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INTERNATIONAL 

 

 US initial jobless benefit claims fell in the past week from 388,000 to 374,000 marking 

the biggest decline in 2 months. The less volatile 4-week moving average decreased 
by 1500 to 385,750. The ADP National Employment Report provided further 
encouragement, showing the private sector added 176,000 new jobs in June, up from 
136,000 in May and significantly above the 100,000 consensus forecast, reflecting a 
stronger jobs market than suggested by recent data. According to consensus forecast 
the June labour report due out today is expected to show non-farm payrolls increased 

by 90,000 up from a dismal 69,000 May. Other economists are more optimistic with 
Goldman Sachs raising its forecast from 75,000 to 125,000.  

 The Institute for Supply Management (ISM) index measuring conditions in the US 
services sector fell from 53.7 in May to 52.1 in June, which although signaling a slower 
rate of growth nonetheless remains above the key 50 level which demarcates growth 
from expansion. Among the sub-indices, the business activity index fell sharply from 
55.6 to 51.7 and the new orders index from 55.5 to 53.3 but encouragingly the 

employment index improved from 50.8 to 52.3 indicating a mild acceleration in 
employment growth. Meanwhile, the prices index fell from 49.8 to 48.9 showing a 
further moderation in inflationary pressure.  

 The ISM index measuring conditions in the US manufacturing sector fell from 53.5 in 
May to 49.7 in June, well below the 52.0 consensus forecast and below the crucial 50 
level which demarcates contraction from expansion for the 1st time since July 2009. 
Among the sub-indices, the new-orders index fell by 12.3 points, marking the steepest 

decline since October 2001.  The sharper than expected decline is attributed largely to 
deteriorating export demand from China and Europe.  

 US construction spending increased in May by 0.9% on the month, well above the 
0.2% consensus forecast and marking the biggest increase of the year. Meanwhile, 
April construction spending was revised upwards to a 0.6% increase from a previous 
0.3%. Spending is up 7% year-on-year and now at its highest annualized rate since 

December 2009. State and local government construction spending fell in May by 
1.0% showing a 5th straight monthly decline to its lowest level since November 2006. 

However, private spending is more than compensating, increasing by 1.6% in May up 
from 1.3% in April.   

 In a surprise move the People’s Bank of China (PBoC) cut its benchmark interest rates 
for a 2nd time in a month, with the 1-year lending rate reduced by 31 basis points to 
6.0% and the 1-year deposit rate by 25 basis points to 3.0%. In a bid to stimulate 

lending the PBoC also gave banks more latitude in setting lending rates. The speed 
with which monetary policy is being eased in China is prompting concern that 
upcoming economic data releases may be weaker than previously expected. According 
to consensus forecast 2nd quarter GDP growth, to be published next week, will register 
7.6%, down from 8.1% in the 1st quarter. This would mark the weakest growth rate 
since the 2008-09 financial crisis and the 6th straight quarter of slowing growth.  

 The HSBC purchasing managers’ index (PMI) measuring conditions in China’s services 

sector fell from 54.7 in May to 52.3 in June, which although above the key 50 level 
which signals growth, is nonetheless its lowest level in 10 months. However, the 

government services PMI increased to 56.7 in June, reversing 2 months of contraction. 
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The HSBC survey covers around 400 private service-sector companies while the official 
survey covers around 1200 companies.  

 For the 1st time in 3 years the Bank of Japan (BOJ) upgraded its assessment for all 9 
regions of the economy, citing strong post-earthquake rebuilding and robust 
household consumption. The BOJ report stated that “Japan’s economy, for its part, is 
gradually starting to pick up on firm domestic demand due to reconstruction 

spending.” Japan’s economy is expected to continue outperforming its developed 

economy peers over the coming year with growth of around 2% expected in 2012, 
according to consensus forecast.  

