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OVERBERG MARKET REPORT 
Week ending 22nd June 2012 
 
  
INTERNATIONAL 
 

 US initial jobless benefit claims remained practically unchanged in the past week, 

reducing slightly from an upwardly revised 389,000 to 387,000 above the 380,000 
consensus forecast. The less volatile 4-week moving average, considered a better 
indicator of labour market trends, increased by 3,500 to 386,250 its highest level 
since early December. The data suggests little improvement in the near-term from 
May’s labour market report which showed the net addition of just 69,000 non-farm 
payrolls.  

 US existing home sales decreased in May by 1.5% on the month to a 4.55 million 
annual rate, although only slightly below expectations. The National Association of 
Realtors (NAR) chief economist Lawrence Yun reported the modest decline is 
attributable to a reduced supply of lower priced units as opposed to declining demand. 
The NAR reported that “housing has certainly turned the corner”, citing a relatively low 
inventory of 6.6 months supply at the current sales rate. The additional “shadow 
inventory” of foreclosed homes for sale has dropped significantly from an estimated 6 

million homes at the peak of the crisis to a current 4 million. A continuing problem 
however is that record low mortgage rates are not broadly available, or as noted by 
the Federal Reserve that the credit channel is not transmitting monetary policy as 
hoped for. 

 The Markit initial US purchasing managers’ index (PMI) measuring activity in the 
manufacturing sector fell from 54.0 in May to 52.9 in June, its lowest reading since 
July last year although still above the key 50 level which demarcates growth from 

contraction. The decline is attributed mainly to weaker external demand from Europe 
and larger emerging markets such as China, with manufacturers reporting the 2nd 
largest fall in new export orders since September 2009. The employment sub-index 
fell from 54.3 to 53.1 marking the weakest hiring rate in 8 months.  

 The US Business Roundtable (BRT) survey showed a declining level of optimism 
among CEOs. The largest external concern is the situation in Europe as it has the 

potential to deteriorate rapidly. China’s economic outlook is a lesser concern as a 
faster than expected slowdown would still result in respectable growth of around 6%. 

Domestic concerns are centered on the so-called “fiscal cliff” of automatic spending 
cuts if Congress is unable to agree on tax policy. James McNerney, chairman of the 
BRT said “the fiscal taxation, regulatory questions, budget questions are far more 
important to the on-the-ground economic growth than the next move by the Fed.”  

 Moody’s credit rating agency downgraded the long-term credit rating of 15 global 

banks out of the 17 it has been reviewing over the past 4 months. The accompanying 
statement cited “all of the banks affected by today’s actions have significant exposure 
to the volatility and risk of outsized losses inherent to capital markets activities.” 
Nonetheless the market reacted with relief as none of the banks under review were 
impacted more than had been forecast by Moody’s, even Bank of America and 
Citigroup with downgrades to within 2 levels of “junk” status.  

 The HSBC preliminary China purchasing managers’ index (PMI) for the manufacturing 

sector, fell from 48.4 in May to 48.1 in June. The index has remained below the key 50 
level which separates growth from contraction for 8 successive months. The decline is 

attributed mainly to further deterioration in export markets, with the new export 
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orders sub-index falling from 48.5 to 45.9 its lowest level since March 2009. HSBC 
economist Qu Hongbin said in a statement accompanying the survey that “with 
external headwinds remaining strong, exports are likely to decelerate in the coming 
months.” Nonetheless according to a recent Reuters poll, economists are generally 
agreed that China will achieve economic growth of 8.2% in 2012. 

 China’s National Bureau of Statistics reported home prices fell on a year-on-year basis 

in May in 54 out of 70 cities surveyed, up from 46 in April, 38 in March, 27 in 

February, 14 in January and just 8 in December. However, the incidence of month-on-
month price declines reduced to just 40 cities compared with 43 in April. In spite of 
acceleration in some price declines the Ministry of Housing and Urban-Rural 
Development remains committed to its housing market restrictions, including higher 
down-payments and limits on number of homes individuals can buy. The government 
is intent on making housing affordable in order to limit social unease and to avoid the 

dangers of a potential housing bubble.  
 Japan’s exports increased in May by 10.0% on the year, accelerating from 5.9% in 

March and 7.9% April, also well above the 9.3% consensus forecast. The increase is 
the fastest since December 2010. Exports to China increased 3.0% the 1st 
improvement in 8 months, while exports to the US increased 38.2% marking a 7th 
straight monthly improvement due mainly to recovery in automobile shipments. In 
contrast exports to the eurozone slipped 0.9% marking an 8th successive monthly 

decline. The consensus forecast is for 2.3% economic growth for the fiscal year ending 
March 2013, the highest growth rate among developed economies attributed to solid 
household consumption growth and post earthquake reconstruction. 

 The European Commission eurozone consumer confidence index dipped slightly from -
19.3 in May to -19.6 in June, but less than the -20.0 consensus forecast. This also 
follows an unexpected increase in May. The better than expected data is attributed to 
improving labour market trends in Germany and France, the region’s 2 largest 

economies. Consumer spending accounts for more than half of eurozone economic 
output.  

 Following a 12.6 point decline in May, the forward looking ZEW index of German 
investor sentiment for the next 6 months fell an additional 27.7 points in June to -16.9 
significantly below the consensus forecast +2.0. The reading is lowest since January 
and marks the largest monthly decline since October 1998. The drop is attributed 

primarily to concerns over Spain’s banking sector with respondents disappointingly 
showing little improvement in sentiment following the positive result in Greece’s 

elections.  
 The New Democracy party managed a narrow victory over the radical leftist Syriza 

party in Greece’s general elections. Its leader Antonis Samaras, a Harvard-educated 
economist, will lead a coalition with the socialist Pasok party. The 2 parties are so-
called “pro-bailout”, but will attempt to re-negotiate terms of the 130 billion euro EU 

and IMF rescue plan. This is preferable to the Syriza proposal which was to scrap the 
bailout deal altogether, precipitating a default and probable exit from the euro. A 
Reuters poll conducted after the election showed that only 3 out of 19 economists 
expect Greece to leave the euro. The outlook for Greece’s economy however remains 
uncertain, with its stock exchange index down by over 90% over the past 5 years.  

