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OVERBERG MARKET REPORT 
Week ending 21st October 2011 
 
  
INTERNATIONAL 
 

 The Conference Board index of US leading economic indicators (LEI), measuring the 
outlook for the US economy 3-6 months ahead, slowed from 0.3% in August to 0.2% 
in September below the 0.3% consensus forecast. Ken Goldstein, an economist at the 
Conference Board, said the index “is pointing to soft economic conditions through the 
end of 2011” attributing a 50% probability to the start of a downturn over the next 
few months. The Federal Reserve Beige Book, an anecdotal survey of business 
conditions in each of the Fed’s 12 regional bank districts, “noted weaker or less certain 
outlooks for business conditions”. The survey indicated only “modest, slight” economic 
growth, noting that while consumer and business spending increased slightly, hiring 
and capital spending plans were restrained.  

 US existing home sales increased in September by 11.3% on the year, suggesting a 
gradual recovery. However, the median sales price decreased 3.5% on the year and 
mortgage lending for home purchases fell last week to its lowest in 15 years in spite of 
mortgage interest rates being close to record lows. The slowdown in mortgage 
demand is due largely to a decrease in the maximum size of loan which can be backed 
by government controlled mortgage companies, Fannie Mae, Freddie Mac and Federal 
Housing Administration. The loan limit change has removed an estimated 16% of 
potential buyers from the market. 

 US weekly jobless benefit claims decreased in the past week from 409,000 to 403,000 
confirming a slight downtrend in spite of a lackluster jobs market. The less volatile 4-
week moving average also dropped to 403,000 its lowest in 6 months. The data shows 
no evidence that companies are repositioning for a sharp drop in economic activity.  

 Jan Hatzius, head economist at Goldman Sachs, forecasts the US will narrowly avoid a 
recession in coming quarters, with GDP growth slowing to 0.5% in the 1st quarter 
2012. The slowdown is attributed to weaker business outlooks, falling hourly earnings 
and private sector deleveraging. He forecasts the Fed will launch a 3rd round of 
quantitative easing in the next 6-9 months.  

 China’s economic growth slowed in the 3rd quarter to 9.1% on the year from 9.5% in 
the 2nd quarter and 9.7% in the 1st, its slowest pace in more than 2 years and below 
the 9.3% consensus forecast. However, data components remained encouraging: 
quarter-on-quarter growth registered 2.3%, industrial output increased in September 
by 13.8% on the year, up from 13.5% in August, while retail sales increased 17.7% 
up from 17.0%. Fixed asset investment increased 24.9% in the 1st 9 months of the 
year, slowing only slightly from 25.0% in the 1st 8 months. Meanwhile the National 
Bureau of Statistics reported that consumer price inflation had fallen for 2 consecutive 
months and been “preliminarily contained”, likely to ease further in the 4th quarter. 

 The Conference Board leading economic indicator for China, measuring the outlook for 
the economy 3-6 months ahead, increased 0.5% in August following gains of 0.6% in 
July, 0.9% in June and 0.4% in May. Jing Sima, a Conference Board economist, said 
the index points to continued expansion but at a slower rate due to monetary 
tightening and weakening global growth. Bank credit expansion and real estate 
investment, are both slowing after being key economic growth drivers in 2010. 

 China’s total “social financing”, which includes financing activities outside traditional 
bank lending, fell in the 1st 9 months of the year by 11.4% to 9.8 trillion yuan. Banks 
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lent 5.68 trillion yuan or 58% of the total, illustrating the economy’s growing reliance 
on non-traditional financing. Total social financing includes wealth management 
products and equity financing but excludes China’s black market banking system, 
estimated at around a 3rd of the size of the traditional banking system. 

 The Bank of Japan quarterly report showed 5 out of the country’s 9 regions upgraded 
their economic outlook since July while the remaining 4 regions left their assessment 
unchanged. The upgrade is attributed to the removal of supply chain constraints, 
improved business sentiment, increased capital investment, and a pick-up in 
consumption and production.  

 Japan’s coincident composite index, which reflects current business conditions, 
increased in August from 107.1 to 107.6 its 1st increase in 2 months and revised up 
from the 107.4 preliminary reading. The leading composite index, measuring the 
outlook for the economy 3 months ahead, fell over the month from 104.6 to 104.3 but 
revised up from the 103.8 preliminary reading. 

 All 27 member states of the European Union (EU) have reportedly agreed that around 
100 billion euro is required to bolster bank balance sheets. Banks will be required to 
tap shareholders for new capital but will have the support of individual governments 
as a backstop and as a last resort the assistance of the European Financial Stability 
Fund (EFSF). There is less agreement however on 3 remaining issues, namely the 
revised bailout for Greece, the extent of the private sector’s involvement in the 
bailout, and the structure of the EFSF. Agreement is unlikely to be reached in time for 
this weekend’s EU summit, with a 2nd summit already scheduled for next Wednesday.  