 Japan’s quarterly Tankan business sentiment survey shows the country’s economic 
rebound is gaining momentum. Large companies reported they will increase capital 
spending by 4.2% in the current fiscal year, far exceeding the 2.4% consensus 
forecast. Nomura Securities’ chief economist in Tokyo, Takahide Kiuchi, reported 

“Japan’s rebound has been stronger than expected” with the economy enjoying a V-
shaped recovery after industrial output grew in May by the most in over 50 years. 
Meanwhile Japanese consumer sentiment improved in the 2nd quarter for the 3rd 
straight quarter with the consumer sentiment diffusion index rising to -39.5 in June 
from -55.6 in March, -57.5 in December and -62.4 in September. Separately, the 
Cabinet Office’s leading composite index, which measures the state of the economy 3 
months ahead, increased in from 95.6 in April to 95.9 in May, marking the 1st increase 

in 2 months. 
 As expected, the European Central Bank (ECB) cut its benchmark lending rate by 25 

basis points to a record low 0.75%. The deposit rate was also reduced by 25 basis 
points to zero in order to encourage banks to lend funds to the broader economy 
rather than parking them directly back with the ECB. Mario Draghi, ECB president 
reported that “downside risks to the euro-area economic outlook have 
materialized….with heightened uncertainty weighing on both confidence and 

sentiment.” However, he also noted that “we still expect a gradual, slow recovery 
around the end of the year.” The ECB refrained from additional quantitative easing 
(QE) although Draghi hinted at the possibility of QE in coming months with his 
statement that “We still have all our artillery ready.” 

 Eurozone unemployment increased from 11.0% in April to 11.1% in May, its highest 
since the euro was launched in 1999, up from 9.9% a year ago and in contrast to 

unemployment rates of 8.2% in the US and 4.4% in Japan. Of the 17 eurozone 
economies, 6 are already in recession including Spain and Italy, signaling a rising 

unemployment rate in coming months. There is a wide disparity within the Eurozone 
with Spain suffering the highest unemployment rate at 24.6% and youth 
unemployment at a staggering 52.1%. Other economies are faring far better with 
Germany’s unemployment for instance at just 5.6%. 

 The purchasing managers’ index (PMI) measuring conditions in the Eurozone services 

sector recovered slightly from 46.7 in May to 47.1 in June but remained below the 
crucial 50 level which separates contraction from expansion. Disappointingly, 
Germany’s PMI fell from 51.8 to 49.9 although other economies showed an 
improvement. Spain’s PMI, although below 50 for an 18th straight month crept up from 
41.8 to 43.4 and Italy’s showed a similar increase from 42.8 to 43.1 while France’s 
PMI increased from 45.1 to 47.9 marking a 3-month high. The Eurozone composite 
PMI which is a weighted average of both manufacturing and services sectors increased 

slightly from 46.0 to 46.4 but this still remains consistent with a 0.6% contraction in 
the Eurozone economy in the 2nd quarter.  
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 The Bank of England (BOE) announced an additional GBP 50 billion in quantitative 
easing (QE) while maintaining its benchmark interest rate at 0.5%, citing concern over 
tight credit conditions, the impact of fiscal austerity and the spillover from the 
Eurozone debt crisis, adding. The BOE said that without additional QE there was a risk 
of deflation. The move had been widely expected with several economists forecasting 
further quantitative easing of similar magnitude in coming months, facilitated by 

rapidly declining inflation. Graeme Leach, chief economist at the Institute of Directors 

reported that “double-dip recession, weak money supply and anaemic earnings growth 
suggests inflation will tumble into 2013.” There is a growing concern however, shared 
by some members of the monetary policy committee, over the marginal impact of 
further QE. Newly printed QE money is used to buy government bonds but with yields 
already at such low levels, the BOE may resort in time to investing in a broader set of 
assets, including for instance bank and corporate bonds. 

 UK producer price inflation (PPI) decreased in June to -0.4% on the month and +2.3% 
on the year, below the -0.2% and +2.4% consensus forecasts. The month-on-month 
reading represents the sharpest decline since November 2008, while the annual rate is 
at its lowest since October 2009. The decline is attributed to the sharp fall in petrol 
prices as well as falling prices of chemical, pharmaceutical, clothing, textile and leather 
products. The data signals further declines in consumer price inflation in the months 
ahead, likely to support a continuation of monetary easing policy.  

