture, we 

think that September’s trade and inventory figures will lift third 

quarter growth to 2.6%, up from 2.0% estimated originally.  

  
 Interest rates 

10-Y Treasury yields and Vix volatility index 
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Source: Federal Reserve 

It was a good week for US Treasuries, with prices rising for the third 

week in a row. In the days after the US elections, Treasury yields fell 

sharply. The continuation of the status quo within Congress, with a 

Democratic President, the Senate held by the Democrats and the 

House of Representatives held by the Republicans made financial 

markets realize that there are risks that politics may get in the way of 

finding a solution for the upcoming fiscal cliff. As a result, there were 

large safe haven flows into Treasuries, and 10-Y yields declined by 

11bp to 1.61% during the week. Although we continue to think that 

eventually Congress will come up with a compromise, with the 

amount of tax hikes and spending cuts being limited to around 1.5% 

of GDP, such a deal is likely only to be struck at the eleventh hour. 

As such, we think that uncertainty about the pace of fiscal 

consolidation will continue to dominate financial markets until the 

end of the year, which should keep a lid on yields.         
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UK Joost Beaumont, tel: +31 20 628 3437 

Georgette Boele (FX), tel: +31 20 629 7789 

 Economy 

GDP and PMI 
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Source: Thomson Reuters Datastream 

Economic data painted a dire picture last week, suggesting that the 

economy started Q4 on a weak note. For starters, the services PMI 

dropped by more than expected in October. It fell from 52.2 to 50.6, 

with both outstanding business and incoming new business 

softening. Together with the drop in the manufacturing PMI a week 

earlier, this brought the composite output PMI to below the boom-

bust mark. This suggests that economic activity has come to a 

standstill going into Q4. Furthermore, industrial production fell by 

more than expected in September, while manufacturing output 

inched up by less than forecast. Although output in Q3 as a whole 

rose after it fell in Q2, this bodes ill for growth in the current quarter, 

especially when taking into account the signs coming from business 

surveys. Finally, the 0.7% mom decline in Halifax house prices in 

October poured some cold water on the recent upbeat news on the 

housing market, which is unlikely to recover strongly in the 

foreseeable future. 

  
 Interest rates/BoE 
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The BoE kept the Bank Rate at 0.5% and put its gilt buying 

programme on hold. The meeting minutes that will be published on 

21 November will tells us more about the voting behaviour of the 

individual members, while this week’s publication of the Inflation 

Report on Wednesday will give an update of the economic and 

inflation outlook. As such, it is also likely to shine some light on the 

MPC’s position on further asset purchases. For now, it seems that a 

majority of the MPC has doubts about the impact of more asset 

purchases, given that these were stopped while incoming data had 

been weak (see above). As such, it seems that the MPC has shifted 

its focus towards the Funding for Lending Scheme, preferring to wait 

for more evidence about its impact on the economy. Last week, 10-Y 

yields on gilts dropped in line with global developments, as risk 

aversion rose again. We expect interest rates to remain at low levels 

in coming months and to start rising only gradually next year, as the 

economy gains some traction. 

  
 GBP                          
EUR/GBP and short-term interest rate expectations 

bp                                                                                                EUR/GBP 

-80

-40

0

40

80

Sep-10 Mar-11 Sep-11 Mar-12 Sep-12

0.77

0.80

0.83

0.86

0.89

0.92

EZ-UK short-term int. rate exp. (based on Dec. 2013 futures, lhs)

EUR/GBP, (rhs)
 

Source: Thomson Reuters Datastream 

The weaker than expected economic data hurt the GBP versus the 

EUR, but this move was short-lived, as a general wave of risk 

aversion hurt sentiment in financial markets. The change in 

sentiment was not only driven by worries on the US fiscal cliff, but 

also by renewed concerns on the eurozone. GBP has often acted as 

a safe haven currency against the euro. EUR/GBP remained below 

0.80. A relative dovish ECB and no quantitative easing by the BoE 

were also supportive for the GBP against the euro. This week, the 

BoE’s Inflation Report as well as inflation data itself will be in focus. 

Higher numbers should be GBP supportive, as will be a risk averse 

environment. So EUR/GBP will likely move closer to 0.79 this week. 