 Spain successfully auctioned 2.22 billion euro of 3-year bonds, exceeding the 2 billion 
target. Although the yield on these bonds increased to 5.547% compared with 4.876% 

at the last auction on 17th May, the auction was considered a small victory helping the 
yield on 10-year bonds to reduce to 6.66% down from a peak of 7.28% on 18th June. 

Yields in excess of 7% make funding in the bond markets unsustainable, a level which 
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prompted Greece, Ireland and Portugal to seek bailouts. The current yield compression 
in Spain may however be temporary with some economists expecting Italy and Spain, 
which together contribute a quarter of eurozone economic output, to each require a 
full bailout within the next 12 months.  

 UK consumer price inflation fell in May to -0.1% month-on-month significantly below 
the +0.3% consensus forecast, marking the lowest rate since November 2009. The 

year-on-year rate fell to +2.8% from +3.0% in April. The data should go a long way in 

convincing some Bank of England monetary policy committee members still concerned 
at how fast inflationary pressures will reduce, and increases the likelihood of further 
quantitative easing. 

 Minutes from the Bank of England’s (BOE) most recent monetary policy meeting 
revealed proposals for additional quantitative easing (QE) were only narrowly beaten 
by 5 votes to 4. This suggests a likely QE increase at the next meeting in July, given 

the technical recession in the 1st quarter and decline in inflationary pressure. The BOE 
governor Mervyn King and 2 additional committee members voted for a GBP 50 billion 
QE increase, while a 4th member voted for a GBP 25 billion increase. Other proposals 
put forward include a relaxation of bank reserve rules in order to improve the state of 
UK bank finances. The minutes report “it was possible that the impaired UK bank 
system…had been a larger impediment to the recovery of both demand and potential 
supply capacity than previously thought likely: the weakness of lending, housing 

market expectations, business investment and productivity growth were all possible 
symptoms of that.” 

 
 
SA ECONOMY 
 

 Consumer price inflation (CPI) moderated from 6.1% year-on-year in April to 5.7% in 

May, below the 5.9% consensus forecast. The decline is attributed to a drop in food 
and alcoholic beverage inflation from 8.7% to 6.6%. The month-on-month CPI rate 
reduced from 0.4% to 0.1% the lowest in 20 months. Petrol prices fell by 55 cents per 
litre this month boding well for further declines in inflation, which in turn supports the 
case for the SA Reserve Bank to keep interest rates on hold at their current low levels 
until at least mid 2013. Some economists are even suggesting a further rate cut in the 

event of a slowdown in global economic growth. 
 SA’s Quarterly Employment Statistics report shows the number employed in the formal 

non-agricultural sector increased in the 1st quarter by 5,000 or 0.1% quarter-on-
quarter and by 95,000 or 1.1% year-on-year. Gross aggregate earnings received by 
employees increased by 9.2% on the year but fell 4.8% on the quarter. The recent 
decline in employee earnings suggests a moderation in retail spending in coming 
months.  

 The SA Reserve Bank quarterly bulletin shows gross domestic expenditure slowed in 
the 1st quarter to an annualized rate of 4.3%. Household expenditure slowed from 
4.6% in the previous quarter to 3.1% while government spending slowed from 7.3% 
to 2.2%. Private sector fixed capital formation fell sharply from 6.2% to 1.8% causing 
an overall drop in gross fixed capital formation from 7.2% to 5.3%. The trade deficit 
widened to R42.1 billion from R17.1 billion the previous quarter, as exports fell 2.4% 
over the quarter and imports increased 0.3%, contributing to a widening in the current 

account deficit to 4.9% of GDP its widest since the 1st quarter 2009. The deterioration 
in private sector investment and pressure on household expenditure raises the 
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chances of a further interest rate cut, especially in the context of faster than expected 
reduction in inflationary pressure.  

 
 
KEY MARKET INDICATORS 
 

   YEAR TO DATE %  

 
JSE All Share  +8.76 
JSE Fini 15  +19.53 
JSE Indi 25  +14.49 
JSE Resi 20  - 2.51 
R/USD   - 1.59 

S&P 500  +7.80 
Nikkei   +3.51 
Hang Seng  +5.88 
FTSE 100  +0.90 
DAX   +7.94 
CAC 40   - 1.05 
MSCI World  +3.97 

 
 
TECHNICAL ANALYSIS 
 

 The US dollar has rallied strongly past the key $1.26 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 
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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 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 Federal Reserve (Fed) said it “anticipates that the unemployment rate will decline 
only slowly towards levels that it judges to be consistent with its dual mandate. 
Furthermore, strains in global financial markets continue to pose significant downside 
risks to the economic outlook.” The Fed downgraded its US economic growth forecast 

for 2012 from 2.4-2.9% predicted in April, to 1.9-2.4% and extended its Operation 
Twist beyond the end of June until the end of December. A further $267 billion of its 
shorter-dated bond holdings with maturities of less than 3 years will be exchanged for 
longer-dated maturities to which mortgage bond yields are closely correlated. The 
exercise should lower mortgage yields, boost housing affordability and help stabilize 
the housing market, considered a vital ingredient to a sustainable economic recovery. 
Fed chairman Ben Bernanke said the Fed had considerable scope to take further action 

if required, for instance in the event of poor progress in the labour market.  
 


