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Week ending 2nd September 2011 
 
  
INTERNATIONAL 
 

 The Philadelphia manufacturing index a key barometer of activity in the US Mid-
Atlantic region fell sharply from +3.2 in July to -30.7 in August its lowest since March 
2009 and well below the +3.7 consensus forecast. The index has never been as low 
without the economy being in recession. The data echoes the New York Fed Empire 
State business-conditions index which unexpectedly declined from -3.76 in July to -
7.72 in August also well below the +1.5 consensus forecast. 

 The Institute for Supply Management index of US manufacturing activity decreased 
from 50.9 in July to 50.6 in August but well above the 48.5 consensus forecast and 
above the key 50 level which indicates expansion. The forward-looking new orders 
sub-index increased slightly from 49.2 to 49.6 albeit still below 50.  

 US consumer spending increased in July by 0.8% on the month, the biggest increase 
in 5 months reversing the 0.1% decline in June and above the 0.5% consensus 
forecast. After adjusting for inflation July’s net increase of 0.5% was the 1st increase 
since April and the biggest in 18 months. Consumer spending accounts for around 
70% of US economic activity. In contrast however, the Conference Board index of US 
consumer confidence fell sharply from a downwardly revised 59.2 in July to 44.5 in 
August its lowest level since November 2008. 

 US non-farm business productivity fell in the 2nd quarter at an annualized rate of 0.7% 
larger than the originally estimated 0.3% decline and 0.5% consensus forecast. The 
decline is attributed to rising unit labour costs which increased at an annual rate of 
3.3% above the 2.2% original estimate and 2.6% consensus forecast. Rising labour 
costs may reduce corporate profits but would also increase household purchasing 
power. 

 US initial jobless claims fell in the past week in line with expectations, from an 
upwardly revised 421,000 to 409,000 but still above the key 400,000 level 
traditionally required to achieve sustainable employment growth. The less volatile 4-
week average edged up to 410,250.  

 The US government’s labour report due out today is expected to show the economy 
added 70,000 jobs in August according to consensus forecast, below the 117,000 
created in July. The independent ADP report showed the private sector added 91,000 
jobs in August slightly below the 100,000 consensus forecast. President Obama is due 
to present a new economic plan to a joint session of Congress on 8th September likely 
to focus on job creation through major infrastructure investment and extension of 
payroll tax cuts for middle-class Americans. 

 Federal Reserve chairman Ben Bernanke raised expectations of further quantitative 
easing by extending the scheduled monetary policy meeting in September from 1 day 
to 2 days, interpreted as allowing for greater discussion on monetary stimulus. 
Minutes from the most recent policy meeting indicate several Fed members favoured 
more monetary easing.  

 China’s official Purchasing Managers’ Index (PMI) for manufacturing increased from a 
29-month low of 50.7 in July to 50.9 in August, ending 4 successive months of decline. 
The index is ahead of the HSBC PMI of 49.8 which relies more heavily on private 
companies rather than the large state-owned enterprises which dominate the 
government’s PMI report.  
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 Moody’s debt rating agency lowered Japan’s long-term sovereign debt rating for the 
3rd time in the past 10 years to Aa3 citing weak economic growth prospects, frequent 
changes of government and rising budget deficits. However Moody’s also said the 
rating was stable acknowledging the country’s low funding costs, strong domestic 
demand for government debt and the country’s position as the world’s largest net 
creditor. The downgrade had little effect on the yield of the 10-year Japanese 
Government bond unchanged at 1.02%, while the Nikkei 225 index fell just 0.1%.  

 The IMF estimates European banks face a capital shortfall of 200 billion euro, 
significantly above the EU’s estimate of 2.5 billion following its bank stress in July, 
criticized by the IMF for not sufficiently accommodating a significant drop in the value 
of sovereign debt. JP Morgan estimates European banks have a capital deficit of 80 
billion euro with UK, French and German banks needing 25, 20 and 14 billion 
respectively. 

 Germany’s government approved the enlargement of the European Financial Stability 
Fund (EFSF), extending the country’s contribution from 123 billion to 211 billion euro, 
a decision likely to be ratified by Germany’s parliament on 29th September following 
early backing by opposition parties. The reform must be ratified across the 17-nation 
eurozone.  The EFSF lending capacity will double to 440 billion euro which Finance 
Minister Wolfgang Schaeuble said is “in case of a threat to the eurozone as a whole, 
and only if a strict program of financial and economic reforms is offered in exchange.”  

 Spain’s auction of 5-year sovereign bonds raised 3.62 billion euro, below the planned 
4 billion. The shortfall is attributed to the low 4.49% yield compared with 4.87% paid 
at its previous bond auction on 7th July. ECB secondary market intervention may be 
putting off buyers by promoting artificially low and therefore unattractive yields. The 
ECB has purchased around 43 billion euro of distressed eurozone nation sovereign 
bonds since reactivating its bond-buying program a month ago.  

 EFG Eurobank and Alpha Bank, 2 of Greece’s largest banks announced a friendly 
merger, boosting the share prices of the country’s banks by upwards of 30% on 
Monday. Shares in the National Bank of Greece gained 38% on the day. The bank deal 
includes foreign investment from Qatar and consolidates the number of weak banks in 
the region, both viewed as positive developments in the ongoing eurozone debt crisis. 