The bias in the options markets also signals more pressure on 

EUR/GBP in the near term. If sentiment improves before year-end, 

the EUR/GBP will likely recover to 0.80, which is our year-end 

forecast. 
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Rest of Europe - FX Georgette Boele, tel: +31 20 629 7789 
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The risk aversion wave sparked by concerns about the fiscal cliff 

and weakness in the eurozone economy did not hurt the SEK as 

concerns about the EUR dominated. This also indicates that what 

we saw was only a light form of risk aversion because a more 

severe shift in risk appetite has tended to hurt Scandinavian 

currencies. On the economic data front, the negative surprise in 

industrial production resulted in the SEK giving back most gains 

against the EUR made earlier in the week. This news overshadowed 

the better news from the service sector PMI, which moved back 

above the 50 mark again for October after the dip to 47.2 in 

September. This week, CPI and unemployment data are due. 

Weaker than expected data will likely result in an adjustment of 

interest expectations and hurt the SEK. We have kept the year-end 

forecast of at 8.5 for EUR/SEK.  
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As was the case for the SEK, the NOK also strengthened versus the 

EUR when sentiment deteriorated last Wednesday. One reason for 

this is that the NOK looks more attractive as diversification currency 

versus the EUR and financial markets are not positioning for a more 

sever bout of risk aversion. If the latter were the case the NOK 

would fall under heavy pressure. The weaker than expected 

industrial production figures in Norway did not hurt the NOK (in 

contrast to the case with Sweden’s production data and the SEK). 

This signals that the NOK remains the preferred pick of investors (it 

is also one of our top picks - see our FX monthly) among the 

Scandinavian currencies. This week the data calendar is light and 

the NOK will likely move in line with investor sentiment. The August 

low in EUR/NOK (NOK strength) just above 7.26 could be 

challenged this week unless risk aversion sharply increases or 

eurozone sentiment improves. We keep our year-end forecast at 

7.50 on improved eurozone sentiment. 
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The SNB’s foreign exchange reserves in October fell for the first 

time since February. In September EUR/CHF moved from the low 

1.20s to above 1.2150 and since then it has retraced lower in an 

uninspiring manner to 1.2050. But the market has not been willing to 

push it back to the low 1.20s again so far. We translate this as a sign 

of strength especially as the market has done this on its own. Some 

will argue that it will just be a matter of time before the cross is back 

at 1.20 again and that the SNB will intervene again. The market may 

need to be once again convinced that the SNB is committed to 

defend the 1.20 level. If the market realizes again and again that the 

SNB’s commitment is there to stay, it will push the CHF lower in the 

end. An improvement in overall eurozone sentiment and an 

improvement in overall risk sentiment would help as well. We 

maintain our year-end forecast at 1.22 in EUR/CHF. 
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Data on Q3 GDP growth were released today. The outcome (0.9% 

decline qoq compared with 1.3% and 0.1% increases in Q1 and Q2) 

confirmed that the economy is moving towards a new recession, just 

one year after the previous downturn ended. Private consumption 

and exports were particularly disappointing, with exports falling 5% 

qoq compared with a 1.3% rise in the previous quarter. The decline 

in exports came as no surprise because monthly export data already 

pointed in this direction. The figures reflect the combined effects of 

the euro crisis, the strong yen and, to a lesser extent, the dispute 

with China over the Senkaku/Diaoyu islands. We had pencilled in flat 

growth rates for Q3 and Q4, but we will adapt our view this week 

and present a new forecast in the next Macro Weekly. It now seems 

likely that GDP will also contract in Q4 given that the problems in the 

export sector will continue, while subsidies that support consumer 

demand will end in November. Still, we expect Japan’s own fiscal 

cliff issue to be resolved soon. 

  

 Economy  II 
Overview of financial markets 
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Last week saw the release of the October Economy Watchers 

Survey (survey of professionals whose businesses are sensitive to 

consumer demand). The index on current conditions fell from 41.2 to 

39. Meanwhile, the outlook index was also down. The continuous 

declines since April are another indication that the economy is 

moving towards a recession. In September, machine orders (an 

indicator of corporate investment over the next three to six months) 

fell by a larger-than-expected 4.3% mom. Looking at the qoq figure, 

the trend line is negative. One should not exaggerate the quality of 

this investment indicator. However, given other evidence 

(development of exports, the Tankan), we continue to assume that 

corporate investment will rise only marginally, if at all, for the time 

being. The list of poor data is a long one this week. In September, 

the current account was in deficit (on a seasonally-adjusted basis). 

