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INTERNATIONAL 

 

 The percentage of Americans whose homes are worth less than what is owed on their 

mortgages (negative equity) fell from 25.2% in the 4th quarter 2011 to 23.7% in the 
1st quarter 2012, attributed to rebounding home prices, a shrinking inventory of 
homes for sale and a decreasing share of distressed sales activity. A falling incidence 
of negative equity will reduce mortgage default risk while raising consumer confidence 
and potential household consumption. The data shows the US housing market is 
stabilising, a key prerequisite to sustainable economic recovery.  

 US initial jobless benefit claims fell sharply in the past week by 26,000 to 350,000, 
well below the 370,000 consensus forecast, and marking the lowest level since March 
2008. However, the drop may be a once-off aberration attributed to a smaller impact 
from auto retooling shutdowns than assumed in the seasonal adjustment. The less 
volatile initial claims 4-week average fell by 9750 on the previous week to 376,500.  

 The US employment report showed 80,000 non-farm payrolls were created in June, 
below the 100,000 consensus forecast. The reading resulted in an average monthly 

rate of 75,000 in the 2nd quarter, well below the 1st quarter’s 226,000 monthly 
average. The unemployment rate remained at 8.2%. Government jobs declined by -
4000 due to cutbacks in federal spending, while the largest positive contributors were 
temporary help (25,200), leisure (13,000), and healthcare (13,000).  

 The likelihood of further quantitative easing (QE3) from the Federal Reserve is 
gradually increasing, according to the minutes of the latest Federal Open Market 
Committee (FOMC) policy-setting meeting. However, preconditions include a further 

loss in US economic momentum or a more severe escalation in the Eurozone financial 
crisis. The minutes showed that, unlike the April meeting in which none of the voting 
members thought immediate action was warranted, in the June 20th meeting “a few 
members expressed the view that further policy stimulus would be necessary to 
promote satisfactory growth in employment and to ensure that inflation would hit the 
2% target” while “several others noted that additional policy action would be 

warranted if the economic recovery were to lose momentum.” 
 China’s economic growth slowed down from 8.1% year-on-year in the 1st quarter to 

7.6% in the 2nd quarter, the slowest rate in 3 years but in line with consensus 
forecast. However, quarter-on-quarter growth picked up slightly to 1.8% from 1.6% 
the previous quarter. Growth in fixed asset investment registered 20.4%, slightly 
above the 20.1% forecast. The government is anxious to reduce investment’s 
contribution to GDP from its current elevated rate of 50%, and to re-balance towards 

a greater contribution from household consumption. Retail sales grew 13.7% only 
slightly below the previous month’s 13.8% and better than the 13.4% consensus 
forecast, while industrial output was weaker than the 9.8% consensus forecast at 
9.5% but only fractionally down from the previous month’s 9.6%, suggesting a 
stabilization in conditions. Encouraging signals include a 25% year-on-year increase in 
furniture sales in June and a 13.3% increase in disposable household income in the 1st 
half of the year compared with the previous year, both positive in terms of meeting 

government’s objective of increasing domestic consumption’s contribution to GDP.   
 China’s GDP data provided general relief that China is on course to avoid an economic 

“hard landing”, a fear that had gained credibility following the 2 surprise interest rate 
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cuts over the past 2 months. Encouragingly, China’s annual consumer price inflation 
fell sharply from 3.0% in May to 2.2% in June, a 29-month low which should facilitate 
further easing in monetary policy. Meanwhile, new bank loans picked up sharply from 
793 billion yuan in May to 920 billion in June, showing monetary policy has been 
having the desired effect even prior to the most recent interest rate cut last week.  

 The Bank of Japan (BOJ) kept its asset-repurchase programme at 70 trillion yen, 

equivalent to $880 billion, but changed its composition. An underutilized 5 trillion yen 

fund offering fixed-rate loans will be redirected to double the central bank’s purchases 
of treasury bills, as a way of boosting liquidity in the banking system. Although falling 
short of an outright increase in the BOJ’s quantitative easing programme, it should 
have the desired effect of increasing money supply. BOJ governor Masaaki Shirakawa 
said “The BOJ is buying more assets every month, as it tries to expand the asset-
purchase programme to 65 trillion yen by the end of this year and to 70 trillion by the 

end of June.” The BOJ, which is committed to raising consumer price inflation (CPI) to 
1.0%, lowered its CPI forecast for the current fiscal year from 0.3% to 0.2%, but 
maintained its 2013 forecast at 0.7%. The policy action prompted the yield on the 
government’s 5-year bond to fall to 0.175%, a new 9-year low.  

