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INTERNATIONAL 
 

 The Business Roundtable survey of the 138 largest US firms shows business 

confidence among chief executives fell sharply in the 3rd quarter. The CEO economic 
outlook index suffered its 3rd largest drop since the data series began 10 years ago, 
decreasing from 89.1 in the 2nd quarter to 66 in the 3rd, its lowest since the 3rd quarter 
2009. However, the index remained above the critical 50 threshold demarcating 
growth from contraction. CEOs are anxious about the 31st December $500 billion 
“fiscal cliff”, comprising automatic government spending cuts and tax hikes in the 

absence of political compromise on budget deficit reduction. Concerns also include 
falling external demand in Europe and Asia. The percentage of CEOs expecting to cut 
jobs over the next 6 months increased from 20% in the 2nd quarter to 34%, while 
those planning to raise capital spending decreased from 43% to 30%, and those 
expecting a rise in sales decreased from 75% to 58%. The consensus forecast for 
economic growth in 2012 reduced from 2.1% to 1.9%.  

 2nd quarter US economic growth was revised lower from an initially estimated 1.7% to 

1.3%, below the 1.7% consensus forecast and marking a slowdown from the 2% 
growth achieved in the 1st quarter. Household consumption which accounts for around 
70% of GDP was weaker than expected, increasing by an annualized 1.5% down from 
1.7% in the 1st quarter and 2.4% in the 4th quarter 2011. The drought is also to 
blame, with a decline in agricultural inventories shaving 0.2% from 2nd quarter GDP.  

 US durable goods orders fell in August by 13.2% on the month, its steepest decline 
since January 2009 and far worse than the 5.0% consensus forecast decline. The data 

however is notoriously volatile, in this case caused by a 101.8% decline in commercial 
aircraft orders, made possible by a cancellation of a previous order by Quantas. More 
encouragingly, the less volatile “core” capital goods orders, excluding aircraft, 
increased 1.1% its 1st expansion since May.  

 The Conference Board US consumer confidence index increased from an upwardly 
revised 61.3 in August to 70.3 in September, well above the 63.0 consensus forecast. 

This marks the highest reading since February at which time the economy was adding 
259,000 non-farm payrolls a month compared with just 96,000 last month, boosting 

optimism that employment growth will pick-up in coming months. The index 
measuring current conditions increased from 46.5 to 50.2 while the forward looking 
expectations index improved more meaningfully from 71.1 to 83.7, the highest in 7 
months. The data is consistent with annual growth in household consumption of 
around 2.0%, up from the 1.5% registered in the 2nd quarter.  

 Initial US jobless benefit claims decreased in the past week from 385,000 to 359,000 
the lowest since July and well below the 375,000 consensus forecast. The data marks 
a welcome change from the steady deterioration over the past 2 months. Readings 
below 400,000 are traditionally associated with sustainable employment growth, 
adding to confidence the unemployment rate may fall below 8% before year-end, a 
level it has exceeded for the past 43 months. Unadjusted continuing claims continued 
their steady decline, decreasing on the week by a further 94,416 to 2.83 million well 

below the year ago figure of 3.21 million.  
 Profits of China’s largest industrial companies fell in August by 6.2% on the year, 

accelerating from the 5.4% decline in July while total earnings for the month were the 
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lowest for the year to date. More encouragingly however the Conference Board leading 
economic index for China increased in August by 1.7% on the month, improving on its 
increase of 0.6% in July and 0.1% in June. The increase is its fastest in 7 months, 
attributed to a rebound in real estate activity, strong credit growth and improving 
consumer expectations, raising expectations for a slight rebound in economic growth 
in the latter part of the year.  

 Japan’s manufacturing output contracted in August by 1.3% on the month, attributed 

to weakening auto and electronics output and protest-led shutdowns in China. Output 
has declined on a month-on-month basis for 4 straight months and in August fell year-
on-year by 4.3%, expected by the Ministry of Economy, Trade and Industry to decline 
by a further 2.9% on the year in September. Other economic indicators are more 
encouraging. Construction orders registered by Japan’s 50 largest building contractors 
increased for a 3rd straight month in August, by 8.7% on the year improving from 

8.0% in July, 4.6% in June and a decline of -0.9% in May. Meanwhile, household 
spending registered a 7th straight year-on-year increase in August, rising 1.4% in 
nominal terms up from 1.2% in July.  

 The European Commission’s Eurozone economic sentiment indicator (ESI) fell from 
86.1 in August to 85.0 in September, the lowest since August 2009 and below the 
consensus forecast for a slight increase. The current reading is consistent with an 
annual contraction in GDP of -2.5%, signaling a deepening in the Eurozone recession 

over coming months from the -0.2% registered in the 2nd quarter. All sub-indices 
posted declines, with the industrial sentiment indicator decreasing from -15.4 in 
August to -16.1 in September, the services sentiment indicator from -12.0 to -10.8, 
and consumer sentiment from -24.6 to -25.9. Core economy ESIs also fell, in 
Germany from 95.8 to 94.7 the lowest in nearly 3 years, signaling stagnation while in 
France from 89.5 to 87.6 signaling outright recession.  