As explained in previous editions, we do not consider this an acute 

issue, but evidence of large problems looming in the longer term. 

  

 Exchange rate 
Exchange rate versus USD and EUR 
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Last week, the USD/JPY once again struggled to surpass June’s 

high of 80.62, despite touching a high of 80.68 after the strong US 

employment print on 2 November. Uncertainty surrounding the US 

elections and Greece led to a strengthening of the JPY. After the 

elections, short-term yields in the US came under pressure as the 

market expects that the Fed's current accommodative monetary 

policy will remain in place longer under the Obama administration. 

The decline in US yields and concerns about the fiscal cliff have also 

supported the JPY’s strength. Today’s Q3 GDP data did not have a 

big impact on JPY, as it was in line with expectations. Looking 

forward, the direction in USD/JPY will continue to be dominated by 

global risk appetite – which will be driven by the fiscal cliff and 

events in the eurozone - and interest rate differentials between 

Japan and the other economies. We maintain our year-end 

USD/JPY forecast of 80. 
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 China economy I 
China: exports and imports 
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Data released last week showed that the economy is clearly 

stabilizing, reinforcing some of the positive data released earlier, 

including October’s PMI’s. Indeed October’s data for industrial 

production growth improved to 9.6% yoy from 9.2% (steel production 

rose to 12.6% yoy in October compared with 9.6% in September), 

fixed asset investment growth edged up to 20.7% from 20.5% 

(property investment stabilising at around 15%) and retail sales 

remained robust, reaching 14.5% yoy from 14.2%. Meanwhile 

China’s exports rose 11.6%, higher than 9.9% in September. 

Exports to the EU declined at a slower pace (-8.1% from -10.7%). 

Overall, the positive data may point to some upside risks to our 

fourth quarter GDP forecast of 7.5% yoy. However, the improved 

economic conditions will reduce the urgency of any additional 

easing. As such, we think that the recovery will be a modest one. 

 

  

 China economy II 
China: inflation 
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Meanwhile CPI inflation in October reached 1.7% yoy a 33 month 

low, coming down from 1.9% the previous month. This was the 

result of falling food price inflation, with vegetable prices subtracting 

0.3pp from overall inflation. Non-food inflation was flat. Our CPI 

forecast for 2012 is 2.8% yoy. Despite the low inflation, property 

price stability remains a major objective. This is probably one of the 

reasons why monetary easing has been more cautious than 

expected this time. However, the central bank has lately made use 

of reverse repo operations to increase liquidity in the system. As non 

credit financing and short term capital flows are returning, we think 

that this implies that targeting bank credit is no longer sufficient and 

more focus will probably be given to market liquidity. Given the 

improvement in economic conditions, we maintain our stance of no 

interest rate or reserve requirement cuts in the near term, despite 

the lower inflation context.    

  

 China: leadership transition  
China: key dates 
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Every ten years, major leadership changes take place in China. The 

discussions started last Thursday. Although it is not clear how the 

selection process takes place there are several components of the 

agenda that are well known. The National Party Congress selects 

more than 2200 delegates, in this case to the 18th Party Congress, 

who then elect the 370 members of the Central Committee. They, in 

turn, will elect the Central Committee Secretariat, the Politburo and 

the Politburo Standing Committee at the First Plenum. The only two 

certainties on the standing committee to be unveiled on Thursday 

are Xi Jinping, Hu’s successor, and Li Keqiang, the next Premier. 

