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OVERBERG MARKET REPORT 
Week ending 26th October 2012 
 
  
INTERNATIONAL 
 

 Orders for US durable goods, products expected to last at least 3 years, increased in 

September by 9.9% on the month. The detail however was less impressive, with most 
of the increase attributed to an abnormal increase in commercial aircraft orders of 
2640% on the month and defence orders of 43.7%. Aircraft and defence orders tend 
to be especially volatile, with most recent growth rates merely reversing previous 
declines. The traditional yardstick, orders in non-defence capital goods, showed zero 
growth while the previous month’s 1.1% increase was revised lower to 0.2%. 

Shipments of non-defence capital goods shrank -4.9% in September on a rolling 3 
month-on-3 month annualized basis.   

 The National Association of Realtors (NAR) reported pending sales of US existing 
homes increased in September by 0.3% on the month to 99.5 marking the 17th 
straight year-on-year gain. Although well below the 2.8% consensus forecast increase, 
NAR chief economist Lawrence Yun remains positive: “This means only a minor 
movement is likely in near-term existing home sales, but with positive underlying 

market fundamentals they should continue on an uptrend in 2013.” Housing 
affordability has improved as a result of the Federal Reserve’s purchases of mortgage 
backed securities. The Fed’s $40 billion a month quantitative easing purchases (QE3) 
have reduced the 30-year fixed rate mortgage to record lows of 3.40% compared with 
year ago levels of 4.10%, supporting mortgage refinancing and the housing market.  

 Economic forecaster HIS Global Insight predicts the unconventional oil and natural gas 
industry will employ 1.7 million people in the US this year, rising to 2.5 million by 

2015 and 3.5 million by 2035. Unconventional shale gas hydraulic fracturing or 
“fracking” will tap new resources which can be liquefied using gas-to-liquid technology. 
The research forecasts unconventional energy sources will add $237 billion to US GDP 
this year, rising to $475 billion in 2035, with unconventional oil output overtaking 
traditionally-drilled oil by 2015. In the words of John Larson, HIS vice president: “It is 
transformative”, providing nearly $5.1 trillion in capital expenditure between 2012 and 

2035, and generating federal and state government revenues of $61 billion in 2012, 
rising to $91 billion in 2015.  

 The HSBC/ Markit flash purchasing managers’ index (PMI) measuring conditions in 
China’s manufacturing sector, increased from 47.9 in September to 49.1 in October, 
recovering for a 2nd straight month and showing the largest month-on-month 
improvement since October 2010. The new orders index increased from 47.3 to 49.7 
and encouragingly is now higher than both the output and inventories index which 

suggests a pick-up in activity in the months ahead. Economic growth is likely to 
recover from an annualized rate of 7.4% in the 3rd quarter to 7.7% in the 4th quarter 
according to consensus forecast. Economists will watch for clues in policy shift at the 
10-year leadership transition due to commence at the communist party congress in 
November, prompting revisions to 2013 growth forecasts.   

 The Conference Board Leading Economic Indicator (LEI) for China increased 0.3% in 
September, marking a loss in momentum following gains of 1.7% in August and 0.7% 

in July. While credit extension and the manufacturing sector showed signs of 
stabilization, the real estate sector acted as a drag on the LEI suggesting the economy 

is unlikely to pick up rapidly in the near-term. The accompanying report states that 
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“The real estate sector’s strong performance in August does not appear to have 
extended into September, a traditionally strong month for real estate transactions.” 
The data may please government, which is determined to avoid a real estate bubble 
from forming, and therefore boosts chances for additional monetary and fiscal 
stimulus.  

 Japan’s exports fell in September by 10.3% on the year, the 4th straight monthly year-

on-year decline, accelerating from the 5.8% decrease in August. Exports of 

automobiles and transportation equipment were particularly hard hit, falling 16.6%. 
The trade balance registered a deficit for the 3rd straight month, measuring 558.6 
billion yen in September compared with a surplus of 288.8 billion a year ago. The 
trade deficit for the 1st half of the year was 3.2 trillion yen, the largest deficit ever for 
a half year period. Exports to Asia decreased 8.3% on the year while exports to China, 
Japan’s biggest trading partner, fell a dramatic 14.1% exacerbated by anti-Japan 

protests stemming from the Senkaku/ Diaoyu island territorial dispute. Auto and 
power equipment exports to China fell by 44.5% and 48.7%, with further anti-Japan 
weakness likely to reflect in the October trade figures.  

