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INTERNATIONAL 

 

 The US trade deficit narrowed from $48 billion in May to $42.9 billion in June, its 

lowest in 18 months. While imports fell by 1.5% to $227.9 billion, exports increased 
0.9% to a record high $185 billion. Surprisingly, exports to the European Union 
increased 1.7% in spite of the region’s poor economic outlook. The sharp drop in the 
trade deficit reflects a declining contribution from imports as a proportion of total US 
domestic expenditure, which bodes well for US economic growth. The data should 
prompt an upward revision from the 1.5% initial estimate for 2nd quarter GDP growth 

to between 1.8-2.0%.  
 US jobless benefit claims reduced in the past week from 367,000 to 361,000 beating 

the 370,000 consensus forecast. The positive surprise follows a larger than expected 
increase in US non-farm payrolls in July, up by 163,000 compared with just 64,000 in 
June and well ahead of the 100,000 consensus forecast. Private services were the 
largest contributor, adding 148,000 jobs followed by manufacturing with 25,000. The 
public sector lost a fewer than expected 9000 jobs.  

 The National Association of Realtors reported the US median existing single-family 
home price increased in the 2nd quarter to $181,500, up 7.3% on the year, showing 
the strongest annual increase since the 1st quarter 2006. Of the 147 metropolitan 
areas measured, 110 showed an increase up from 74 in the 1st quarter. The 
improvement is attributed to record low mortgage rates as well as falling inventory. A 
total of 2.39 million existing homes were available for sale at the end of June, a 
decline of 24% on the year. Meanwhile, “distressed sales” in which the selling price is 

less than the mortgage balance, accounted for 26% of 2nd quarter sales down from 
33% a year earlier. The turnaround in the housing market is regarded as a key 
prerequisite to sustainable economic recovery.  

 China’s exports increased in July by just 1% on the year, down sharply from 11.3% in 
June and well below the 8.5% consensus forecast. Exports to the European Union fell 
by 16.2% on the year, the largest decline since the 2008 financial crisis. Overall 

exports fell by 4.2% on the month, reversing June’s 4.3% increase. Exports to the US 
and European Union both fell by over 8% on the month.  

 Growth in China’s industrial production decelerated from a year-on-year rate of 9.5% 
in June to 9.2% in July, below the 9.7% consensus forecast. Retail sales growth also 
decreased from 13.7% to 13.1%. Meanwhile, investment spending growth remained 
unchanged at June’s level of 20.4%, attributed to the protracted slowdown in property 
investment. Starts in real estate project fell in July by 27% on the year but are 

expected to bottom-out in the 3rd and 4th quarters.  
 China’s consumer price inflation eased from a year-on-year rate of 2.2% in June to 

1.8% in July. The figure is slightly above the 1.7% consensus forecast and is expected 
to rebound to around 3.1% in the 4th quarter due to renewed pressure in food prices, 
likely to be exacerbated by numerous public holidays in the last 3 months of the year. 
Nonetheless, the relatively mild inflation outlook should facilitate further monetary 
easing before year-end, expected to entail 3 additional 50 basis point reductions in 

banks’ required reserve ratio and a further 25 basis point cut in the benchmark 
interest rate. Recent bank lending data suggests monetary easing may be imminent. 
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New local-currency loans fell sharply from 920 billion yuan in June to 540.1 billion in 
July, well below the 700 billion consensus forecast.  

 Japan’s core private sector machinery orders, a leading indicator of business 
investment, increased in June by 5.6% marking the 1st rise in 2 months following falls 
of 14.8% in May and a 5.7% increase in April. However, the June figure was well 
below the 11.2% consensus forecast increase, raising doubts over Japan’s economic 

recovery. The recovery faces downside risks due to weakening export markets and the 

imminent expiry of government subsidies for buying low-emission vehicles and 
building energy-saving homes. Meanwhile, the consumer confidence survey index fell 
in July to a 7-month low of 39.7 from 40.4 in June and 40.7 in May. All 4 sub-indices 
declined including measures of overall economic well-being, labor conditions, income 
growth and timing for buying durable goods. 

