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SECOND-TERM CHALLENGES LOOM 
FOR OBAMA 
Newly re-elected US President Barack Obama faces 
many important challenges on the economic front as 
he prepares to commence his second term in office. 
To be sure, many parts of the US economy seem to be 
gaining some traction. Thanks to Federal Reserve 
(Fed) monetary intervention, US stock prices have 
been up in the months prior to the election, the 
housing sector seems to be reviving, and consumers 
have stepped up their spending on cars and other 
items after four years of deleveraging. Unemployment 
has slipped below 8%, and monthly nonfarm payroll 
gains are averaging a relatively decent 170,000 or so. 

But after recording year-on-year gross domestic 
product (GDP) growth of 1.3% in the second quarter 
and 2.0% in the third, overall economic growth 
appears anaemic. A tally of US Bureau of Labor 
Statistics data shows that only about 4.5 million of the 
8.7 million jobs lost during 2008–2010 have been 
recouped so far. According to a triennial study 
published by the Fed in June 2012, average family net 
worth dropped 38% between 2007 and 2010 as 
housing prices plummeted—the biggest decline for 
any period on record. And in its State of the Nation’s 
Housing report for 2012, researchers at Harvard 
University estimated that 11 million Americans owe 
more on their mortgages than their homes are worth.1 
There is also unease in some quarters about the 
general direction of monetary policy. In particular, 
a continuation of the country’s current easy money 
policy may be storing up inflationary (or even asset 
bubble) problems for the future. 

                                                           
1. Source: Joint Center for Housing Studies of Harvard University, The 
State of the Nation's Housing 2012.” 

Chart 1: US Jobless Claims 
4-Week Moving Average 
January 2000–November 2012 

Source: US Department of Labor, as of 03/11/12. As determined by the 
National Bureau of Economic Research, there were two recessionary 
periods from 01/99 to 09/12; the first was from 03/01 to 11/01; the second 
was from 12/07 to 06/09. Shaded areas represent approximate 
recessionary periods. 

Chart 2: US Home Price Appreciation 
Year-over-year change 
January 2000–August 2012 

Source: S&P/Case-Shiller and Fiserv. S&P/Case-Shiller Composite Home 
Price Index (10 Metro Areas); through 31/08/12, as at 10/11/12. 

The most immediate challenge facing the re-elected 
president will be how to deal with the “fiscal cliff”—
a US$600 billion mix of automatic tax hikes and 
spending cuts due to take effect on 1 January 2013, 
unless Congress acts to prevent that from happening. 
With the Republicans retaining control of the House 
of Representatives in congressional elections, there is 
high potential for a continuation of the kind of 
gridlocked US budgetary policy that has characterised 
the last two years. Such an eventuality would be 
expected to lead to accrued volatility in financial 
markets in the immediate future. 
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The tax rises and cuts to defence spending envisaged by 
President Obama to meet deficit reduction targets are unpopular 
with Republicans, who point out that these measures alone are 
unlikely to make much of a dent in a federal budget deficit that 
the US Congressional Budget Office tallied at US$1.1 trillion 
for the fiscal year ended 30 September 2012, and who would 
prefer to see a reining in of expensive mandatory spending 
programmes like Social Security, Medicare and Medicaid. If 
Democrats and Republicans cannot iron out their differences, 
payroll tax cuts and long-term unemployment benefit 
programmes will expire, and automatic spending cuts will 
kick in. 

But some hope that the re-election of President Obama may 
help to “clear the air” for a more bipartisan approach to deficit 
reduction. Voters’ low opinion of Congress’s performance 
(a Wall Street Journal/NBC News poll suggested that public 
approval ratings of Congress had dipped to 12% in August) 
might help. Intensified engagement from business groups 
looking for more certainty on fiscal policy may also lead to at 
least a short-term agreement before the 1 January deadline. 
There were heartening noises from the Republican House of 
Representatives leader John Boehner on this score just after the 
election, and President Obama has also been sounding 
conciliatory. Helping both sides towards agreement might be 
a warning from ratings agencies Moody's and Fitch that the 
US's triple “A” credit rating could be threatened if a deal is not 
forthcoming. Last year, rival agency Standard & Poor's stripped 
the US of its top-tier rating amid the political infighting in 
Washington. 

