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INTERNATIONAL 
 

 As expected, US 1st quarter GDP was revised lower from the original 2.2% estimate to 1.9%. 

Inventory restocking and retail spending were revised lower while the biggest culprit 
government spending, showed a bigger than expected decline. State and local government 
spending fell by -2.5% and federal spending by -5.9%. Encouragingly however, companies are 
showing a greater willingness to spend their cash piles, with non-residential fixed investment 
revised significantly higher.  

 US initial jobless benefit claims increased in the past week by 10,000 to 383,000 the highest 

level since 21st April and above the 370,000 consensus forecast. However the less volatile 4-
week moving average fell 12,000 to 3.263 million, the lowest since 2nd August 2008. The ADP 
Employer Services report showed US private sector non-farm payrolls increased in May by 
133,000, only a slight improvement on last month’s shock number of 113,000 and well below 
the 148,000 consensus forecast, reflecting a loss in jobs growth momentum. The average 
monthly increase has decreased from 200,000 per month in the 1st quarter to 123,000 in the 
2nd quarter. The government’s employment report for May is due out today, expected to show 

non-farm payrolls increased 150,000 up from 115,000 in April. 
 The US Institute for Supply Management-Chicago (ISM) gauge of factory activity in the 

Midwest fell from 56.2 in April to 52.7 in May. Although above the key 50 level which 
demarcates expansion from contraction, the reading is below forecast and the lowest since 
September 2009. Economists were expecting a bounce this month but instead the ISM index 
dropped for a 3rd successive month, which traditionally signals a recession.  

 The Standard & Poor’s Case-Shiller US home price index fell in the 1st quarter by 2.0% on the 

quarter and 1.9% on the year, to its lowest level since the housing crisis began in 2006. The 
index is down 35% from its mid 2006 peak. However, demand for homes is showing signs of 
stabilizing, helped by record low mortgage rates, a loosening of credit restrictions and 
declining inventories. Home prices fell in March to new lows in just 5 metropolitan markets, 
down from 9 in February, while 7 cities experienced falling prices half as many as the 16 cities 
the previous month. 

 The Reuters/ University of Michigan Consumer Sentiment index increased from 76.4 in April to 
79.3 in May, well above the initially estimated 77.8 and its highest since October 2007. The 

sub-index measuring consumers’ view of current conditions increased from 82.9 to 87.2 its 
highest since January 2007, while the index measuring expectations of future conditions 
increased from 71.7 to 74.3 its highest since July 2007. In contrast however, the Conference 
Board measure of US consumer confidence fell from 68.7 in April to 64.9 in May, a 3rd 
successive monthly decline. The contradiction in the 2 surveys could be explained by the 

Conference Board finishing its survey on the 16th of the month while the University of 
Michigan’s continues throughout the month. The Conference Board measure which tends to be 
more volatile would have missed the steep drop in gasoline prices. It also tends to be more 
sensitive to changes in the jobs market, showing in its latest survey that 41.0% think jobs are 
“hard to get”, up from 38.1% last month. 

 The Federal Reserve’s “Operation Twist”, a $400 billion quantitative easing (QE) programme 
aimed at reducing long-dated Treasury bond yields by trading short-dated for long-dated 

holdings, is due to end at the end of June. Meanwhile Fed chairman Ben Bernanke said at the 
last monetary policy setting meeting that the Fed remains “prepared to do more as needed”.  

Subsiding inflationary pressure also raises the likelihood of additional QE. The difference in 
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yield between 10-year US Treasury bonds and Treasury Inflation Protected Securities (TIPS), 
which represent the bond market’s expected annual consumer price inflation over the maturity 
of the bonds, has dropped below 2% from a high of 2.45% on 20th March. The current rate is 
also conspicuously below the Fed’s 2% inflation target rate.  

 Spain’s 10-year government bond yield increased by 21 basis points to 6.63% on Thursday, 
close to its recent high of 6.78% registered last November and an all-time record premium to 

equivalent German bond yields. The yield spike is blamed on Spain’s search for 19 billion euro, 

needed to recapitalize Bankia, the country’s 3rd largest bank. Bankia is suffering larger than 
expected write-downs to its property exposure, causing investors to extrapolate the problem 
to the rest of the country’s banking sector. Spain is caught between having to refinance 
Bankia in an increasingly unaffordable bond market, or by requesting external help. However, 
application for official external finance proved to be the death-knell for sovereign capital 
market access by Greece, Ireland and Portugal. Spain is hoping a sovereign bailout can be 

avoided if funds go directly towards recapitalizing the banks, side-stepping the government 
entirely. This strategy is backed by the European Commission but opposed by Germany. A 
clearer view on the health of Spain’s banks will be available later this month when results of 
the stress test are published.  