 The monthly survey by the Japan Center for Economic Research shows economists 
raised their forecast for economic growth for fiscal 2012 ending March 2013, from a 
previous 2.27% to 2.32%, and for the following year ending March 2014, from 1.50% 

to 1.59%. However, the forecast for consumer price inflation (CPI) for fiscal 2012 was 
reduced from a previous 0.11% to 0.06%, although nonetheless representing the 1st 
positive inflationary reading since fiscal 2008. The CPI forecast for fiscal 2013 
remained unchanged at 0.20%. 

 Eurozone industrial production unexpectedly increased in May by 0.6% on the month, 
ahead of the consensus forecast for no change. However, this only marks the 2nd 
monthly increase in 9 months and only partially reverses the -1.1% decline in April. 

Meanwhile, the year-on-year growth rate deteriorated from -2.4% the previous month 
to -2.8%, suggesting further declines in the months ahead. Output in the durable 
consumer goods sector shrank by -6.4% on the year, signaling a potential sharp 
decline in household spending. The worst affected economies of Italy, Spain, Greece 
and Portugal registered an aggregate industrial output drop of -6.0% on the year. 

 Moody’s credit rating agency unexpectedly cut Italy’s sovereign debt rating by 2 levels 

from “A3” to “Baa2”, only 2 levels above “junk” status, its 2nd downgrade in 5 months 
for Italy and warned of further potential downgrades. Moody’s cited its concern over a 

diminished willingness among overseas investors to buy the country’s bonds and that 
deteriorating financial conditions in the Eurozone will lead to a sharp increase in 
borrowing costs. Key risks were identified as being a potential Greek exit from the 
Eurozone and a worsening crisis among Spanish banks. Moody’s forecasts Italy’s 
economy will contract by -2.0% in 2012, making it harder to meet fiscal targets. 

Fortunately Italy’s 10-year bonds, at their current yield of around 6.0%, are already 
trading at rates in excess of those consistent with the new debt rating so the 
downgrade is unlikely to impact bond prices.  

 The bond market afforded Ireland access to public funding last week for the 1st time in 
2 years. The economy maintained positive year-on-year growth of 1.2% in the 1st 
quarter and an upward revision to last year’s 4th quarter growth lifts it out of technical 
recession, putting it in a significantly stronger position than other Eurozone bailout 

victims. The economy’s competitiveness has been assisted by falling costs and wages. 
Although export growth weakened in line with falling external demand and household 

spending also slowed, investment registered a 2nd successive quarter of strong growth. 
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 UK factory output increased in May by 1.2% on the month, beating the 0.9% 
consensus forecast. The boost is attributed to a 3.7% increase in output of 
transportation equipment, which tends to be volatile, and a 2.2% increase in food, 
drink and tobacco. However, the medium-term trend continues to show a loss of 
momentum with factory output in the March-May quarter down -0.3% on the previous 
3 months.  

 Singapore’s economy shrank in the 2nd quarter by -1.1% quarter-on-quarter 

annualized, in sharp contrast to the previous quarter when it grew by 9.4%. The 
reversal is attributed to the global economic slowdown and its impact on the city-
state’s exports. Trade is the main driver of economic growth. Manufacturing shrank by 
-6.0% in contrast to 21.0% growth the previous quarter, due mainly to declines in 
electronics and pharmaceutical sectors.   

