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INTERNATIONAL 

 

 The Federal Reserve (Fed) left monetary policy unchanged at its policy setting 

meeting, but hinted at further action in that it “will closely monitor incoming 
information on economic and financial developments and will provide additional 
accommodation as needed.” The wording is more forceful than its previous policy 
meeting statements, hinting strongly at further quantitative easing (QE) in coming 
months. The subtle change in language is similar to that used at the policy setting 
meeting in September 2010 which preceded the launch of QE2 in November 2010. 

Besides further QE, the Fed has also hinted at cutting the interest paid on excess 
reserves parked at the Fed by banks, in order to promote credit extension. Credit 
extension may also be boosted by a proposed “funding for lending” programme, 
providing special terms to banks which increase credit availability. These new 
measures are likely to be given greater coverage by Fed chairman Ben Bernanke at 
the upcoming Jackson Hole Symposium at the end of August. 

 The US Institute for Supply Management (ISM) manufacturing index improved only 

modestly from 49.7 in June to 49.8 in July, failing to recapture even part of the decline 
from 53.5 in May and remaining below the key threshold that demarcates contraction 
from expansion. The new order sub-index improved slightly from 47.8 to 48.0 but 
remained close to its 3-year low, while the employment sub-index dropped sharply 
from 56.6 to 52.0. The ISM attributes the deteriorating outlook to “increasing 
economic uncertainty” due to the Eurozone crisis and the US “fiscal cliff”, causing 
businesses to delay their buying, hiring and investment decisions.  

 US construction spending increased for a 3rd straight month, rising in June by 0.4% on 
the month following an upward revision to May’s increase from 0.9% to 1.6%, 
representing the biggest monthly increase since December. Construction spending on 
housing increased 1.3%, its 5th gain this year. The overall June spending rate, 
equivalent to an annual rate of $842.1 billion is up 12.9% from the 12-year low 
registered in February 2011. The positive data is in spite of government construction 

spending either being down or unchanged in 5 of the past 6 months due to continued 
fiscal constraints, suggesting a rebound in confidence in the private sector.   

 The ADP Employment Report shows the US private sector added 163,000 jobs in July, 
slightly below the June’s 172,000 but well above the 120,000 consensus forecast. 
Small businesses added 73,000 jobs compared with just 23,000 by large companies, 
those with more than 500 employees. Among industrial sectors, the financial services 
sector stood out with an addition of 9,000 jobs, marking a 12th consecutive gain. The 

services sector created the bulk of new jobs at 148,000 jobs. The data, although 
reflecting a slowdown from the start of the year when more than 200,000 new jobs 
were created in February and March, is nonetheless sufficient to keep the 
unemployment rate on a gradual downward trend. The ADP report precedes the 
release of today’s official Labour Department report which includes public sector 
employment, expected to show 100,000 non-farm payrolls were added in July, up 
slightly from 80,000 in June.  

 The Conference Board’s US consumer confidence index increased from 62.7 in June to 
65.9 in July, the 1st increase in 5 months to well above the 62.0 consensus forecast. 

The data is especially encouraging as consumer spending contributes around 70% of 
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US GDP. While the index measuring current conditions fell slightly from 46.6 to 46.2 
the forward looking expectations index increased sharply from 73.4 to a 3-month high 
of 79.1 which is consistent with a respectable albeit not dramatic real annualized 
consumption growth of around 1.5%. Real disposable incomes grew in June by 0.3% 
on the month, suggesting the 2nd quarter’s healthy annualized growth rate of 3.3% is 
likely to be carried forward into the 3rd quarter.  

 China’s official Purchasing Managers’ Index (PMI) for the manufacturing sector 

decreased slightly from 50.2 in June to 50.1 in July, also below the 50.5 consensus 
forecast but remained above the 50.0 threshold that marks expansion. The PMI is 
consistent with an improvement in manufacturing conditions, especially given the 
seasonal decline usually expected in July. Since the data series began in 2005 the 
index has dropped by an average 1.2 points in July. Encouragingly the small firm sub-
index continued its strong recovery from the low-point of 45.2 in May, 47.2 in June, to 

48.1 in July, suggesting recent policy stimulus is benefitting smaller private businesses 
as well as large state owned enterprises.  

