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INTERNATIONAL 
 

 The Organisation for Economic Cooperation and Development (OECD) 2012 US 

Economic Survey warned that although the US economic recovery has gained 
momentum, the recovery is far from complete. The survey cited improvements in 
consumption expenditure and business investment, as well as reduced unemployment 
but warned that “the large overhang of unsold homes and the ongoing tide of 
foreclosures will continue to put forward pressure on house prices and residential 
investment in the short-term.” An absence of construction activity is concerning as it 

normally provides an important source for growth following a recession. The “fiscal 
cliff” in 2013 resulting from the expiry of Bush tax cuts and automatic tax cuts in the 
absence of Congressional agreement, is a further concern. In spite of these risks the 
OECD forecasts GDP growth of 2.4% in 2012 and 2.6% in 2013, with unemployment 
expected to end the year at 8.1% reducing to 7.6% in 2013.  

 Both S&P/ Case-Shiller US home price indices gained in April, with the 10-city and 20-
city indices each increasing 1.3% on the month. Detroit was the only city to show a 

decline. Year-on-year readings improved from -2.9% the previous month to -2.2% for 
the 10-city measure and from -2.6% to -1.9% for the 20-city measure. The seasonally 
adjusted aggregate index increased 0.7% on the month, well ahead of the 0.3% 
consensus forecast and strongest since August 2009. The data signals a bottoming out 
in the US housing market, helped by healthy growth in existing home sales and 
decline in foreclosure sales as a proportion of total sales. However, housing prices are 
traditionally a lagging indicator and may adjust downwards in coming months to 

reflect the recent loss in global economic momentum.  
 US new home sales increased in May by 7.6% on the month to an annualized rate of 

369,000 homes, the best month since April 2010 and well above the 346,000 
consensus forecast. Although new homes represent less than 20% of total home sales, 
they have a pronounced impact on the economy with each home built creating an 
average 3 additional jobs. The inventory of new homes for sale is at extremely low 

levels signaling significant upside potential. Only 145,000 were available in May, 
barely changed from April’s 144,000 which represented the lowest supply since the 

data series began in 1963.  
 Following 2 months of declines, US durable goods orders increased in May by 1.1% on 

the month. Orders for core capital goods with a life span of at least 3 years, viewed as 
a good barometer of business investment plans, followed 2 months of decline with a 
more encouraging 1.6% increase. The recovery is attributed to robust demand for 

heavy machinery, computers and communication equipment, with orders increasing in 
the 3 categories by 4.1%, 3.3% and 2.3%.  

 The US Commodity Futures Trading Commission, US Justice Department and UK 
Financial Services Authority imposed a record combined fine of $451 million on 
Barclays Plc, the 2nd largest UK bank by assets. The bank was found guilty of 
manipulating the London interbank offered rate (Libor) interest rate benchmark in 
order to bolster the bank’s perceived stability and improve returns on derivative 

positions. The news prompted a 15% decline in the Barclays share price on Thursday 
and in other bank shares including Royal Bank of Scotland by 13%, Lloyds by 7% and 

Deutsche Bank by 5% on the likelihood other guilty parties will be uncovered. The 
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Libor system is the global standard for all interest rate contracts, with the daily rate 
derived each day from information provided by different banks on their borrowing 
costs over a range of maturities and currencies.  

 China’s Commerce Ministry sought to reassure financial markets, reporting that 
“exports and imports are still growing within our expected range, and they are 
improving” keeping pace with May’s better than expected growth rate. Exports in May 

increased by a far greater than expected 15% on the year, up significantly from April’s 

disappointing 5% growth rate. The report predicted a pick-up in coming months with 
the full-year target of 10% export growth likely to be achieved.  

 Japan’s household spending increased in May by 4.0% on the year, up from 2.6% in 
April and well above the 2.5% consensus forecast. The data was boosted by lingering 
effects of government subsidies for buying low-emission vehicles with spending on 
transportation and communication, which includes auto purchases, rising 14.9% on 

the year. Encouragingly however, the average real income of salaried workers’ 
households grew in May by 0.7% on the year, marking the 5th straight monthly year-
on-year increase. At the same time Japan’s unemployment rate improved from 4.6% 
in April to 4.4% in May, below the 4.6% consensus forecast. The number of jobless 
workers fell in May by 170,000 on the year, an improvement from April’s 140,000 and 
capping 24 straight months of decline.  

