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OVERBERG MARKET REPORT 
Week ending 21st September 2012 
 
  
INTERNATIONAL 
 

 The closely watched Philadelphia Federal Reserve Bank business activity index (Philly 

Fed index), a barometer of US industrial activity, recovered from -7.1 in August to -
1.9 in September. The reading was well ahead of the -4.0 consensus forecast and the 
highest in 5 months. The new orders index increased from -5.5 to +1.0 and while the 
shipments index fell sharply from -14.6 to -21.2 its lowest in 3 years, the forward 
looking index of expected business conditions over the following 6 months, increased 
from +12.5 to +41.2 its highest level since January.  

 Markit’s US initial “flash” purchasing managers’ index (PMI), measuring US 
manufacturing conditions, remained unchanged in September from August’s 51.5. 
Although above the key 50 level which demarcates expansion, the PMI averaged 51.5 
in the 3 months to September, deteriorating from the 54.2 average in the 3 months to 
June. The output index fell from 52.4 in August to 51.9 in September, however the 
employment index increased from 52.4 to 52.7 and encouragingly the forward looking 
new orders index increased from 51.9 to 52.4 its highest in 3 months. The Markit PMI 

data is consistent with GDP growth of between 1.5-2.0%. 
 The US current account deficit narrowed from $133.6 billion or 3.5% of GDP in the 1st 

quarter to $117.4 billion or 3.0% of GDP in the 2nd quarter, attributed to a 
combination of healthy export growth, and a rise in US earnings on overseas 
investments. However, the effect of significantly lower oil prices on oil imports were 
also largely responsible, a benefit which is likely to reverse in the 2nd half of the year. 
Although the current account deficit may widen back to around 3.5%, exacerbated by 

slowing export demand, this is a long way off from the recent high of 6.5% in the 4th 
quarter 2005, and should help promote dollar stability.  

 US fixed rate mortgages fell to new record lows, assisted by the Federal Reserve’s 
announcement of a further quantitative easing programme. The Freddie Mac Primary 
Mortgage Market Survey shows the 30-year fixed rate mortgage decreased over the 
week from an average 3.55% to 3.49% matching its all-time record low, and the 15-

year fixed rate mortgage decreased from 2.85% to 2.77% a new all-time record low. 
The fall in mortgage rates adds to the affordability of home purchases and recovery in 

the housing market, seen as crucial to sustainable economic growth.  
 The National Association of Realtors (NAR) reported US sales of previously owned 

homes increased from an annual rate of 4.47 million in July to 4.82 million in August, 
well above the 4.55 million consensus forecast. Sales increased 7.8% on the month 
the largest increase since August 2011, and by 9.3% on the year. The national median 

existing home price was $187,400 marking an increase of 9.5% on the year and the 
6th straight monthly price increase.  

 NAR chief economist Lawrence Yun said “the housing market is steadily recovering 
with consistent increases in both home sales and median prices. More buyers are 
taking advantage of excellent housing affordability conditions.” The inventory of 
homes for sale has declined to just 6.1 months-worth at the current sales rate, while 
distressed sales including foreclosures and deeply discounted sales have reduced to 

just 22% of total sales, the lowest since the data series began in October 2008. 
Meanwhile the National Association of Home Builders/ Wells Fargo housing market 

index, which measures builders’ confidence, increased from 37 in August to 40 in 
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September its highest in 5 years. Builders are not only expressing an improvement in 
outlook but also confident that sales conditions will be “good” over the following 6 
months.  

 HSBC’s China initial “flash” purchasing managers’ index (PMI), measuring activity in 
the manufacturing sector, increased slightly from 47.6 in August to 47.8 in 
September. Although appearing to stabilize the figure is below the 48.0 consensus 

forecast and marks the 11th month in a row of contraction, signaled by readings below 

the key 50 threshold. The output index fell from 48.2 to 47.0 its lowest since last 
November. More encouragingly however, the inventory accumulation index slackened 
from 54.0 to 51.1 showing a reduction in excess supply, while the forward looking new 
orders index improved from 46.1 to 47.6. Overall, the data suggests GDP growth may 
slow further from 7.6% year-on-year in the 2nd quarter to around 7.1% on the 3rd 
quarter, below the official target of 7.5%. This would not bode well for demand and 

pricing of mining resources, especially in the context of a protracted slowdown in real 
estate construction.   

