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INTERNATIONAL 

 

 A better than expected start to the US earnings season helped lift the S&P 500 index 

to a 2-month high on Thursday. While earnings expectations had been carefully 
managed lower to reflect slowing economic momentum, the results have nonetheless 
been cause for optimism. Of the 63 companies in the S&P 500 index that have so far 
reported quarterly earnings, 73% have exceeded estimates.  

 In his congressional testimony Federal Reserve chairman Ben Bernanke acknowledged 
that economic data had been “generally disappointing” and repeated his standard line 

that the policy committee “is prepared to take further action as appropriate” but 
provided no hint of an imminent 3rd round of quantitative easing (QE3). Bernanke 
however hinted at launching a US version of the Bank of England’s (BOE) recent 
funding for lending scheme in which the BOE provides banks incentives with 
progressively cheaper funding as they boost their own lending. A similar programme 
could potentially inject an estimated $300 billion into additional US bank lending. 
Bernanke cautioned that the main domestic headwinds to US growth were still-tight 

borrowing conditions for businesses and households and uncertainty over fiscal policy. 
He warned Congress that it needs to find a solution to prevent the so-called “fiscal 
cliff” from forcing the economy into recession at the start of next year. 

 US consumer prices were unchanged in June at 0.0% month-on-month. Gasoline 
prices decreased by -2.0% on the month and food prices increased by a modest 0.2%, 
although the sharp drought induced increase in grain prices over the past month is 
likely to exacerbate food price inflation in the 2nd half of the year and may cause 

annual consumer price inflation (CPI) to rise from its June rate of 1.7%. However, the 
core rate excluding food and energy is likely to decrease from its June rate of 2.2% to 
below the Fed’s 2.0% target, helped by a slowdown in economic momentum and 
elevated unemployment levels.  

 US retail sales unexpectedly fell in June by 0.5% on the month in contrast to the 
consensus forecast for a mild increase. The decline caps a 3rd successive monthly 

decline, marking the longest run of consecutive drops since 2008. June’s retail sales 
were dragged down by price related declines of 1.8% in gasoline sales and 0.6% in 

vehicle sales but core sales excluding these items still declined by 0.1%, suggesting 
stagnant household consumption expenditure, which contributes around 70% of GDP.  

 US manufacturing output increased in June by 0.7% on the month, reversing the 0.7% 
decline in May. Although beating the 0.3% consensus forecast increase, overall 
industrial production increased by a milder 0.4% due to a 1.9% decline in utilities 

output. Industrial production increased for the 2nd quarter at an annualized rate of 
2.2%, which although a marked slowdown from the 5% rates seen in each of the 
previous 3 quarters, nonetheless shows the industrial sector continues to support the 
expansion of the overall economy. Encouragingly, production of business equipment 
increased in June by an unexpectedly strong 1.6% on the month, signaling a solid 
expansion in investment spending. 

 The Federal Reserve Bank of Philadelphia business activity index (Philly fed index), 

measuring factory activity in the US mid-Atlantic region and widely followed as a 
barometer for US activity, showed an improvement from -16.6 to -12.9. The index is 

one of the 1st monthly indicators leading up to the national report by the Institute for 
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Supply Management. The new orders index rebounded from -18.8 to -6.9 and the 
shipments index from -16.6 to -8.6. While US manufacturers are being affected by 
recessionary conditions in the Eurozone and a slowdown in Asia, the downturn seems 
less bad than expected.  

 The US Conference Board coincident economic index (CEI), a measure of current 
economic conditions, has risen steadily in the past 3 months, increasing 0.2% in June 

following a 0.2% increase in May and 0.4% increase in April. However, the leading 

economic index (LEI) measuring future economic conditions declined 0.3% in June, 
worse than the 0.1% consensus forecast decline. The LEI has declined in 2 of the last 
6 months and its 6-month rate of growth has eased in the last 3 months. Conference 
Board economist Ken Goldstein reported that “The US economy is growing very slowly. 
The CEI basically reflects this steady but soft pace of overall economic activity. The 
LEI is pointing to no strengthening over the next few months, as the economy 

continues to sail through strong headwinds domestically and internationally.” 
 US housing starts increased in June by 6.9% on the month to an annualized rate of 

