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INTERNATIONAL 
 

 The IMF’s twice-yearly World Economic Outlook cut its global economic growth 

forecast for the 2nd time since April, from a previous 3.5% to 3.3% for 2012, the 
slowest growth rate since 2009. Its forecast for 2013 was also reduced from 3.9% to 
3.6%. This represents a marked slowdown from global growth rates of 5.1% in 2010 
and 3.8% in 2011, and worryingly close to the 2% growth rate used to define a 
“global recession”. While emerging economies are expected to grow by 5.3% in 2012, 
around 4 times the 1.3% growth rate expected in developed economies, forecasts for 

growth in India and Brazil were reduced significantly: India’s 2012 forecast from 6.1% 
to 4.9% and Brazil’s from 2.5% to 1.5%. According to Oliver Blanchard, chief 
economist at the IMF, the chief culprits remain: “Worries about the ability of European 
policymakers to control the euro crisis and worries about the failure to date of US 
policymakers to agree on a fiscal plan...,” which is preventing companies from 
investing and households from spending.  

 US non-farm payrolls increased by 114,000 in September, in line with consensus 

forecast. Encouragingly however payroll additions for the previous 2 months were 
revised upwards, for August from 96,000 to 142,000 and for July from 141,000 to 
181,000. Meanwhile average weekly hours worked increased over the month from 
34.4 to 34.5 hours while average hourly earnings increased by a respectable 0.3% on 
the month. Surprisingly the unemployment rate decreased over the month from 8.1% 
to 7.8% but this is due largely to an unusually high boost to temporary payrolls, a 
seasonal effect which tends to reverse over the following 2 months. While moving in 

the right direction, unemployment needs to reduce to around 7% before the Federal 
Reserve curtails its open-ended quantitative easing programme (QE3), comprising 
purchases of mortgage backed securities valued at $40 billion a month. Bank of 
America-Merrill Lynch economist Joshua Dennerlein forecasts QE3 will reach $2 trillion.  

 The number of Americans filing new claims for unemployment benefits decreased by 
30,000 in the past week from 369,000 to 339,000 well below the 370,000 consensus 

forecast. This is the lowest figure since February 2008 and well below the 400,000 
benchmark traditionally associated with sustainable employment growth. However, the 

sharp decline may be attributed to a mistake in reporting by one of the states, thought 
to be California, potentially distorting the aggregate reading by as much as 10%.  

 Realty Trac reported US home foreclosure filings, which include mortgage default 
notices, distressed auctions and bank repossessions, decreased in September by 7% 
on the month and 16% on the year. A total 180,427 foreclosure filings were reported 

in September, the lowest since July 2007. Total filings for the 3rd quarter were 
531,576 marking a 9th straight quarter of year-on-year decline. Signs of stabilization 
in the housing market are providing one of the brightest spots in the US economic 
recovery.   

 The Investor Business Daily/ Techno Metrica Market intelligence (IBD/TIPP) US 
consumer confidence index increased sharply from 51.8 in September to 54.0 in 
October, well above its 47.6 average for the past 12 months and the highest in 71 

months. Readings above 50 indicate optimism, below 50 indicate pessimism. The data 
tends to be an accurate predictor of the widely followed University of Michigan and 

Conference Board consumer confidence indicators. Among the 3 IBD/TIPP sub-indices, 



 

Overberg Asset Management (Pty) Ltd is authorised as a Category 2 financial services provider. 
License No: 783. Company registration no: 2001/019896/07. Directors: Nick Downing, Gielie Fourie. 

“confidence in federal economic policies” increased only marginally from 41.6 to 42.4 
well below the 50 threshold. Encouragingly however the forward looking “personal 
financial outlook” and “6-month economic outlook” indices increased from 58.5 to 60.5 
and from 55.2 to 59.1 respectively. These gains are in spite of high unemployment 
and rising gasoline prices, attributed instead to a rising stock market and recovery in 
home prices.  