 
 
SA ECONOMY 
 

 Private Sector Credit Extension increased in May by 0.5% on the month, partially 
reversing the 0.8% decline in April and restoring the year-on-year growth rate to 
8.3%. Household credit grew by 0.7% on the month, raising its year-on-year growth 

from 7.2% to 7.5%. Corporate advances fell by 0.3% on the month but year-on-year 
growth increased from 8.3% to 8.8%. Other loans and advances, made up largely of 
rapidly expanding unsecured lending, fell a further 0.1% on the month after shrinking 
2.3% in April, but the year-on year expansion increased to 16.6%. Overall, the credit 
extension figures showed a continued loss of momentum following the 1st quarter’s 
strong growth. Taken together with easing inflationary pressure, below trend economic 

growth, and deteriorating export markets, it is likely that interest rates will remain at 
their record low level for at least the remainder of the year and possibly until the 2nd 

quarter 2013.  
 The trade deficit decreased only slightly from R9.9 billion in April to R8.9 billion in 

May. Exports increased 20.4% on the month, more than reversing the 14.9% decline 
in April, while imports increased 15.6% also more than reversing the 7.2% decline in 
April. The cumulative deficit for the year to date measured R45.8 billion, significantly 

above the equivalent year ago deficit of R7.5 billion. Unfortunately weak global 
demand and domestic supply disruptions in the mining sector are likely to exacerbate 
the deficit in coming months. As a result the current account deficit is likely to 
deteriorate further from the 4.9% of GDP registered in the 1st quarter, itself up from 
3.6% in the final quarter 2011.  

 Although total vehicle sales increased in June by 3.3% on the month, year-on-year 
growth declined from 20.7% in May to 15.6% in June, while total sales in the 2nd 

quarter fell by 7.7% on the quarter, signaling an overall loss in momentum. 
Encouragingly however, total commercial vehicle sales increased in June by 18.9% on 

the year, helped by a robust 22.1% increase in light commercial vehicle sales.  
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 The Kagiso Purchasing Managers’ Index (PMI) measuring conditions in the 
manufacturing sector fell from 53.6 in May to 48.2 in June. The index is below the key 
50 level, which demarcates contraction from expansion, for the 1st time since 
December 2011. Among the sub-indices, the business activity index fell sharply from 
56.0 to 47.0 while the new sales orders index also fell into negative territory at 46.5 
and the employment index remained equally subdued at 46.8. The data suggests the 

manufacturing sector, which contributes around 15% of GDP, grew at a slower pace in 

the 2nd quarter compared with the 1st quarter.  
 
 
KEY MARKET INDICATORS 
 
   YEAR TO DATE %  

 
JSE All Share  +6.99 
JSE Fini 15  +16.98 
JSE Indi 25  +15.15 
JSE Resi 20  - 12.35 
R/USD   - 0.82 
S&P 500  +8.75 

Nikkei   +7.39 
Hang Seng  +7.46 
FTSE 100  +2.16 
DAX   +10.80 
CAC 40   +2.20 
MSCI World  +5.06 
 

 
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. 

 The Brent crude oil price has closed below the key $108 support level, endangering its 
long-term bull trend.  
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 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 
 

 Concerted monetary stimulus by the Peoples’ Bank of China, European Central Bank 
and Bank of England this week, just 2 weeks after the Federal Reserve expanded its 
own quantitative easing programme, will doubtless raise concerns that forthcoming 
macro-economic data may be disappointing. This explains the market’s initial muted 
reaction to the policy decisions. However, although likely to prompt downgrades to 

analyst forecasts, the monetary stimulus should be supportive of financial markets as 
additional money supply finds its way into financial assets. The shift towards monetary 
stimulus is also likely to spread with countries in Asia expected to gain encouragement 
in their own policy easing. Japan, South Korea, Singapore, Malaysia, Thailand and 
India all have room to ease.  