There has been a noticeable slowdown in corporate spending as 
chief executives wait for a resolution to this issue. The 
slowdown in corporate activity could be exacerbated in the 
short term by the impact of Hurricane Sandy on the northeast of 
the US (although reconstruction activity should stimulate 
activity thereafter). The full US$600 billion hit to the economy 
could be blunted somewhat if there were some form of new tax 
relief for households or moves to prevent the expiry of most of 
the “temporary” tax cuts introduced by the administration of 
George W. Bush. But the planned implementation of even 
a proportion of the fiscal tightening measures due to kick in 
next year will likely weigh on growth—and businesses need to 
know how and by how much. 

Chart 3: US Corporate Spending 
Non-Defence Capital Goods Orders, Excluding Aircraft 
September 2009–September 2012 

Source: FactSet, US Census Bureau, through 30/09/12, as at 26/10/12. © 2012 FactSet 
Research Systems Inc. All Rights Reserved. The information contained herein: (1) is 
proprietary to FactSet Research Systems Inc. and/or its content providers; (2) may not 
be copied or distributed; and (3) is not warranted to be accurate, complete or timely. 
Neither FactSet Research Systems Inc. nor its content providers are responsible for any 
damages or losses arising from any use of this information. Past performance is no 
guarantee of future results. 

Any kind of compromise that removes the immediate threat 
posed by the fiscal cliff would hopefully allow companies to 
make business investment decisions and start spending again. 
An agreement between the Democrats and Republicans 
involving an appropriate dosage of spending cuts versus tax 
increases might actually boost business confidence in early 
2013. However unlikely in our view, a wholesale revamping of 
the US tax code in a way that supports economic growth and 
puts the federal budget on a more sustainable path by shrinking 
deficits would be even better for business confidence. 

But even should an agreement be reached on the fiscal cliff, 
another challenge will face the Obama administration in the 
early part of 2013, when it will have to negotiate a further 
raising of the debt ceiling. Without a satisfactory agreement on 
fiscal consolidation, this issue could well contribute to further 
market volatility, just as it did in mid-2011. 

Chart 4: US Federal Budget Deficit 
1950–2011 

Source: Office of Budget Management, Budget of the United States Government: Fiscal 
Year 2013; reported 13/02/12.  
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Chart 5: US Federal Tax Revenue and Spending 
1961–2012 Estimate 

Source: Office of Budget Management, Budget of the United States Government: Fiscal 
Year 2013; reported 13/02/12. There is no assurance any estimate will be realised. 

CHINA’S ECONOMY HAS BEEN RE-ACCELERATING 
After the International Monetary Fund’s (IMF’s) downward 
revision of its global growth forecast for this year to 3.3%,2 its 
lowest rate since 2009, G20 finance ministers meeting in 
Mexico at the beginning of November said that the global 
economic recovery remained “fragile.” Not surprisingly, the 
ministers’ concerns centre on the fiscal cliff in the US, which 
would lead to severe tax increases and spending cuts, and the 
debt crisis in the eurozone. But other news has been more 
upbeat, especially out of Asia, suggesting that growth in 
important parts of the world economy has been at least 
stabilising. 

After China had reported relatively solid third-quarter GDP and 
export numbers, HSBC’s closely watched index of 
manufacturing activity in China rose in October.3 The official 
purchasing managers index (PMI) for the nonmanufacturing 
sector also climbed quite strongly in October, providing another 
sign that the slowdown in the country’s economy may be 
bottoming out. Year-on-year figures for factory output and retail 
sales also indicate that Chinese growth has been re-accelerating. 
We note that there are also other factors that could support 
a continuation of the pickup in growth momentum, at least in 
the short term. Planned fiscal spending is behind target, paving 
the way for a potential splurge in spending before the financial 
year closes. The yuan has also appreciated against the US dollar 
over the past two months, and could incite exporters to convert 
the dollars they have been hoarding into yuan, thus improving 
liquidity further. Finally, the People’s Bank of China has 
continued to provide the market with short-term liquidity 
through weekly open-market operations. In the last week of 
October, for example, China’s central bank pumped a record 
US$60 billion into the country’s money supply, seeking to 
ensure that there is ample cash in the economy to support the 
                                                           
