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OVERBERG MARKET REPORT 
Week ending 17th August 2012 
 
  
INTERNATIONAL 
 

 US manufacturing output grew in July by 0.5% on the month and 5.0% on the year, 

attributed to robust motor vehicle output which increased 3.3% on the month. The 
positive data is however contradicted by the Federal Reserve Bank of Philadelphia 
(Philly Fed) general economic index, which remained negative for a 4th straight month. 
The index, traditionally viewed as an accurate barometer of health in US 
manufacturing, increased from -12.9 to -7.1 in August, showing a slight improvement 
but nonetheless below the -5.0 consensus forecast. The Philly Fed employment gauge 

fell from -8.4 to -8.6, its lowest since September 2009. Meanwhile the New York 
Federal Reserve Bank Empire State manufacturing index fell from +7.4 to -5.9, 
unexpectedly registering its 1st negative reading in 10 months.  

 US consumer price inflation (CPI) decreased from 1.7% in August to 1.4% in July, its 
lowest in 20 months, providing the Federal Reserve with greater flexibility to boost 
monetary stimulus. The month-on-month CPI measure showed no change, helped by a 
0.3% decline in energy prices and a benevolent 0.1% increase in food prices. Core CPI 

which strips out traditionally volatile food and energy prices, increased by just 0.1% 
on the month and reduced from 2.2% on the year to 2.1%. Downward pressure in 
vehicle prices suggests core CPI will moderate further in coming months. New and 
used vehicle prices decreased in July by 0.1% and 0.5%.  

 US retail sales increased in July by 0.8% on the month, the biggest gain since 
February and well ahead of the 0.2% consensus forecast. The improvement marks the 
1st increase in sales in 4 months and reverses the declines of the previous 2 months. 

Sales increased across the board, with month-on-month increases of 0.8% in vehicle 
sales, building materials 1.0%, furniture 1.1%, healthcare 1.1% and sporting goods 
1.6%. The data suggests that contrary to expectation US economic growth may 
reaccelerate in the 3rd quarter, with household expenditure contributing around 70% 
of GDP.  

 The US National Association of Home Builders/ Wells Fargo builder sentiment index 

increased from 35 in July to 37 in August, marking its highest reading since March 
2007. Building permits increased in July by 6.6% on the month following a 3.1% rise 

in June, to an annual rate of 812,000 its highest since August 2008. Housing starts 
reduced in July by 1.1% on the month to a 746,000 seasonally adjusted annual rate, 
but in line with expectations following the rapid increases in May and June, with the 
figure still up 24.5% on the year. 

 Bank of America Merrill Lynch (BoAML) raised its US home price forecast for the next 2 

years from a previous +0.5% to +2.0%. The upward revision is attributed to better 
fundamentals and more efficient execution of distressed home sales. As a result 
housing inventories are declining by more than expected. Home prices are expected to 
appreciate by around 44% over the next 10 years. A recovery in the residential 
property market is widely cited as a key prerequisite for sustainable economic 
recovery.  

 US initial jobless benefit claims increased slightly in the past week by 2,000 to 

366,000 in line with consensus forecast. The less volatile 4-week moving average 
declined by 5,500 to 363,750 its lowest since 31st March. The data is showing an 

encouraging downtrend and consistently below the key 400,000 level, traditionally 
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viewed as consistent with sustainable employment growth. Continuing claims fell 
sharply by 69,887 to 3.172 million showing a significant improvement on the year ago 
figure of 3.553 million. 

 The Eurozone economy shrank in the 2nd quarter by -0.2% on the quarter in line with 
consensus forecast. Some countries performed better than expected, including 
Germany’s 0.3% quarterly expansion, followed by the Netherlands with 0.2%, while 

France remained flat although worryingly its growth was buoyed by a 0.9% increase in 

government spending. Most economies however contracted, led by Portugal with -
1.2% on the quarter, Italy -0.7%, Spain -0.4%, and even the so-called stalwarts 
Finland and Belgium with -1.0% and -0.6%. Greece fared the worst with a year-on-
year contraction of -6.2%.  

 Forward looking lead economic indicators suggest further contraction in Eurozone GDP 
over coming months. Markit’s Eurozone composite purchasing managers’ index (PMI) 

registered 46.5 in July, well below the 50 threshold which demarcates expansion from 
contraction. Meanwhile, Germany’s PMI fell to its lowest in 37 months, and its ZEW 
survey measuring investors’ expectations for the German economy unexpectedly fell 
from -19.6 in July to -25.5 in August.  

 Following a decade-long deflationary spiral Japan’s government forecasts a return to 
positive inflation in fiscal 2013. Japan’s government’s left its forecast for real GDP 
growth in fiscal 2012, ending March 2013, unchanged at +2.2% but lowered its 

nominal GDP projection from +2.0% to +1.9% indicating continued deflation in the 
current year. However, the forecast for fiscal 2013 for +1.7% real GDP growth and 
+1.9% nominal growth, although showing a slight deceleration encouragingly has real 
growth exceeding nominal growth for the 1st time since fiscal 1997, premised on an 
expected easing in deflationary pressure. The Bank of Japan is also forecasting an 
uptick in consumer price inflation from +0.2% in fiscal 2012 to +0.7% in fiscal 2013.  

