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INTERNATIONAL 
 

 The US Philadelphia Federal Reserve Bank (Philly Fed) index, measuring factory 

activity in the US mid-Atlantic region and traditionally regarded as an accurate 
barometer of the US manufacturing sector, increased in October to positive territory 
for the 1st time since April. The index increased from -1.9 in September to +5.7, 
above the +1.0 consensus forecast. However the sub-indices were mixed, with the 
employment index deteriorating from -7.3 to -10.7, the new order index falling from 
+1.0 to -0.6 and perhaps most worryingly the capital expenditure intentions index also 

falling from +4.8 to -1.9. The gain in the headline index is attributed to an increase in 
the inventories index from -21.7 to +2.1, which suggests reduced scope for 
inventories to contribute positively over the near-term.  

 US manufacturing output increased in September by 0.4% on the month, which 
although slightly better than expected does not make up the 1.4% decline in August, 
the biggest since March 2009. Utility output increased by 1.5% on the month and 
mining output by 0.9%, although mainly due to a normalization of oil production in the 

Gulf of Mexico following Hurricane Isaac. Motor vehicle manufacturing output 
meanwhile decreased 2.5% on the month, following its 5.1% decline in August. 
Although manufacturing is unlikely to provide much support to economic growth over 
the next few months, household consumption on the other hand, which contributes 
around 70% of GDP, is enjoying a current resurgence. 

 US housing starts increased in September by 15% on the month to a seasonally 
adjusted annual rate of 872,000, about 100,000 more than expected and the highest 

level since July 2008. The data is especially encouraging as a revival in the property 
market is regarded as a key prerequisite to sustainable economic recovery. 
Economists estimate that 3 new jobs are created for every new house built. Although 
some way off the peak in January 2006 when housing starts registered an annual rate 
of 1.8 million, the current recovery means home building could add to GDP growth this 
year for the 1st time since 2005.  

 US consumer price inflation (CPI) increased in September by 0.6% on the month, 
matching the increase in August. While on an annualized basis this is well above the 

Federal Reserve’s 2% target, the increase is due largely to the recent surge in gasoline 
prices which increased in September alone by 7.0% on the month. The less volatile 
so-called core CPI, excluding food and energy prices, increased by just 0.1% on the 
month assisted by a 1.4% month-on-month decrease in used car prices. Food prices 
increased by a modest 0.1% on the month which together with a leveling off in 

gasoline prices suggests both headline and core CPI will stabilize at their current year-
on-year rate of around 2% over the next few months. A benign inflationary outlook 
leaves the Federal Reserve with room to manoeuver to boost the economy and 
employment growth via its quantitative easing policies.  

 China’s economy grew in the 3rd quarter by 7.4% on the year, a slight decline from 
7.6% in the 2nd quarter but in line with consensus forecast. The quarter-on-quarter 
increase is more impressive at 2.2%, equivalent to an annualized rate of 9.1%, up 

from respective quarter-on-quarter growth rates of 1.5% and 2.0 in the 1st and 2nd 
quarters. The data for the month of September is also encouraging with industrial 

production improving from year-on year growth of 8.9% in August to 9.2%, above the 
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9.0% consensus forecast. Retail sales increased in September by the most since 
March, rising 14.2% on the year and above the 13.2% consensus forecast, while 
fixed-asset investment increased by 20.5% also above consensus forecast. Year-on-
year growth in output of cement increased sharply from 8.7% to 12.0% in September. 
Disposable per capita income increased in the 3rd quarter by 10.3% on the year, up 
from the equivalent increase of 9.7% in the 1st half of the year. Government statistics 

bureau spokesman Sheng Laiyun reported “we can tentatively conclude that the 

economy is shifting from a state of slowing down to one of bottoming out.” 
 China’s exports grew in September by 9.9% on the year, a significant rebound from 

2.7% in August and well ahead of the 5.7% consensus forecast. While exports to the 
US and Eurozone remained subdued, demand from emerging economies showed a 
marked improvement. Meanwhile imports also recovered, rising 2.4% on the year 
following a decline of 2.6% in August, reflecting stabilization in domestic as well as 

external demand.  
 Government attempts to cool China’s property market appear to be succeeding, with 

the number of cities registering month-on-month home price increases declining from 
35 out of 70 in August to 31 in September. On a year-on-year basis, prices fell in 55 
cities in September, compared with 53 in August, 46 in April, and 38 in March. The 
official Xinhua News Agency reported that China’s property curbs have shown 
“preliminary effects”, which is significant as government may be reluctant to loosen 

monetary and fiscal policy to boost economic growth unless China’s property market 
boom is moderating. 

 The German ZEW investor confidence index increased for a 2nd straight month in 
October, rising from -18.2 in September to -11.5, well ahead of the -15.0 consensus 
forecast. The improvement is attributed to the ECB’s plan for unlimited purchases of 
distressed sovereign bonds, as well as improving Eurozone trade data. Eurozone 
export values increased in August by a better than expected 3.7% on the month while 

imports increased 2.1% resulting in a record trade surplus for the month of 9.9 billion 
euro. The ZEW index however remains in negative territory, consistent with a decline 
in economic growth from the 2nd quarter annualized rate of 1% to around zero over 
the next 6 months.  