760,000 well above the 745,000 consensus forecast, and the highest rate since 
October 2008. At the same time, April and May figures were revised higher. The 
National Association of Home Builders/ Wells Fargo confidence index increased by 6 
points in July, its biggest gain since September 2002 and to its highest level since 
March 2007. The recovery in the US housing market, seen as a crucial ingredient to 

sustainable economic growth, is exceeding most forecasts.  Record low mortgage rates 
are providing an important boost, with the 15-year fixed mortgage rate lower than 3% 
for 8 straight weeks. Freddie Mac mortgage association chief economist Frank Nothaft 
reported that “With little signs of inflation and the Federal Reserve’s “Operation Twist” 
keeping US Treasury bond yields in check, fixed mortgage rates are remaining low and 
helping stir the housing market.” 

 In contrast to the marked slowdown in China’s rate of economic growth, its labour 

market is displaying unusual strength. Unlike the slowdown in 2008, when there were 
more job seekers than jobs available, this time there are more jobs available than 
there are job seekers. The number of job seekers reporting a lay-off from their 
previous employment, fell in the 2nd quarter compared with a year ago. Meanwhile 
wage increases remain strong with migrant wages up a healthy 13% on the year in 
the 2nd quarter. Although, employment data tends to be a lagging indicator, numerous 

indicators suggest that fears of an economic hard landing are misplaced. Healthy 
employment and rising wages point to stable growth in household spending, property 

sales are recovering, and inventory levels are low suggesting a boost from restocking. 
At the same time inflation rates have decreased sharply, facilitating rapid easing in 
monetary policy which in turn is encouraging a revival in bank credit extension.  

 Germany’s ZEW investor confidence index, measuring expected conditions, fell 
unexpectedly in July for a 3rd straight month from -16.9 in June to -19.6, significantly 

below the -15.0 consensus forecast and the +24.0 long-term average. The index tends 
to be a good indicator of turning points in the economic cycle and implies that 
Germany’s economy has taken a sharp turn for the worse after a temporary pick-up at 
the start of the year. While specifically a measure of Germany’s investor confidence, 
the ZEW index tends to be a good indicator for investor perceptions of the Eurozone 
crisis and suggests the Eurozone recession is likely to deepen.  

 UK retail sales increased in June by just 0.1% on the month well below the 0.6% 

consensus forecast, with the expected boost from the Queen’s Jubilee failing to 
materialize. Bad weather may have been partly to blame, causing sales of gardening 

and camping equipment to suffer, while the surprising 0.7% decline in food sales may 
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be attributed to cancelled barbeques. The general outlook is poor however, with the 
anticipated boost from the Olympics only providing temporary relief. Chris Williamson, 
economist at Markit reported that “Many forecasters, including the Bank of England, 
had been relying on consumer spending to rise this year as inflation falls. However, 
while inflation is falling to plan, the hoped-for increase in spending is clearly not 
materializing.” 

 

 
SA ECONOMY 
 

 Consumer price inflation (CPI) fell in June to 5.5% on the year from 5.7% in May and 
below the 5.6% consensus forecast, well within the Reserve Bank’s 3-6% target 
range. CPI increased by just 0.2% on the month. Encouragingly food prices fell by 

0.2% on the month, led by a 4.3% decline in fruit prices while meat prices fell by 
0.5%, with the year-on-year rate of food price inflation reducing from 6.8% to 6.0%. 
The 55c per litre drop in the petrol price helped private transport inflation decrease 
from a year-on-year rate of 16.2% to 12.0% 

 Retail sales increased in May by a stronger than expected 6.4% on the year, regaining 
momentum after the moderate 1.1% increase in April. The improvement is misleading 
however, due to the low base established in the same month last year, with sales 

falling on the month by -0.8% in May compared with an increase of 0.8% in April. 
Sales for the 3 months to May increased by just 4.7% on the year, showing a clear 
loss in momentum. Consumer spending which contributes around 70% of GDP is 
expected to slow further in coming months due to a deteriorating local and global 
economic outlook, while higher administered prices such as municipal taxes and utility 
rates weigh on disposable income. 