Both are considered to be at best cautious reformers. Given the 

limited information on the agenda of the National Party Congress, it 

is difficult to evaluate the impact that this will have on economic 

policy. There is already guidance provided by the 12th five-year-plan 

announced in 2011 and any new reforms that could be announced 

will probably complement the five-year-plan.  
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 Asia FX 

HKMA FX reserves and HKD appreciation expectation 

FX reserves in USD bn                                       USD/HKD 1y 25d RR 

150

200

250

300

Jan-09 Oct-09 Jul-10 Apr-11 Jan-12 Oct-12

-2.5

-2.0

-1.5

-1.0

-0.5

0.0

HKMA FX reserves in USD bn (lhs) HKD 1y 25d RR (rhs)
 

Source: Bloomberg 

Asian currencies were mostly flat last week due to continued worries 

surrounding the US fiscal cliff and crisis in Europe. This week, 

inflation numbers out of India are likely to give further direction to the 

INR. A lower reading would give some support to the INR as it would 

give flexibility for the RBI to stimulate the economy via monetary 

policy. Market expectations of a stronger HKD have faded in the 

past month with the HKMA continuing to defend the peg via currency 

interventions. We stick to our view that the HKD peg is likely to stay 

until the CNY capital account is further liberalised. The CNY 

continues to trade at the stronger 1% limit against the daily fixing 

rate as Chinese officials said that they will continue to move both the 

currency and interest rate mechanisms towards more market based. 

Ones. Both the onshore and offshore forward market continues to 

imply a weaker CNY against the USD towards 6.30 at year end. 
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 AUD/USD 

Inflation expectations and 10-year breakeven rates % 

Consumer inflation expectations %                         10y breakeven rates %      

2

3

4

5

Jan-10 Oct-10 Jul-11 Apr-12

2.4

2.6

2.8

3

Inflation expectations (lhs) 10y breakeven rates (rhs)

Source: Bloomberg 

Last week, the AUD received strong support after the RBA surprised 

the market by leaving interest rates unchanged at 3.25% as we 

expected. The market consensus was for a 25bp cut to 3.0%. The 

main reasons behind the RBA decision were the rise in inflation and 

improvement in global economic outlook. The wave of risk aversion 

following the US presidential elections because of a refocus on the 

fiscal cliff resulted in some profit taking on the AUD, but it remained 

relatively resilient compared to other currencies.  Looking ahead, we 

believe that a more accommodative monetary policy is needed to 

rebalance the economy and this will hurt the AUD sentiment.  This 

week, the consumer inflation expectations release will be closely 

watched. Consumer inflation expectations and that inflation implied 

by the 10-year breakeven rates have risen in the past months. A 

more muted inflation outlook would provide more flexibility for the 

RBA to ease monetary policy on 4 December. Overall, we expect 

the AUD/USD to trade around 1.03 towards the end of this year. 
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Source: Bloomberg 

Last week, the NZD came under pressure on deterioration in 

investor sentiment and weaker local data. The employment report 

surprised negatively with the unemployment rate rising from 6.8% to 

7.3%, the highest level since 1999. The size of the total labour force 

has also shrunk back to levels seen one year ago. Indeed, with 

inflation at the lower end of the RBNZ’s target and a softening labour 

market, the risk has increased that the monetary policy stance will 

be made more accommodative. Expectations of lower interest rates 

will hurt the NZD. Our view remains that rates will remain on hold 

with monetary tightening delayed till late 2013. This week, domestic 

data releases include Q3 retail sales, job advertisements and 

manufacturing PMI. Weaker than expected economic data and a risk 

averse environment will keep the NZD on the defensive. This week, 

we think the downside in NZD/USD is limited towards 0.81 with 

prices expected to trade around 0.82 towards the end of this year. 
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Concerns on the upcoming fiscal cliff in the US and economic data 

releases which point towards slower growth this year amid continued 

challenging external environment were not supportive of the CAD 

last week. The impact of the strong CAD on the economy remains a 

challenge, something which was acknowledged by the Bank of 

Canada (BoC) governor Carney. This week, the BoC’s quarterly 

publication would give further insight on the health of the economy. 

September manufacturing sales will also be closely watched. As 

shown in the graph, GDP and manufacturing sales have a strong 

correlation. Stronger than expected local and US data should be 

CAD supportive. The technical outlook in USD/CAD remains positive 

though the short term upside is likely to be limited towards 1.02. The 

options market suggests no large directional moves at a high pace. 