2. Source: World Economic Outlook, October 2012. © By International Monetary Fund. 
All Rights Reserved. 

3. Source: Markit. 

government’s push for more infrastructure investment. 
Additionally, those who believe in China’s potential in the 
medium term would likely have been assured by a speech in 
early November by the outgoing leader of the Communist Party 
of China, Hu Jintao. Hu emphasised the need for China to 
continue its transition to a slower, more sustainable growth 
model, but also unveiled the party’s goal to double income per 
capita between 2010 and 2020 (suggesting an average 
annualised growth target of around 7.0%). Hu also said that 
much-needed efforts would be undertaken to tackle income 
disparity and improve social services. 

Elsewhere, export and industrial production numbers for South 
Korea have perked up, as have the latest export numbers for 
Taiwan. In Indonesia, a domestic consumption boom helped 
that country to record annual GDP growth of 6.2% in the third 
quarter of this year. While this was slower than the pace of 
growth for Indonesia over the last two years—attributable 
primarily to a drop in commodity prices—it was still one of the 
highest growth rates in Asia, thanks to Indonesia’s large internal 
market and domestically focused industries. 

The Reserve Bank of Australia (RBA) surprised some observers 
by not cutting base rates at the beginning of November. The 
RBA said it had grown slightly more optimistic about the world 
economy because of moderate growth in the US and 
stabilisation in China. The RBA said hopeful signs were also 
appearing in Australia’s domestic economy, with increasing 
business demand for external funding this year, as well as 
strengthening housing and equity markets. 

But less heartening statistics from other countries mean it may 
be too early to dispel concerns about the global economy 
entirely. Leaving aside a downgrading of growth forecasts for 
Europe this year and next by the European Commission, 
industrial output in Brazil in September showed a sharp reversal 
from the previous three months. Elsewhere in Asia, industrial 
production continued to decline in Singapore and Thailand in 
September. In Japan, industrial production fell at a month-over-
month rate of 4.1% in September, according to the Ministry of 
Economy, Industry and Trade, and Japan’s current account 
balance fell sharply in September versus that of the previous 
year. Japan’s current account shrank 68.7% in September from 
a year earlier, hit by lower exports and falling returns on 
overseas investment, official Ministry of Finance data showed. 
Fears that such figures were indicating a rapid deterioration in 
the world’s third-biggest economy were confirmed by third-
quarter GDP, which declined at an annualised rate of 3.5%. 
More generally, global trade activity remains relatively weak, 
and while the huge volume of fresh liquidity supplied to 
financial systems by western central banks through various 
forms of quantitative easing has led to a strengthening of Asian 
currencies, they still have not returned to pre-crisis levels of 
strength.  
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EUROPEAN OUTLOOK 
Europe’s sovereign debt crisis has seemed to lose a little heat in 
recent weeks. In large part because of the promise of massive 
intervention by the European Central Bank (ECB), the hefty 
declines in bond spreads over Bunds for Spanish, Italian, Irish, 
and even Greek debt seen since August have been maintained. 
Spain—generally seen as the next likely candidate for a full-
scale international bailout—had virtually completed its full 
funding target, and an auction of €4.76 billion of debt in early 
November enjoyed robust investor demand. 

Banks from the weakest eurozone countries have re-entered the 
bond markets since the ECB promise, in a sign of what could be 
a decisive upturn in Europe's fortunes. There was a string of 
successful new bond issues from southern European banks in 
late October and early November, which included the first issue 
by a Portuguese bank without government backing since 2010. 
The ECB's latest bank-lending survey also showed that stress 
surrounding eurozone banks has been receding. Surveyed banks 
said they found it easier to raise funds in the third quarter, and 
opined that funding conditions were likely to improve again 
before the end of the year. Equities, too, have generally 
responded favourably to a perceived stabilisation in the 
problems facing Europe: Whereas US and world equities lost 
some ground in October, gauges of European stocks continued 
to rise. 

