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INTERNATIONAL 
 

 The US Institute for Supply Management (ISM) non-manufacturing index, measuring 

conditions in the services sector, unexpectedly increased from 53.7 in August to 55.1 
in September. The reading reversed its recent losses and is back to its March level, 
also well above the 53.1 consensus forecast and the key 50 level which demarcates 
expansion from contraction. While the employment index weakened over the month 
from 53.8 to 51.1, the business activity index increased strongly from 55.6 to 59.9 
and the forward looking new orders index from 53.7 to 57.7. The data is consistent 

with an increase in the economic growth rate from 1.3% in the 2nd quarter to between 
2-2.5% in the 3rd quarter.  

 The US ISM manufacturing index increased from 49.6 in August to 51.5 in September, 
the highest in 4 months, above the key 50 level which signals expansion and well 
ahead of the 49.7 consensus forecast, exceeding even the most optimistic forecast. 
The employment index increased from 51.6 to 54.7 but even more encouragingly the 
forward looking new orders index increased from 47.1 to 52.3. Although not as 

impressive as the non-manufacturing index the data is nonetheless consistent with 
GDP growth of 1.5-2.0% in the 3rd quarter, an improvement from 1.3% in the 2nd 
quarter. 

 The ADP survey shows the US private sector added 162,000 jobs in September, below 
the downwardly revised 189,000 added in August. The services sector added 144,000 
jobs while manufacturing, construction and other goods-producing industries added 
18,000. The survey is consistent with the consensus forecast for the government’s 

labour report due out today, expected to show the addition of 110,000 non-farm 
payrolls in September, up from 96,000 in August. The unemployment rate is expected 
to increase slightly from 8.1% to 8.2%. The new jobs added each month are not 
sufficient to reduce the unemployment rate with the population increasing by around 
1% each year.  

 According to William Dunkelberg, chief economist for the National Federation of 

Independent Business, the “last small-business jobs report before the election is not a 
good one. Indeed September’s reading was even worse than the previous two 

months.” He attributes a lack of hiring by small firms to the “tenuous political and 
economic atmosphere.” The report is disappointing as small and mid-sized businesses 
provide the bulk of employment growth. The US Chamber of Commerce corroborates 
the pessimistic outlook with its 3rd quarter Small Business Outlook Survey showing the 
number of small business owners reporting economic uncertainty at its highest level 

since 2011. The survey shows that the proportion concerned about the prospect of 
automatic government spending cuts and tax increases at year-end (“fiscal cliff”) has 
increased from 65% in the 2nd quarter to 72%. Only 15% of respondents believe the 
economy will improve over the next 2 years, down from 19% in the 2nd quarter.  

 US mortgage applications increased in the past week by 16.6% on the week with re-
financings increasing by 19.6%, the highest level in 3 years. The Federal Reserve’s 
latest quantitative easing policy aimed at buying $40 billion of Federal Agency 

mortgage-backed securities every month is bringing mortgage interest rates to 
successive record lows, in turn encouraging new buyers and existing homeowners to 

refinance. The share of re-financings as a proportion of total mortgage applications 
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increased over the week from 81% to 83%. According to Federal mortgage agency 
Freddie Mac, the average rate for 30-year fixed-rate mortgages decreased over the 
week from 3.40% to 3.36%, the lowest since the data series began in 1971. The 15-
year fixed-rate mortgage decreased from 2.73% to 2.69%, also a record.  

 US completed home mortgage foreclosures decreased to 57,000 in August, showing a 
4th straight monthly decline to well below the 75,000 completed in August 2011, 

according to data analytics company CoreLogic. The decline is attributed to a reduction 

in the inventory of delinquent home mortgages, and to a rise in alternative methods to 
avoid foreclosure. A total of 1.3 million homes, equivalent to 3.2% of all homes with a 
mortgage, were in the national foreclosure inventory in August, down from 1.4 million 
homes or 3.4% a year ago. Meanwhile the government’s Home Affordable Modification 
Plan is currently avoiding around 15,000 foreclosures per month.  

 China’s official purchasing managers’ index (PMI) measuring conditions in the services 

sector fell from 56.3 in August to 53.7 in September, which although above the key 50 
level which signals expansion is the weakest reading in nearly 2 years. The PMI 
measuring conditions in the manufacturing sector increased from 49.2 in August to 
49.8 in September but below the 50.0 consensus forecast and the key level which 
demarcates expansion from contraction. The PMI readings are consistent with a 7th 
straight quarter of slowing economic growth in the 3rd quarter, expected to slow to 
7.4% GDP growth before picking up to 7.6% in the final quarter, according to 

consensus forecast.  
 Japan’s official coincident composite index measuring current business conditions fell 

in August for a 5th straight month, attributed to weakening external demand and the 
winding down of fiscal stimulus. However the rate of decline in the coincident index 
decelerated, decreasing by just 0.2 points compared with a 0.4 consensus forecast 
decline and mild compared with the 1.1 point decline in June. Encouragingly the 
leading composite index which measures business conditions 3 months ahead, 

increased by 0.6 points to 93.6 from 93.0 in July, marking the 1st increase in 5 
months.  