 Ireland is the only country to put the EU fiscal treaty to a referendum vote, with results 
expected today. The treaty imposes stricter limits on government spending and budgetary 
targets, aimed at better EU-wide coordination of fiscal policy. A rejection is considered unlikely 

by recent polls as this would cut off any access to further sovereign bailout funds. However, 
two previous referendums on EU expansion in 2001 and EU administration in 2008 were 
rejected by Irish voters, although subsequently ratified in a second vote once treaty 
adjustments had been forced. This time round, Ireland will not be given the privilege of a 
second vote. 

 European Commission President, Jose Manuel Barroso, stressed the need for a roadmap to full 
eurozone economic and monetary union, adding that “early confirmation of steps to be taken 

will underscore the irreversibility and solidity of Europe.” Barroso is pushing for joint euro-
zone bonds and a deeper banking union backed by a euro-zone wide deposit guarantee 
scheme. He also proposes that the European Stability Mechanism, the planned permanent 
rescue fund, injects cash directly to banks rather than channeling funds via national 
governments. His plans for more liberal use of bailout funds continue to be resisted by creditor 
countries including Germany, Finland and Holland. 

 HSBC’s China purchasing managers’ index for manufacturing registered a final reading of 48.4 
down from the initially estimated 48.7 “flash” reading, and further below the key 50 level 

which signals contraction. According to HSBC chief China economist, Qu Hongbin “May’s final 
reading confirmed that manufacturing growth slowed further on weakening demand from both 
global and domestic markets.” The data also showed a rapid decline in inflationary pressure 
adding to the likelihood China’s government will speed up its monetary and fiscal stimulus.  

 Japan’s housing starts increased in April by 10.3% on the year to 73,647 units marking a 3rd 

successive monthly increase, and well above the 3.5% consensus forecast. The improved data 
is attributed to the government’s renewed incentive programme for buying energy-saving 
houses and home loan subsidies offered by the government-affiliated Japan Housing Finance 
Agency. Meanwhile, the value of construction orders received by the country’s 50 largest 
contractors increased in April by 16.2%, the 1st improvement in 3 months following declines of 
-0.3% in March and -1.8% in February.  

 The Markit/ CIPS UK purchasing managers’ index fell from 50.2 in April to 45.9 in May, well 

below the key 50 level which signals contraction. The reading is the lowest since the trough of 
the recession in March 2009 and the rate of decline over the month represents the 2nd 

steepest one-month fall since the data series began in 1992. The new orders sub-index fell 
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from 49.0 to 42.0 having been as high as 52.3 in March. The data, in conjunction with slowing 
inflationary pressure, raises the likelihood of additional quantitative easing in coming months. 

 The British Chamber of Commerce lowered its forecast for UK economic growth in 2012 to 
0.1% from a previous 0.6% forecast given in March. However, it raised its forecast for 2013 
from 1.8% to 1.9% attributed to falling inflation and increased consumer spending. The 
average growth rate from 2014 onwards is forecast at an improved 2.3%. The BCC expects UK 

interest rates to remain low for at least another year due to current local and global economic 

uncertainties.  
 India’s economic growth rate slowed in the 1st quarter to 5.3% quarter-on-quarter annualized 

from 6.1% the previous quarter and significantly below the 6.1% consensus forecast. The data 
prompted Morgan Stanley to reduce its growth forecast for 2012 from 6.3% to 5.7%, its 2nd 
downward revision in as many weeks, while Standard Chartered Bank reduced its 2013 GDP 
forecast from 7.1% to 6.2%, adding that a 25 basis point interest rate cut in June is now more 

likely.   
 