 The Bank of Japan (BOJ) reported that 8 of the 9 regions in Japan downgraded their 
regional economic assessments in the 3rd quarter due primarily to weakening global 
growth. The incidence of downgrades is at its highest since January 2009 and in stark 
contrast to July when all 9 regions upgraded their economic assessment. 

Encouragingly, while manufacturing production and household spending were 
downgraded in most regions, 8 regions reported an increase in capital investment. 
However the data prompted BOJ Governor Masaaki Shirakawa to reiterate his recent 
statement that the central bank will continue easing monetary policy.  

 Japan suffered continued deflation in September with core consumer price inflation 
(CPI) measuring -0.1% on the year. Although marking a 5th straight year-on-year 
decline in the CPI index, the reading was an improvement on the -0.3% in August and 

above the -0.2% consensus forecast. However, CPI falls well short of the BOJ’s 1% 
inflation target and will likely prompt a further easing in monetary policy the policy 
setting meeting on 30th October. The BOJ increased the size of its asset repurchase 
programme in September by 10 trillion yen to 80 trillion and is expected to do so 
again next week.   

 The Eurozone composite purchasing managers’ index (PMI), measuring conditions in 

both manufacturing and services sectors, fell from 46.1 in September to 45.8 in 
October well short of the expected increase to 46.5 and marking the lowest reading in 

over 3 years. The reading is below the key 50 threshold which demarcates contraction 
and is consistent with a quarter-on-quarter contraction in Eurozone GDP of -0.5% in 
the 3rd quarter, from -0.2% in the 2nd quarter. The outlook for Germany, the region’s 
largest economy, also deteriorated with the Ifo business confidence index decreasing 
from 101.4 in September to 100.0 in October, its lowest since February 2010 and 

marking the 6th straight monthly decline . The less volatile 3-month average has fallen 
steadily from 105.0 in July, 103.5 in August, 102.3 in September and 101.2 in 
October. The forward looking expectations index however offered some respite, 
remaining unchanged in October and signaling a potential bottoming out in conditions.  

 Credit extension by Eurozone commercial banks lost further momentum in September 
with lending to companies shrinking by -1.4% on the year, a deterioration from -0.8% 
in August, -0.4% in July and growth of +0.4% as recently as April. Lending to 

households also fell to +0.1% , from +0.2% in August , +0.3% in July, and growth of 
+1.3% as recently as February. Unfortunately, the ECB’s purchases of sovereign 

bonds are not translating into increased liquidity in the broader economy. While 
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money supply is rising, the velocity of money continues to contract, which may prompt 
the ECB to implement outright quantitative easing or other measures to encourage 
bank lending such as a Bank of England style “Funding for Lending” programme.   

 UK GDP increased in the 3rd quarter by 1.0% on the quarter well above the 0.6% 
consensus forecast. The growth is equivalent to an annualized rate of 4.1%, the 
highest rate in 5 years and reverses the contraction of -0.4% and -0.3% in the 2nd and 

1st quarters. Services output increased 1.3% on the quarter helped by Olympic ticket 

sales, which alone contributed a fifth of the quarterly GDP increase. Industrial 
production also fared well, increasing 1.1% on the quarter. Nonetheless Bank of 
England Governor Mervyn King remained ambivalent about the data: “At this stage, it 
is difficult to know whether some of the recent more positive signs will persist”, adding 
that the BOE would be prepared to increase the size of its quantitative easing 
programme if necessary.  

 South Korea’s rate of economic growth slowed from 0.3% quarter-on-quarter in the 
2nd quarter to 0.2% in the 2nd the quarter, the slowest since the 0.2% growth rate 
registered in the 4th quarter 2009. The decline is attributed to a contraction in 
manufacturing output in July and August and likely again in September according to 
economic lead indicators. Manufacturing comprises around a third of GDP. The central 
bank earlier this month cut its growth forecast for 2013 from a previous 3.8% to 
3.0%, but nonetheless an improvement on its 2.4% forecast for 2012. Growth is 

expected to bottom-out in the current quarter helped by domestic fiscal stimulus and 
signs of recovery in China, the economy’s largest trading partner.  