 The 2 interest rate cuts in China over the past 2 months were followed this week by 

other aggressive rate cuts in emerging market economies. Abating inflationary 
pressure has enabled emerging markets to cut interest rates to help offset the 
slowdown in the global economy, especially emanating from key export markets in the 
Eurozone and US. Brazil’s central bank cut its benchmark interest rate by 50 basis 
points to 8.0%, the 6th rate cut in the current monetary easing cycle, reducing the rate 
to its lowest in 2 years. The rate has come down by 450 basis points since the easing 
cycle began last August. The accompanying statement reported that “At this moment, 

the risks for the trajectory of inflation remain limited.” South Korea’s central bank also 
unexpectedly cut its benchmark interest rate by 25 basis points to 3.0%, its 1st rate 
cut since February 2009. The accompanying policy statement cited economic 
slowdown in external markets in Europe and Asia.  
 

 
SA ECONOMY 

 
 Following 10 successive months of contraction, mining production increased in May by 

0.8% year-on-year, and by a more impressive 6.5% month-on-month albeit off a 
depressed base. However, platinum production remained depressed and shrank again 
by -6.0% on the year. Gold production continued to fall for a 13th successive month, 
declining -2.9% on the year. Mining’s contribution to the economy is likely to 

deteriorate further due to weakening external demand and difficult domestic operating 
conditions.  

 Manufacturing production increased in May by 2.7% on the month and 4.2% on the 
year, beating the 1.0% year-on-year consensus forecast. The boost to growth is 
attributed to higher production in food and beverages, motor vehicles, parts and 
accessories, and the petroleum, chemical products, rubber and plastics sectors. The 
better than expected reading, however, does not deflect the deteriorating medium-

term outlook for manufacturing, given weakening external demand and softening 
domestic activity.   

 The SA Chamber of Commerce and Industry (SACCI) business confidence index 
recovered some ground from its 10-year low of 92.8 in May to 94.9 in June. However, 
SACCI chief executive Neren Rau cautioned that prospects for a marked improvement 
are uninspiring, attributed to a lack of policy clarity from government. In reference to 
government’s mixed signals on nationalization, labour regulation and state 

intervention, Neren Rau said “business perceptions are that policy signals are mixed, 
unclear or undesirable. Business looks for policy signals that are clearer and more 

conducive to the business environment.” 
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KEY MARKET INDICATORS 
 
   YEAR TO DATE %  
 
JSE All Share  +4.39 
JSE Fini 15  +16.0 

JSE Indi 25  +13.35 

JSE Resi 20  - 12.10 
R/USD   - 3.0 
S&P 500  +6.14 
Nikkei   +3.13 
Hang Seng  +3.20 
FTSE 100  +0.65 

DAX   +8.83 
CAC 40   - 0.78 
MSCI World  +2.10 
 
 
TECHNICAL ANALYSIS 
 

 The US dollar is nudging past the key $1.22 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.  
 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. 



 

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. 

 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 
 

 The pendulum is swinging from anxiety over whether the debtor nations, notably 
Greece, may leave the Eurozone, to concern that the creditor nations are giving the 

prospect greater consideration. Until now the most likely outcome has been for one of 
the bailout victims to make the 1st move but there is a growing groundswell of opinion 
that one of the creditor nations such as the Netherlands, Finland or even Germany, 
may be 1st to the post. Last week’s agreement by Angela Merkel to calls from France, 
Italy and Spain for closer banking union, and that recapitalization of the banks should 
by-pass sovereign bailouts, has met with unexpected domestic resistance.  

 A group of 172 German economists led a protest action against Merkel’s decision, with 

a clear message to Germany’s government that steps towards a banking union 
threaten mutualisation of Eurozone debt amounting to several times existing sovereign 
debt. The IFO research institute estimates that total bank deposits in the 5 worst-hit 
Eurozone economies would require mutual insurance amounting to several trillion 
euro. Although Germany’s government is sticking by Merkel’s decision, these facts will 
not be missed on the German electorate. In the meantime in Finland, finance minister 
Jutta Urpilain has threatened to leave the euro rather than shoulder responsibility for 

the debt of other countries. It is becoming increasingly likely that Mario Draghi will not 
only be the 2nd ECB president but probably also the last. 

 A break-up of the euro may cause a negative knee-jerk reaction in equity markets, but 
this would likely be reversed in a sharp rally as monetary policy comes to the rescue 
to insure against systemic financial risk. The longer-term outlook would also brighten 
as the cloud of Eurozone uncertainty finally dissipates.     

 
 

 