But while the sense of immediate crisis has faded, we think the 
European Union (EU) still faces significant “tail risk,” and even 
Ireland, which we regard as the model pupil among bailed out 
nations, faces legacy problems in the form of huge bank debts 
that its European partners forced the Irish government to 
shoulder at the height of the financial crisis. At least Ireland’s 
good behaviour and rigid discipline in implementing austerity 
measures since it had to accept a bailout in November 2010 has 
won it plenty of respect in international circles and might 
actually earn it more favourable conditions on the bank debt the 
sovereign is carrying. In addition, the economy has been 
growing again (if barely), the housing market has appeared to 
stabilise, unemployment figures have started to drop, and the 
country is on schedule to return to the bond markets for normal 
funding needs in 2013. 

The picture looks far less rosy for Greece, where perhaps the 
eurozone’s greatest tail risk lies. At the end of October, the 
Greek government presented a budget containing projections 
that by any normal criteria would be considered catastrophic. 
The Greek government now expects the economy to contract by 
4.5% next year—its sixth year of recession—up from the 
previous forecast of 3.8%, bringing the total GDP decline in 
those six years to a staggering 24.5%. The government debt-to-
GDP ratio is set to rise to close to 190%—considerably higher 
than the level estimated by the IMF and even the 180% forecast 
made by the Greek government itself just a few weeks before 

the budget presentation. A new report from the troika of 
European Commission, ECB and IMF officials suggests that 
Athens is highly unlikely to achieve the key IMF condition for 
Greece's second bailout—namely reducing its national debt to 
a "sustainable" 120% of GDP by 2020—in spite of the passage 
of yet another brutal austerity budget for 2013. Many wonder 
whether the Greek state is solvent. It seems inevitable that 
Greece will probably be given some leeway, perhaps in the 
form of an extension of repayment deadlines on massive bailout 
money it has received. At the same time, talk of debt 
forgiveness might be premature. Any hint that Greece’s debt to 
the troika might be written off could induce the Greeks to take 
their foot off the pedal in terms of reforms (which have already 
been falling behind) and would likely be unpopular in Germany 
before legislative elections in late 2013. However, some sort of 
debt relief in the medium term cannot be excluded. 

While financial firewalls have been put in place by the 
European authorities, one cannot know what the effect of 
a further deterioration of the situation in Greece would have on 
the eurozone’s ability to emerge from the morass in which it 
finds itself. And other cracks in the European edifice may soon 
start to emerge. Spain is still coming to grips with the flawed 
financial aspects of regional autonomy and has so far refused to 
request an official sovereign bailout that might involve even 
more austerity measures than those already introduced. Given 
that Spain’s official unemployment rate exceeded 25% in 
October, it is not even clear that any further austerity would be 
sustainable. But the country’s hand may be forced if the bond 
markets balk at the size of Madrid’s financing needs for 2013. 
Elsewhere, the British have been engaged in an acrimonious 
debate over expanding the EU budget that is distancing the UK 
ever further from the European project. As for France, having 
fallen dangerously behind Germany in terms of economic 
competitiveness, it now risks being left behind by Spain and 
Italy, which the sovereign debt crisis has forced to introduce the 
kind of wide-ranging reforms that the French have been 
reluctant to adopt. Conscious of the danger, the Socialist 
government of François Hollande announced a package aimed 
at lowering labour costs through tax credits. However, 
businesses saw the measures as somewhat half-hearted, while 
the funding of the tax credits would likely pinch French 
consumers already faced with rising taxes and unemployment 
even more. 