A protracted resolution on the US fiscal cliff will no doubt increase 

the risk that the CAD will underperform the USD. 
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The BRL has weakened within the relatively tight 2.00-2.05 range for 

the following reasons: First, the deterioration in investor sentiment 

as the market refocused on the US fiscal cliff and the eurozone 

challenges hurt emerging market currencies. Secondly, central bank 

President Tombini said that keeping borrowing costs unchanged for 

a “prolonged time” is still the best strategy to ensure inflation will 

slow to its target next year. This resulted in an adjustment in 

expectations about when the central bank will start to hike interest 

rates. For the time being we are far from this. We still have one rate 

cut of 25bp to 7.0% penciled in for the end of the year. The central 

bank has put a lot of weight on the government meeting the fiscal 

target (primary surplus target of 3.1%). Finance minister Mantega 

said that Brazil won’t meet its full fiscal target. Developments on the 

fiscal side could be a reason for the central bank to delay a possible 

rate cut or even skip it. Thirdly, the market is expecting the 

government to pursue measures to support exporters (weakening 

the BRL). Our year-end target for USD/BRL is 2.0  

  

 Commodity markets 

Brent oil prices 

level 

60

80

100

120

140

10 11 12

 

Source: Bloomberg 

This week, oil prices had a volatile ride with support ahead of the US 

elections followed by a large 5% drop afterwards as the focus shifted 

back to global economic growth (read demand) worries. We expect 

to see more pressure on oil prices. OPEC acknowledged (1st time) 

that shale oil is changing the global supply picture significantly while 

it cut its oil demand forecast to 2016. The focus will be on the IEA 

World Energy Outlook on Monday. On 2 November after the better 

than expected US employment report, gold prices dropped to just 

below 1673 USD/ounce. As soon as it became clear that Obama 

was re-elected, gold prices rallied by 40 USD, or merely 2.3%, as 

the market focused on the upcoming fiscal cliff and expectations that 

the Fed’s monetary policy will remain loose. Surprisingly the 

strengthening US dollar did not hurt gold prices. We expect US 

politicians to strike a deal on the fiscal cliff – albeit at the eleventh 

hour - and therefore support for gold prices from this front should 

eventually wane. Our year-end forecast is 1700. 
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WEEKLY ECONOMIC CALENDAR 

Day Date Time Country Market indicator Period Latest outcome ABN AMRO

Expectation 

consensus

Monday 12/11/2012 00:50:00 JP GDP - % qoq 3Q P 0.2 -0.9

Monday 12/11/2012 06:30:00 IN CPI - % yoy Oct 9.7

Monday 12/11/2012 06:30:00 IN Industrial production - % yoy Sep 2.7 2.8

Monday 12/11/2012 12:59:00 SG GDP - % qoq annualised 3Q F -1.5

Monday 12/11/2012 13:59:00 RU GDP - % yoy 3Q A 4.0  2.8

Monday 12/11/2012 15:00:00 MX Industrial production - % yoy Sep 3.6

Monday 12/11/2012 17:00:00 EC Euro area finance ministers meeting 

Tuesday 13/11/2012 01:01:00 GB RICS house price balance - % Oct -15 -12 -15

Tuesday 13/11/2012 05:30:00 JP Industrial production - % mom Sep F -4.1

Tuesday 13/11/2012 08:45:00 FR Change in employment - % qoq 3Q P -0.1 -0.1

Tuesday 13/11/2012 09:00:00 EC ECOFIN

Tuesday 13/11/2012 10:30:00 GB CPI - % yoy Oct 2.2 2.2 2.3

Tuesday 13/11/2012 11:00:00 DE ZEW index (economic sentiment) Nov -11.5 -10.0 -9.0

Tuesday 13/11/2012 12:00:00 BR Retail sales - % mom Sep 0.2

Tuesday 13/11/2012 13:30:00 US NFIB small business optimisme - index Oct 92.8 93.0 91.8

Wednesday 14/11/2012 00:00:00 KR Unemployment - % Oct 3.1 3.1

Wednesday 14/11/2012 07:30:00 IN Wholesale price index - % yoy Oct 7.8 7.9

Wednesday 14/11/2012 08:45:00 FR CPI - % yoy Oct 1.9 2.0

Wednesday 14/11/2012 10:30:00 GB Change in claimant count - thousands Oct -4.0 0.0 0.0