 Eurozone unemployment increased by 34,000 in August, which although slightly less 
than the previous month represents the 16th straight monthly increase. The 
unemployment rate remained at its record high 11.4%. Spain registered the highest 
unemployment rate, rising from 25.0% the previous month to 25.1%, followed closely 

by Greece with close to 25%, Portugal with 15.9% and Ireland with 15.0%. 
Unemployment also remained high in core Eurozone economies with France at 10.6% 

and although only 5.5% in Germany domestic data shows a 6th straight monthly 
increase in the number unemployed. Austria registered the lowest unemployment rate 
in the Eurozone at 4.5%. Rising aggregate unemployment signals a deteriorating 
outlook for household consumption, suggesting a deepening in economic contraction in 
the final quarter of the year and in 2013.   

 UK house prices fell in September by -0.4% on the month and -1.4% on the year, 
according to the Nationwide survey. The price trend appears to be deteriorating, with 
prices falling month-on-month for a 3rd straight month. According to Halifax data 
house prices in September were down 20.1% down from their peak in July 2007. 
While house prices are now more affordable, priced at 4.25 times average earnings 
compared to a multiple of 5.81 in 2007, the generally weak economic climate remains 
a significant constraint on housing demand. Halifax economist Martin Ellis expects 

“house prices to be broadly unchanged over the rest of this year and into 2013.” 
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SA ECONOMY 
 

 Total vehicle sales fell sharply from 56,270 units in August to 55,097 in September, 
contracting by -2.1% on the month. The year-on-year rate of increase deteriorated 
from 9.5% in August to 1.4% in September. Passenger vehicle sales, which comprise 
around 72% of the total increased by just 4.4% on the year, the slowest rate of 

growth this year. Sales of commercial vehicles fell by 5.6% on the year attributed to a 

decrease of 8.6% in sales of medium commercial vehicles. More encouragingly total 
vehicle exports increased from 25,024 in July to 26,638 in September, up by 6.54% 
on the month and 4.9% on the year. The outlook however for both domestic sales and 
export sales has deteriorated in recent weeks as a result of widespread industrial 
action and waning business and consumer confidence.  

 The Kagiso purchasing managers’ index measuring conditions in the manufacturing 

sector fell from 50.2 in August to 46.2 in September, the lowest in 3 years and well 
below the key 50 level which signals contraction. The sharp deterioration is attributed 
to a 7-point decline in the business activity index and 4.5-point decline in the 
employment index. Ominously, the input price index increased by 5 points suggesting 
rising inflationary pressure as a result of a weak rand and elevated oil prices. The 
manufacturing PMI averaged 49.1 in the 3rd quarter, down from 51.8 in the 2nd quarter 
and 55.4 in the 1st quarter, signaling a contraction in manufacturing in the 3rd quarter 

and a negative impact on 3rd quarter GDP growth. 
 
 
KEY MARKET INDICATORS 
 
   YEAR TO DATE %  
 

JSE All Share  +13.39 
JSE Fini 15  +22.35 
JSE Indi 25  +27.16 
JSE Resi 20  - 5.64 
R/USD   - 5.02 
S&P 500  +16.21 

Nikkei   +4.37 
Hang Seng  +13.42 

FTSE 100  +4.59 
DAX   +23.85 
CAC 40   +7.64 
MSCI World  +12.38 
 

 
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.  

 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.  
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 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 
 

 As expected the European Central Bank (ECB) left its benchmark interest rate 
unchanged at 0.75%. ECB President Mario Draghi also refrained from specifying when 
a rate cut might be likely and avoided any hint of adopting “unsterilised” quantitative 
easing.  

 Disappointingly little detail was disclosed on the the ECB’s previously announced 
Outright Monetary Transactions (OMT) programme of unlimited sovereign bond 
purchases. The OMT is aimed at stripping out the euro “break-up” premium from bond 

yields, but the ECB has not yet clarified how this premium will be quantified. 
Meanwhile countries will need to request a formal bail-out before their sovereign 
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bonds would qualify for the OMT programme, but the ECB suggests other 
preconditions may be required.  

 Nonetheless, in spite of being some way off, the mere prospect of implementing OMT 
has significantly improved credit market conditions. As well as helping sovereign yields 
reduce sharply in Italy and Spain, private sector bond issuance in weaker Eurozone 
countries has increased and the spread between interbank and treasury rates has 

continued to fall. In Mario Draghis’s words the proposed OMT programme provides a 

“fully effective back-stop” to ensure irreversibility of the euro.  
 

 
 