At least the ECB’s continued commitment to do “whatever it 
takes” to save the eurozone seems to be helping resolve the 
liquidity problems that had threatened to engulf some countries 
in the middle of this year. Its latest scheme, called “outright 
monetary transactions” is set to amass bonds of three years 
duration issued by troubled eurozone countries, thus affording 
them breathing room to get their houses in order and providing 
a potentially useful boost to a European economy still mired in 
difficulty. 
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These difficulties were underlined by the release of a succession 
of weak data reports and forecasts in early November. Eurozone 
manufacturing activity shrunk for the 15th straight month in 
October. In spite of a relatively low euro versus other major 
currencies, the manufacturing activity numbers indicated that 
exports have been sagging. Deterioration in the manufacturing 
sector was especially noticeable in Germany, fuelling fears that 
the eurozone’s biggest economy has been slipping closer to 
stagnation. On 7 November the European Commission revised 
downwards its projections for the European economy. Europe 
faces a deeper-than-expected recession in 2012, said the 
Commission, with real GDP this year now set to drop by 0.4% 
in the eurozone and by 0.3% in the EU as a whole. The 
Commission foresees only a modest recovery taking root next 
year (0.1% growth in the eurozone and 0.4% in the wider EU), 
while it expects unemployment to continue climbing. The 
Commission added that a tepid recovery would be dogged by 
"high uncertainty and substantial downside risks." 

Table 1: Actual and Forecast Real GDP Growth Rate and 
Unemployment Rate (in %) for Select eurozone Countries 
2011–2014 
 

 Real GDP Growth  Unemployment Rate 

 2011 2012F 2013F 2014F 2011 2011 2012F 2013F 2014F 

Germany 3.0 0.8 0.8 2.0  5.9 5.5 5.6 5.5 

France 1.7 0.2 0.4 1.2  9.6 10.2 10.7 10.7 

Spain 0.4 -1.4 -1.4 0.8  21.7 25.1 26.6 26.1 

Italy 0.4 -2.3 -0.5 0.8  8.4 10.6 11.5 11.8 

Portugal -1.7 -3.0 -1.0 0.8  12.9 15.5 16.4 15.9 

Greece -7.1 -6.0 -4.2 0.6  17.7 23.6 24.0 22.2 

Ireland 1.4 0.4 1.1 2.2  14.4 14.8 14.7 14.2 

Eurozone 
as a whole 

1.4 -0.4 0.1 1.4  10.1 11.3 11.8 11.7 

 

Source: European Commission, European Economic Forecast, Autumn 2012, November 
2012. There is no assurance any forecast will be realised. 

All in all, it would seem that a difficult few months lie ahead for 
the European economy. While Spain, Italy and France try to 
sort out their structural problems, we believe Europe’s best 
hopes may well lie in a continued recovery in the US and 
Chinese economies and the fixing of a clear and sustainable 
path for troubled European nations. 

All investments involve risks, including loss of principal. 
Investments in foreign securities involve special risks including 
currency fluctuations, economic instability and political 
developments. Investments in emerging market countries 
involve heightened risks related to the same factors, in addition 
to those associated with these markets’ smaller size, lesser 
liquidity and lack of established legal, political, business and 
social frameworks to support securities markets. Such 
investments could experience significant price volatility in any 
given year.  
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EUROLAND MACROECONOMIC DATA 
FINAL OUTPUT     
Gross Domestic Product (GDP)1 3Q11 4Q11 1Q12 2Q12 
GDP, Y/Y (%) 1.3 0.6 0.0 -0.4 
Private Consumption, Y/Y (%) 0.2 -0.8 -1.0 -0.9 
Gross Fixed Capital Formation, Y/Y (%) 0.7 0.8 -2.4 -3.6 
ECONOMIC INPUTS1     
 JUN 12 JUL 12 AUG 12 SEP 12 
Retail Sales, Y/Y (%) -0.8 -1.5 -0.9 -0.8 
Unemployment Rate (%) 11.4 11.5 11.5 11.6 
Industrial Production, Y/Y (%) -2.0 -2.8 -2.9 — 
INFLATION & WAGE PRESSURE     
Inflation Indicators¹ JUN 12 JUL 12 AUG 12 SEP 12 
Consumer Price Index (CPI), Y/Y (%) 2.4 2.4 2.6 2.6 
Core CPI, Y/Y (%) 1.6 1.7 1.5 1.5 
FINANCIAL MARKETS     
 JUN 12 JUL 12 AUG 12 SEP 12 
Dow Jones EURO STOXX 
50 Price Index EUR, Trailing P/E Ratio2 

