
Overberg Asset Management (Pty) Ltd is authorised as a Category 2 financial services provider. 
License No: 783. Company registration no: 2001/019896/07. Director: Nick Downing. 

OVERBERG MARKET REPORT 
Week ending 30th September 2011 
 
  
INTERNATIONAL 
 

 US economic growth in the 2nd quarter was revised upwards to an annualized rate of 
1.3% from the 1.0% initial estimate and above the 1.2% consensus forecast. The 
upgrade was attributed to stronger than originally estimated consumer spending, 
revised upwards from 0.4% to 0.7%, and export growth revised upwards from 3.1% 
to 3.6%.   

 US durable goods orders decreased in August by 0.1% following an increase of 4.1% 
in July and below the 0.4% consensus forecast increase. The biggest culprit was the 
motor vehicle sector with a decline of 8.5%. Durable goods orders excluding transport 
categories also decreased 0.1%, the 1st monthly decline since April. However, orders 
excluding defence and aircraft categories increased 1.1%, by the most in 3 months.  

 The Conference Board US consumer confidence index increased slightly from 45.2 in 
August to 45.4 in September albeit near the April 2009 low and below the 46.0 
consensus forecast. The Conference Board measure of present conditions declined 
from 34.3 to 32.5 but the measure of expectations for the next 6 months increased 
over the month from 52.4 to 54.0. The share of respondents reporting difficulty in 
finding jobs increased from 48.5% to 50.0% the highest since May 1983. 

 US jobless benefit claims decreased in the past week by a greater than expected 
37,000 to 391,000 the lowest since April, below the 417,000 consensus forecast and 
the key 400,000 traditionally considered necessary to ensure sustainable jobs growth. 
However, the data is reported to have been skewed by a slight mistiming in its 
seasonal adjustment.  

 The US National Association of Realtors (NAR) pending home sales index decreased 
from 89.7 in July to 88.6 in August, attributed to tight lending standards. NAR chief 
economist Lawrence Yuan forecasts existing home sales in 2011 of 4.9 million rather 
than a normalised 5.5 million as a result of applicants being denied credit. 

 The US inventory of homes in the process of foreclosure decreased from 1.9 million in 
July 2010 to 1.6 million in July 2011 according to data analytics firm CoreLogic which 
according to its chief economist Mark Fleming is a positive development for the 
housing market. According to the NAR the inventory of non-foreclosure homes 
decreased from 3.7 million homes (9.5 months supply) in July to 3.6 million or 8.5 
months supply in August. Meanwhile the number of US building permits issued in 
August increased 4.0% on the month to an annual rate of 625,000 upwardly revised 
from the 3.2% initial estimate. 

 The Business Roundtable 3rd quarter CEO Economic Outlook Survey forecasts US GDP 
will grow in 2011 by 1.8% reduced from the 2nd quarter forecast of 2.8%, while its 
economic outlook index decreased to 77.6 from 109.9 the previous quarter. Readings 
higher than 50 are consistent with economic expansion. Each category being surveyed 
showed a decline including anticipated sales, capital expenditures and employment.  

 HSBC’s China Purchasing Managers’ Index for manufacturing remained at 49.9 in 
September unchanged from the August reading and above the initial 49.4 “flash” 
estimate. Qu Hongbin, chief economist at HSBC forecasts that, with readings as low as 
48.0 consistent with 12-13% growth in industrial output and 9% economic growth, 
“this implies that although the lagged effects of credit tightening will continue to cool 
industrial activity in the months ahead, there is little need to worry about a sharp 
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slowdown”. However, the factory inflation sub-index increased from 55.6 in August to 
59.5 in September suggesting consumer price inflation may not have peaked at 6.5% 
in July, potentially adding further pressure on lending rates. 

 The official China Securities Journal reports that private lending rates, which have 
risen sharply to as high as 10% a month as a result of restricted credit conditions, are 
driving some smaller property developers into bankruptcy, raising concerns over the 
sustainability of the economy’s debt fuelled property boom.  