Wednesday 14/11/2012 10:30:00 GB Claimant count unemployment rate - % Oct 4.8 4.8 4.8

Wednesday 14/11/2012 11:00:00 EC Industrial production - % mom Sep 0.6 -2.0 -1.8

Wednesday 14/11/2012 11:30:00 GB BoE to release Inflation Report

Wednesday 14/11/2012 12:00:00 ZA Retail sales - % mom Sep 2.0 1.2

Wednesday 14/11/2012 14:30:00 US Producer prices index - % mom Oct 1.1 0.2 0.2

Wednesday 14/11/2012 14:30:00 US Producer prices index - % yoy Oct 2.1 2.1 2.7

Wednesday 14/11/2012 14:30:00 US Producer prices index core - % yoy Oct 2.3 2.5 2.5

Wednesday 14/11/2012 14:30:00 US Prod. prices index excl food and energy - % mom Oct 0.0 0.2 0.1

Wednesday 14/11/2012 14:30:00 US Retail sales - % mom Oct 1.1 0.0

Wednesday 14/11/2012 14:30:00 US Advance retail sales - % mom Oct 1.1 -0.2 0.0

Wednesday 14/11/2012 16:00:00 US Business inventories - % mom Sep 0.6 0.4

Wednesday 14/11/2012 20:00:00 US Fed minutes October meeting

Wednesday 14/11/2012 22:30:00 NZ PMI manufacturing - index Oct 48.2

Thursday 15/11/2012 06:00:00 SG Retail sales - % mom Sep 0.9

Thursday 15/11/2012 07:30:00 FR GDP - % qoq 3Q P 0.0 -0.1 0.0

Thursday 15/11/2012 08:00:00 DE GDP - % qoq 3Q P 0.3 0.1 0.2

Thursday 15/11/2012 09:30:00 NL GDP - % qoq 3Q P 0.2 -0.2

Thursday 15/11/2012 09:30:00 NL Unemployment - % Oct 6.6 6.6

Thursday 15/11/2012 09:30:00 SE Unemployment - % Oct 7.4

Thursday 15/11/2012 10:00:00 NO External trade balance - NOK bn Oct 23.6

Thursday 15/11/2012 10:30:00 GB Retail sales - % mom Oct 0.6 -0.1 0.1

Thursday 15/11/2011 11:00:00 EC HICP inflation - % yoy Oct - F 2.5 2.5 2.5

Thursday 15/11/2012 11:00:00 EC Core inflation - % yoy Oct 1.5 1.5 1.6

Thursday 15/11/2012 11:00:00 EC GDP - % qoq 3Q A -0.2 0.1 -0.1

Thursday 15/11/2012 14:30:00 US Core inflation - % mom Oct 0.1 0.2 0.1

Thursday 15/11/2012 14:30:00 US Core inflation - % yoy Oct 2.0 2.1 2.0

Thursday 15/11/2012 14:30:00 US CPI - % mom Oct 0.6 0.1 0.1

Thursday 15/11/2012 14:30:00 US CPI - % yoy Oct 2.0 2.0 2.1

Thursday 15/11/2012 14:30:00 US Initial jobless claims 10-Nov 355.0 365.0

Thursday 15/11/2012 14:30:00 US Empire State PMI - Manuf. general business conditions - index Nov -6.2 -6.0 -6.3

Thursday 15/11/2012 16:00:00 US Philadelphia Fed - business confidence - index Nov 5.7 6.0 2.0

Friday 16/11/2012 01:30:00 SG Non oil domestic exports - % yoy Oct -3.4

Friday 16/11/2012 10:00:00 EC BOP Current account - EUR bn Sep 7.2

Friday 16/11/2012 11:00:00 EC Trade balance external EU - EUR bn Sep 9859.9

Friday 16/11/2012 13:59:00 RU Industrial production - % yoy Oct 2.0 2.4

Friday 16/11/2012 15:00:00 MX GDP - % yoy 3Q 4.1

Friday 16/11/2012 15:15:00 US Industrial production - % mom Oct 0.4 0.2

Source: Bloomberg, Reuters, ABN Amro Group Economics  
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