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Week ending 31st August 2012 
 
  
INTERNATIONAL 
 

 US 2nd quarter economic growth was revised upwards from an initially estimated 

quarter-on-quarter annualized rate of 1.5% to 1.7%. The improvement is attributed to 
an upgrade to consumption growth from 1.5% to 1.7% and a smaller than expected 
contraction in government spending of -0.9% versus an original -1.4%. Meanwhile 
export growth was strong, contributing 0.32% to GDP growth, instead of subtracting -
0.3% as previously reported. Although investment growth was downgraded from 8.5% 
to 3.0% and inventories also subtracted from GDP growth, these are now at a lower 

base and could provide a boost to growth in the 3rd quarter. The Federal Reserve’s 
Beige Book, which provides an anecdotal assessment of the economy, described 
economic activity as continuing to “gradually” expand in July and early August.  

 US capital goods orders fell sharply in July by the most in 8 months. Non-defense 
orders excluding aircraft, a closely watched measure of business investment, shrank 
by -3.4% on the month following a decline of -2.7% in June. The rolling quarter-on-
quarter annualized decline measured -9.3% in the 3 months to end July. Meanwhile, 

inventories increased in July by 0.7% on the month suggesting businesses 
underestimated the slowdown in demand, pointing to a further decline in August. 
Cutbacks in business investment, blamed on anxiety over the US tax environment and 
Eurozone uncertainty, raise the probability of fresh monetary stimulus.  

 The Conference Board US consumer confidence index fell sharply from 65.4 in July to 
60.6 in August, its lowest in 9 months. The fall is attributed to a decline in the forward 
outlook, with the expectations measure dropping from 78.4 to 70.5 while the present 

conditions measure remained almost unchanged from 45.9 to 45.8. Eurozone 
uncertainty and potential US fiscal policy tightening are the key culprits. The forward 
looking consumer expectations measure is consistent with a slowdown in annualized 
consumption growth from the 1.7% recorded in the 2nd quarter to around 0.7% in the 
3rd quarter. With household consumption contributing around 70% of US GDP, the 
data adds to the likelihood of additional quantitative easing (QE3) from the Federal 

Reserve. 
 Providing some respite to an otherwise lackluster economic outlook, US consumer 

spending increased in July by 0.4% on the month, its biggest gain in 5 months 
following a flat reading in June. With consumer expenditure accounting for around 
70% of US GDP, the data suggests economic growth may have picked up slightly in 
the 3rd quarter. Consumer spending was supported by a respectable increase in 
nominal and real personal incomes, both rising in July by 0.3% on the month and on a 

year-on-year basis by 2.0% in real terms.  
 US banks increased their lending in the 2nd quarter, a positive sign for the economy. 

Banks’ outstanding loan balances increased 1.4% on the quarter to $7.5 trillion 
according to the Federal Deposit Insurance Corporation (FDIC), more than reversing 
the decline in the 1st quarter and representing the 4th gain in the past 5 quarters. 
Commercial loans increased 3.6% on the quarter, credit-card balances by 2.3% and 
home loans by 0.9%. The increase in unused loan commitments signals further 

expansion in bank lending in the quarters ahead. Meanwhile, bank loan losses 
continued shrinking with the net default rate for all loans dropping to 1.1% in the 4th 

quarter, its lowest level in 4 years and almost a 3rd of its peak level in 2009.  
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 Japan’s industrial output unexpectedly declined in July by -1.2% on the month to its 
lowest since May 2011, well below the consensus forecast 1.7% increase and a 
significant shortfall from the previous month’s forecast from the Ministry of Economy, 
Industry and Trade (METI) of 4.5% growth. Shipments of industrial goods fell -3.6% 
on the month, a 3rd straight monthly decline. Meanwhile, inventory levels increased to 
their highest level since the data series began in January 2003, suggesting further 

pressure on industrial output in the months ahead.  

