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OVERBERG MARKET REPORT 
Week ending 18th May 2012 
 
  
INTERNATIONAL 
 

 The US Philadelphia Fed general economic index, providing an early indication of east 

coast business conditions, fell from +8.5 in April to -5.8 in May its lowest level since 
September last year and well below the +10.0 consensus forecast. The decline is 
attributed to slowing export demand from Europe and China. The sentiment index 
measuring the outlook 6 months ahead fell sharply from +33.8 to +15.0 its lowest 
since August last year. In contrast however the New York Fed index of manufacturing 
activity (Empire State index), also a reliable lead indicator increased from +6.56 in 

April to +17.09 in May well above the +8.50 consensus forecast.  
 US housing starts increased from an upwardly revised annual rate of 699,000 in March 

(654,000 initial estimate) to 717,000 in April, a month-on-month gain of 2.6% and 
well above the 685,000 consensus forecast. The year-on-year increase expanded from 
10.3% to 29.9%.  

 US industrial production measuring output at the nation’s factories, mines and utilities, 
increased 1.1% on the month up from 0.6% in March and well ahead of the 0.6% 

consensus forecast. This is the fastest monthly increase since December 2010 
attributed to rising utilities output and a rebound in manufacturing. The year-on-year 
increase expanded from 3.8% to 5.2%.  

 Minutes from the Federal Reserve’s latest policy setting committee meeting noted that 
“strains in global financial markets stemming from the sovereign debt and banking 
situation in Europe continued to pose significant downside risks to economic activity 
both here and abroad.” Furthermore, “several members indicated that additional 

monetary policy accommodation could be necessary if the economic recovery lost 
momentum” providing impetus to forecasts of further quantitative easing.  

 US headline consumer price inflation (CPI) decreased from 2.7% on the year in March 
to 2.3% in April, with month-on-month CPI unchanged at 0.3%. Core CPI which 
excludes food and fuel prices remained unchanged at respective March levels of 2.3% 
and 0.2%. Encouragingly this marks the 1st month since October 2009 that headline 

CPI dropped to core CPI levels, signaling a broad based easing of inflationary pressure.  
 US Treasury Secretary Timothy Geithner welcomed the growing debate in the 

eurozone over the need to balance growth policies with austerity. This would entail “a 
somehow more gradual, softer path to restoring fiscal sustainability” tempered with 
longer-term public infrastructure investments in countries suffering the most severe 
recessions. Increased public sector investment may also make it easier to push 
through much needed structural reform.  

 China’s home prices decreased in April by 1.2% on the year and 0.3% on the month, 
the 2nd successive month of decline. New home prices fell in 46 out of 70 cities in the 
survey on a year-on-year basis, the highest incidence since the data series began. 
According to economists’ consensus, prices will decline a further 10-20% in the 
remainder of the year. Zhang Xiaohong a senior official at the Ministry of Housing and 
Urban-Rural development said China’s prices would continue to correct in coming 
months. This view mirrors Premier Wen Jiabao’s repeatedly stated aim of reducing 

home prices to a reasonable level, sufficiently affordable to ensure social stability. The 
decline in housing prices is attributed less to market forces than proactive government 
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policy aimed at avoiding a bubble, thus reducing the chance of a severe decline. 
Mortgage debt is at low levels with the average down-payment on purchase at 44%. 

 The People’s Bank of China cut the bank reserve requirement (BRR) by 50 basis points 
to 20.0%, the 3rd cut in 6 months. The move signals a growing emphasis on monetary 
easing amid slowing economic growth momentum and credit extension. The last BRR 
cut in February added an estimated US$ 63 billion equivalent to the financial system 

but China’s bank lending has slowed dramatically in the past month. Financial 

institutions extended just 682 billion yuan in new loans in April, down from 1.01 trillion 
in March and well below market expectations.  

 Japan’s economy grew in the 1st quarter by 1.0% on the quarter equivalent to an 
impressive 4.1% annualized rate, well ahead of other major developed economies. The 
growth rate is also ahead of the 3.3% consensus forecast. Consumer spending which 
accounts for around 60% of GDP increased 1.1% on the quarter. Corporate capital 

spending fell 3.9% on the quarter while public investment increased 5.4% attributed 
to accelerating earthquake related reconstruction spending. Stronger than average 
economic growth has done little to help Japanese equities which continue to trade at 
historic low valuations. The Topix index trades on an estimated 12-month forward 
price to earnings multiple of 11.5 around 60% below its 10-year average of 17.1.  