 South Korea’s consumer price inflation increased from 4.7% in July to 5.3% in August 
its highest in 3 years and above the central bank’s 2-4% target range for the 8th 
successive month, due largely to food price inflation of 13.5%. However, the central 
bank is expected to leave the benchmark interest rate unchanged at 3.25%, expecting 
inflation to level off at 4% in response to stabilizing food and oil prices.  

 Brazil’s central bank unexpectedly cut the benchmark interest rate by 50 basis points 
to 12% after raising it at each of its previous 5 policy setting meetings. The rate cut 
prompted a 5.3% gain in the MSCI Brazil Financial Index its biggest in 15 months. The 
central bank forecasts economic growth will slow from 7.5% in 2010 to 3.9% in 2011. 

 
 
SA ECONOMY 
 

 The Purchasing Managers’ Index (PMI) for manufacturing increased from 44.2 in July 
to 46.7 in August but for the 2nd straight month remained below the key 50 level 
which indicates contraction. The continuation of a sub-50 reading suggests the sharp 
drop during July cannot be attributed solely to the strike activity during that month. 
The new sales orders sub-index decreased from 48.8 to 44.6 while the expected 
business conditions sub-index decreased from 59.5 to 53.7 the lowest in 2 years.  
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 The trade balance unexpectedly registered a deficit of R3.9 billion in July compared 
with a R0.1 billion consensus forecast surplus and R4.9 billion surplus in June. The 
deficit is the biggest since January attributed to a decline in exports of 6.7% on the 
month and an 8.5% increase in imports. However the cumulative trade deficit for the 
year remains low at R6.4 billion below last year’s equivalent figure of R7.5 billion. The 
current account deficit as a percentage of GDP is expected to reduce to 3% in 2011. 

 SA GDP increased in the 2nd quarter by 1.3% quarter-on-quarter annualized, a sharp 
slowdown from the downwardly revised 4.5% in the 1st quarter and below the 1.6% 
consensus forecast. The biggest culprits were agriculture which contracted 7.8% due 
to abnormally wet conditions hampering the harvest and manufacturing which 
contracted 7.0% due to strike activity and an especially high comparative base figure. 
Growth in financial and business services fell to 2.9% from 4.8% in the 1st quarter, 
while growth in wholesale and retail sales reduced slightly to 4.1% from 4.4%. 
General government services provided the best reading with growth increasing to 
5.7% from 1.8%. The disappointing aggregate data is likely to prompt downward 
revision to 2011 and 2012 economic growth forecasts and a continuation of the 
current low interest rate environment. Traders are allocating a 50% probability to a 
further 50 basis point cut in the repo rate from the current level of 5.5%.  

 
 
KEY MARKET INDICATORS 
 
   YEAR TO DATE %  
 
JSE All Share  - 3.21 
JSE Fini 15  - 1.39 
JSE Indi 25  +4.12 
JSE Resi 20  - 10.53 
R/USD   - 5.39 
S&P 500  - 4.23 
Nikkei   - 11.42 
Hang Seng  - 10.64 
FTSE 100  - 9.25 
DAX   - 17.12 
CAC 40   - 14.17 
MSCI World  - 6.01 
 
 
TECHNICAL ANALYSIS 
 

 The US dollar remains in a weakening trend against most currencies, targeting the 
2009 high of $1.50 against the euro and the 2008 high of $1.60 thereafter provided it 
can hold strong resistance at the $1.40 level. 

 The rand has weakened back to the R/$7.20 level against the US dollar and expected 
to trade within a range of R6.60 to 7.30. The widening formation is indicative of 
increasing indecision and volatility. 

 The 10-year US Treasury bond yield has fallen sharply over the past month in line with 
falling equity markets from 2.90% to just over 2.0%, a record low. This is lower than 
its end 2008 level which suggests further declines may be difficult to achieve. 
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 SA gilt yields have fallen sharply in the past month in line with rising equity market 
volatility and slowing economic growth. The shorter dated R157 has reached the lower 
limit of its trading range at 7% suggesting an upward move in yields in the near-term.  

 The decline in US equity markets has reached the target level determined by a head 
and shoulders top formation which together with oversold momentum indicators 
suggests a recovery from current levels. The S&P 500 together with the MSCI World 
index and other major indices remain above their longer-term trend line.   

 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 declined sharply and needs to regain key support at $108 
in order to preserve its long-term bull trend.  

 Copper has broken below key support levels defining the recent bull trend but the 
long-term chart remains bullish signaling a long-term target of $15000. The copper 
price is traditionally a reliable barometer of global economic growth.  

 Gold has reached its interim target of $1750 which suggests near-term consolidation 
before scaling the next medium-term target of $2000. 

 The All Share index broke below its downside target of 30,300 which needs to be 
regained in order to resume the bull trend. Industrials are likely to outperform 
Resources which in turn are expected to outperform Financials. Small cap stocks are 
offering good value relative to the All Share and likely to bounce from a 2-year relative 
downtrend. 

 
 
BOTTOM LINE 
 

 Bank of America Merrill Lynch reported that among countries in Europe, Middle East 
and Africa, SA has after Turkey the 2nd best economic growth prospects. The report 
forecasts SA will improve its growth performance to an annual 4.2% over the next 10 
years. Stronger than expected consumer spending and public infrastructure spending 
are likely to boost growth to an annual 5% between 2013 and 2016. However the 
report cautions that a growing tax burden stemming from the introduction of the 
National Health Insurance system may impose significant headwinds to growth. Skills 
shortage, inflexible labour laws and onerous product market regulation are identified 
as the 3 key constraints to growth.   