 China’s authorities are encouraging banks to increase lending through successive 

interest rate cuts and reductions in the bank reserve requirement ratio. Non-
conventional incentives include increases in the maximum interest rate discount 
allowed in bank lending. The permitted discount has been widened twice this year to 
30% below the central bank’s benchmark rate. In spite of the liberalization in interest 
rates and monetary easing, banks have been reluctant to increase lending, issuing 
total new loans of just 623.2 billion yuan in September, a sharp decrease from 703.9 

billion in August and well below the 700 billion consensus forecast. The shortfall may 
be attributed to banks’ reluctance in widening the interest rate discount beyond 10% 
in order to preserve interest margins or more ominously, a lack of confidence in the 
economic outlook.  

 Japan’s government downgraded its overall economic assessment for a 3rd straight 
month in October, marking the longest uninterrupted run of downgrades since the 
2008 financial crisis. While noting solid business investment and government spending 

the government lowered its forecast for industrial production due to deceleration in the 
world economy and expiry in government subsidies on car sales. The report forecasts 
industrial output will decrease in the 3rd quarter by over 3% on the quarter, the 2nd 
straight decline. Meanwhile, the government’s consumer confidence index fell from 
40.5 in August to 40.1 in September, reflecting an increasing proportion of 
respondents who expect deflation to persist. The data may prompt the Bank of Japan, 
which is targeting positive consumer price inflation of +1%, to boost its quantitative 

easing programme.   
 UK construction output fell in August by -0.9% on the month and -11.6% on the year, 

according to the Office for National Statistics. Between June and August construction 
output fell -11.9% on the equivalent year-ago period. The steep decline is partly due 
to an extra public holiday in June and disruptions caused by the Olympics. However, 
the data is worse than expected and raises the likelihood of additional quantitative 

easing by the Bank of England and a possible watering down of the government’s 
fiscal consolidation at its upcoming December budget statement.  

 Standard & Poor’s credit rating agency cut Spain’s long-term sovereign debt rating by 
2 notches from “BBB+” to “BBB-“, its lowest investment-grade rating and only 1 level 
above junk status. S&P assigned a negative outlook to the new rating, warning it could 
be downgraded further. The continuing recession, high unemployment and social 
unrest were cited as reasons for the downgrade, which are limiting the government’s 

options for stemming the country’s financial crisis. Difficulty in predicting the extent of 
aid from the 17-nation Eurozone was also cited. S&P forecasts Spain’s economy will 
contract by -1.8% in 2012 and -1.4% in 2013, amid an unemployment rate of close to 
25%, the highest in the Eurozone.  

 The central bank of South Korea cut its benchmark interest rate by 25 basis points 
from 3.0% to 2.75%, its 2nd rate cut in 2 months following a 3-year absence from 
monetary policy change. The Bank of Korea at the same time reduced its economic 

growth forecast for 2012 from 3.0% to 2.4% and for 2013 from 3.8% to 3.2%, 
attributed to weakening overseas demand for the country’s exports. The country 

depends on exports for around half its GDP.  
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 Brazil’s central bank cut its benchmark interest rate by 25 basis points to 7.25% and 
signaled that it will keep borrowing costs at a record low for a “sufficiently long 
period”. Brazil has cut rates more aggressively than any other G20 nation in the past 
year, by 525 basis points since last August. The latest rate cut is in spite of consumer 
price inflation accelerating in September for a 3rd straight month to 5.28%, well above 
the government’s 4.5% target. The central bank cut its 2012 economic growth 

forecast last month from a previous 2.5% to 1.6%. 

 The International Energy Agency (IEA) forecasts a decline in oil prices from an 
average of $107 a barrel in 2012 to $99 in 2013, falling further to $89 by 2017. The 
decline is attributed to rising oil production by non-OPEC producers, in particular in the 
US due to non-conventional oil production technologies in shale extractions. According 
to IEA estimates, assuming a gradual recovery in global economic growth to 4.3% by 
2017, global oil demand will by then increase by 6 million barrels a day but global 

supply will increase by 7.5 million barrels. Non-OPEC supply and OPEC natural gas 
liquids should provide the bulk of the increased supply, at 5 million barrels a day.  