16.42 20.79 21.87 22.31 

ECB Refinance Rate (%)3 0.75 0.75 0.75 0.75 
10-Year Yield—German Bunds (%)2 1.29 1.33 1.44 1.46 
BALANCE OF PAYMENTS1     
Trade Balance MAY 12 JUN 12 JUL 12 AUG 12 
Billion Euro 7.38 13.65 14.70 6.62 
Current Account Balance 3Q11 4Q11 1Q12 2Q12 
% GDP 0.3 1.5 -0.2 0.7 

JAPAN MACROECONOMIC DATA 
FINAL OUTPUT     
Gross Domestic Product (GDP)4 3Q11 4Q11 1Q12 2Q12 
GDP, Q/Q ar (%) 6.9 0.3 5.3 0.7 
Private Consumption, Q/Q ar (%) 5.6 4.2 4.2 0.7 
Fixed Capital Formation, Q/Q ar (%) 1.0 23.8 -6.3 5.6 
ECONOMIC INPUTS     
 JUN 12 JUL 12 AUG 12 SEP 12 
Unemployment Rate (%)5 4.3 4.3 4.2 4.2 
Industrial Production, Y/Y (%)6 -1.5 -0.8 -4.6 -8.1 
Tertiary Index, Y/Y (%)6 0.6 0.5 -0.1 — 
Corporate Activities 4Q11 1Q12 2Q12 3Q12 
Corporate Profit Growth (%)7 -10.3 9.3 11.5 — 
Tankan Quarterly Survey (index level)8 .4 -4 -1 -3 
INFLATION     
Inflation Indicators5 JUN 12 JUL 12 AUG 12 SEP 12 
Consumer Price Index (CPI), Y/Y (%) -0.2 -0.4 -0.4 -0.3 
CPI ex-Fresh Food, Y/Y (%) -0.2 -0.3 -0.3 -0.1 
FINANCIAL MARKETS2     
 JUL 12 AUG 12 SEP 12 OCT 12 
Nikkei 225, Trailing P/E Ratio 21.5 21.9 23.6 23.8 
3-Month Yield—JGBs (%) 0.100 0.100 0.100 0.100 
10-Year Yield—JGBs (%) 0.794 0.797 0.778 0.775 
BALANCE OF PAYMENTS     
Monthly Trade Balance7 JUN 12 JUL 12 AUG 12 SEP 12 
Billion Yen 112 -374 -645 -471 
Current Account Balance9 3Q11 4Q11 1Q12 2Q12 
% GDP 2.6 2.0 1.6 1.5 
Abbreviations: Q/Q ar: Quarter-over-quarter annualised rate. Y/Y: Year-over-year. 
1. Source: © European Union 1995–2012. 
2. Source: Bloomberg. P/E ratios of Dow Jones EURO STOXX 50 Price Index and 

Nikkei-225 Stock Average as calculated by Bloomberg. 
3. Source: European Central Bank. 
4. Source: Economic and Social Research Institute (ESRI), Cabinet Office, Government 

of Japan. 
5. Source: Ministry of Internal Affairs and Communications, Japan. 
6. Source: Ministry of Economy, Trade and Industry, Japan. 
7. Source: Ministry of Finance, Japan. 
8. Source: Bank of Japan. 
9. Source: Bloomberg Indexes. 
Past performance does not guarantee future results and results may differ over 
future time periods. 

Eurozone Real GDP, Y/Y (%) 

 
Source: © European Union 1995–2012, as at June 2012. Past performance does not 
guarantee future results and results may differ over future time periods. 

Consumer Price Index, Y/Y (%) 

 
Source: © European Union 1995–2012, as at September 2012. Past performance does 
not guarantee future results and results may differ over future time periods. 

External Trade Balance, GDP (%) 

 
Source: © European Union 1995–2012, as at June 2012. Past performance does not 
guarantee future results and results may differ over future time periods. 

Japan Real GDP, Q/Q ar (%) 

 
Source: ESRI, Cabinet Office, Government of Japan, June 2012. Past performance 
does not guarantee future results and results may differ over future time periods. 

Consumer Price Index, Y/Y (%) 

 
Source: Ministry of Internal Affairs and Communications, September 2012. Past 
performance does not guarantee future results and results may differ over future 
time periods. 

