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OVERBERG MARKET REPORT 
Week ending 23rd September 2011 
 
  
INTERNATIONAL 
 

 In its world economic survey the IMF lowered its 2011 and 2012 growth forecasts for 
the US from 2.5% to 1.5% and from 2.7% to 1.8%, and for the eurozone from 2% to 
1.6% and from 1.7% to 1.1%. Olivier Blanchard, IMF chief economist, said “the global 
economy has entered a dangerous new phase” and that “the recovery has weakened 
considerably. Strong policies are needed to improve the outlook and reduce the risks.” 

 As expected the Federal Reserve announced plans to lengthen the maturity of its 
$2.73 trillion US Treasury bond portfolio, exchanging $400 billion worth of shorter 
dated bonds for longer dated bonds. The policy dubbed by the market as “Operation 
Twist” is aimed at lowering longer term interest rates to which mortgage rates are 
linked, thereby boosting the property market. The Fed’s accompanying press release 
stated “there are significant downside risks to the economic outlook including strains 
in global financial markets”, raising alarm in financial markets. No additional 
quantitative easing was announced in spite of the deteriorating outlook. Through 
quantitative easing the Fed now owns around 18% of all Treasury bonds in issue. 
However, much of the liquidity initiated by quantitative easing has returned to the Fed 
in the form of excess bank reserves of around $1.7 trillion.  

 The Federal Housing Finance Agency (FHFA) US home price index increased in July by 
0.8% on the month above the 0.1% consensus forecast, but remained 3.3% lower on 
the year. The FHFA index based on home purchases financed by mortgage providers 
Fannie Mae and Freddie Mac, is down 18% from its high in April 2007. The S&P/ Case-
Shiller index shows a greater decline of around 30%, amplified by foreclosure cash 
purchases. Existing home sales increased from an annual rate of 4.67 million in July to 
5.03 million in August boosted by a rise in foreclosure purchases, comprising 31% of 
total sales up from 29% in July. 1st time buyers, viewed as critical to reviving the 
property market, made up just 32% of sales compared with a 50% long-term average. 

 Moody’s credit rating agency downgraded the debt ratings of 3 US banks including 
Bank of America, Citigroup and Wells Fargo, citing a potential lack of government 
willingness to intervene in the event of a crisis. The report said the government is 
“more likely now than during the financial crisis (2008) to allow a large bank to fail 
should it become financially troubled.” The cost of insuring $10 million of Bank of 
America debt for 5 years, the bank suffering the largest downgrade, increased by 
$48,000 to $378,000 while the bank’s shares fell 7.5% on the news. 

 HSBC’s preliminary China Purchasing Managers’ Index (PMI) for manufacturing 
decreased for a 3rd straight month from 49.9 in August to 49.4 in September, the 2nd 
successive month below the 50 level, indicating contraction. However, HSBC 
economist Qu Hongbin, described the data as consistent with a “soft landing”, 
forecasting economic growth of around 8.5-9.0% over coming quarters. 

 The Conference Board (CB) leading indicator for China, a gauge of economic conditions 
over the coming 6 months, increased from 158.0 in June to 158.6 in July, indicating a 
continuation of economic expansion over the remainder of 2011 according to CB 
economist Jing Sima. The components making up the leading indicator comprise loans 
by financial institutions, raw material supplies, deliveries and export orders, 
purchasing managers’ indices, consumer expectations, and new floor space. 
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 Japan’s industrial production is expected to increase in August for a 5th straight month 
by 1.5% on the month according to consensus forecast. The Bank of Japan’s export 
index increased in August by 0.1% on the month, the 4th straight increase although 
slowing from 0.3% in July and 8.5% in June, attributed to slower growth in emerging 
economies, the US and Europe, and yen appreciation. 

 Japan’s coincident composite index measuring current business conditions fell from 
107.4 in June to 107.1 in June, the 1st decline in 4 months attributed by the Cabinet 
Office to a peaking out in the output recovery following the March earthquake.  

 Standard & Poor’s credit rating agency downgraded the debt rating of 7 Italian banks 
while assigning a negative outlook to future rating changes, citing an increase in 
Italy’s sovereign debt risk. The move follows a sovereign downgrade of Italy’s debt 
earlier in the week due to a deteriorating growth outlook and damaging political 
uncertainty. 

 Moody’s credit rating agency downgraded by 2 levels the long-term debt rating of 8 
Greek banks while keeping the outlook negative, citing exposure to Greek government 
bonds and the domestic economy’s deteriorating outlook. The economy contracted in 
the 2nd quarter by 7.3% on the year with unemployment rising above 16%.  

