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INTERNATIONAL 
 

 US initial jobless benefit claims fell in the past week by 12,000 to 377,000. Although 

the 1st weekly decline in 5 weeks the data is unlikely to assuage disappointment over 
the US employment report published last Friday, which showed unemployment rising 
in May from 8.1% to 8.2%. Non-farm payrolls increased during the month by just 
69,000 the fewest in a year and significantly below the 150,000 consensus forecast, 
while April’s payroll number was revised lower by 49,000. The average monthly payroll 
number has reduced from 226,000 in the 1st quarter to just 73,000 in the 2nd quarter. 

The data is likely to prompt further monetary easing by the Federal Reserve.  
 US factory goods orders fell for a 2nd successive month, decreasing by 0.6% in April 

well below the 0.3% consensus forecast increase. Orders for core capital goods 
including heavy machinery and computers fell by 2.1% following a 2.3% decline in 
March. The data raises concern as core capital goods orders tend to provide an 
accurate measure of business confidence and spending plans. Manufacturing has also 
been a strong contributor to economic growth during the current recovery showing an 

average annualized growth rate of 5.9% since the 3rd quarter 2009. 
 US household net worth increased 4.7% in the 1st quarter to $62.0 trillion attributed 

mainly to strong performance from financial assets. Rising household wealth increases 
the affordability of US housing, assisted also by the rapid decline in mortgage loan 
rates. The 30-year fixed rate mortgage averaged a new all-time record low of 3.67% 
after declining for a 6th successive week, down from 3.75% the previous week and 
4.49% the same time last year. Meanwhile the inventory of homes for sale is 

decreasing due to restricted supply of new homes and a gradual reduction in 
distressed sales. Data analytics firm CoreLogic’s forward looking home price index 
indicates prices are expected to extend their recent year-on-year gains in May. A 
stable housing market is a key ingredient for sustainable economic growth.  

 Federal Reserve chairman Ben Bernanke told the congressional Joint Economic 
Committee that the Fed “remains prepared to take action as needed to protect the US 

financial system and economy in the event that financial stresses escalate.” He noted 
the European debt crisis poses significant risks to US financial markets, and noted that 

US unemployment remains high while the inflation outlook is subdued. He warned that 
“a severe tightening of fiscal policy at the beginning of next year that is built into 
current law (the so-called fiscal cliff) would if allowed to occur, pose a significant 
threat to the recovery.” His testimony suggests a readiness for further quantitative 
easing (QE3) at the Fed’s next monetary policy meeting on the 19th and 20th June, a 

likelihood supported by remarks on Wednesday by Janet Yellen, vice chairman of the 
Fed.  

 The People’s Bank of China unexpectedly cut its benchmark deposit rate by 25 basis 
points to 3.25%. The rate cut is the 1st since 2009 boosting the current monetary 
easing cycle which so far has been limited to reduction in bank reserve requirements. 
The surprise rate cut will support economic activity but also suggests upcoming 
economic data may be weaker than previously expected. 

 Japan’s 1st quarter economic growth rate was revised upwards from an initially 
estimated 1.0% quarter-on-quarter rate to 1.2%, equivalent to 4.7% year-on-year up 

from an initial 4.1%. The revised number is significantly ahead of the 3.5% initial 
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consensus forecast with changes attributed to a lower than expected decline in 
business capital expenditure and higher than expected increase in private 
consumption, contributing around 55% of GDP. The growth rate is expected to slow 
over the coming year as the once-off post earthquake recovery washes through the 
system. However, the latest monthly Japan Center for Economic Research survey 
raised its forecast for GDP growth for the fiscal year ended March 2013 to 2.27% from 

2.15% last month.  

 The European Central Bank (ECB) left its benchmark interest rate unchanged at 1% 
and played down prospects of further quantitative easing. ECB President Mario Draghi 
acknowledged the economic outlook for the euro area is subject to increased downside 
risks but stated that “some of these problems in the euro area have nothing to do with 
monetary policy…and I don’t think it would be right for monetary policy to fill other 
institutions’ lack of action.” The ECB’s dilemma is that policy easing may remove 

pressure on governments to develop long-lasting eurozone solutions. However the ECB 
decision to leave policy unchanged was not unanimous, with some ECB members in 
favour of a rate cut suggesting a potential policy softening in July.  

 Moody’s credit rating agency downgraded the rating of 7 German banks including the 
country’s 2nd largest Commerzbank, and Dresdner and Landesbank, both in the top 
10. The country’s largest bank Deutsche Bank would be reviewed together with those 
of other global firms with large capital market operations. Moody’s attributed the 

downgrades to “the increased risk of further shocks emanating from the euro debt 
crisis, in combination with the banks’ limited loss-absorption capacity.” The fact that 
not even German banks have escaped a downgrade signifies the globalization of the 
current debt crisis. Last week, Moody’s downgraded 9 Danish banks and 3 Finnish 
banks, also regarded as safe-havens.  