Visible Trade Balance, GDP (%) 

 
Source: Ministry of Finance, Japan and Economic and Social Research Institute, Cabinet 
Office, Government of Japan, as at 30 June 2012. Past performance does not 
guarantee future results and results may differ over future time periods.  

-6,0
-4,0
-2,0
0,0
2,0
4,0

2Q07 2Q08 2Q09 2Q10 2Q11 2Q12

-1,0
0,0
1,0
2,0
3,0
4,0
5,0

Sep-07 Sep-08 Sep-09 Sep-10 Sep-11 Sep-12
CPI Core CPI

-1,0
-0,5
0,0
0,5
1,0

2Q09 2Q10 2Q11 2Q12

-16,0
-12,0
-8,0
-4,0
0,0
4,0
8,0

12,0

2Q07 2Q08 2Q09 2Q10 2Q11 2Q12

-3,0
-2,0
-1,0
0,0
1,0
2,0
3,0

Sep-07 Sep-08 Sep-09 Sep-10 Sep-11 Sep-12
CPI CPI ex Fresh Food

-2,0
-1,0
0,0
1,0
2,0

2Q09 2Q10 2Q11 2Q12



 

Global Economic Perspective 

 

FRANKLIN TEMPLETON INVESTMENTS For Professional Investor Use Only. Not for Public Distribution. 7 
 

US MACROECONOMIC DATA 
FINAL OUTPUT     
Gross Domestic Product (GDP)1 2Q12 3Q12 4Q12E2 1Q13E2 
Q/Q ar (%) 1.3 2.0 1.9 1.8 
ECONOMIC INPUTS     
CONSUMPTION/FINAL DEMAND     
Income/Savings1 JUN 12 JUL 12 AUG 12 SEP 12 
Consumer Spending, Y/Y (%) 3.5 3.2 3.6 3.8 
Personal Income, Y/Y (%) 3.4 3.4 3.6 3.9 
Savings Rate (%) 4.4 4.1 3.7 3.3 
Employment JUL 12 AUG 12 SEP 12 OCT 12 
Unemployment Rate (%)3 8.3 8.1 7.8 7.9 
Participation Rate (%)3 63.7 63.5 63.6 63.8 
Nonfarm Payrolls (in thousands)3 181 192 148 171 
Jobless Claims, 4-wk average (in thousands)4 366 372 376 367 
Housing5 JUN 12 JUL 12 AUG 12 SEP 12 
Existing Home Sales (in millions) 4.37 4.47 4.83 4.75 
Y/Y Change (%) 4.6 10.4 9.5 11.0 
INVESTMENT     
Corporate Earnings6 2Q12 3Q12 4Q12E 1Q13E 
Earnings, Y/Y (%) 0.0 4.8 5.9 2.0 
Production & Utilisation7 JUN 12 JUL 12 AUG 12 SEP 12 
Industrial Production, Y/Y (%) 4.6 4.3 2.6 2.8 
Capacity Utilisation (%) 78.8 79.2 78.0 78.3 
Nonresidential Fixed Investment1 4Q11 1Q12 2Q12 3Q12 
Y/Y (%) 10.2 12.5 9.7 4.7 
INFLATION & PRODUCTIVITY     
Inflation Indicators JUN 12 JUL 12 AUG 12 SEP 12 
Personal Consumption Expenditure (PCE), Y/Y (%)1 1.5 1.3 1.5 1.7 
Core PCE, Y/Y (%)1 1.8 1.7 1.6 1.7 
Consumer Price Index (CPI), Y/Y (%)1 1.7 1.4 1.7 2.0 
Core CPI, Y/Y (%)3 2.2 2.1 1.9 2.0 
Producer Price Index (PPI), Y/Y (%)3 0.7 0.5 2.0 2.1 
Core Producer Prices, Y/Y (%)3 2.6 2.5 2.5 2.3 
Productivity3 4Q11 1Q12 2Q12 3Q12 
Productivity, Q/Q ar (%) 2.8 -0.5 1.9 1.9 
Unit Labour Costs, Q/Q ar (%) -3.3 6.4 1.7 -0.1 
FINANCIAL MARKETS     
Valuation SEP 12 OCT 12 NOV 12E DEC 12E 
P/E S&P 5006 14.56 14.22 — — 
Fed Funds Rate7,8 0.25 0.25 0.16 0.16 
BALANCE OF PAYMENTS     
US Monthly Trade Deficit1,9 JUN 12 JUL 12 AUG 12 SEP 12 
Billion USD -41.9 -42.5 -43.8 -41.5 
US Current Account Deficit 3Q11 4Q11 1Q12 2Q12 
Quarterly (in USD billion)1 -108.2 -118.7 -133.6 -117.4 
Annualised (% GDP)10 -3.0 -3.0 -3.1 -3.1 
Abbreviations: Q/Q ar: Quarter-over-quarter annualised rate. Y/Y: Year-over-year. 
E: Estimate 
1.  Source: US Bureau of Economic Analysis, as at 31/10/12. 
2. Source: Bloomberg Economic Forecasts, as at 31/10/12. 
3. Source: US Bureau of Labor Statistics. 
4. Source: US Department of Labor. 
5. Source: Copyright National Association of Realtors®. Reprinted with permission. 
6. Source: Bloomberg. Corporate Earnings and P/E S&P 500 represented by 