 
SA ECONOMY 
 

 Economic growth slowed in the 1st quarter to 2.7% quarter-on-quarter annualized, down from 
3.2% the previous quarter but ahead of the 2.3% consensus forecast. The growth is attributed 

mainly to the manufacturing sector which grew a surprisingly strong 7.7% up from 4.2% the 
previous quarter. The finance, real estate and business services sector, the economy’s biggest 
sector grew a respectable 4.1% up from 2.3% the previous quarter, and the construction 
sector by an improved 3.8%. However, growth in wholesale retail and motor trade slowed to 
3% from 5.2% previously. Meanwhile, the mining sector contracted a further 16%, due mainly 
to the prolonged strike at Impala Platinum.   

 Producer price inflation (PPI) slowed in April to 6.6% year-on-year, down from 7.2% in March 

and below the 6.90% consensus forecast. Month-on month PPI registered 0.3%, below the 
0.5% consensus forecast attributed to price deceleration in electricity, products of petroleum 
and coal, and metal products. The data reflects declining inflationary pressure, adding greater 
certainty to interest rates remaining at current low levels for the remainder of the year. 

 Growth in Private Sector Credit Extension (PSCE) slowed in April to 7.3% on the year from 
9.2% in March, also well below the 9.1% consensus forecast. On a month-on-month basis 

PSCE decreased 0.8%, attributed to a 2.3% decline in other loans and advances, comprised 
mainly of unsecured credit. Household credit increased by 7.2% on the year and corporate 

credit by 7.5%. The slowdown in PSCE and in particular unsecured loans, adds to the 
likelihood of interest rates remaining at current low levels until 2013.  

 
 
KEY MARKET INDICATORS 

 
   YEAR TO DATE %  
 
JSE All Share  +3.15 
JSE Fini 15  +11.43 
JSE Indi 25  +10.09 
JSE Resi 20  - 9.31 

R/USD   - 3.98 
S&P 500  +4.79 

Nikkei   +1.48 
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Hang Seng  +1.51 
FTSE 100  - 3.96 
DAX   +7.49 
CAC 40   - 3.54 
MSCI World  +0.50 
 

 

TECHNICAL ANALYSIS 
 

 The US dollar has rallied strongly past the key $1.26 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 to the currency. Being the most liquid emerging market currency, the 
rand is a good barometer for global risk appetite.  

 US Treasury and UK Gilt yields remain in bull trends. The 10-year US Treasury bond has 
broken below the key level of 1.70% to a new record low 1.60%, signaling a lower trading 
range. 

 The shorter dated R157 SA Gilt yield has broken lower from its medium-term trading range of 
between 6.5-7% to a new trading range of 6.0-6.5%. 

 US and global equity markets have lost most of their year-to-date gains and need to stay 
above their December lows in order to maintain the bull market trend.  

 The Coppock Curve is a long-term momentum indicator with an excellent track record in 
identifying major market bottoms. It shows that the March 2009 low was a long-term low 
unlikely to be broken. 

 The Brent crude oil price has 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 consolidated in line with global equity markets and needs to remain 
above its December levels of around 32,000 in order to safeguard the bull trend. Financials 
are likely to continue outperforming Industrials which in turn are expected to outperform 
Resources. Small cap stocks still offer good value relative to the All Share and likely to 
continue their outperformance in 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 

 
 Investment markets have made a complete about-turn over the past 15 years from irrational 

exuberance to irrational despair. The valuation disparity between equities and so-called risk-

free government bonds increased to new records this week, exacerbated by further dramatic 
declines in safe-haven government bond yields to new all-time record lows. The 10-year US 

Treasury bond rate fell to 1.60%, the 10-year UK yield to 1.64% and German 10-year to 
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1.25% while its 2-year yield reduced to a baffling 0.0%. These low yields bear a close 
similarity to Japan’s over the past 20 years, whilst mired in a deflationary spiral. Bond 
markets, traditionally viewed as more liquid and efficient than equity markets are clearly 
discounting a deflationary spiral in developed economies outside Japan. This suggests it is only 
a matter of time before further quantitative easing will be implemented in the US, Europe and 
UK. Equity investors, already enjoying substantial yield premium over risk-free rates, will be 

provided a substantial boost in the form of capital gains as further monetary stimulus is 

added. As discovered at great cost by investors at the end of the last millennium irrational 
markets do not last forever, the irrationality shown at the moment provides new investors 
with a once in a generation opportunity. 