 Japan’s construction orders increased in August by 9.3% on the year up from 5.7% in 
July, 6.0% in June, 25.5% in May and 31.4% in April, showing a year-on-year gain for 
the 5th straight month. Housing starts also increased for the 5th straight month, 
showing a year-on-year gain of 14.0% below the 21.2% achieved in July but well 
above the 3.6% consensus forecast.  

 As expected Germany’s lower house of parliament approved an expansion of the 
European Financial Stability Facility (EFSF) from 250 billion euro to 440 billion while 
increasing its authority to extend credit lines to banks and buy bonds on the secondary 
market. Germany’s guarantees for the EFSF will increase from 123 billion euro to 211 
billion. The bill also includes a resolution that the German Chancellor must obtain 
approval from parliament for any changes to the EFSF or creation of new bailout funds 
or conditions. The EFSF is a temporary measure to be replaced by the permanent 
European Stability Mechanism in 2013.   

 Germany’s employment increased in August for a 19th straight month by 10,000 to a 
record high 41.109 million according to the International Labour Organisation (ILO). 
The ILO survey shows companies plan to increase staffing levels, suggesting further 
employment gains in coming months.  

 Bank of England personal lending data shows UK mortgage approvals increased more 
than expected from 49,644 in July to 52,410 in August the highest since December 
2009, suggesting record low lending rates are succeeding in boosting mortgage 
demand. 

 UK consumer price inflation (CPI) is expected to average 3.5% over the next 12 
months according to the YouGov/Citi survey, unchanged from the 3.5% reading in 
August but down from 3.9% in July. Monetary policy committee member Ben 
Broadbent said “it’s hard to detect any real sign of second-round effects on either 
wage growth or medium-term expectations of inflation.” 

 
 
SA ECONOMY 
 

 Private sector credit extension (PSCE) increased from 5.7% in July to 6.1% in August 
above the 5.5% consensus forecast. PSCE increased by 1.3% on the month to R27.6 
billion attributed mainly to corporate borrowing which increased from 5.5% to 7.0%. 
However, household borrowing eased from 6.6% to 5.2%, declining for the 2nd 
straight month due mainly to a continued slowdown in mortgage advances which 
slowed to 1.4% from 2.7% in July.  

 Producer price inflation (PPI) accelerated from 8.9% in July to 9.6% in August well 
above the 9.0% consensus forecast and the highest since December 2008. PPI 
increased 1.0% on the month. Electricity, mineral and food prices were the biggest 
culprits, likely to be exacerbated by the rand’s recent decline. While the oil price has 
decreased in US dollar terms over the past 2 months this may be more than offset by 
the rand’s 15% depreciation against the dollar over the past month. Petrol prices have 
increased 16% in the year to date and likely to rise further during the 4th quarter. 
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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, 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 1.95%. 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 equity and global 
equity markets.  

 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 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 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. 
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BOTTOM LINE 
 

 The Institute of International Finance (IIF) Global Economic Monitor forecasts US 
economic growth of 1.6% in 2011, 1.8% in 2012, and 2.4% in 2013. It attributes a 
significant chance to near zero growth but so far “the economy is showing few of the 
typical symptoms associated with a recession such as layoffs or sharp reductions in 
business sentiment and inventories.” It described current weakness in the global 
economy as largely anticipated, reflecting the effects of Japan’s earthquake, rising 
food and fuel costs, fiscal tightening in developed economies and monetary tightening 
in developing economies. However, it warned “that the G7 is caught in a slow growth 
trap, in which debt problems are apt to intensify.” The IIF forecasts economic growth 
for developed economies of 1.4% in 2011, recovering to 2% in 2012 and 2013, with 
the eurozone growing 1.7% in 2011 and 1.3% in 2012. Japan’s economy is forecast to 
contract 0.3% in 2011 but grow 2.8% in 2012. China and India are forecast to show 
continued strong growth of 9.5% and 7.8% in 2011, and 9.0% and 8.2% in 2012. 

 