 Growth in Eurozone M3 broad money supply fell from 3.6% year-on-year in July to 

2.9% in August, the lowest in 4 months and well below the ECB’s 4.5% guideline. 
Contraction in private sector lending deteriorated from -0.4% to -0.6%, with the 0.2% 
increase in household loans counter-balanced by a -0.8% decrease in company loans. 
The data adds to the likelihood of concerted action from the ECB over coming weeks, 
via its intended “Outright Monetary Transaction” (OMT) programme of government 
bond purchases. Other possible measures include negative rates on the ECB’s deposit 

facility, a disincentive for banks to merely park their excess reserves with the central 
bank. 

 Eurozone consumer price inflation unexpectedly accelerated from 2.6% year-on-year 
in August to 2.7% in September, the highest in 6 months and well above the 
consensus forecast decline to 2.4%. While the rise in food, alcohol and tobacco prices 
slowed from 3.0% to 2.9%, energy price inflation increased from 8.9% to 9.2%, 
causing service sector inflation to increase from 1.8% to 2.0%. With the ECB 

mandated to keep inflation below 2%, the data may reduce scope for the widely 
anticipated cut in the benchmark interest rate, currently at 0.75%.  

 UK services output increased in July by 1.1% on the month, its biggest increase since 
May 2011 and largely reversing the -1.5% decline in June. The year-on-year increase 
measured 0.7%. With the services sector comprising over 75% of GDP, the data 
supports the Bank of England expectation that UK economic growth will rebound 
strongly in the 3rd quarter from its -0.4% annualized contraction in the 2nd quarter.  

 
 

SA ECONOMY 
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 Producer price inflation (PPI) moderated from 5.4% year-on-year in July to 5.1% in 

August, improving on the downward trajectory it has followed over the past 10 months 
from a peak of 10.6% in October last year. A softening in inflationary pressure was 
registered by the recent culprits with the year-on-year increase in grain prices 
reducing from 27.6% to 21.2%, and electricity from 14.5% to 13.8%. Meanwhile, 

price increases in mining and quarrying reduced from 3.8% to 1.7%, chemicals from 

5.1% to 4.4% and other manufacturers from 8.4% to 5.8%.  
 Moody’s credit rating agency cut SA’s long-term sovereign debt rating by one notch 

from A3 to Baa1. Moody’s cited concerns over socio-economic stresses and the impact 
these may have on government policy, rising government indebtedness and reduced 
scope for fiscal stimulus, and concerns over political stability. Meanwhile a negative 
investment climate was being exacerbated by high labour costs and insufficient 

infrastructure. Moody’s kept the rating on negative watch signaling the possibility of a 
further downgrade. The downgrade had been expected, bringing the rating in line with 
the other 2 dominant rating agencies Standard & Poor’s and Fitch. As a result the 
downgrade had limited impact on either the rand or government bond yields, perhaps 
supported at the same time by SA’s inclusion on 1st October in the Citigroup World 
Government Bond index.  

 The SA Reserve Bank composite leading indicator (CLI) increased in July by 0.8% on 

the month, marking its 1st increase in 5 months. Although below the recent peak of 
134.5 in February, the data signals a near-term improvement in economic outlook. 
The CLI increase, consistent with GDP growth of 2.5% in 2012, is attributed to an 
improvement in number of building plans passed, faster growth in money supply and 
gains in business confidence.  

 
 

KEY MARKET INDICATORS 
 
   YEAR TO DATE %  
 
JSE All Share  +11.35 
JSE Fini 15  +19.35 

JSE Indi 25  +24.31 
JSE Resi 20  - 6.78 

R/USD   - 1.83 
S&P 500  +15.07 
Nikkei   +5.85 
Hang Seng  +12.63 
FTSE 100  +3.72 

DAX   +23.59 
CAC 40   +8.85 
MSCI World  +11.63 
 
 
TECHNICAL ANALYSIS 
 

 The US dollar failed to break the key $1.22 level versus the euro returning to around 
$1.27 and even breaking the $1.30 level. The longer-term trend remains dollar 

weakness.  
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 The rand has fallen through successive support levels at R/$ 8.0 and R/$8.20 and 
seems set to weaken further, targeting the R/$ 9.0 level during 2013. 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 is the renewal of 

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 5.25-5.75%. 
 US and global equity markets have broken to new highs for the year. However, 

divergence between indices and falling market breadth and momentum indicators 
suggests a weak trend, making the rally fragile.  

 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 recovered the key $108 support level, preserving 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 
 

 The S&P/ Case-Shiller US home price index increased on a month-on-month basis for 
a 3rd successive month, rising in July by 1.6%. Prices increased in all 20 cities 
comprising the index. The index also increased on a year-on-year basis for a 2nd 

successive month, rising 1.2% following an increase of 0.6% in June, with 15 of the 
20 cities showing an increase.  
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 According to David Blitzer, chairman of the index committee at S&P Dow Jones 
Indices: “The news on home prices in this report confirms recent good news about 
housing. Single family housing starts are well ahead of last year’s pace, existing home 
sales are up, the inventory of homes for sale is down and foreclosure activity is 
slowing. All in all we are more optimistic about housing. Upbeat trends continue….. 
Stronger housing numbers are a positive factor for other measures including consumer 

confidence.” A recovery in the housing market is key to sustainable economic growth. 

 