 
 
SA ECONOMY 
 

 The IMF maintained its forecast for SA’s economic growth in 2012 at 2.6% but 

reduced its forecast for 2013 from a previous 3.3% to 3.0%. The downgrade is 
attributed to the impact from the continuing Eurozone crisis and slowdown in China’s 
growth on the country’s natural resource exports. The forecast for African growth was 
reduced for 2012 from 5.4% to 5.0% but raised for 2013 from 5.3% to 5.7%.  

 Mining production increased in August by 0.8% on the year. However this is well below 
the 7.1% increase in July, with month-on-month output shrinking by -1.1%. 
Production for the year to date is -2.7% lower than the previous year. The outlook is 

bleak due to a combination of weakening global demand and strike related supply 
disruptions.  

 Manufacturing production increased in August by 3.3% on the year, which although 
slower than the 6.3% increase in July is well above the consensus forecast -1.1% 
decline. Production increased 3.0% on the month. The biggest contributors were the 
“petroleum, chemicals, rubber and plastics” sector with a year-on-year increase of 

4.7%, “wood, paper, publishing and printing” increasing 9.9%, and “basic iron and 
steel, non-ferrous metal products, metal products and machinery industries” up 4.2%. 

The outlook however is less encouraging due to slowing export demand and 
decreasing domestic spending. While government’s public sector infrastructure 
spending plans may provide some support, private sector capital expenditure is likely 
to remain under pressure. Overall growth in manufacturing production is likely to 
remain modest in 2012 and 2013.  

 
 
KEY MARKET INDICATORS 
 
   YEAR TO DATE %  
 
JSE All Share  +14.11 

JSE Fini 15  +19.09 
JSE Indi 25  +27.65 

JSE Resi 20  - 2.28 
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R/USD   - 6.86 
S&P 500  +13.93 
Nikkei   +1.08 
Hang Seng  +13.91 
FTSE 100  +4.62 
DAX   +23.45 

CAC 40   +8.04 

MSCI World  +10.67 
 
 
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.  

 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. 
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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 
 

 There is a palpable sense of pessimism and concern among South Africans stemming 
from the Marikana tragedy, the spread of illegal strike activity to other mines and 
industries. The prospect of ever increasing levels of corruption dies little to help, 
epitomized by the quarter of a billion rand which president Zuma wants to spend on 

refurbishing his home in Nkandla.  
 The result is that overseas investment will think twice before committing to SA either 

in the short or medium term. Foreign investors disinvested R4 billion from SA equities 
between the 16th August (Marikana) and the end of September. The consensus view 
among analysts is that labour disputes will shave 3rd quarter annualized GDP growth 
from a previously estimated 2.5% to around 1.5%.  

 The ultimate barometer of investor dissatisfaction is the rand, which has dropped 

against major currencies by over 7% in the past 2 months. The rand’s depreciation is 
all the more disappointing as in normal circumstances the bold monetary easing and 
additional quantitative easing announced by the Federal Reserve and ECB in early 
September should have helped the local currency to strengthen.  

 Besides the increasing uncertainty over labour, political and social unrest, recent 
macro-economic data suggests further pressure on the rand in coming weeks. Most 
notably the current account deficit widened sharply from 4.9% of GDP in the 1st 

quarter to 6.4% in the 2nd quarter. This widening deficit must be funded by ever 
increasing capital inflows, which given the current environment would require a 
healthy discount: more rand per dollar, euro or sterling. Alternatively, SA’s terms of 
trade will have to improve, in order to reduce the current account deficit via increased 
export volumes.  

 The easiest way to improve terms of trade is via currency depreciation (external 

devaluation), a lesson not lost on the Greeks who being hamstrung by a strong euro 
have instead to resort to internal devaluation. Internal devaluation means pension and 

wage reductions, which clearly in SA is not likely given the basic 22% wage increase 
being negotiated by unions. On this basis, an external devaluation seems the only way 
forward for SA, perhaps by as much as 22% just to maintain the status quo. 
 