 The EU summit provided some short-term relief to financial markets on Thursday by 

broadening the scope of the European Financial Stability Facility (EFSF) and European 
Stability Mechanism (ESM). The 2 bailout funds will be permitted to inject capital 
directly into banks, without constituting a formal national rescue. This measure avoids 
any worsening of sovereign debt positions. The news is especially relevant and positive 
for Spain, busy finalizing a 100 billion capital injection to its banking system. Spain’s 
bond yields should benefit, having in recent weeks climbed perilously close to levels 
which sparked sovereign bailout funding of Greece, Ireland and Portugal. The euro 

strengthened sharply overnight from $1.244 to $1.263 on Friday morning.  
 Germany’s unemployed increased in June by 7000 to 2.88 million, above the 3000 

consensus forecast, marking the 4th straight monthly increase while the 
unemployment rate registered 6.8%, equal to the previous month’s upwardly revised 
rate. The Labour Agency reported its BA-X labour demand index fell over the month 
from 171 to 165, the biggest decline since January 2009 and the Kriel Economics 

Institute reported Germany’s economic growth will slow from an estimated 2% in 2012 
to just 1% in 2013, noting that the risk of recession has “risen markedly”. The 

European Commission forecasts the eurozone economy will contract 0.3% in 2012, 
with 8 member states already in recession.  

 The YouGov/ Citi survey shows UK inflation expectations for the next 12 months fell 
sharply from 3.0% in April to 2.8% in May and 2.4% in June, in contrast to the 3.9% 
recorded in June 2011. The current reading is just 0.4% above the Bank of England’s 

inflation target, dispelling earlier fears that the central bank would be unable or 
unwilling to bring return inflation to within target levels. As a result the chances have 
improved of further monetary easing and additional quantitative easing.  

 
 
SA ECONOMY 
 

 Producer price inflation remained unchanged in May at 6.6% on the year but slightly 
above the 6.3% consensus forecast, supported by an 8.4% increase in the mining and 

quarrying category, 8.0% in metal products and 7.8% in non-metallic products. 
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Encouragingly the increase in agricultural food prices reduced from 7.3% in April to 
2.3% in May, which bodes well for a continued deceleration in consumer price inflation 
(CPI) as food comprises a 14.3% weighting in the total CPI index.  

 Private sector credit extension (PSCE) grew in May by 0.5% on the month, recovering 
from its unexpected 0.8% decline in April and pushing the year-on-year growth to 
8.3%. Year-on-year growth in household credit improved from 7.2% to 7.5% and 

corporate credit from 8.3% to 8.8%. The rate of growth in other loans and advances, 

which includes unsecured lending, accelerated to 16.6%. Month-on-month increases 
were less impressive however signaling a loss in momentum in the credit market 
following reasonable growth in the 1st quarter. Interest rates are therefore likely to 
remain unchanged at least until the 1st quarter of 2013.  

 
 

KEY MARKET INDICATORS 
 
   YEAR TO DATE %  
 
JSE All Share  +3.96 
JSE Fini 15  +13.94 
JSE Indi 25  +11.67 

JSE Resi 20  - 10.10 
R/USD   - 3.92 
S&P 500  +5.68 
Nikkei   +4.95 
Hang Seng  +3.21 
FTSE 100  - 1.42 
DAX   +4.26 

CAC 40   - 3.42 
MSCI World  +1.47 
 
 
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. 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 5.8-6.3%. 

 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. 
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 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 
 

 Just as Margaret Thatcher responded to critics of her unpopular liberalization of the UK 
economy in the early 1980s with the famous line “The lady’s not for turning”, German 
Chancellor Angela Merkel seems to be cut from the same cloth, making it clear this 

week that this lady too is not for turning. She stated emphatically that the Eurozone 
would not issue joint liability Eurozone bonds for “as long as I live” adding that “when 
I think of the summit on Thursday, I’m concerned that once again the discussion will 
be far too much about all kinds of ideas for joint liability and far too little about 
improved oversight and structural measures”.   

 Merkel is showing unrelenting commitment to a deeply unpopular policy of austerity 

and structural reform, which she believes must come first as a precondition for further 
aid. She is adamant that although painful in the short-term this will create the 

foundation for competitiveness and growth in the long-term.  
 This view is likely to correspond with the mainstream view of the German electorate, 

which goes to the polls in 2013. Although Germany’s 2 main political parties are 
“middle of the road” unlikely to prompt anything as dramatic as an exit from the euro, 
a potential exit could be cemented by way of referendum. To date most attention has 

been focused on Greece or other financially distressed nations exiting the eurozone, 
but perhaps the focus of attention should rather be on Germany abandoning the 
currency. This indeed is the most likely outcome unless distressed countries can 
provide meaningful structural reform and concessions on social benefit systems. As 
unlikely as these concessions towards “fiscal union” may seem, they are the main 
prerequisite for the euro’s survival.  