 
 
SA ECONOMY 
 

 The Medium-Term Budget Policy Statement raised its budget deficit forecasts for the 

next 3 years, from a previous 4.6% of GDP for FY2012/13 to 4.8%, and for the 
following 2 years from 4.0% to 4.5% and from 3.0% to 3.7%. The deterioration is due 
to lower revenue receipts as a result of slower than expected economic growth. The 
Finance Ministry reduced its GDP forecast for 2012 from a previous 2.7% to 2.5%, and 
for 2013 from 3.6% to 3.0%. The bond market and rand took the downward revisions 
in their stride, showing little reaction to the poorer outlook. However, the forecasts 

may yet be too optimistic, especially if external global demand continues on its 
downward trajectory and domestic labour unrest spills over into 2013.  

 The SA Reserve Bank composite leading indicator (CLI) increased slightly from 131.1 
in July to 131.2 in August. While the CLI was impacted by a decline in the number of 
building plans passed and a decrease in the export commodity price index, it 
benefitted from an improvement in external demand from SA’s major trading partners 
and an increase in JSE equity indices. While signaling stabilization in the economic 

outlook, the CLI September reading is expected to decline as a result of industrial 
action and labour unrest.  

 Producer price inflation (PPI) decelerated from a year-on-year rate of 5.1% in August 
to 4.2% in September, well below the 5.4% consensus forecast. The decline is 
attributed to lower year-on-year increases in electricity costs which reduced from 
13.8% to 13.3%, mining and quarrying costs which decreased from 1.7% to -0.1%, 
basic metals from -0.4% to -3.2%, and other manufactures from 5.8% to 1.3%.  PPI 

could moderate further in coming months as weakening global demand suppresses 
commodity prices, although the rand’s depreciation may counterbalance this effect. 
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 Consumer price inflation (CPI) accelerated from a year-on-year rate of 5.0% in August 
to 5.5% in September, above the 5.2% consensus forecast. On a month-on-month 
basis CPI increased 0.9%, suggesting a slight pick-up in inflationary pressure. The 
main culprits were the transport category which contributed 1.1 percentage points to 
the annual increase, with petrol prices rising 8.6% on the month in September. 
Rentals for housing increased 1.4% on the month and food prices by 2.1%. In spite of 

the recent uptick, CPI is expected to remain in the 5-5.5% range for the remainder of 

the year, helped by a weaker global economy and softer domestic household 
spending. It is also unlikely that recent spikes in fuel and food prices will continue at 
their current trend rate. With CPI likely to remain contained within the SA Reserve 
Bank (SARB) 3-6% target range in a context of slowing global and domestic economic 
growth, the SARB is likely to reduce the benchmark repo rate by a further 25 basis 
points at the beginning of January.  

 
 
KEY MARKET INDICATORS 
 
   YEAR TO DATE %  
 
JSE All Share  +15.66 

JSE Fini 15  +22.03 
JSE Indi 25  +29.10 
JSE Resi 20  - 1.44 
R/USD   - 7.44 
S&P 500  +11.84 
Nikkei   +7.09 
Hang Seng  +18.31 

FTSE 100  +4.18 
DAX   +22.07 
CAC 40   +7.97 
MSCI World  +10.16 
 
 

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 
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suggests a weak trend, making the rally fragile. The Dow Transport index is not 
supporting the new tops in the Dow Industrial index which indicates a vulnerable 
market according to the classic Dow Theory. 

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

 
 
BOTTOM LINE 

 
 Mohamed El-Erian, co-chief investment officer of Pacific Investment management Co 

(PIMCO), the world’s largest bond fund, stated that the US economy will certainly tilt 
into recession if it goes over the so-called “fiscal cliff’, referring to the automatic expiry 
of numerous federal tax and spending measures if Congress fails to agree on a deficit 
cutting plan by 31st December. The most likely outcome is a “mini bargain”, which falls 
short of a “grand bargain” but at least averts the 4% decline in economic output which 

he attributes to the fiscal cliff scenario. The mini bargain to which El-Erian attributes a 
60% probability would avoid the worst of the tax increases and spending cuts and 
shave just 1.5% from GDP.  

 The likely dismantling of the fiscal cliff, expected after the US presidential elections, 
should unlock the freeze on investment spending. Businesses have postponed 
investment plans due to uncertainty over fiscal policy, which if resolved should lead to 
a sharp recovery in business investment over the next few months.   

 Meanwhile El-Erian described the Federal Reserve and ECB as being “all in”. In 
reference to their unprecedented open-market operations aimed at increasing money 

supply, he said at a conference speech hosted by the Economist magazine that “You 
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should have no doubt- no doubt- the current leaderships of both central banks are 
committed and would likely do more before they do less.” He said that (as a result) a 
reversal in the bond market rally was unlikely.  
 

  