 In spite of government policy aimed at reducing house prices to more affordable 
levels, China’s house prices increased in August on a month-on-month basis for a 3rd 
straight month. The MNI China house price index increased 0.11% on the month, 
following increases of 0.15% in July and 0.13% in June. The National Bureau of 
Statistics shows stabilization in year-on-year declines with house prices falling in 

August in just 53 out of the 70 cities surveyed compared with 58 in July and 57 in 
June. Frustrated attempts at deflating the housing bubble may prompt authorities to 
delay plans for monetary policy easing in spite of lackluster economic growth.  

 Japan’s exports fell in August by 5.8% on the year, the 3rd straight monthly fall, 
although showing some stabilization following the 8.1% decline in July and better than 
the 7.7% consensus forecast decline. Exports to Asia decreased 6.7% in August, led 
by a decline of 9.9% in exports to China. Meanwhile exports to the European Union fell 

22.9% in August, marking the 11th successive monthly decline. In contrast however 
exports to the US increased by 10.3%, showing a 10th straight monthly increase.  

 The Bank of Japan (BOJ) kept its benchmark interest rate unchanged in a range of 0-
0.1% but announced it would increase the size of its asset repurchase programme by 
10 trillion yen to 80 trillion yen. The decision was prompted by slowing economic 
growth which the BOJ described as having “come to a pause”. However according to 

the BOJ’s policy statement “the bank expects that together with the cumulative effects 
of earlier policy measures, today’s decision to enhance monetary easing will ensure 

the return of Japan’s economy to a sustainable growth path and price stability.” The 
quantitative easing (QE) is in concert with the Federal Reserve’s own QE expansion 
announced last week.  

 Markit’s Eurozone composite purchasing managers’ index (PMI), measuring activity in 
both manufacturing and services sectors, fell from 46.3 in August to 45.9 in 

September. This marks the lowest level in 3 years and well below the 46.6 consensus 
forecast. Levels below 50 signal contraction, with the latest data consistent with a 
worsening in Eurozone GDP contraction to -0.4% quarter-on- quarter in the 3rd quarter 
from -0.2% in the 2nd quarter. The PMI for the services sector fell from 47.2 to 46.0 
below even the most pessimistic (46.5) of 40 forecasts in a Reuters poll. The PMI for 
the manufacturing sector improved from 45.1 to 46.0 but still signals an annual 
contraction in industrial output of around 7%. Germany’s composite PMI showed a 

marked improvement from 47.0 to 49.7 suggesting other countries fared especially 
badly in particular France suffering a decline from 48.0 to 44.0.   
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 Germany’s ZEW economics expectations index improved from -25.5 in August to -18.2 
in September, which although slightly below the -17.0 consensus forecast is its highest 
in 3 months. The gauge tends to be a reliable indicator of turning points in the 
economic cycle. The improvement is attributed to the ECB’s announcement earlier this 
month that it is prepared to buy an unlimited amount of sovereign bonds in order to 
lower borrowing costs. The ZEW index measuring expectations for the Eurozone 

improved significantly from -3.8 to -21.2.  

 The UK’s Confederation of British Industry (CBI) industrial trends survey for 
September shows the majority of manufacturers expect activity to increase over the 
coming quarter. Fewer manufacturers reported order books below normal levels with 
the order book survey improving from -21 in August to -8 in September. Export 
conditions also improved with the export survey rising from -17 to -10. The 
manufacturing sector is expected to make a significant contribution to economic 

growth in the 3rd quarter, helping to restore the economy to positive growth following 
a contraction of 1.2% over the 3 quarters to end June.  