 The Bank of Japan (BOJ) left its monetary policy unchanged, maintaining its asset 

repurchase programme at 70 trillion yen ($891 billion) and benchmark interest rate at 
0-0.1%. The BOJ acknowledged the recovery in external demand is being pushed back 
due to rising global uncertainties but nonetheless stuck to its relatively positive 
economic outlook, reiterating its message from the previous month that “Japan’s 
economy is expected to return to a moderate recovery path as domestic demand 
remains firm and overseas economies emerge from the deceleration phase.” The BOJ 
forecasts GDP growth of 2.2% for the fiscal year ended March 2013, slightly down 

from its April forecast of 2.3% but an improvement on its 2.0% January forecast. It 
kept its forecast of 1.7% growth for fiscal 2014 unchanged. 

 Germany’s industrial production fell in June by 0.9% on the month, slightly below the 
0.8% consensus forecast decline and reversing much of the 1.7% gain in May. The 
decline was led by a fall in production of 1.6% in capital goods, 1.0% in manufacturing 
output and 0.9% in consumer goods output. Recent data from the forward looking 
purchasing managers’ survey suggest further contraction in the months ahead, 

signalling a strong likelihood of Eurozone recession in the 2nd half of the year. The 
financially distressed Eurozone economies are faring worse, with Spain recording 
contraction in industrial production in June of 6.3% on the year.  

 UK GDP fell in the 3 months from May to end July by 0.2% compared with the 
previous 3 months, according to the National Institute of Economic and Social 
Research. This is an improvement on the 0.7% contraction in the 2nd quarter, 

corroborating the view that 2nd quarter numbers were distorted by the additional 
Diamond Jubilee bank holiday. Nonetheless, the data shows the UK economy fell 

further into recession since the 2nd quarter, which in the context of moderating 
inflationary pressure increases the probability of additional quantitative easing. UK 
producer price inflation (PPI) for July registered 0.0% on the month and 1.7% on the 
year, below respective consensus forecasts of 0.2% and 2.2%. The year-on-year rate 
is at its lowest since October 2009, down sharply from its peak of 6.3% in 2011. Core 

PPI which excludes food, beverages, tobacco and petroleum, measured 0.0% on the 
month and an even milder 1.3% on the year.  

 
 
SA ECONOMY 
 

 Mining production increased in June by 4.2% on the year, up from 0.9% in May, 

marking a 2nd successive month of growth. Production in the 2nd quarter increased by 
7.1% on the quarter, helped by stabilizing platinum production which accounted for 

4.5 percentage points. While seemingly impressive the improvement comes off an 
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extremely low base caused by dismal performance in prior months, and is unlikely to 
signal the start of sustainable growth in mining production. Weakening global growth 
prospects are likely to cap commodity prices and production volumes over coming 
months. 

 Growth in manufacturing production fell from a year-on-year rate of 4.4% in May to 
just 0.8% in June, well below the 3.2% consensus forecast. The main culprit was a 5% 

decrease in production of “basic iron and steel, non-ferrous metal products, metal 

products and machinery.” The best performer was the “petroleum, chemical products, 
rubber and plastic products” category with a 4.3% increase in production. Total 
manufacturing production fell in June by 2.4% on the month, reversing the 
unexpected increase in May, while quarter-on-quarter production fell in the 2nd quarter 
by 0.2%. The outlook however is somewhat better, shown by the Kagiso/ BER 
purchasing managers’ index for manufacturing which increased from 48.2 in June to 

51.0 in July, regaining the key 50 threshold that demarcates expansion from 
contraction. The improvement is attributed to an almost 6 point rebound to 52.2 in the 
new sales orders sub-index. 