 Eurozone unemployment increased for a 14th straight month in June, rising by 123,000 
to a record high 11.2%. Unemployment understandably increased most in the 
distressed economies, rising in Spain, Portugal and Ireland to 24.8%, 15.4% and 
14.8%, but core economies also suffered with France registering an increase to 
10.2%. The deteriorating employment outlook is undermining consumer confidence 

with Eurozone retail sales increasing just 0.6% in May, unable to reverse the sharp 
decline of 1.4% in April. Even Germany’s retail sales are weakening, falling in June for 
a 3rd straight month. Meanwhile business confidence as measured by the European 
Commission’s Economic Sentiment Indicator fell sharply from 89.9 in June to a near 3-
year low of 86.2 in July, its 5th consecutive fall, suggesting the Eurozone is heading 
deeper into recession. Germany suffered the worst fall in confidence in July, from 
100.5 to 96.8 exacerbated by the recent decision by Moody’s credit rating agency to 

put the country’s “AAA” sovereign bond rating on “negative watch.” 
 Japan’s unemployment rate fell from 4.4% in May to 4.3% in June, below the 4.4% 

consensus forecast and marking the 2nd consecutive monthly decline. Payrolls 
increased in June by 270,000 marking the 1st monthly rise in 4 months. The improved 
employment outlook corresponds with a year-on-year increase in household spending 
in June for a 5th straight month, albeit at 1.6% on the year versus May’s 4.0% 

increase. In contrast to buoyant household spending Japan’s industrial output 
unexpectedly fell in June by 0.1% on the month, its 3rd straight monthly drop, in 

contrast to the 1.6% consensus forecast increase and far below the Ministry of 
Economy, Industry and Trade’s (METI) 2.7% forecast increase. However, METI has 
revised upward its forecast for July from 2.4% growth to a stronger rebound of 4.5%.  

 UK house prices fell in July for the 4th time in 5 months, declining by 0.7% on the 
month, the biggest decline since August 2009. Mortgage approvals, traditionally a 

good leading indicator of future price movements, slowed in July to their lowest since 
December 2010. Meanwhile the GfK consumer confidence index remained unchanged 
at -29 in July, well below the long-term average of -9, holding close to the -30 level 
for a 13th straight month. The manufacturing sector provided little respite with the 
Purchasing Managers’ Index measuring conditions in manufacturing falling from 48.4 
in June to 45.4 in July, its lowest since May 2009 and well below the 48.0 consensus 
forecast, suggesting the UK is heading deeper into recession.  
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SA ECONOMY 
 

 Following 6 months of negotiations, unions signed a 3-year public sector wage 
agreement with government’s Department of Public Service and Administration. The 3-
year agreement stipulates that public servants would receive a 7% wage increase for 
2012, and for the following 2 years would receive annual increases fixed at consumer 

price inflation plus 1%. The agreement is being hailed as a significant breakthrough, 

providing government with improved clarity in long-term budgeting while limiting the 
risk of wage strikes. The agreement has been welcomed by credit rating agencies, 
which have repeatedly warned that the trend of spiraling public sector wages could 
threaten SA’s credit rating. In the words of Carmen Alternkirch, sovereign director at 
Fitch rating agency, “What is encouraging from Fitch’s perspective is the fact that 
government and unions have agreed to a 3-year wage settlement- this should create 

greater stability in the budgeting process.” 
 Total vehicle sales increased in July by 18.3% on the year, up from 15.6% in June 

with sales totaling 54,067 compared with 51,876 the previous month. Passenger 
vehicle sales increased 18.2% on the year and commercial vehicles by 18.8%, 
compared with June figures of 14.2% and 18.8%. Growth in heavy commercial vehicle 
sales recovered strongly from 0.9% to 9.0%, attributed to gradual recovery in the 
mining and construction sectors. Vehicle exports increased by 11.6% on the year, up 

from 7.0% in June, with sales rising over the month from 27,063 to 27,625. The 
recovery in vehicle sales is helped by the interest rate cut in July, providing an 
improved outlook for the 2nd half of the year.  