 Japan’s government downgraded its outlook for the economy for the 1st time since 
October 2011, citing the Eurozone debt crisis and a slowdown in the US and China 
while warning of potential for sharp market swings. The downgrade adds to the 
likelihood of further monetary stimulus in the form of additional quantitative easing, 
most likely at the end of October when the Bank of Japan (BOJ) updates its long-term 
economic and growth projections. Meanwhile, the Shoko Chukin Bank small business 

survey shows an unexpectedly sharp decline in business confidence from 46.6 in July 
to 44.8 in August, adding further pressure on the BOJ.  

 Japan’s consumer price inflation (CPI) posted a negative reading for a 2nd straight 
month in July, registering -0.4% on the year, after falling -0.2% in June. Core CPI 
excluding food and energy dropped -0.6% on the year after falling -0.6% in June. The 
decline is largely attributed to a steep -8.8% decline in consumer durable goods 
prices. A government survey shows the percentage of consumers expecting positive 

CPI in a year’s time reduced from 61.3% in June to 60.6% in July, making the Bank of 
Japan’s (BOJ) 1.0% CPI target seem far-fetched in the absence of additional policy 
stimulus.  

 The European Commission Eurozone economic sentiment indicator (ESI), aggregating 
both business and consumer surveys, fell from 87.9 in July to 86.1 in August. The 
reading is well below the 87.5 consensus forecast and marks the lowest level since 
late 2009. France’s ESI gained from 89.1 to 89.5 but Germany’s succumbed from 96.8 

to 95.8, while unsurprisingly Italy’s fell steeply from 81.0 to 78.6. The data is 
consistent with further deepening in the Eurozone recession in the 2nd half of the year, 
likely to deteriorate from a year-on-year contraction of -0.4% in the 2nd quarter to as 
much as -2.0% for 2012 as a whole.  

 The Confederation of British Industry (CBI) forecasts the UK economy will contract in 
2012 by -0.3% in contrast to its May forecast of +0.6% growth, and well below the 

government’s forecast of +0.8% growth made by the Office of Budget Responsibility. 
Bank lending data adds credibility to the CBI forecast. Net credit card lending shrank 

in July by 147 million pounds, its most since August 2007. Mortgage approvals 
recovered slightly from June’s 18-month low but were still around 10% below last 
year’s average. Lending growth fell in June to -6.2% while broad money growth fell to 
-5.2%. While lending is likely to receive a boost from the Bank of England’s (BOE) new 
“Funding for Lending Scheme” introduced on 1st August whereby banks can access 

cheap BOE funding provided they pass it on in lending to businesses and home-
buyers, the latest data adds to the likelihood of further imminent quantitative easing.  

 Brazil’s central bank cut its benchmark interest rate by 50 basis points to 7.5%, its 9th 
rate cut since August last year. The accompanying policy statement hinted at further 
monetary easing, which analysts predict as early as October to counteract a sharp 
slowdown in economic growth. Growth is forecast to decline from 7.5% in 2010 to 
below 2% in 2012. Meanwhile consumer price inflation at 5.2%, although slightly 

ahead of the central bank’s target of 4.5%, is well below its peak of above 14% in 
2003 and down from its year ago level of 6.3%. The government announced in August 
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the 1st phase of a major economic stimulus package, including a $30 billion investment 
in roads and railways over the next 5 years.  

 The Philippines registered economic growth in the 2nd quarter of 5.9% quarter-o-
quarter annualized, well above the 5.5% consensus forecast while year-on-year 
growth rebounded to 6.4% its fastest since the 3rd quarter 2010. Strong growth is 
attributed to a recovery in exports and increased business and consumer spending, 

helped by fiscal and monetary stimulus. A moderation in inflationary pressures, with 

July consumer price inflation at 3.2%, has enabled the central bank to cut its 
benchmark interest rate 3 times this year to a record low 3.75%. 
 