 Moody’s credit rating agency warned that France could lose its AAA long-term 
sovereign credit rating in the next 3 months, citing weak economic growth and budget 
stress from additional bailout funding. The rating agency meanwhile downgraded 
Spain’s sovereign rating by 2 notches, taking it below the ratings of Standard & Poor’s 
and Fitch, reasoning that “since placing the ratings under review in late July 2011, no 
credible resolution of the current sovereign debt crisis has emerged…” 

 Standard & Poor’s credit rating agency reported that France, Spain, Italy, Ireland and 
Portugal would suffer sovereign debt downgrades in the event of low economic growth 
and double dip recession. The report stated that “ballooning budget deficits and bank 
recapitalizations would likely send government borrowings significantly higher.” 

 France’s national statistics institute index of service provider sentiment decreased 
from 95 in September to 94 in October, its lowest since March 2010 and 6 points 
below the long-term average. The majority of respondents expect demand to worsen 
in the coming months. The manufacturing sentiment index also fell over the month 
from 99 to 97, previously at 102 in August, 105 in July and 110 in June, to its lowest 
in 15 months and 3 points below the long-term average. The latest Bank of France 
survey corroborates both sets of data, showing a sharp decline in expectations in the 
past month. 

 
 
SA ECONOMY 
 

 Consumer price inflation (CPI) accelerated from 5.3% in August to 5.7% in September 
above the 5.6% consensus forecast. The main culprit was food price inflation which 
increased from 7.3% to 8.7%. Core inflation which excludes food and energy prices 
remained relatively low at 3.8% year-on-year. The upward trend in inflation is likely to 
continue for the remainder of the year due to low year-ago comparative base effects. 
Inflationary pressure in 2012 is expected from administered prices such as municipal 
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rates and electricity tariffs, and wage settlements, partly counter-balanced by a 
worldwide slowdown in economic growth momentum. Provided recent sharp declines 
in the rand do not exacerbate the inflationary outlook, the SA Reserve Bank is 
expected to keep interest rates on hold for the rest of the year and during 2012. 

 Retail sales increased in August in real (inflation adjusted) terms by 7.1% on the year 
up from 3.0% in July and well above the 4.9% consensus forecast. The month-on-
month increase was 0.7% also well above consensus forecast at 0.4%. The “All Other 
Retailers” category showed the strongest growth, rising in nominal terms by 15.9%, 
followed by the “Household furniture, Appliances and Equipment” category with an 
increase of 14.3%. Overall implied retail inflation increased slightly in August from 
3.0% to 3.2% on the year, but remains well below CPI at 5.7%.  

 The Adcorp monthly survey showed nationwide employment increased in September 
at an annualized rate of 2.5%, attributed to a 4% increase in employment by 
temporary recruitment agencies and 7% increase in employment in the informal 
sector. Employment in the manufacturing sector fell sharply by 16.7%, followed by 
declines in transportation and logistics of 9.0%, and construction of 4.6%. 
Employment gains were registered in the government sector at 10.5%, finance at 
8.2%, and wholesale and retail trade at 6.6%. Employment of highly skilled and office 
workers increased 8.8% while employment of low and semi-skilled workers fell 6.4%.  

 
 
KEY MARKET INDICATORS 
 
   YEAR TO DATE %  
 
JSE All Share  - 3.99 
JSE Fini 15  - 3.47 
JSE Indi 25  +4.19 
JSE Resi 20  - 11.51 
R/USD   - 18.69 
S&P 500  - 3.36 
Nikkei   - 15.12 
Hang Seng  - 21.93 
FTSE 100  - 9.82 
DAX   - 16.60 
CAC 40   - 18.94 
MSCI World  - 8.84 
 
 
TECHNICAL ANALYSIS 
 

 The US dollar index has broken its weakening trend and is gaining against most 
currencies excluding the Japanese yen, targeting $1.25 against the euro. 

 The rand has exceeded its target of R/$8.00 suggesting further near-term weakness 
towards the R/$8.75 target level.  

 US Treasury and UK Gilt yields are near to all-time lows and remain in bull trends. 
 SA gilt yields have fallen sharply in the past month in line with rising equity market 

volatility and slowing economic growth. The shorter dated R157 has broken below its 
7% target suggesting a new trading range of between 6.5-7% over the medium term. 
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 US and global equity markets have bounced strongly off key support levels suggesting 
that despite recent volatility the bull trend remains intact.  

 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 declined sharply and needs to convincingly regain key 
support at $108 in order to preserve its long-term bull trend.  

 Copper has broken below key support levels defining the recent bull trend. The copper 
price is traditionally a reliable barometer of global economic growth.  

 Gold has far exceeded its interim target of $1750 which raises the risk of a sharp 
correction in the near-term before scaling the next medium-term target of $2000. 

 The All Share index needs to convincingly regain key support at 30,300 in order to 
resume the bull trend. Industrials are likely to outperform Financials which in turn are 
expected to outperform Resources. Small cap stocks are offering good value relative to 
the All Share and likely to bounce from a 2-year relative downtrend. 

 
 
BOTTOM LINE 
 
The graph below shows significant value in the S&P 500 index. The “y” axis shows the 
market’s trailing price to earnings multiple, and the “x” axis the prevailing yield on 10-year 
Treasury bonds. Note how much value there is now at the point of maximum pessimism 
compared with the late 1990s during the tech’ bubble, when markets were governed by 
“irrational exuberance.”  
 
 

 