 Japan’s government upgraded its overall economic assessment in its monthly report 
for the 1st time in 9 months citing increasing domestic demand led by reconstruction in 

earthquake hit regions as well as improvements in personal consumption, exports, 
corporate profits and labour conditions. The report however acknowledged a 
downwardly revised outlook for China’s economy, Japan’s largest export market, and 
growing uncertainty over the eurozone debt crisis.  

 The ECB confirmed on Wednesday that it had disqualified certain unidentified Greek 
banks from receiving emergency liquidity assistance on the grounds of being 
insufficiently capitalized. However, capital shortfalls which occurred following Greece’s 

sovereign debt restructuring, are expected to be made up by next week by the Bank 
of Greece’s Hellenic Financial Stability Fund (HFSF). The HFSF has earmarked 18 
billion for interim recapitalization of the country’s 4 largest banks which will enable 
them to regain access to routine ECB support. 

 Greek President Karolos Papoulias called for new elections on 17th June after parties 
failed to form a coalition. The latest opinion poll confirmed the anti-bailout parties are 

gaining ground and likely to beat the 2 parties that support the bailout. However, the 
2 establishment parties are hoping to persuade voters that the election will be an 

effective referendum on staying within the euro, a policy supported by around 80% of 
the population.  

 In spite of the eurozone financial crisis the 17-nation eurozone economy managed to 
avoid a technical recession in the 1st quarter, growing 0.0% on the quarter. This is 
better than the consensus forecast -0.2% contraction attributed to stronger than 

expected growth in Germany of 0.5%, well ahead of the 0.1% consensus forecast. 
France recorded zero growth in line with expectations while Spain’s economy shrank -
0.3% and Italy’s by an even wider -0.8%. The European Commission forecasts the 
eurozone economy will contract in 2012 by -0.3% recovering to 1.0% growth in 2013. 

 Credit rating agencies have been busy in the eurozone this week. Moody’s rating 
agency downgraded the debt rating of 16 Spanish banks including Banco Santander 
the eurozone’s largest bank, citing a rising budget deficit and government’s reduced 

ability to support distressed lenders. Some banks were downgraded by 3 notches. 
Spain’s banks have exposure to the property market of around 307 billion euro of 

which 184 billion is thought to be problematic. Earlier in the week Moody’s 
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downgraded 26 Italian banks citing deteriorating balance sheets as a result of 
increasing Italian sovereign bond holdings. In an unusual turn, exposure to sovereign 
risk is making the banks more rather than less vulnerable. Moody’s will be concluding 
its ratings of French and German banks over the coming fortnight. 

 Germany’s ZEW investor and analyst sentiment indicator measuring the economic 
outlook over the next 6 months fell from +23.4 in April to +10.8 in May far below the 

+18.0 consensus forecast but nonetheless only back to its recent February level. The 

decline is attributed to election outcomes in Greece and France raising uncertainty 
over the eurozone sovereign debt crisis. Notwithstanding an increasingly uncertain 
outlook ZEW economist Michael Schroeder expects the German economy will grow 
1.5% in 2012. Analysts’ assessment of the current economic situation meanwhile 
improved from +40.7 in April to +44.1 in May, its highest level in 9 months. 

 The UK trade deficit narrowed from GBP 2.948 billion in February to GBP 2.739 billion 

in March, below the GBP 2.9 billion consensus forecast. As expected the trade deficit 
with the EU widened as exports increased by just 0.1% compared with a 4.4% 
increase in imports. However, non EU exports increased an impressive 12.1% helping 
the non-EU trade gap to narrow by almost 20% over the month.  