 
 
SA ECONOMY 
 

 Growth in retail sales slowed from 8.6% year-on-year in June to 4.2% in July, well 

below the 7.1% consensus forecast. The slowdown is attributed to declines in the 
“hardware, paint and glass” and “food, beverages and tobacco” categories of 2.6% 
and 0.8%, which together comprise around 17% of total sales. Total retail sales 
increased by just 0.1% on the month following growth of 2.5% in June. Retail 
spending is likely to remain subdued over the remainder of the year with consumers 
likely to be squeezed by rising food and fuel price inflation, and administered costs 
such as electricity and municipal rates. Meanwhile benefits from the recent cut in 

interest rates are likely to be counter-balanced by rising household debt.  
 Consumer price inflation (CPI) increased slightly from 4.9% year-on-year in July to 

5.0% in August in line with consensus forecast. The month-on-month increase was 
0.2% attributed to housing and utilities, and transport categories which each 
contributed 0.1%. Utility and housing running costs increased 0.9% on the month and 
petrol by 2.1%. Food prices remained unchanged over the month and were up on a 

year-on-year basis by just 5.1%. CPI is likely to remain around 5.0% for the 
remainder of the year with the slowdown in retail spending and a weak global 

economy likely to temper any inflationary pressure stemming from currency weakness 
and drought induced food price increases. 

 Gross domestic expenditure increased in the 2nd quarter by 4.7% quarter-on-quarter 
annualized, up from 4.3% in the 1st quarter. However, in the process consumer 
indebtedness deteriorated with the household debt to disposable income ratio rising 

from 75.6% to 76.3%, the 1st increase since the 1st quarter 2009. The current account 
deficit also widened significantly over the quarter from 4.9% of GDP to 6.4% of GDP, 
confounding expectations for an improvement to 4.7%. Imports increased by 3.0% on 
the quarter and exports decreased over the same period by 1.3%, while at the same 
time the net service, income and transfer payments account deficit increased due to 
rising dividend payments to non-resident investors. The current account data suggests 
a likely depreciation in the rand over coming months. 
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KEY MARKET INDICATORS 
 
   YEAR TO DATE %  
 
JSE All Share  +13.68 
JSE Fini 15  +19.21 

JSE Indi 25  +26.05 

JSE Resi 20  - 2.70 
R/USD   - 2.79 
S&P 500  +16.11 
Nikkei   +7.47 
Hang Seng  +11.70 
FTSE 100  +5.07 

DAX   +25.28 
CAC 40   +11.08 
MSCI World  +12.84 
 
 
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 
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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 
 

 As expected the Reserve Bank left its benchmark repo rate unchanged at 5.0%. The 
policy statement highlighted the expansion of quantitative easing programmes by 
global central banks but cited downside risks to global economic growth stemming 

from the Eurozone debt crisis, the so-called US “fiscal cliff” and slowdown in key 
emerging markets due to weakening external demand. The Reserve Bank lowered its 
SA GDP forecasts from 2.7% to 2.6% for 2012, and from 3.8% to 3.4% for 2013. Its 
forecasts for consumer price inflation (CPI) remained unchanged at 5.3% for the 4th 
quarter 2012, 5.2% in 2013 and 5.0% in 2014. Core CPI excluding food, petrol and 
electricity prices is expected to peak at 4.9% in the 4th quarter 2012, from a previous 
5.4%, and average 4.6% in 2013 and 2014. Key risks to the inflation outlook include 

higher than expected increases in food and fuel prices and further rand depreciation as 
a result of deterioration in the current account deficit and rising political risk. 

 With the SA Reserve Bank benchmark repo interest rate at a record low 5.0%, 
analysts are increasingly expecting that for the 1st time on record future interest rate 
changes will be in 25 basis point increments as opposed to the usual 50 basis points. 
The forward rate agreement (FRA) market is currently pricing a 94% probability of a 

25 basis point rate cut at the next monetary policy meeting in November, in spite of 
the widening current account deficit and concerns over a drought-induced global spike 

in food price inflation. 
 