 
SA ECONOMY 
 

 The broad M3 measure of money supply grew by 8.3% year-on-year in July, up from 
7.0% in June. Growth in private sector credit extension (PSCE) slowed slightly from 
8.7% year-on-year in June to 8.3% in July but slightly above the 8.2% consensus 
forecast. Household credit demand remained strong, rising 0.5% on the month and 
8.1% on the year, up from 7.7% in June. However, mortgage advances grew at just 
1.9% on the year, equal to its slowest growth since the data series began in 1966. 
Corporate credit demand remained weak, with year-on-year growth moderating from 

8.6% in June to 6.2%, its weakest since September 2011 due to companies delaying 
their capital investment programs as a result of the global economic slowdown. The 
relatively subdued growth in PSCE is likely to keep the SA Reserve Bank in an 
accommodative frame of mind for the remainder of the year at least and possibly until 
mid-2013, even enabling a rate cut if local economic growth slows sharply in the 2nd 
half of the year.  

 Producer price inflation (PPI) decelerated from 6.6% year-on-year in June to 5.4% in 

July, although slightly above the 5.2% consensus forecast. The slowdown is attributed 
to declining momentum in electricity price increases from 19.6% in June to 14.5% in 
July. While electricity prices increased in July by 10.2% on the month, this is an 
improvement on equivalent increases of 15.0% in July 2011 and 17.4% in 2012. PPI is 
expected to decelerate further in months ahead due to softer global demand for 
commodities, although any benefit may be partly neutralized by a weakening rand and 

drought induced pressure on global food prices.  
 Economic growth improved in the 2nd quarter to 3.2% quarter-on-quarter annualized 

from 2.7% in the 1st quarter, in line with expectations. The rebound is attributed to a 
31.2% increase in mining output, following its strike-induced 16.8% contraction in the 
1st quarter. Other sectors performing well include agriculture with growth of 5.8% and 
construction with 4.2%. However, overall growth is likely to reduce to around 2.5% for 
2012 as a whole, with the 3rd quarter tempered by weak global demand and mining 

disruptions following the Marikana crisis. Meanwhile household consumption demand 
may be pressured by rising administered costs such as municipal rates and fuel prices, 
and lackluster employment growth.  

 
 
KEY MARKET INDICATORS 
 

   YEAR TO DATE %  
 

JSE All Share  +11.82 
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JSE Fini 15  +21.01 
JSE Indi 25  +25.27 
JSE Resi 20  - 7.14 
R/USD   - 3.88 
S&P 500  +12.06 
Nikkei   +6.84 

Hang Seng  +7.47 

FTSE 100  +3.65 
DAX   +18.72 
CAC 40   +8.60 
MSCI World  +8.60 
 
 

TECHNICAL ANALYSIS 
 

 The US dollar failed to break the key $1.22 level versus the euro returning to around 
$1.25 and targeting the $1.27 level. 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 5.25-5.75%. 

 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 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. 
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 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 
 

 A pronounced slowdown in global economic growth in the context of increasing anxiety 

over the Eurozone debt crisis and uncertainty over tax increases and spending cuts 
arising from the US “fiscal cliff” is raising the likelihood of imminent additional 
quantitative easing (QE3) from the Federal Reserve (Fed). The language adopted in 
the minutes of the Fed’s latest policy setting meeting suggests QE3 may occur at the 
next Federal Open Market Committee (FOMC) meeting in the 2nd week of September. 

 However, more clues are likely to be presented by Fed chairman Ben Bernanke at the 
Jackson Hole summit of central bankers and leading economists, taking place this 

weekend. The summit is one of the key economic events of the year and often used as 
a platform for issuing key announcements. If past patterns are anything to go by, 
some monetary easing signal from Ben Bernanke is likely this weekend. He signaled at 
the Jackson Hole summit in August 2010 that additional Treasury purchases were to 
be implemented, followed on the 3rd November by the Fed’s announcement of $600 
billion in additional quantitative easing (QE2). Last year’s “Operation Twist”, whereby 
the Fed’s shorter-maturity Treasury holdings were exchanged for longer-dated 

maturities, was also signaled at the Jackson Hole summit.  
 Both QE1 and QE2 were accompanied by strong rebounds in the global economy and 

global equity markets. While the effect may be more subdued this time around, due to 
a lack of accompanying fiscal stimulus and a clear diminishing return on each 
subsequent quantitative easing program, QE3 is likely to lend significant support to 
the real economy and financial markets, especially if as expected the Fed’s measures 

are supported by similar policy in Japan, the UK and for the 1st time the ECB as well. 
 