 Manufacturing production increased in May by 4.2% on the year, a substantial 

improvement on the 1.1% increase in April and above the 1.0% consensus forecast. 
The improvement is attributed to year-on-year increases of 14.1% in motor vehicles, 
parts and accessories, 12.4% in food and beverages, 8.3% in electrical equipment, 
and 7.2% in glass and other non-metallic mineral products. In contrast, most export 
related sectors continued to struggle with output of iron and steel, and non-ferrous 
metal products falling a respective -23.5% and -24.3% in May.   

 The Bureau for Economic Research consumer confidence index fell in the 2nd quarter 
from +5 to -3 the previous quarter. The economic outlook of consumers fell from +4 

to -5, while the index measuring expectations for an improved financial position fell 
from +16 to +8. The assessment of being a good time to buy durable goods fell to a 
30-month low of -11. The survey signals that consumers are at their most cautious 
since 2008.  

 The SA Reserve Bank (SARB) Monetary Policy Committee unexpectedly cut the 

benchmark repo interest rate by 50 basis points to 5.0%, the 1st rate cut since 
November 2010, to its lowest since 1974. The rate cut is attributed to slowing 
economic growth at the same time as more benign inflation. Citing fragile conditions in 
the global economy, the SARB lowered its economic growth forecasts for 2012 ad 
2013 from 2.9% to 2.7%, and from 3.9% to 3.8%, while leaving its 2014 forecast 
unchanged at 4.1%. Meanwhile the SARB lowered its forecasts for consumer price 
inflation (CPI) from 6.0% to 5.6% for 2012, from 5.5% to 5.1% for 2013, while 

raising the 2014 forecast slightly from 5.0% to 5.1%. The market consensus forecast 
for CPI has also moderated for the next 3 years from 6.2%, 5.6% and 5.5% for 2012, 

2013, and 2014 to 5.9%, 5.3% and 5.3%. Perhaps unsurprisingly, labour unions 
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raised their forecasts in order to better motivate demands for higher wages, lifting 
their respective CPI averages from 6.0%, 6.2% and 6.0% to 6.2%, 6.5% and 6.6%. 

 
 
KEY MARKET INDICATORS 
 

   YEAR TO DATE %  

 
JSE All Share  +7.21 
JSE Fini 15  +18.92 
JSE Indi 25  +17.34 
JSE Resi 20  - 9.72 
R/USD   - 1.17 

S&P 500  +6.14 
Nikkei   +4.02 
Hang Seng  +6.10 
FTSE 100  +2.55 
DAX   +14.58 
CAC 40   +3.29 
MSCI World  +5.52 

 
 
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.  

 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 1.50%, signaling a lower 
trading range. 

 The shorter dated R157 SA Gilt has broken lower from its medium-term trading range 
of between 6.5-7% to a new trading range of 5.7-6.3%. 

 US and global equity markets 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.   
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 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 

 
 As the cost of bailing out the Eurozone’s financially distressed nations rises inexorably, 

the creditor nations including Germany, France, Netherlands, Belgium, Luxembourg 
and Finland are likely to display increasing resistance. As expected, Germany’s 
parliament this week ratified the direct recapitalisation of Spain’s banking sector. 
However, Finland required direct collateral from Spain in return for supporting the 
bank bailout, signaling an increasingly hardline approach to financial support. Finland 

has less to lose if the Eurozone breaks up and so can afford to take a harder line. A 
relatively small fraction of its exports go to the Eurozone with most going to 
Scandinavia and Russia. Meanwhile its banks have negligible financial exposure to the 
peripheral economies.  

 Opinion polls show that close to 70% of Finns are already opposed to providing more 
financial support to the financially distressed nations. This is largely attributed to 
Finland successfully recovering from its own systemic banking crisis in the early 

1990s, without requiring any bailout assistance. Finland rebounded from a budget 
deficit to GDP of 9.4% in 1993 to a surplus position of 7.9% by 2000. No wonder its 
citizens have little sympathy for renewed bailout demands. Although a small economy 
in the Eurozone, its message may spread and provide the catalyst that finally triggers 
a break-up of the Eurozone. 

 