 Fitch credit rating agency downgraded Spain’s long-term sovereign debt rating by 3 
notches to “BBB” just 2 levels above “junk” grade with a negative outlook for 

potentially further downgrade. Fitch attributed the decision to the cost of nationalizing 
the country’s banking sector possibly reaching 100 billion euro, equivalent to 9% of 
GDP. Spain only has 5 billion euro left in the fund it set-up in 2009 to help banks. The 
downgrade came after Spain’s Finance Minister Cristobal Montoro warned that rising 
bond yields signaled “the door to the markets is not open for Spain.” The likely funding 
cut-off point on 10-year bonds is 7.0%, the level which prompted Greece, Ireland and 

Portugal to request bailout assistance. Spain’s bond auction on Wednesday was 
nonetheless 3.3 times oversubscribed at a yield of 6.0%, considered a success in spite 

of the funding premium over the 5.7% achieved at the last auction on 19th April.  
 UK producer output inflation fell in May to -0.2% month-on-month attributed mainly to 

the recent sharp decline in oil prices, having an even more pronounced effect on 
producer input inflation which fell -2.5% on the month. This represents the largest 
decline since December 2008 and reduces the year-on-year rate to just 0.1%. All the 

data were lower than consensus forecast indicating a sharp decline in inflationary 
pressure and improved prospects for additional monetary easing.     

 
 
SA ECONOMY 
 

 The Bureau for Economic Research/ Rand Merchant Bank business confidence index 

fell sharply from 52 in the 1st quarter to 41 in the 2nd quarter reflecting concern over 
the deteriorating global economy and a lack of consensus on domestic economic 

policy. The decline indicates a deteriorating outlook for private sector investment and 
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economic growth. Only 4 out of 10 respondents rated current business conditions as 
satisfactory. The lowest business confidence is amongst building contractors and 
manufacturers. 

 The SA Chamber of Commerce and Industry (SACCI) business confidence index fell 
from 94.3 in April to 92.8 in May, its lowest level since November 2002, attributed by 
SACCI to the “lack of alignment across economic policy positions”. The most recent 

low was 93.1 reached during the recession in March 2009. The report states that 

“tensions are developing between policy support for a growth-enhancing investment-
friendly environment and the public sector” in turn hampering “private sector growth, 
business expansion and employment creation opportunities.” The decision by 
government to veto the purchase by South Korea’s KT Corporation of a strategic stake 
in Telkom was viewed as disappointing. The sub-index measuring manufacturing 
confidence fell over the quarter from 47 to 29. Retail confidence also suffered an 

unexpectedly sharp decline from 61 to 39 suggesting retail spending, the bulwark of 
recent economic output, may provide a smaller contribution to economic growth in 
coming months.  

 Both mining and manufacturing output were disappointing in April with mining 
production declining by 10.6% on the year, deteriorating from the 8% decrease in 
March while manufacturing output increased by a modest 1.2%. The increase in 
manufacturing output is attributed to an 11% increase in production in the motor 

vehicles, parts and accessories and other transport equipment sector, and a 3.9% 
increase in production in the petroleum, chemical products, rubber and plastic 
products sector. The outlook for mining and manufacturing, which together contribute 
around 20% of SA’s GDP and formal employment, remains constrained by weakening 
external demand.    

 The Kagiso Purchasing Managers’ Index, a leading indicator of activity in the 
manufacturing sector, decreased slightly from 53.7 in April to 53.6 in May. The new 

sales orders sub-index fell from 54.4 to 51.7 the 3rd successive month of declines in 
excess of 3.5 points reflecting a rapid decline in demand for locally-produced goods. 
More encouragingly, the employment sub-index increased from 48.8 to 53.0 its 1st 
time above 50 since February 2011, the level which signals employment expansion. 
Surprisingly the expected business conditions sub-index increased from 56.2 to 59.0 
but this may be attributed to recent rand depreciation.  

 Standard & Poor’s (S&P) credit rating agency reported economic growth will slow from 
3.1% in 2011 to 2.7% in 2012 due to weak global economic conditions but forecasts a 

recovery in the growth rate to 3.6% in 2013. S&P cites the main threats facing the SA 
economy as being endemic unemployment which requires vigorous labour market 
reforms and skills development. In addition the economy suffers from supply 
shortages due to infrastructure bottlenecks and skills shortages. S&P also warns 
against a potential widening in the current account deficit due to the country’s 

propensity to import, likely to accelerate as government’s infrastructure spending 
plans are implemented. 
 
 

KEY MARKET INDICATORS 
 
   YEAR TO DATE %  

 
JSE All Share  +6.00 

JSE Fini 15  +15.58 
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JSE Indi 25  +11.52 
JSE Resi 20  - 4.94 
R/USD   - 3.91 
S&P 500  +4.56 
Nikkei   +2.18 
Hang Seng  +1.32 

FTSE 100  - 2.23 

DAX   +4.17 
CAC 40   - 2.81 
MSCI World  +0.69 
 
 
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 6.0-6.5%. 

 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.  

 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 
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index of small cap stocks increased 42.6% compared with less than a 0.4% loss for 
the JSE All Share index. 

 
 
BOTTOM LINE 

 

 Even perennial equity bear Marc Faber, the noted author of the Gloom, Boom and 

Doom report, is recognizing the valuation opportunity currently offered by equity 
markets. While retaining his negative disposition: “everything looks bad at the present 
time and people are relatively bearish. At the same time, you have the 10-year note 
(US Treasury bond) at less than 1.5% and you have stocks like Johnson & Johnson 
yielding almost 4%.” He continues “I’m not saying Johnson & Johnson won’t go down 
with the rest of the market, but if you have a time horizon of 10 years, I believe 

you’re going to make more money in Johnson & Johnson than you will in US 
government bonds.” For the 1st time in 60 years dividend yields exceed long-term 
interest rates. This means that even in the absence of capital growth equities provide 
superior investment prospects to bonds.   

 