 
 
SA ECONOMY 

 
 Retail sales grew in March by 6.8% on the year unchanged from February’s 6.8% 

growth rate, itself revised downward from an initial 7.2% estimate. Strongest growth 
was recorded in the “textiles and clothing” and “household furniture and appliances” 
categories with growth of 12.0% and 11.3%. Although stronger than expected on a 
year-on-year basis 1st quarter retail sales suffered a 1.2% decline on the previous 
quarter, the 1st quarterly contraction since the 1st quarter 2009. The data suggests 

consumers are finally succumbing to rising fuel and administered prices including 
electricity and municipal rates which together with weak employment conditions, may 
be impacting consumer confidence. Slowing consumer spending momentum should 
postpone any increase in Reserve bank interest rates until 2013. 

 The report prepared by the Bureau for Economic Research on behalf of the Banking 
Association of SA entitled “Macro-Economic Consequences of the Implementation of 

Basel 3” states that an immediate implementation of the bank liquidity and capital 
adequacy rules would expose respective shortfalls of R240 billion and R680 billion. An 

immediate implementation would cause interest rates to rise, reduce credit demand 
and cut economic output by an estimated 1.1%. The new banking rules however need 
only be implemented over a 5 year period allowing for a gentler impact to economic 
output of just 0.1-0.7%. The banking regulator Rene van Wyk meanwhile can 
ultimately exercise discretion on the extent to which Basel 3 rules will be implemented 

domestically. The banking regulator’s guidelines due by the end of the year may be 
less stringent than recommended by Basel 3.  

 
 
KEY MARKET INDICATORS 
 
   YEAR TO DATE %  

 
JSE All Share  +5.66 

JSE Fini 15  +13.69 
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JSE Indi 25  +13.69 
JSE Resi 20  - 7.11 
R/USD   - 2.97 
S&P 500  +5.34 
Nikkei   +4.09 
Hang Seng  +4.48 

FTSE 100  - 3.00 

DAX   +8.33 
CAC 40   - 3.52 
MSCI World  +1.86 
 
 
TECHNICAL ANALYSIS 

 
 The US dollar has rallied strongly to the key $1.27 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 to the currency. Being the most liquid emerging 

market currency, the rand is a good barometer for global risk appetite.  
 US Treasury and UK Gilt yields remain at all-time lows and still in bull trends. The 10-

year US Treasury bond has broken below the key level of 1.75% to a new record low 
1.71% potentially signaling a lower trading range. 

 The shorter dated R157 SA Gilt remains in its medium-term trading range of between 
6.5-7%. 

 US and global equity markets have lost almost all of their year-to-date gains and need 

to stay above their December lows in order to maintain their 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 is close to the key $108 support level which needs to be 
maintained in order for oil’s long-term bull trend to remain intact.  

 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.   

 Gold needs to regain the key $1750 level 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 
index of small cap stocks increased 42.6% compared with less than a 0.4% loss for 
the JSE All Share index. 
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BOTTOM LINE 
 

 The stability of the US economic recovery is closely tied to a normalization of the 
housing market, which would boost household wealth, and in turn consumer 
confidence and consumer spending. Consumer spending contributes around 75% of 
GDP. Fortunately the outlook for the US housing market is gradually improving 

evidenced by an increase in the National Association of Home Builders/ Wells Fargo 

index of builder confidence to its highest level since 2007.  
 The US National Association of Realtors housing affordability index comprising a 

combination of re-sale prices, household income and mortgage rates increased in the 
1st quarter to an all-time high. The average rate on a 30-year fixed mortgage has 
reduced to an all-time low of 3.83% and the average 15-year fixed mortgage to 
3.05% also an all-time low. At the same time a falling mortgage delinquency rate 

should slow the decline in home prices. The share of home loans at least 30 days late 
fell from 7.58% in the 4th quarter 2011 to 7.40% in the 1st quarter this year, its lowest 
level since the 3rd quarter 2008.  

 Apart from affordability the housing market is driven by supply and demand. Between 
2002 and 2007 annual housing starts averaged 1.34 million per annum well in excess 
of household formation at 1.05 million. As a result supply vastly exceeded demand but 
the balance is recovering. In 2011 housing starts had reduced to an annual pace of 

609,000 well below the annual pace of household formation at 1.14 million.  
Legendary value investor Warren Buffett, on the constant look-out for cheap 
investments, said that if he had a way to buy “a couple hundred thousand single-
family homes” would “load up on them” and “take mortgages out at very, very low 
rates”, referring to the investment “as an attractive an investment as you can make 
right now.” 

 