 Japan’s economy grew in the 2nd quarter by 0.3% on the quarter at an annualized rate 

of 1.4%, a sharp deceleration from the upwardly revised 5.5% annualized growth in 
the 1st quarter and also well below the 2.7% consensus forecast. Growth is expected 
to decelerate further in the 3rd quarter due to an expiry of government subsidies for 
buying low emission motor vehicles. However Economic and Fiscal Policy minster 
Motohisha Furukawa provided an optimistic statement that “the economy is believed 
to be on an uptrend led by domestic demand.” Meanwhile, business investment 

remains strong, with private non-residential capital expenditure increasing 1.5% on 
the quarter reversing a decline of -1.6% in the 1st quarter.  

 UK retail sales unexpectedly increased in July, rising 0.3% on the month and 2.8% on 
the year, beating the -0.1% month-on-month consensus forecast. Meanwhile June’s 
data was revised upwards from a previously reported increase of 0.1% on the month 
to 0.8%. The data together with significant upward revisions to 2nd quarter 
construction and manufacturing data suggests the initially estimated 2nd quarter -

0.7% GDP contraction will be revised upwards. The chances of a return to positive 
economic growth in the 3rd quarter are also brightening. In the 3 months to July, retail 
sales increased by 0.9% on the previous 3 months and expected to reflect an Olympic 
boost in August. Household spending accounts for around 70% of UK GDP. 

 Malaysia’s economic growth unexpectedly accelerated in the 2nd quarter from an 
upwardly revised year-on-year rate of 4.9% in the 1st quarter to 5.4%, well ahead of 
the 4.6% consensus forecast. The boost to growth is attributed to strong domestic 

demand, led by consumer and government spending as well as healthy bank lending 
for business investment. The economic success is largely credited to Malaysia’s 

“economic transformation programme” backed by several government-led projects 
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designed to lift Malaysia out of it “middle-income trap.” Government spending has in 
turn generated momentum in private sector development.  

 
 

SA ECONOMY 
 

 Retail sales increased in June by 8.3% on the year up from 7.1% in May, upwardly 

revised from 6.4%. The figure is well ahead of the 4.7% consensus forecast attributed 
mainly to a 16.4% increase in the textiles, clothing, footwear and leather goods 
category. The month-on-month increase in retail sales registered 1.9%, more than 
reversing the -0.6% decline in May. In spite of the rebound and recent interest rate 
cut the outlook for retail sales is weighed down by high consumer debt levels, tight 
lending standards and rising administered costs such as municipal rates and 

electricity. These headwinds are reflected in the FNB/ BER consumer confidence index 
which declined from +5 in the 1st quarter to -3 in the 2nd quarter.  

 Producer price inflation (PPI) registered 6.6% on the year in June, unchanged from 
May’s level but above the 6.0% consensus forecast. PPI increased a sizeable 4.4% on 
the month in spite of declines across most categories including agricultural goods, 
mining and quarrying, products of petroleum and coal, as well as the all other groups 
category. The sharp rise is attributed solely to higher electricity tariffs which 

accounted for 5 percentage points of the month-on-month increase. PPI is expected to 
moderate over coming months as commodity prices respond to weakening global 
demand. 

 
 
KEY MARKET INDICATORS 
 

   YEAR TO DATE %  
 
JSE All Share  +11.75 
JSE Fini 15  +21.37 
JSE Indi 25  +24.34 
JSE Resi 20  - 6.51 

R/USD   - 1.84 
S&P 500  +12.56 

Nikkei   +7.54 
Hang Seng  +8.29 
FTSE 100  +4.71 
DAX   +18.61 
CAC 40   +10.15 

MSCI World  +8.88 
 
 
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 
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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 would be 
renewed 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 5.0-5.5%. 
 US and global equity markets are testing their highs for the year. However, divergence 

between indices and falling market breadth and momentum indicators suggests a 
weak trend, making the rally unsustainable.  

 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 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 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. 

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 
 

 Prescribed central bank interest rates are close to zero in developed economies, at 0-
0.1% in Japan, 0-0.25% in the US, 0.5% in the UK and 0.75% in the Eurozone. 
Although the Bank of England (BOE) and European Central Bank (ECB) could reduce 
their rates a little further, there is little scope for further conventional monetary 
stimulus. There is also growing skepticism towards additional central bank asset 

repurchase programmes (quantitative easing) due to the diminishing effect of each 
new round of quantitative easing.  
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 However, there is plenty of scope for further monetary stimulus. The ECB has yet to 
engage its own quantitative easing programme. Its bond repurchases to date have 
been “sterilized” by the draining of equivalent value from excess commercial bank 
reserves. As a result the ECB has not yet increased the aggregate monetary base 
through its bond purchases but this may change. The ECB has already hinted that it 
may refrain from sterilising future repurchase programmes, opening the door to full-

blown ECB quantitative easing. 

 Meanwhile the Federal Reserve’s quantitative easing programmes so far (QE1 and 
QE2) have been limited to purchases of government and state-backed mortgage 
bonds, but there is scope for private assets to be added to these programmes. The 
repurchase of private assets would have the benefit of reducing a far broader 
spectrum of interest rates.  

 With the benefit of hindsight central banks are also addressing the criticisms of 

quantitative easing. The most obvious is that although successfully increasing the 
monetary base, quantitative easing has so far had limited impact on increasing bank 
lending. Policy measures are being developed to redress this shortcoming: Via 
subsidized loans, the BOE’s “funding for lending” programme is designed to reward 
banks which increase lending to the private sector, by providing extra cheap funding 
for the purpose. Meanwhile Denmark’s central bank actively punishes banks that do 
not lend to the private sector by levying a negative interest rate of -0.2% on excess 

reserves parked at the central bank by the commercial banking community. Both 
carrot and stick strategies are likely to be adopted by the Fed and ECB in coming 
months.  

 


