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INTERNATIONAL 
 

 The Institute for Supply Management (ISM) index measuring conditions in the US 

services sector fell from 56.0 in February to 53.5 in March well below the 55.5 
consensus forecast. The new orders index, an indicator of future activity, fell by more 
from 58.8 to 53.5 although it too remained above the key 50 level which demarcates 
expansion from contraction. The services sector accounts for around 70% of US 
economic activity.  

 Overall US nonfarm business productivity fell in the 1st quarter at an annual rate of 

0.5% while unit labour costs increased 2.0% pointing to a slight decline in company 
profitability. However with company profit margins at peak levels, the deterioration 
had been expected and encouragingly the data beat consensus forecasts for a 0.8% 
productivity decline and 2.7% labour cost increase. Meanwhile productivity in the 
manufacturing sector increased at a 5.9% annual rate its strongest rate since the 2nd 
quarter 2010 and a significant improvement on the previous quarter’s 0.6%. Output 
growth increased over the quarter from 5.4% to 10.8% while growth in total hours 

worked slowed from 4.8% to 4.6%. As a result manufacturing unit labour costs 
decreased by 4.2% in the 1st quarter.  

 US initial jobless benefit claims fell in the past week by 27,000 to 365,000 the largest 
decline since May last year and well below the 380,000 consensus forecast. The figure 
is the lowest in a month and should restore confidence in US employment growth 
following a disappointing ADP employment earlier in the week. The ADP report showed 
a modest gain of just 119,000 private sector jobs in April below the 170,000 

consensus forecast, while the March number was revised lower from 209,000 to 
201,000.  

 The Freddie Mac Primary Mortgage Market Survey reports the average US 30-year 
fixed mortgage rate decreased in the past week to a new all-time record low of 
3.84%, down from the previous low of 3.87% in February. The 15 year fixed rate and 
1-year adjustable rate also fell to record lows. Lower mortgages will boost home 

buying affordability, helping to stabilize the US residential property market. 
Foreclosure activity is also showing signs of improvement. There were 69,000 

completed foreclosures in March down from 85,000 the previous year, a decline of 
20%. The 1st quarter total was 198,000 down from 232,000 the previous year. 
Normalization of the housing market is key to a sustainable economic recovery. 

 The HSBC purchasing managers’ index (PMI) measuring conditions in China’s 
manufacturing sector increased from 48.3 in March to 49.3 in April its highest in 6 

months. Albeit below the key 50 level, which indicates contraction the number shows 
the pace of decline is slowing. The government’s official PMI also improved from 53.1 
in March to 53.3 in April, well ahead of the 51.0 registered in February and marking 
the 5th straight month above the 50.0 threshold. The HSBC index tends to focus on 
private and export-sector businesses while the official index is more heavily weighted 
towards large state-owned enterprises.  

 The HSBC composite PMI measuring conditions in both manufacturing and services 

sectors increased from 49.9 in March to 51.4 in April indicating a return to growth for 
the combined sectors. Hongbin Qu, chief economist at HSBC China reports that “the 
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Chinese economy is likely to bottom out in the 2nd quarter” with growth assisted by 
lower inflation and further monetary easing. 

 Japan’s new vehicle sales increased in April by 92.0% on the year, picking up from 
78.2% in March, 31.9% in February, 40.7% in January and 23.5% in December, 
marking the 8th successive year-on-year increase. The positive trend is attributable to 
government subsidies for buying low-emission vehicles and the low base figure caused 

by the March 2011 earthquake.  

 The ECB kept its monetary policy unchanged with no increase to its bond repurchase 
programme or 3-year funding to banks. Its benchmark interest rate was also left at 
1.0%. The ECB expects the eurozone to “recover gradually” over the remainder of the 
year while acknowledging that the debt crisis poses “downside risks” to growth. ECB 
president emphasised the need to balance austerity cuts with longer-term pro-growth 
policies. Examples include structural labour market reforms, reduced business 

regulation, and infrastructure spending in the poorer regions.  
 Eurozone producer price inflation (PPI) dipped in March to 0.5% on the month and 

3.3% on the year, down from 0.6% and 3.6% in February and below the 0.6% and 
3.4% consensus forecasts. These are the lowest rates since June 2010, while 
excluding more volatile energy and construction prices, PPI registered a moderate 
0.2% on the month and 1.5% on the year. A declining PPI may facilitate bolder ECB 
monetary policy. 

 Final agreement on EU bank capital and liquidity requirements will likely be postponed 
until a ministerial meeting on 15th May after EU finance ministers failed to agree at a 
meeting this week. The current draft aimed at creating greater stability to the 
European banking system and greater state control of the bank sector, will allow 
countries to impose heavier capital and liquidity requirements than stipulated in the 
Basel 3 accord. The concern is that over-regulation will further reduce the banks’ 
ability and willingness to extend credit, while the UK especially is concerned that EU 

rules could limit policy flexibility.   
 The latest Halifax survey shows UK house prices fell in April by 2.4% on the month 

and 0.5% on the year following the expiry of the government’s 2-year property 
transaction tax holiday for 1st time buyers. The ending of the tax holiday in March 
boosted home sales earlier in the year as buyers rushed to beat the deadline, 
contributing to abnormal price volatility in recent months.   