   
 
KEY MARKET INDICATORS 
 

   YEAR TO DATE %  
 
JSE All Share  +10.97 
JSE Fini 15  +21.19 
JSE Indi 25  +22.79 
JSE Resi 20  - 6.89 
R/USD   - 0.13 

S&P 500  +11.55 
Nikkei   +6.19 
Hang Seng  +9.95 
FTSE 100  +5.01 
DAX   +18.08 
CAC 40   +9.40 

MSCI World  +8.05 
 

 
TECHNICAL ANALYSIS 
 

 The US dollar is nudging past the key $1.22 level versus the euro indicating it may be 
overbought over the near-term. The longer-term trend remains dollar weakness.  

 The rand has fallen through successive support levels at R/$ 8.0 and R/$8.20 but 
seems oversold at current levels. However it needs to return below the key R/$8.00 
level to restore medium-term stability. Being the most liquid emerging market 
currency, the rand is a good barometer for global risk appetite.  

 The JP Morgan global bond yield is forming a descending “falling wedge” pattern which 
often signals a trend-reversal. A likely catalyst for the trend reversal would be 
renewed central bank quantitative easing (QE). The 2 previous US QE programmes 

both triggered a sell-off in bonds as investors switched to so-called riskier assets.   
 The shorter dated R157 SA Gilt has broken lower from its medium-term trading range 

of between 5.5-6.0% to a new trading range of 5.0-5.5%. 
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 US and global equity markets are testing their highs for the year. However, divergence 
between indices and falling market breadth and momentum indicators suggests a 
weak trend, making the rally unsustainable.  

 The Nikkei exhibits the most bullish pattern from a technical viewpoint with the 
current descending “flag pattern” signaling a likely continuation of the recent upward 
move to a potential target of 15,000.  

 The Coppock Curve is a long-term momentum indicator with an excellent track record 

in identifying major market bottoms. It shows that the March 2009 low was a long-
term low unlikely to be broken. 

 The Brent crude oil price has closed below the key $108 support level, endangering its 
long-term bull trend.  

 Copper is regarded a reliable lead indicator for industrial commodity prices and 
barometer of global economic growth. It has broken below the key medium-term 

uptrend which could signal a strong directional change and significant additional 
downside.   

 The Economist’s world food index is testing key resistance which if broken would 
indicate a continuation of the strong long-term upward trend. The world food index 
has tripled since its base in 1999-2001 and continues to threaten rising global food 
price inflation.   

 Gold needs to regain the key $1750 before scaling the next medium-term target of 

$2000. The risk of a dramatic sell-off is rising following 11 straight years of price 
gains. 

 The All Share index has increased to a new record high but is forming a “rising 
wedge”, a pattern often associated with a change in trend. The index needs to remain 
above its June and July lows of around 32,900 in order to keep the bull trend intact. 
Financials are likely to continue outperforming Industrials which in turn are expected 
to outperform Resources. Small cap stocks still offer good value relative to the All 

Share and likely to continue their outperformance in 2012. In 2011 the Alt-X index of 
small cap stocks increased 42.6% compared with less than a 0.4% loss for the JSE All 
Share index. 

 
 
BOTTOM LINE 

 
 Inspectors from the International Monetary Fund (IMF), European Commission (EU) 

and European Central Bank, known as the troika, concluded talks with Greece’s 
coalition government. Although the government has identified around 70% of the 11.5 
billion euro savings demanded by the troika, it is under pressure to identify a further 4 
billion euro of spending cuts in order to free up the next installment from the 2nd 
bailout package, planned in September. Unfortunately there are few budget cutting 

options left, putting pressure on election promises made by coalition partners and 
likely to raise coalition tensions over coming weeks 

 Meanwhile, tension between troika partners is also heating up. The EU position is 
influenced by Germany’s insistence that Greece must fully meet bailout conditions 
agreed in March without any increase in the loan package. On the other hand the IMF 
is concerned that current bailout terms do not promote growth sufficiently to return 
public debt to a sustainable level. This is a key lending prerequisite for the IMF, which 

in the absence of any flexibility from the troika members, may force it to withdraw 
from the Greek bailout. It may only be a matter of a few months or even less before 
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Greece’s bailout deal breaks down, either from insurmountable differences in the 
troika or from paralysis in Greece’s government due to stresses in the coalition. 