 Markit’s preliminary Eurozone Purchasing Managers’ Index (PMI) for services, 
decreased from 51.5 in August to 49.1 in September, well below the 51.0 consensus 
forecast and the 1st reading below 50, signaling contraction, since August 2009. The 
services “new business” sub-index decreased from 51.4 to 48.3. The PMI for 
manufacturing decreased to 48.4 below the 48.5 consensus forecast and its lowest in 
2 years. 

 The ZEW Center for Economic Research index of German economic sentiment fell for a 
7th straight month from -37.6 in July to -43.3 in August but above the -45.0 consensus 
forecast. Readings below zero indicate pessimism. Sentiment for the eurozone fell 
more than expected from -44.6 to -44.0 below the -42.5 consensus forecast. 

 The British Bankers’ Association reports UK mortgage approvals increased in August to 
their highest level since May 2010, rising to 35,226 from 33,734 in July.  

 The copper price traditionally viewed as a reliable barometer for economic growth, fell 
4.3% (December contract) on the Shanghai Futures Exchange on Thursday, to its 
lowest in 10 months, just above $8000 a ton. China’s copper imports increased in 
August by 21% on the month but were down 12% year-on-year. Other base metals 
prices dropped heavily on Thursday, tin leading with a 7.6% decline to its lowest since 
August 2010. 

  
 
SA ECONOMY 
 

 As expected the SA Reserve Bank left the benchmark repo rate unchanged at 5.5%. 
The accompanying press statement described a deteriorating economic outlook: 
“domestic economic growth remains disappointing, with the negative output gap 
widening to around 3% in the 2nd quarter of 2011 and GDP growing by 1.3% following 
the 4.5% increase recorded in the 1st quarter.” Meanwhile, “recent high frequency 
indicators are also not favorable. Mining production contracted at a year-on-year rate 
of 5.1% in July and by 4.3% on a month-on-month basis. Manufacturing output 
declined at a month-on-month and year-on-year rate of 6.0% in July confirming the 
sharp decline to 44.2 index points observed in the Kagiso/ BER Purchasing Managers’ 
index for July.” Sentiment is negative, “overall business confidence, as reflected in the 
RMB/BER Business Confidence index has declined for 2 consecutive quarters and at 39 
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is well below the neutral level of 50.” The SARB reduced its growth forecasts for 2011 
and 2012 from 3.7% to 3.2% and from 3.9% to 3.6% respectively, keeping its 
forecast for 2013 unchanged at 4.4%. However, further monetary easing may be 
compromised as “the depreciation of the rand poses a potential upside risk to the 
inflation outlook.” 

 Consumer price inflation (CPI) registered 5.3% in August, unchanged from July and 
below the 5.5% consensus forecast. Month-on-month, CPI increased just 0.2% 
benefiting from a 0.6% decline in telecoms prices which helped offset a 0.3% increase 
in food and non-alcoholic beverage prices and 0.4% increase in transport prices. CPI is 
expected to rise following the sharp rand depreciation in September which will impact 
imported prices, notably oil. 

 Retail sales increased in July by 2.8% on the year, up from 2.4% in June and above 
the 2.0% consensus forecast. Retailers in household furniture, appliances and 
equipment, registered the strongest growth of 11.6% on the year, followed by 
retailers in hardware, paint and glass with 9.3%. 

 
 
KEY MARKET INDICATORS 
 
   YEAR TO DATE %  
 
JSE All Share  - 5.59 
JSE Fini 15  - 5.31 
JSE Indi 25  +0.28 
JSE Resi 20  - 11.54 
R/USD   - 21.22 
S&P 500  - 10.18 
Nikkei   - 16.31 
Hang Seng  - 22.24 
FTSE 100  - 15.57 
DAX   - 25.31 
CAC 40   - 26.89 
MSCI World  - 14.90 
 
 
TECHNICAL ANALYSIS 
 

 The US dollar index has broken its weakening trend and is gaining against most 
currencies excluding the Japanese yen. It is 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.  

 The 10-year US Treasury bond yield has fallen decisively below the 2008 low of 2.0% 
to 1.70%. Further near term gains may be hard to achieve. 

 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. 

 A rising flag formation suggests further near-term declines in US and global equity 
markets.  
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 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 maintain 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 broke below its downside target of 30,300 which needs to be 
regained in order to resume the bull trend. Industrials are likely to outperform 
Resources which in turn are expected to outperform Financials. 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 greater the decline in equity markets the better the outlook for long-term 
investment opportunities, reflected here for instance by the dividend yield on German 
equities: 

 
 

 
 