 
  

SA ECONOMY 
 

 Private sector credit extension accelerated from growth of 7.9% on the year in 
February to 9.2% in March above the 8.7% consensus forecast. Growth in household 
credit increased from 6.6% to 6.8% and company lending from 10.1% to 12.2%. 

Growth in the other advances and loans category, which includes unsecured lending, 
continued to post strong growth increasing from 17.3% to 19.6%, with month-on-
month growth at 2.5%. Strengthening credit data increases the likelihood of a hike in 
interest rates towards the end of the year or early 2013, although this scenario may 
be tempered by continued weakness in global and domestic economic growth and 
subsiding inflationary pressures.   

 Producer price inflation (PPI) moderated from a year-on-year rate of 8.3% in February 

to 7.2% in March well below the 7.9% consensus forecast. Month-on-month PPI 
decreased by 0.1% registering the 1st decline in 6 months, attributed to a 1.6% 

decline in meat prices, a moderation in electricity, gas and water inflation to 0.4% on 
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the month and a 0.3% decline in mining and quarrying prices. Cost pressures are 
easing due to a softening bias in global commodity prices. The benign data supports 
the view that consumer price inflation is close to its peak and will decelerate towards 
the end of the year.  

 The Kagiso purchasing managers’ index (PMI) measuring conditions in the 
manufacturing sector fell from 55.1 in February to 53.7 in March, although above the 

key 50 level which indicates expansion for the 4th straight month. The forward looking 

new sales orders and expected conditions sub-categories both fell sharply from 59.7 to 
55.4 and from 62.4 to 56.2 suggesting a further moderation in the PMI over the next 
2-3 months. The employment sub-category increased from 47.1 to 48.8 but remained 
below 50 indicating the sector is still shedding jobs. Encouragingly the prices paid sub-
category decreased from 72.9 to 71.1 suggesting an easing in inflationary pressure.  

 A trade deficit of R5.5 billion was recorded in March, marking the 3rd straight month of 

significant deficits. Imports increased in the 1st quarter by 22.6% on the year while 
exports increased by just 9.1% due to persistent weakness in Europe and generally 
slower global economic growth. The trade deficit for the 1st quarter measured R22.4 
billion well above the year ago deficit of R12.9 billion.  

 The First National Bank house price index showed year-on-year growth in nominal 
house prices increased from 8.1% in March to 8.6% in April the fastest growth since 
June 2010. However, prices have dropped in real terms by 12.6% since their peak in 

2008. The recent pick-up in prices contrasts with the recent controversial view 
expressed by property economist Erwin Rode that house prices may be overvalued by 
as much as 25% and that it could take a number of years for house prices to 
normalize.  

 Although total new vehicle sales decreased in April by 24.1% on the month this was to 
be expected due to seasonal factors and public holidays. On a year-on-year basis sales 
increased by 10.5% on the year up from 4.8% in March. Passenger vehicle sales 

increased 12.1% and commercial vehicle sales by 6.9%.  
 
 
KEY MARKET INDICATORS 
 
   YEAR TO DATE %  

 
JSE All Share  +7.47 

JSE Fini 15  +15.08 
JSE Indi 25  +13.11 
JSE Resi 20  - 2.69 
R/USD   +4.49 
S&P 500  +10.65 

Nikkei   +10.94 
Hang Seng  +15.27 
FTSE 100  +3.49 
DAX   +13.50 
CAC 40   +2.01 
MSCI World  +8.61 
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TECHNICAL ANALYSIS 
 

 The US dollar has weakened after hitting resistance at $1.27 versus the euro, and 
likely to loose further ground over coming weeks.  

 The rand has restored the key R/$8.00 level suggesting further strength in the near-
term.  

 In spite of recent increases, US Treasury and UK Gilt yields remain near to all-time 

lows and are still in bull trends. 
 SA gilt yields have fallen steeply. The shorter dated R157 has broken below its 7% 

target suggesting a new trading range of between 6.5-7% over the medium term. 
 US and global equity markets have enjoyed a powerful rally since the start of the year, 

continuing the positive trend initiated in late November. The outlook remains positive 
for most markets.  

 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 convincingly held above key support at $108 which 
restores its long-term bull trend.  

 Copper has regained its key support levels defining the medium-term bull trend. The 
copper price is traditionally a reliable barometer of global economic growth.  

 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 broken to a new all-time record high above 34,000 thereby 
restoring the bull trend. After a prolonged period of under-performance Financials are 
likely to outperform 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 
 

 Eurozone unemployment increased in March by 169,000 to 10.9% its highest level 
since the euro was adopted in 1999 and up from 9.9% the same time last year. Italy’s 

unemployment rate increased to 9.8% while in Spain unemployment increased for the 
8th successive month to a record 24.4% the highest rate in the region. The data is 
fuelling a growing debate over whether austerity policies should be accompanied by 
pro-growth measures, if they are to succeed in restoring state finances. The likely 
election of Francois Hollande as the next French President would add momentum to 

the pro-growth movement. ECB president Mario Draghi has also voiced the need for a 
“growth pact” in addition to the eurozone’s “fiscal pact”. Germany, so far the greatest 
advocate of fiscal austerity, may soften its stance as it too is experiencing an 
unexpected increase in unemployment. A shift in emphasis towards growth supporting 
policies should be positive for equity markets.   

 