Bloomberg’s calculation of the earnings of S&P 500 Index components, as at 
31/10/12. Standard & Poor’s®, S&P® and S&P 500® are registered trademarks of 
Standard & Poor’s Financial Services LLC. 

7. Source: US Federal Reserve. At the 16 December 2008 meeting, the Federal 
Reserve cut the main US interest rate to “a target rate” between zero and 0.25%. 

8. Source: Chicago Board of Trade (30-Day Federal Funds Futures Rate for August 
and September 2012), as at 31/10/12. 

9. Source: US Census Bureau. 
10. Source: Bloomberg Indexes. 
Past performance does not guarantee future results and results may differ over 
future time periods. 

Gross Domestic Product (GDP), Q/Q ar (%) 

 
Source: US Bureau of Economic Analysis, September 2012. Past performance does 
not guarantee future results and results may differ over future time periods. 

Personal Income & Expenditures, Y/Y (%)  

 
Source: US Bureau of Economic Analysis, September 2012. Past performance does 
not guarantee future results and results may differ over future time periods. 

Nonfarm Payrolls & Unemployment Rate 

 
Source: US Bureau of Labor Statistics, October 2012. All figures seasonally adjusted. 
Past performance does not guarantee future results and results may differ over 
future time periods. 

Consumer Price Index, Y/Y (%) 

 
Source: US Bureau of Labor Statistics, September 2012. Past performance does not 
guarantee future results and results may differ over future time periods. 

Productivity & Unit Labour Costs, Q/Q ar (%) 

 
Source: US Bureau of Labor Statistics, September 2012. Past performance does not 
guarantee future results and results may differ over future time periods. 

US Annualised Trade Deficit, GDP (%) 

 
Sources: US Census Bureau and Bureau of Economic Analysis, June 2012. Past 
performance does not guarantee future results and results may differ over future 
time periods.  
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 Important Legal Information 

This document is intended to be of general interest only and does not constitute legal or tax advice nor is it an offer for shares or invitation 
to apply for shares of any of the Franklin Templeton Luxembourg-domiciled SICAVs. Nothing in this document should be construed as 
investment advice. 

Franklin Templeton Investments have exercised professional care and diligence in the collection of information in this document. 
However, data from third party sources may have been used in its preparation and Franklin Templeton has not independently verified, 
validated or audited such data. Opinions expressed are the author’s at publication date and they are subject to change without prior 
notice. 

Any research and analysis contained in this document has been procured by Franklin Templeton Investments for its own purposes and is 
provided to you only incidentally.  Franklin Templeton Investments shall not be liable to any user of this document or to any other person 
or entity for the inaccuracy of information or any errors or omissions in its contents, regardless of the cause of such inaccuracy, error or 
omission. 

Issued by Franklin Templeton Investment Management Limited, Spanish Branch - authorized by CNMV- José Ortega y Gasset 29, 
Madrid.  Tel: +34 91 4263600 - Fax: +34 915771857. 
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