 UK retail sales increased in September by 0.6% on the month, an improvement on the 
0.1% rise in August and above the 0.4% consensus forecast. The upside surprise is 

attributed to a once-off recovery from the Olympics related downturn earlier in the 
quarter. Encouragingly however the 3rd quarter’s 1% quarter-on-quarter increase, 

which adjusts for this effect, is also respectable. Household consumption contributes 
around 70% of UK GDP suggesting potential upward revisions to 3rd quarter economic 
growth forecasts.  

 The Central Bank of Turkey cut its benchmark interest rate by 50 basis points from 
10.0% to 9.5%, the 2nd rate cut in 2 months. The central bank cited “global economic 

uncertainty” and signaled it would cut the rate again if needed in order to revive the 
weakening domestic economy. Economic growth has slowed from 8.5% in 2011 to an 
annual rate of just 2.9% in the 2nd quarter of this year, with the government lowering 
its economic growth forecast for 2012 from a previous 4.0% to 3.2%. The easing in 
monetary policy is in spite of rising inflationary pressure: consumer price inflation 
reached its highest in 5 months in September, expected by the government to hit a 
peak of 7.4% this year, up from its previous estimate of 5.2%. 

 The Bank of Thailand unexpectedly cut its benchmark interest rate by 25 basis points 
to 2.75%, citing a need to “cope with escalating risks” from the global economic 

slowdown, as “going forward, the impact of weaker exports will eventually weigh on 
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income, consumption, and investment.” While Thailand’s economy has rebounded 
strongly from last year’s floods, recording annualized growth of 4.2% in the 2nd 
quarter, the government recently cut its export growth forecast for 2012 from 15% to 
9%. In August the Bank of Thailand cut its economic growth forecasts for 2012 and 
2013 from 6.0% to 5.7% and from 5.8% to 5.0% and stated this week that its 
quarterly inflation report due on 26th October would show a lowering in forecasts for 

export growth in 2012 and economic growth in 2013.  

 
 
SA ECONOMY 
 

 Growth in retail sales increased from a year-on-year rate of 2.9% in July to 6.4% in 
August, well ahead of the 4.6% consensus forecast. The improvement is attributed to 

a strong 17.6% increase in the “textiles, clothing, footwear and leather goods” 
category and a 7.4% increase in “hardware, paint and glass”. Overall spending was 
likely boosted by the recent interest rate cut, above-inflation wage increases and 
buoyant unsecured lending, all expected to remain supportive over coming months. At 
the same time however, consumer confidence will be impacted by sweeping industrial 
action and a weakening global economy, which suggests a slight tapering off in retail 
sales over coming months.  

 Despite the JSE All Share index hitting new all-time highs, foreign investors have been 
disinvesting especially during the period of industrial action over the past month. 
Equities suffered a net foreign outflow of R3.8 billion in the past week, taking the 
outflow to R7.4 billion for October so far. The bond market lost R4.5 billion in the past 
week, reducing the net inflow for the month to date to just R2.9 billion. For the year to 
date equities have lost a net foreign outflow of R11.8 billion while bonds have gained a 
net inflow of R79.4 billion.  

 Standard and Poor’s (S&P) credit rating agency downgraded SA’s long-term debt 
rating by 1 notch from “BBB+” to “BBB”, just a week after the rating downgrade by 
Moody’s rating agency. S&P’s new rating is 1 notch below that of the other main rating 
agencies, Fitch and Moody’s, and takes SA’s rating to within 2 notches of non-
investment grade or “junk” status. S&P signaled the possibility of a further downgrade 
by keeping SA on “negative watch”, citing the potential for social tension to dilute the 

government’s resolve in its fiscal prudence and the effect of significant input cost 
increases on the investment climate. The rating agency however confirmed that a 

“stable outlook” on the debt rating could be achieved if economic growth and 
investment prospects improve and government curtails its expenditure.  

 
 
KEY MARKET INDICATORS 

 
   YEAR TO DATE %  
 
JSE All Share  +15.84 
JSE Fini 15  +21.41 
JSE Indi 25  +28.95 
JSE Resi 20  - 0.52 

R/USD   - 6.63 
S&P 500  +15.88 

Nikkei   +6.24 
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Hang Seng  +16.73 
FTSE 100  +6.19 
DAX   +26.09 
CAC 40   +11.88 
MSCI World  +13.27 
 

 

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. 

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 



 

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. 

small cap stocks increased 42.6% compared with less than a 0.4% loss for the JSE All 
Share index. 

 
 
BOTTOM LINE 
 

 US retail sales increased in September by 1.1% on the month, above the 0.8% 

consensus forecast and building on the upwardly revised 1.2% increase in August from 
a previous 0.9%, making it the biggest gain since October 2010. The September gain 
is attributed partly to once-off effects, the 4.5% month-on-month increase in 
electronics sales was bolstered by the launch of Apple’s iphone 5, and the 1.2% 
increase in food sales is due largely to drought induced price rises. The overall data is 
nonetheless encouraging and may result in a slight upgrade to 3rd quarter economic 

growth forecasts.  
 The Thomson Reuters/ University of Michigan US consumer confidence index increased 

from 78.3 in September to 83.1 in October, the highest level since September 2007 
and far outstripping the consensus forecast decline to 78.0. The improvement is 
attributed to the combination of rising equity and property prices as well as increasing 
employment. The index measuring current conditions, which tends to track 
employment conditions, increased moderately from 85.7 to 88.6 while the forward-

looking expectations index rose more dramatically from 73.5 to 79.5, the highest since 
July 2007. The data signals a continuation of the recent rebound in retail sales.  
 

 