 The trade deficit narrowed slightly from R9.8 billion in May to R5.7 billion in June but 
still above the R4 billion consensus forecast, exacerbated by weak external markets 
and declining exports at the same time as continued robust demand for imports. 
Exports were only up 6.7% for the year to date compared with a 21.4% increase in 

imports. Exports to Europe, SA’s largest trading partner suffered a severe 7.3% 
decline on the month. The cumulative trade deficit for the year to date increased to 
R51.1 billion, up dramatically from R2.5 billion a year earlier. This suggests the 
current account deficit to GDP will deteriorate from 3.3% in 2011 to around 4.7% in 
2012, putting pressure on the rand exchange rate.  

 Private sector credit extension grew in June by 0.9% on the month, lifting its annual 

growth rate from 8.3% in May to 8.7%, above the 8.4% consensus forecast. Annual 
growth in corporate advances dipped slightly from 8.8% to 8.7% but household credit 

increased from 7.4% to 7.7%. Other loans and advances made up predominantly of 
unsecured loans grew by 0.7% on the month, rebounding from its contraction over the 
past 2 months, while its annual growth rate increased slightly from 16.6% to 16.7%, 
maintaining its impressive momentum. Apart from unsecured lending, the data 
suggests credit demand remains moderate, providing scope for continued expansion. 

 The unemployment rate fell from 25.2% in the 1st quarter to 24.9% in the 2nd quarter. 
While informal non-farm jobs decreased by 21,000 over the quarter the formal sector 
added 62,000 jobs. The community and social services category created 121,000 jobs 
suggesting job creation was mainly taking place in the public sector. Construction and 
mining sectors also contributed employment increases of 26,000 and 21,000. 
Meanwhile the number of discouraged work seekers fell by 24,000 over the quarter. 
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KEY MARKET INDICATORS 
 
   YEAR TO DATE %  
 
JSE All Share  +9.53 
JSE Fini 15  +19.96 

JSE Indi 25  +21.68 

JSE Resi 20  - 9.14 
R/USD   - 3.42 
S&P 500  +8.54 
Nikkei   +2.34 
Hang Seng  +6.81 
FTSE 100  +1.62 

DAX   +12.0 
CAC 40   +2.30 
MSCI World  +4.43 
 
 
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.   

 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 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 
 

 The European Central Bank (ECB) left monetary policy unchanged in spite of raising 
expectations of significant policy action after the ECB president Mario Draghi said last 

week that the central bank would do “whatever it takes” to preserve the euro. Market 
euphoria over the past week seemed undeterred by Draghi’s accompanying proviso 
that ECB policy would remain “within its mandate.”  

 The purchase by the ECB of Italian and Spanish bonds, aimed at reducing bond yields 
and borrowing costs, is not possible until the 2 nations first apply for formal bailout 
status. Both Spain and Italy are keen to avoid the onerous structural and austerity 
conditions which accompany a formal bailout and so the ECB is not yet able to make 

bond purchases. This legal obstacle could be removed but would require ratification by 
all Eurozone member states which in turn could take several months.  

 The ECB did however provide 2 positive developments. Future ECB bond purchases will 
not necessarily be “sterilized” as they have been in the past by taking offsetting 
excess reserve deposits from commercial banks. This opens the door to full-scale 
quantitative easing. Meanwhile, the ECB would also consider putting aside its previous 
status as a preferred creditor when making bond purchases, which would reduce the 

private sector’s fear of being prejudiced in the event of a sovereign default.  
 


